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RESOLUTION BY ME. OWEN.

I n  t h e  Sen ate  of t h e  U nited  S tates,
November 6, 1913. 

Resolved, That the Committee on Banking and Currency is hereby 
authorized to have printed the indexed hearings by the Banking 
and Currency Committee of the Senate on the pending banking and 
currency bills (S. 2639 and H. E. 7837), bound in paper, as a Senate 
document, * * *

Attest:
J am es M. B ak er ,

Secretary.
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HEARINGS ON H. R. 7837.

TUESDAY, SEPTEMBER 2 1913.

Co m m itt e e  o n  B a n k in g  a n d  Cu r r e n c y ,
U n it e d  St a t e s  Se n a t e ,

Washington, D. 0.
Present: Senators Owen (chairman), Hitchcock, O’Gorman, Reed, 

Pomerene, Shafroth, Hollis, Nelson, Bristow, Crawford, McLean, 
and Weeks.

The Ch a ir m a n . Mr. Forgan, I believe, will act as the representa­
tive of the committee of the bankers’ conference, recently held in 
Chicago, and will introduce the different speakers to the committee, 
in the order in which they wish to follow; assigning to each one of 
them, I believe, a certain topic relating to the bill; and they have a 
printed copy of the bill which they will follow in dealing with these 
topics, and each member of this committee will be furnished with a 
copy of this proposed bill, with the recommendations made by the 
bankers* conierence; and the notes of the stenographer will follow 
the pages of the print which the bankers* committee have offered 
for use, so as to make the references intelligible.

Mr. Forgan, the committee is now ready to have you present the 
matters which you wish to offer.

Senator B r is t o w . Mr. Chairman, it will be necessary for me to be 
in the Senate this afternoon, because the tariff bill is up for consider­
ation, and a number of amendments are coming up. I regret very 
much that the hearing has been called for a time when the members 
of the committee can not be present without neglecting their duties 
on the floor. I wanted to make this statement as a kind of protest 
against having these hearings at a time when we are considermg the 
amendments to the tariff bill, as well as being compelled to vote on 
that. I hope that the hearings will not be continued during the week, 
because it will be impossible for me to be present. I can not be in 
both places at the same time.

Senator O 'G o r m a n . H ow  many witnesses are there to be examined 
here to-day, Mr. Chairman?

Mr. F o r g a n . There are seven members of this committee, and 
each of them desires to be heard on a specified subject.

The Ch a ir m a n . The Chair will state that after the conference 
held in Chicago a request was made that opportunity would be 
afforded to the representatives of that conference to be heard upon 
the matters involved in the so-called banking and currency bill; 
and after consultation with some of the members a response was 
sent to them by telegraph that the hearings could be had at 2 o’clock 
on Tuesday, September 2, 1913—beginning at 2 o’clock to-day.

That occurred a week ago, at a time when it was hoped that the 
tariff bill would be substantially out of tlie way. Other persons

1

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



2 BANKING AND CURRENCY.

were also invited to attend and be heard, including a number who 
had requested the privilege of being heard upon this question. The 
entire report of everything which will be said will, of course, be 
printed at once, and will be available for every Senator, so that not 
a word will be said that will not be at his disposal.

Senator O 'G o r m a n . Could you not attend, Senator Bristow, with 
the understanding that you will be called into the Chamber if your 
presence there should .be required ?

Senator B r is t o w . A number of these amendments to the tariff bill 
have been passed over at my request in the Senate and T do not know 
when they may be called.

So far as the statement of the chairman is concerned, that the 
record will be available for us to read, that is true; but a member of 
the committee ought to be present at the time of the hearing, so as 
to give what attention he can to the subject matter at the time. 
I endeavor to do that so far as I can, upon all of the committees of 
which I am a member.

Since the House has not yet taken the bill up for consideration— 
unless they have done so to-day—and the Senate will not have the 
bill for several weeks, I can not understand why we should start in 
upon these hearings at the very time that the tariff is requiring our 
detailed attention; and I think it puts those of us who want to give 
our full time and attention to the currency question at a very great 
disadvantage

The Ch a ir m a n . The Chair will state that the House caucus having 
agreed upon the terms of a bill, the Chair thought that the time had 
arrived when the bill might be conveniently considered in the light of 
that action of the House caucus, which had continued its considera­
tion of the bill during the last three weeks. And the meeting was 
held in the present room (the room of the Committee on Appropria­
tions) so as to enable the members of the committee to attend roll 
calls in the Senate with convenience and without delay, instead of 
holding the meetings in the regular room of the Committee on Bank­
ing and Currency, which is removed from the Senate Chamber several 
blocks.

Mr. Sh a f r o t h . Mr. Chairman, the Senator from Kansas objected to 
proceeding with the hearing before this committee some two or three 
months ago, on the ground that he had to attend the sessions of 
the Senate when they had the tariff discussion under way; and it 
was largely on account of his suggestion that I felt that the hearings 
ought to go over at that time.

But if we do not take up the hearings now I do not see that we can 
give any hearings at all; and while it is unfortunate that the Senator 
from Kansas can not attend as regularly as he would like, it seems to 
me that it would put the Senate to- a great disadvantage, and put 
these gentlemen wno have come here to great inconvenience, if we 
do not proceed with the hearing at the present time. I feel that we 
have tried to accommodate everybody— tried to have hearings, and 
at the same time tried to accommodate those gentlemen who tnought 
they might be inconvenienced. And inasmucn as we are in the same 
building, and a call of the Senate can be responded to in a minute, it 
seems to me that we should proceed with these hearings.

Senator B r is t o w . So far as the postponement having been made 
to suit my convenience is concerned, it seems to me that it is the
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BANKING AND CURBENCY. 3

duty of a Senator, when a great bill like the tariff bill is being con­
sidered on the floor of the Senate, that he make efforts to be there 
and give attention to the work of the Senate; and I do not believe 
it is a proper proceeding to hold hearings on a question of as great 
concern as this, and thereby make it impossible for a Senator who is 
interested in the tariff as well as the currency to do his duty by 
both measures.

And I am not asking anything important for my personal con­
venience, and it does not come as a matter of personal convenience. 
I objected to these hearings at the time the tariff bill was being con­
sidered because it makes it impossible for a member of the Senate 
who is interested in both measures to give his attention properly to 
both of them. And the fact that the hearings have been called now 
simply makes it impossible for me to do that.

So far as the hearings are concerned, I think we ought to have 
hearings— extensive hearings—but I do not think it would have been 
detrimental to the passage of this bill if the hearings could have been 
postponed until the Senate was through with the consideration of the 
tariff bill, which would not have been more than a week longer. And 
I want to enter my protest against the proceedings. I will be here 
as much as I can; but I can not be here as much as I would like to.

The Ch a ir m a n . The Chair expresses the hope that the Senator 
will, as far as his interest in the tariff permits, be present. We will 
promptly furnish him with copies of every word that is said.

Senator H it c h c o c k . Mr. Chairman, I  want to say that in my 
opinion the question of the hearings before this committee is a sub­
ject that ought to be passed upon by the committee itself, and I 
think it would have been wiser if the chairman had taken the sense 
of the committee before selecting any particular date for the hearings. 
It seems to me that every member of the committee has an equal 
right to have his convenience consulted, and I think it is a mistake 
not to do so. We are holding the hearings while the tariff is under con­
sideration, and yet I think that at an early meeting of the committee it 
was the sense of the committee that this was a matter to be postponed 
until the tariff was out of the way. Of course, I suppose we must now 
go on because these gentlemen are present from a distance.

Senator B r is t o w . I suppose so.
Senator H it c h c o c k . But I  think, so far as any future hearings are 

concerned, it ought to be submitted to a vote of the committee, and 
the committee ought to decide on that question because the hearings 
are not for the chairman alone, not for those who can be here, or for 
those who can stay away from the tariff debate; they are for all the 
members of the committee.

The Ch a ir m a n . The Chair will state that he understood it was 
agreeable to the committee, with the exception of the Senator from 
Kansas, who did express his dissent.

Senator R e e d . Mr. Chairman, it seems to me that the whole thing 
resolves itself to this: The tariff debates have run on for many weeks. 
Many Senators have been obliged to absent themselves on committee 
work of various kinds and have undergone the hardships incident 
thereto. It has been determined by the party in majority that cur­
rency legislation shall be considered at this session.

That being true, of course every day of delay by the committee 
is necessarily a delay of the entire Senate. Now, we have reached
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4 BANKING AND CURRENCY.

what is understood to be the last week of debate on the tariff. Nearly 
every important feature of the bill has been considered and debatea. 
We are engaged now in what may well be said to be the less important 
features of tne bill. And if we can get at this work and save four or 
five days* time, we will save that much time of the entire Senate.

I appreciate the hardship of the Senator from Kansas in not being 
able to further participate in the debate. I appreciate the loss to the 
country. But I suggest that these hearings will not be over in a day. 
All that we do will be printed, and the Senator from Kansas can have 
the benefit, at least, of knowing what is transpiring, although we will 
lose the advantage of his counsel here during the time the statements 
are being made by the various gentlemen who have been invited here.

I agree with the sentiment that is expressed by the Senator from 
Nebraska [Senator Hitchcock] that, of course, meetings of the com­
mittee ought not to be called without the members of the committee 
being consulted, if it was a matter of importance relating to the bill.

But I do think that the chairman of a committee has a right to 
call a meeting; and I do not think the chairman of this committee 
overstepped the bounds of his authority at ail when he invited 
certain witnesses to appear before the committee. Now, if he were 
to limit the meeting to these particular witnesses, than I would 
think it a matter of some gravity; but that has not been done. And 
I think, Mr. Chairman, that we ought to go on, and if it is incon­
venient, or if it is discovered to be especially inconvenient, we can 
postpone part of the hearings for the rest of the week.

The Ch a ir m a n . The matter is, of course, entirely in the hands of 
the committee. I have called the committee together, in pursuance 
of the policy adopted by the conference of the Democratic Senators.

Senator O ’G o r m a n . Mr. Chairman, I  move that we proceed to the 
examination of the witnesses.

(The motion was duly seconded and carried.)
Senator N e l s o n . Before we proceed, Mr. Chairman, I  wish the 

members of the committee could be provided with copies of the bill, 
so that they can follow the discussion in connection with the bill.

The Ch a ir m a n . That was arranged for. The copies are before the 
members of the committee; the bill that they are going to speak upon 
is before the committee.

Senator N e l s o n . The bill as proposed by them ?
The Ch a ir m a n . Yes; they have a print of their own.
Senator N e l s o n . I s that in this book [indicating pamphlet] ?
The Ch a ir m a n . Yes; showing the changes which the banked 

conference recommended.
Senator N e l s o n . I s that the same as the House caucus bill?
The Ch a ir m a n . No; this is the same that is in the Senate.
Senator H itc h c o c k . But are there not any copies of the House 

caucus bill available ?
Senator Cr a w f o r d . Mr. Chairman, as the discussion proceeds, 

should we not have before us the exact text of the bill which these 
gentlemen are addressing their criticism to ?

The Ch a ir m a n . It is m the handbook which is before you. And 
also the House bill, the latest print, is available for the committee. 
Copies of it will now be laid before the members.

Senator R e e d . That is the bill as it was after the termination of the 
caucus, which will be introduced by Mr. Glass.
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Senator C r a w fo rd . Well, is that the bill which is printed by this 
visiting committee here, and is it the same text as the House caucus 
biH?

The Ch a ir m a n . It is not identical; but it is identical except as to 
such modifications as were made in the House caucus.

Senator Cr a w f o r d . Well, some of those modifications are quite 
material, are they not?

The Ch a ir m a n . Yes; but that will be dealt with as they come 
before the committee. Both forms of the bill are before the members 
of the committee.

Senator Cr a w f o r d . I have the Glass bill here; and I have the 
other bill in this pamphlet.

The Ch a ir m a n . That includes everything. I think it would be 
well to insert in the record at this point, as Exhibit No. 1, the printed 
report adopted by the conference of bankers at Chicago. This report 
contains the banking and currency bill, as revised by the House com­
mittee for consideration of the Democratic caucus, with the modi­
fications therein recommended by the bankers' conference in Chicago. 
It also contains, I understand, a list of those present at the conference.

E x h i b i t  No. 1.

P r e a m b l e .

The Currency Commission of the American Bankers’ Association, charged with 
the duty of endeavoring to secure remedial banking legislation, and regarding the 
banking measure now pending in Congress as evidencing the earnest wish of the 
administration to give a wise law to the country, has profoundly desired to cooperate 
in every way. To this end, upon its invitation that the presidents of the forty-seven 
State bankers’ associations and that representatives of the one hundred and ninety- 
one clearing houses attend and unite in an expression, this joint body, composed of 
bankers from every section of the South and North, from coast to coast, representing 
country and city banks, State and National, and trust companies, after carefully 
considering the bill, has adopted the following:
Whereas we recognize the imperative necessity of incorporating into the banking and 

currency system of this country those proven principles which will provide the most 
ample credit facilities with greatest safety and a currency based on gold which auto­
matically adjusts its volume to trade requirements, in order that the highest sta­
bility may be attained for our commerce, thereby assuring continuity of employment 
for the laborer and favorable markets for the producer—the fundamental basis of 
general prosperity; and 

Whereas although the pending measure has many excellent features and recognizes 
certain principles fundamental in any scientific banking system, yet it is believed 
that the application of those principles may in certain respects be made in ways 
that will more surely avoid a credit disturbance and more efficiently attain the 
desired benefits for the whole people; and 

Whereas we believe that to insure the successful operation of a new banking law it 
must be of such a character as to warrant a general acceptance of its provisions by 
existing banking institutions, both State and National, country and city, since the 
final test of the measure of success must be the strength and power for efficiently 
serving the interests of the entire country, which can alone be had from general 
participation of banks of all classes; and believing that the bill as now drawn will, 
by its onerous provisions, prevent State banks and many national banks from 
joining the system, and earnestly desiring to cooperate with the administration in 
bringing about the adoption of the most highly efficient plan:
Therefore be it resolved, That we recommend the following changes in the bill as 

now published, convinced that, while not rendering the plan ideal, these changes 
would render organization more probable, would avoid a credit disturbance, and 
provide a system that would gradually develop into a great bulwark for the protec­
tion of our whole commerce, benefiting alike, and in equal measure, the laborer, the 
farmer, and the business man.
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It is the sense of this conference that one Federal reserve bank with as many branches 
as the commerce of the country may require, would be more effective; but if this be 
not obtainable we recommend that as few Federal reserve banks be established as 
possible, and not more than a  total number of five.

The further recommendations of the conference will more conveniently appear in 
the following altered copy of the bill.

T h e  B a n k i n g  a n d  C u r r e n c y  B il l  in  C o n g r e s s  a s  R e v i s e d  b y  t h e  H o u s e  C o m ­
m it t e e  f o r  C o n s id e r a t io n  b y  t h e  A d m in is t r a t io n  C a u c u s , A u g u s t  11, 1913.

(The parts inclosed in heavy brackets Is the matter proposed to be stricken out and the parts in italics 
shows proposed amendments, all the alterations being recommended by the bankers’ conference.]

To provide for the establishment of Federal reserve banks, to furnish an elastic currency, to afford means 
of rediscounting commercial paper, to establish a more effective supervision of banking in the United 
States, and for other purposes.

Be it enacted by the Senate and House of Representatives of the United States of America 
in Congress assembled, That the short title of this act shall be the “ Federal reserve 
a c t . ”

f e d e r a l  r e s e r v e  d is t r ic t s .

S e c t i o n  2. That within ninety days after the passage of this act, or as soon there­
after as practicable, the Secretary of the Treasury, the Secretary of Agriculture, and 
the Comptroller of the Currency, acting as “ The Reserve Bank Organization Commit­
tee,”  shall designate from among the resarve and central reserve cities now authorized 
by law a number of such cities to be known as Federal reserve cities, and shall divide 
the continental United States into districts, each district to contain one of such Fed 
eral reserve cities: Provided, That the districts shall be apportioned with due regard 
to the convenience and customary course of business of the community and shall not 
necessarily coincide with the area of such State or States as may be wholly or in part 
included in any given district. The districts thus created may be readjusted and 
new districts may from time to time be created by the Federal reserve board herein­
after established, acting upon a joint application made by not less than ten member 
banks desiring to be organized into a new district. The districts thus constituted 
shall be known as Federal reserve districts and shall be designated by number accord­
ing to the pleasure of the organization committee, and no Federal reserve district 
shall be abolished, nor the location of a Federal reserve bank changed, except upon 
the application of three-fourths of the member banks of such district.

The organization committee shall, in accordance wich regulations to be established 
by itself, proceed to organize in each of the reserve cities designated as hereinbefore 
specified a Federal reserve bank. Each such Federal reserve bank shall include 
in its title the name of the city in which it is situated, as “ Federal Reserve Bank of 
Chicago,”  and so forth. The total number of reserve cities designated by the organi­
zation committee shall be not [less than twelve, J more than five, and the organization 
committee shall be authorized to employ counsel and expert aid, to take testimony, 
to send for persons and papers, to administer oaths, and to make such investigations 
as may be deemed necessary by the said committee for the purpose of determining 
the reserve cities to be designated and organizing the reserve districts hereinbefore 
provided.

Every national bank and state bank and trust company located within a given district 
[shall be required to] may subscribe to the capital stock of the Federal reserve bank 
of that district a sum equal to [twenty] ten per centum of its unimpaired capital, 
one-[fourth] half of such subscription to be paid in cash and one-[fourth within 
sixty days after said subscription is made. The remainder of the subscription or 
any part thereof shall become a liability of the subscriber, subject to call and pay­
ment thereof whenever necessary to meet the obligations of the Federal reserve bank] 
half subject to call upon sixty days1 previous notice. The unpaid portion of the sub­
scription or any part thereof shall become a liability of the subscriber subject to call upon 
60 days1 previous notice under such terms and in accordance with such regulations 
as the board of directors of said Federal reserve bank may prescribe: Provided, That 
no Federal reserve bank shall be organized with a paid-up and unimpaired capital 
at the time of beginning business less in amount than $5,000,000. The organization 
committee shall have power to appoint such assistants and incur such expenses in 
carrying out the provisions of this act as it shall deem necessary, and such expenses 
shall be payable by the Treasurer of the United States upon voucher approved by the 
Secretary of the Treasury, and the sum of $100,000, or so much thereof as may be 
necessary, is hereby appropriated, out of any moneys in the Treasury not otherwise 
appropriated, for the payment of such expenses.
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BANKING AND CURRENCY. 7
STOCK ISSUES.

S e c t i o n  3. That the capital stock of each Federal reserve bank shall be divided into 
shares of $100. The outstanding capital stock shall be increased from time to time as 
subscribing banks increase their capital or as additional banks become subscribers, and 
shall be decreased as subscribing banks reduce their capital or cease to be stockholders. 
Each Federal reserve bank may establish branch offices under regulations of the Fed­
eral reserve board at points within the Federal reserve district in which it is located: 
Provided, That the total number of such branches shall not exceed one for each $500,000 
of the capital stock of said Federal reserve bank.

FEDERAL RESERVE BANKS.

S e c t i o n  4 . That a  sufficient number of national banks in a Federal reserve district 
having made and filed with the Comptroller of the Currency a certificate in the form 
required in sections fifty-one hundred and thirty-four and fifty-one hundred and thirty- 
five of the Revised Statutes of the United States, such national banks shall become a 
body corporate, and as such, and in the name designated in such organization cer­
tificate, shall have power to perform all those acts and to enjoy all those privileges 
and to exercise all those powers described in section fifty-one hundred and thirty-six, 
Revised Statutes, save in so far as the same shall be limited by the provisions of this 
act. The Federal reserve banks so incorporated shall have succession for a period 
of twenty years from its organization, unless sooner dissolved by act of Congress.

Every Federal reserve bank shall be conducted under the oversight and control 
of a board of directors, whose powers shall be the same as those conferred upon the 
boards of directors of national banking associations under existing law, not incon­
sistent with the provisions of this act. Such board of directors shall be constituted 
and elected as hereinafter specified and shall consist of nine members, holding office 
for three years, and divided into tnree classes, designated as classes A, B, and C.

Class A shall consist of three members, who shall be chosen by and be representative 
of the stock-holding banks.

Class B shall consist of three members, who shall be representative of the general 
public interests of the reserve district.

Class C shall consist of three members, who shall be designated by the Federal 
reserve board, and who shall be legal residents of the district in which the Federal reserve 
bank is located.

Directors of class A shall be chosen in the following manner:
It shall be the duty of the chairman of the board of directors of the Federal reserve 

bank of the district in which each such bank is situated to classify the member banks 
of the said district who are stockholders in the said Federal reserve bank into three 
general groups or divisions. Each such group shall contain as nearly as may be 
one-third of the aggregate number of the banks holding stock in the Federal reserve 
bank of the said district and shall consist as nearly as may be of banks of similar cap­
italization. The said groups shall be designated by number at the pleasure of the 
chairman of the Federal reserve bank.

At a regularly called directors’ meeting of each member bank in the Federal reserve 
district aforesaid the board of directors of such member bank shall elect by ballot 
one of its own members as a district reserve elector and shall certify his name to the 
chairman of the board of directors of the Federal reserve bank of the district. The 
said chairman shall establish lists of the district reserve electors, class A, thus named 
by banks in each of the aforesaid three groups and shall transmit one list to each 
such elector in each group. Every elector shall, within fifteen days of the receipt of 
the said list, select and certify to the said chairman from among the names on the 
list pertaining to his group, transmitted to him by the chairman, one name, not his 
own, as representing his choice for Federal reserve director, class A. The name 
receiving the greatest number of votes, not less than a majority, shall be designated 
by said chairman as Federal reserve director for the group to which he belongs. In 
case no candidate shall receive a majority of all votes cast in any district, the chair­
man aforesaid shall establish an eligible list, consisting of the three names receiving 
the greatest number of votes on the first ballot, and shall transmit said list to the 
electors in each of the groups of banks established by him. Each elector shall at 
once select and certify to the said chairman from among the three names submitted 
to him his choice for Federal reserve director, class A, and the name receiving the 
greatest number of such votes shall be designated by the chairman as Federal reserve 
director, class A.

Directors of class B shall be chosen by the electors of the respective groups at the 
same time and in the same manner prescribed for directors of class A, except that
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they must be selected from a list of names furnished one by each member bank, 
and such names shall in no case be those of officers or directors of any bank or banking 
association. They shall not accept office as such during the term of their service 
as directors of the Federal reserve bank. They shall be fairly representative of the 
commercial, agricultural, or industrial interests of their respective districts. [The 
Federal reserve board shall have power at its discretion to remove any director of 
class B in any Federal reserve bank if it should appear at any time that such director 
does not fairly represent the commercial, agricultural, or industrial interests of his 
district.!

Three directors belonging to class C shall be chosen directly by the Federal reserve 
board, one of whom [shall be designated by said board as chairman of the board of 
directors of the Federal reserve bank of the district to which he is appointed and] 
shall be designated by said board as 4‘ Federal reserve agent.”  He shall be a legal 
resident of the district for which he is [selected] elected and shall be a person of tested 
banking experience; [and in addition to his duties as chairman of the board of directors 
of the Federal reserve bank of the district to which he is appointed,] he shall be 
required to maintain under regulations to be established by the Federal reserve 
board a local office of said board, which shall be situated on the premises of the Federal 
reserve bank of the district. He shall make regular reports to the Federal reserve 
board, and shall act as its official representative for the performance of the functions 
conferred upon it by this act. He shall receive an annual compensation to be fixed 
by the Federal reserve board and paid monthly by the Federal reserve bank to which 
he is designated.

Directors of Federal reserve banks shall receive, in addition to any compensation 
otherwise provided, a reasonable allowance for necessary expenses in attending meet 
ings of their respective boards, which amount shall be paid by the respective Federal 
reserve banks. Any compensation that may be provided by boards of directors of 
Federal reserve banks for members of such boards shall be subject to review by the 
Federal reserve board.

The reserve bank organization committee may, in organizing Federal reserve 
banks for the first time, call such meetings of bank directors in the several districts 
as may be necessary to carry out the purposes of this act and may exercise the func­
tions herein conferred upon [the chairman of the board of directors o f] each Federal 
reserve [bank] agent pending the complete organization of such bank.

At the first meeting of the full board of directors of each Federal reserve bank after 
organization it shall be the duty of the directors of classes A and B and C, respec­
tively, to designate one of the members of each class whose term of office shall expire 
in one year from the first of January nearest to date of such meeting, one whose term 
of office shall expire at the end of two years from said date, and one whose term of 
office shall expire at the end of three years from said date. Thereafter every director 
of a Federal reserve bank chosen as hereinbefore provided shall hold office for a term 
of three years; but the [chairman of the board of directors] Federal reserve agent of 
each Federal reserve bank designated by the Federal reserve board, as hereinbefore 
described, shall be removable at the pleasure of the said board without notice, and 
his successor shall hold office during the unexpired term of the director in whose 
place he was appointed. Vacancies that may occur in the several classes of directors 
of Federal reserve banks may be filled in the manner provided for the original selec­
tion of such directors, such appointees to hold office for the unexpired terms of their 
predecessors.

INCREASE AND DECREASE OP CAPITAL.

S e c t i o n  5. That shares of the capital stock of Federal reserve banks shall not be 
transferable, nor be hypothecated. In case a subscribing bank increases its capital, 
it shall thereupon subscribe for an additional amount of capital stock of the Federal 
reserve bank of its district equal to [twenty] ten per centum of the bank’s own in­
crease of capital, [ten ] fifty per centum of said subscription to be paid in cash in the 
manner hereinbefore provided for original subscription, and [ten ] fifty per centum 
to become a liability of the subscribing bank according to the terms of the original 
subscription. A bank applying for stock in a Federal reserve bank at any time after 
the formation of the latter must subscribe for an amount of the capital of said reserve 
bank equal to [twenty] ten per centum of the capital of said subscribing bank, pay­
ing therefor its par value in accordance with the terms prescribed by section two of 
this act. When the capital of any Federal reserve bank has been increased either on 
account of the increase of capital of the banks holding stock therein or on account of 
the increase in the number of stockholding banks, the board of directors shall make 
and execute a certificate to the Comptroller of the Currency showing said increase 
in capital, the amount paid in, and by whom paid. In case a subscribing bank
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reduces its capital it shall surrender a proportionate amount of its holdings in the capi­
tal of said Federal reserve bank, and in case a bank goes into voluntary liquidation it 
shall surrender all of its holdings of the capital of said Federal reserve bank. In 
either case the shares surrendered shall be canceled and the bank shall receive in 
payment therefor a sum equal to its cash paid subscriptions on the shares surrendered.

S e c t i o n  6. That if any shareholder of a Federal reserve bank shall become insolvent 
and a receiver be appointed, the stock held by it in said Federal reserve bank shall 
be canceled and the balance, after deducting from the amount of its cash paid sub­
scriptions all debts due by such insolvent bank to said Federal reserve bank, shall 
be paid to the receiver of tne insolvent bank. Whenever the capital stock of a Federal 
reserve bank is reduced, either on account of a reduction in capital of any bank or 
of the liquidation or insolvency of any such bank, the board of directors snail make 
and execute a certificate to the Comptroller of the Currency showing such reduction 
of capital stock and the amount repaid to such bank.

DIVISION OF EARNINGS.

S e c t i o n  7. That after the payment of all necessary expenses and taxes of a  Federal 
reserve bank, the shareholders shall be entitled to receive an annual dividend of 
[five] six per centum on the paid-in capital, which dividend shall be cumulative. 
One-half of the net earnings, after the aforesaid dividend claims have been fully met, 
shall be paid into a surplus fund until such fund shall amount to twenty per centum 
of the paid-in capital of such bank, and of the remaining one-half sixty per centum 
shall be paid to the United States and forty per centum to the member banks in the 
ratio of their average balances with the Federal reserve bank for the preceding year. 
Whenever and so long as the surplus fund of a Federal reserve bank amounts to twenty 
per centum of the paid-in capital and the shareholders shall have received the divi­
dends at the rate of [five] six per centum per annum hereinbefore provided for, 
sixty per centum of all excess earnings shall be paid to the United States and forty 
per centum to the member banks in proportion to their annual average balances 
with such Federal reserve bank; all earnings derived by the United States from Federal 
reserve banks shall constitute a sinking fund to be held for the reduction of the out­
standing [bonded] indebtedness of the United States, said reduction to be accom­
plished under regulations to be prescribed by the Secretary of the Treasury. Should 
a Federal reserve bank be dissolved or go into liquidation, the surplus fund of said 
bank, after the payment of all debts and dividend requirements as hereinbefore pro­
vided for, shall be paid to and become the property of the United States.

Every Federal reserve bank incorporated under the terms of this act and the stock 
therein held by member banks shall be exempt from Federal, State, and local taxa­
tion, except in respect to taxes upon real estate.

S e c t i o n  8. That any national banking association heretofore organized may upon 
application at any time [within one year] after the passage of this act, and with the 
approval of the Comptroller of the Currency, be granted, as herein provided, all the 
rights, and be subject to all the liabilities, of national banking associations organized 
subsequent to the passage of this act: Provided, That such application on the part of 
such associations shall be authorized by the consent in writing of stockholders owning 
not less than a majority of the capital stock of the association. [Any national banking 
association now organized which shall not, within one year after the passage of this 
act, become a national banking association under the provisions hereinbefore stated, 
or which shall fail to comply with any of the provisions of this act applicable thereto, 
shall be dissolved; but such dissolution shall not take away or impair any remedy 
against such corporation, its stockholders or officers, for any liability or penalty which 
shall have previously been incurred.]

S e c t i o n  9. That any bank or banking association incorporated by special law of 
any State or of the United States, or organized under the general laws of any State or 
the United States, and having an unimpaired capital sufficient to entitle it to become 
a national banking association under the provisions of existing laws, may, by the con­
sent in writing of the shareholders owning not less than fifty-one per centum of the 
capital stock of such bank or banking association, and with the approval of the Comp­
troller of the Currency, become a national banking association under its former name 
with the addition of the word “  National” or the words “  National Banking Association” 
as provided by existing law or by any name approved by the comptroller. The directors 
thereof may continue to be the directors of the association so organized until others 
are elected or appointed in accordance with the provisions of the law. When the 
comptroller has given to such bank or banking association a certificate that the provi­
sions of this act have been complied with, such bank or banking association, and all 
its stockholders, officers, and employees, shall have the same powers and privileges,
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and shall be subject to the same duties, liabilities, and regulations, in all respects, as 
shall have been prescribed by this act or by the national banking act for associations 
originally organized as national banking associations.

STATE BANKS AS MEMBERS.

S e c t i o n  10. That from and after the passage of this act any bank or banking asso­
ciation or trust company incorporated by special law of any State, or organized under 
the general laws of any State or the United States, may make application to the reserve 
bank organization committee or the Federal reserve board [hereinafter created] for the 
right to subscribe to the stock of the Federal reserve bank organized within the Federal 
reserve district where the applicant is located. The reserve bank organization committee 
or the Federal reserve board may, at its discretion, subject to the provisions of this 
section, permit such applying bank to become a stockholder in the Federal reserve 
bank of the district in which such applying bank is located, or at its discretion may 
reject such application. Whenever the reserve bank organization committee or the 
Federal reserve board may permit such an applying bank to become a stockholder in 
the Federal reserve bank of the district in which the applying bank is located stock 
shall be issued and paid for under the rules and regulations in this act provided for 
national banks which become stockholders in Federal reserve banks.

It shall be the duty of the reserve bank organization committee or the Federal reserve 
board to establish by-laws for the general government of its conduct in acting upon 
applications made by the State banks and banking associations and trust companies 
hereinbefore referred to for stock ownership in Federal reserve banks. Such by-laws 
shall require of applying banks not organized under Federal law that they comply 
with the reserve requirements and submit to the inspection and regulation providea 
for in this and other laws relating to national banks. No such applying bank shall be 
admitted to stock ownership in a Federal reserve bank unless it possesses a paid-up 
unimpaired capital sufficient to entitle it to become a national banking association 
in the place where it is situated, under the provisions of the national banking act, and 
conforms to the provisions herein prescribed for national banking associations of similar 
capitalization and to the regulations of the reserve bank organization committee or the 
Federal reserve board.

If at any time it shall appear to the Federal reserve board that a banking association 
or trust company organized under the laws of any State or of the United States has 
failed to comply with the provisions of this section or the regulations of the board, it 
shall be within the power of the said board to require such banking association or trust 
company to surrender its stock in the Federal reserve bank in which it holds shares 
upon receiving from such bank the cash-paid subscriptions to the said shares in current 
funds, and said Federal reserve bank shall upon notice from the Federal reserve board 
be required to suspend the designated banking association or trust company from 
futher privileges of membership, and shall within thirty days of such notice cancel 
and retire its shares and make payment therefor in the manner herein provided.

FEDERAL RESERVE BOARD.

[ S e c t i o n  11. That there shall be created a Federal reserve board, which shall con­
sist of seven members, including the Secretary of the Treasury, the Secretary of Agri­
culture, and the Comptroller of the Currency, who shall be members ex officio, and four 
members chosen by the President of the United States, by and with the advice and con­
sent of the Senate. In selecting the four appointive members of the Federal reserve 
board, the President shall have due regard to a fair representation of different geo­
graphical divisions of the country. The four members of the Federal reserve board 
chosen by the President and confirmed as aforesaid shall devote their entire time to 
the business of the Federal reserve board and shall each receive an annual salary of 
$10,000, together with an allowance for actual necessary traveling expenses, and the 
Comptroller of the Currency, as ex officio member of said Federal reserve board, shall, 
in addition to the salary now paid him as comptroller, receive the sum of $5,000  annu­
ally for his services as a member of said board. Of the members thus appointed by 
the President not more than two shall be of the same political party, and at least one 
shall be a person experienced in banking. One shall be designated by the President 
to serve for two, one for four, one for six, and one for eight years, respectively, and 
thereafter each member so appointed shall serve for a term of eight years unless sooner 
removed for cause by the President. Of the four persons thus appointed, one shall be 
designated by the President as manager and one as vice manager of the Federal reserve 
board. The manager of the Federal reserve board, subject to the supervision of the 
Secretary of the Treasury and board, shall be the active executive officer of the Federal 
reserve board. J
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That there shall be created a Federal reserve board which shall consist of seven members, 
including the Secretary of the Treasury, who shall be a member ex officio, and three members 
chosen by the President of the United States by and with the advice and consent of the Senate, 
and three members elected by the directors of the Federal reserve banks. In selecting the 
three appointive members of the Federal reserve board, the President shall have due regard 
to a fair representation of different geographical divisions of the country. The three mem 
bers of the Federal reserve board chosen by the President and confirmed as aforesaid, and 
the three members elected by the directors of the Federal reserve banks shall devote their 
entire time to the business of the Federal reserve board and except as to the governor and vice 
governor hereinafter provided for shall each receive an annual salary of $10,000, together 
with an allowance for actual necessary traveling expenses. Of the members thus appointed 
by the President and elected by the directors of the Federal reserve banks, two shall serve for 
three years, two for six years, and two for nine years, respectively, and thereafter each member 
so appointed shall serve for a term of nine years unless sooner removed for cause by the 
President. Of the six persons thus appointed, one shall be designated by the President as 
governor and one as vice governor of the Federal reserve board. The governor of the Federal 
reserve board, subject to the supervision of the Secretary of the Treasury and board, shall be 
the active executive officer of the Federal reserve board. The salary of the governor and vice 
governor of the Federal reserve board shall be fixed by the board of directors thereof.

The Federal reserve board shall have power to levy semiannually upon the Federal 
reserve banks, in proportion to capital, an assessment sufficient to pay its estimated 
expenses for the half year succeeding the levying of such assessment, together with 
any deficit carried forward from the preceding half year.

The first meeting of the Federal reserve board shall be held in Washington, District 
of Columbia, as soon as may be after the passage of this act, at a date to be fixed by the 
reserve bank organization committee. The Secretary of the Treasury shall be ex officio 
chairman of the Federal reserve board. No member of the Federal reserve board 
shall continue to hold office or to act as a director of any bank or banking institution 
or Federal reserve bank, and before entering upon his duties as a member of the Federal 
reserve board he shall certify under oath to the Secretary of the Treasury that he has 
complied with this requirement. Whenever a vacancy shall occur, other than by 
expiration of term, among the [four] three members of the Federal reserve board 
chosen by the President, as above provided, a successor shall be appointed by the 
President, with the advice and consent of the Senate, to fill such vacancy, and when 
chosen, shall hold office for the unexpired term of the member whose place he is 
selected to fill.

Whenever a vacancy shall occur other than by expiration of term among the three members 
of the Federal reserve board elected by the directors of the Federal reserve banks as above 
provided, a successor shall be elected by the said directors to fill such vacancy and when elected 
shall hold office for the unexpired term of the member whose place he is selected to fill.

The Federal reserve board shall annually make a report of its fiscal operation to the 
Speaker of the House of Representatives, who shall cause the same to be printed for 
the information of the Congress.

Section three hundred and twenty-four of the Revised Statutes of the United States 
shall be amended so as to read b,s follows: “ There shall be in the Department of the 
Treasury a bureau charged, except as in this act otherwise provided, with the execu­
tion of all laws passed by Congress relating to the issue and regulation of currency 
issued by or through banking associations, the chief officer of which bureau shall 
be called the Comptroller of the Currency and shall perform his duties under the 
general direction of the Secretary of the Treasury, acting as the chairman of the Federal 
reserve board: ” Provided, however, That nothing herein contained shall be construed to 
affect any power now vested by law in the Comptroller of the Currency or the Secretary 
of the Treasury.

Sectio n  12. That the Federal reserve board hereinbefore established shall be 
authorized and empowered:

(a) To examine at its discretion the accounts, books, and affairs of each Federal 
reserve bank and to require such statements and reports as it may deem necessary. 
The said board shall publish once each week a statement showing the condition of each 
Federal reserve bank and a consolidated statement for all Federal reserve banks. 
Such statements shall show in detail the assets and liabilities of the several institu­
tions, single and combined, and shall furnish full information regarding the character 
of the lawful money held as reserve and the amount, nature, and maturities of the 
paper owned by Federal reserve banks.

(b) To permit [or, in time of emergency, require] Federal reserve banks to redis­
count the discounted prime paper of other Federal reserve banks[, all members of 
the board being present when such action is taken and consenting to the requirement. 
The exercise of this compulsory rediscount power by the Federal reserve board shall

9328°— S. Doc. 232, 63-1—vol 1------2
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be subject to an interest charge to the accommodated bank of not less than one nor 
greater than three per centum above the higher of the rates prevailing in the districts 
immediately affected J.
< (c) To suspend for a period not exceeding thirty days (and to renew such suspen­

sion for periods not to exceed fifteen days) any and every reserve requirement specified 
in this act.

(d) To supervise and regulate the issue and retirement of Federal reserve notes and 
to prescribe the form and tenor of such notes.

[(e) To add to the number of cities classified as reserve and central reserve cities 
under existing law in which national banking associations are subject to the reserve 
requirements set forth in section twenty of this act; or to reclassify existing reserve 
and central reserve cities and to designate the banks therein situated as country banks 
at its discretion.]

(f) To suspend the officials of Federal reserve banks and, for cause stated in writing 
with opportunity of hearing, require the removal of said officials for incompetency, 
dereliction of duty, fraud, or deceit, such removal to be subject to approval by the 
President of the United States.

(g) To require the writing off of doubtful or worthless assets upon the books and 
balance sheets of Federal reserve banks.

(h) To suspend, for cause relating to violation of any of the provisions of this act, 
the operations of any Federal reserve bank and appoint a receiver therefor.

[(i) To perform the duties, functions, or services specified or implied in this act.]

FEDERAL ADVISORY COUNCIL.

[ S e c t i o n  13. There is hereby created a Federal advisory council, which shall 
consist of as many members as there are Federal reserve districts. Each Federal 
reserve bank by its board of directors shall annually select one member of said council, 
who shall receive no compensation for his services, but may be reimbursed for actual 
necessary expenses. The meetings of said advisory council shall be held at Washing­
ton, District of Columbia, at least four times each year, and oftener if called by the 
Federal reserve board. The council may select its own officers and adopt its own 
methods of procedure, and a majority of its members shall constitute a quorum for the 
transaction of business. Vacancies in the council shall be filled by the respective 
reserve banks, and members selected to fill vacancies shall serve for the unexpired 
term.

[The Federal advisory council shall have power (1) to meet and confer directly with 
the Federal reserve board on general business conditions; (2) to make oral or written 
representations concerning matters within the jurisdiction of said board; (3) to call for 
complete information and to make recommendations in regard to discount rates, redis­
count business, note issues, reserve conditions in the various districts, the purchase 
and sale of gold or securities by reserve banks, open market operations by said banks, 
and the general affairs of the reserve banking system.]

r e d is c o u n t s .

S e c t i o n  14. That any Federal reserve bank may receive from any of its stockhold­
ers or, solely for exchange purposes, from other Federal reserve banks deposits of cur­
rent funds in lawful money, national-bank notes, Federal reserve notes, or checks and 
drafts upon solvent banks, payable upon presentation.

Upon the indorsement of any member bank any Federal reserve bank may discount 
notes and bills of exchange arising out of commercial transactions; that is, notes and 
bills of exchange issued or drawn tor agricultural, industrial, or commercial purposes, 
or the proceeds of which have been used for such purposes, the Federal reserve board 
to have the right to determine or define the character of the paper thus eligible for dis­
count, within the meaning of this act; but such definition shall not include notes or 
bills issued or drawn for the purpose of carrying or trading in stocks or bonds [ ,  or other 
securities]. Notes and bills admitted to discount under the terms of this paragraph 
must have a maturity of not more than sixty days.

Upon the indorsement of any member bank any Federal reserve bank may discount 
the paper of the classes hereinbefore described having a maturity of more than sixty 
and not more than one hundred and twenty days, when its own cash reserve exceeds 
thirty-three and one-third per cent of its total outstanding demand liabilities exclusive 
of its outstanding Federal reserve notes by an amount to be fixed by the Federal 
reserve board; but not more than fifty per cent of the total paper so discounted for 
any member bank shall have a maturity of more than ninety days.

Upon the indorsement of any member bank any Federal reserve bank may discount 
acceptances of such banks which are based on the exportation or the importation of
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goods and which mature in not more than six months and bear the signature of at 
least one member bank in addition to that of the acceptor. The amount so discounted 
shall at no time exceed one-half the capital of the bank for which the rediscounts are 
made.

The aggregate of such notes and bills bearing the signature or indorsement of any­
one person, company, firm, or corporation rediscounted for any one bank shall at no 
time exceed ten per centum of the unimpaired capital and surplus of said bank; but 
this restriction shall not apply to the discount of bills of exchange drawn in good faith 
against actually existing values.

Any national bank may, at its discretion, accept drafts or bills of exchange drawn 
upon it [having] at not more than six months sight [to run] and growing out of 
transactions involving the importation or exportation of goods; but no bank shall 
accept such bills to an amount equal at any time in the aggregate to more than one-half 
the face value of its paid-up and unimpaired capital.

OPEN-MARKET OPERATIONS.

Section  15. That any Federal reserve bank may, under rules and regulations pre­
scribed by the Federal reserve board, purchase and sell in the open market, either 
from or to domestic or foreign banks, firms, corporations, or individuals, prime bankers’ 
bills, and bills of exchange of the kinds and maturities by this act made eligible for 
rediscount, and cable transfers.

Every Federal reserve bank shall have power (a) to deal in gold coin and bullion 
both at home and abroad, to make loans thereon, and to contract for loans of gold coin 
or bullion, giving therefor, when necessary, acceptable security, including the hypoth­
ecation of United States bonds; (b) to invest in United States bonds, [and bonds 
issued by any State, county, district, or municipality;] (c) to purchase from member 
banks and to sell, with or without its indorsement, bills of exchange arising out of 
commercial transactions, as hereinbefore defined, payable in foreign countries, but 
such bills of exchange must have not exceeding ninety days to run and must bear 
the signature of two or more responsible parties, of which the last shall be that of 
a member bank; (d) to establish each week, or as much oftener as required, subject 
to review and determination of the Federal reserve board, a rate of discount to be 
charged by such bank for each class of paper, which shall be fixed with a view of 
accommodating the commerce of the country; and (e) with the consent of the Federal 
reserve board, to open and maintain banking accounts in foreign countries and estab­
lish agencies in such countries wheresoever it may deem best for the purpose of pur­
chasing, selling, and collecting foreign bills of exchange, and to buy and sell with or 
without its indorsement, through such correspondents or agencies, prime foreign bills 
of exchange arising out of commercial transactions which have not exceeding ninety 
days to run and which bear the signature of two or more responsible parties.

g o v e r n m e n t  d e po sits .

S ection  16. That all moneys now held in the general fund of the Treasury except 
the 5% fund for the redemption of outstanding national-banJc notes shall, upon the direc­
tion of the Secretary of the Treasury, within twelve months after the passage of this 
act, be deposited in Federal reserve banks, which banks shall act as fiscal agents of 
the United States; and thereafter the revenues of the Government shall be regularly 
deposited in such banks, and disbursements shall be made by checks drawn against 
such deposits.

The Secretary of the Treasury shall, subject to the approval of the Federal reserve 
board, from time to time, apportion the funds of the Government among the said 
Federal reserve banks, distributing them, as far as practicable, equitably between 
different sections, and may, at their joint discretion, charge interest thereon and fix, 
from month to month, a rate, never less than one-half of one per centum per annum, 
which shall be regularly paid by the banks holding such deposits: Provided, That no 
Federal reserve bank shall pay interest upon any deposits except those of the United 
States.

No Federal reserve bank shall receive or credit deposits except from the Govern­
ment of the United States, its own member banks, and, to the extent permitted by 
this act, from other Federal reserve banks. All domestic transactions of the Federal 
reserve banks involving a rediscount operation or the creation of deposit accounts 
shall be confined to the Government and the depositing and Federal reserve banks, 
with the exception of the purchase or sale of Government [or State] securities or of 
gold coin or bullion.
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14 BANKING AND CURRENCY.

NOTE ISSUES.

[ S ection  17. That Federal reserve notes, to be issued at the discretion of the Fed­
eral reserve board for the purpose of making advances to Federal reserve banks as here­
inafter set forth and for no other purpose, are hereby authorized. The said notes shall 
be obligations of the United States and shall be receivable for all taxes, customs, and 
other public dues. They shall be redeemed in gold or lawful money on demand at 
the Treasury Department of the United States, in the city of Washington, District of 
Columbia, or at any Federal reserve bank.

[Any Federal reserve bank may, upon vote of its directors, make application to the 
local Federal reserve agent for such amount of the Treasury notes hereinbefore pro­
vided for as it may deem best. Such application shall be accompanied with a tender 
to the local Federal reserve agent of collateral security to protect the notes for which 
application is made equal in amount to the sum of the notes thus applied for. The 
collateral security thus offered shall be notes and bills accepted for rediscount under 
the provisions of sections 14 and 15 of this act, and the Federal reserve agent shall each 
day notify the Federal reserve board of issues and withdrawals of notes to and by the 
Federal reserve bank to which he is accredited. The said Federal reserve board shall 
be authorized at any time to call upon a Federal reserve bank for additional security 
to protect the Federal reserve notes issued to it.

[Whenever any Federal reserve bank shall pay out or disburse Federal reserve 
notes issued to it as hereinbefore provided, it shall segregate in its own vaults and 
shall carry to a special reserve account on its books gold or lawful money equal in 
amount to thirty-three and one-third per centum of the reserve notes so paid out by 
it, such reserve to be used for the redemption of said reserve notes as presented; but 
any Federal reserve bank so using any part of such reserve to redeem notes shall 
immediately carry to said reserve account an amount of gold or lawful money sufficient 
to make said reserve equal to thirty-three and one-third per centum of its outstanding 
Treasury notes. Notes so paid out shall bear upon their faces a distinctive letter and 
serial number, which shall be assigned by the Federal reserve board to each Federal 
reserve bank. Whenever Federal reserve notes issued through one Federal reserve 
bank shall be received by another Federal reserve bank they shall be returned for 
redemption to the Federal reserve bank through which they were originally issued, or 
shall be charged off against Government deposits and returned to the Treasury of the 
United States, or shall be presented to the said Treasury for redemption. No Federal 
reserve bank shall pay out notes issued through another under penalty of a tax of ten 
per centum upon the face value of notes so paid out. Notes presented for redemption 
at the Treasury of the United States shall be paid and returned to the Federal reserve 
banks through which they were originally issued, and Federal reserve notes received 
by the Treasury otherwise than for redemption shall be exchanged for lawful money 
out of the five per centum redemption fund hereinafter provided and returned as 
hereinbefore provided to the reserve bank through which they were originally issued.

[The Federal reserve board shall have power, in its discretion, to require Federal 
reserve banks to maintain on deposit in the Treasury of the United States a sum in 
gold or lawful money equal to five per centum of such amount of Federal reserve notes 
as may be issued to them under the provisions of this act; but such five per centum 
shall be counted and included as part of the thirty-three and one-third per centum 
reserve hereinbefore required. The said board shall also have the right to grant in 
whole or in part or to reject entirely the application of any Federal reserve bank for 
Federal reserve notes; but to the extent and in the amount that such application may 
be granted the Federal reserve board shall, through its local Federal reserve agent, 
deposit Federal reserve notes with the bank so applying, and such bank shall be 
charged with the amount of such notes and shall pay such rate of interest on said 
amount as may be established by the Federal reserve board; and the amount of such 
Federal reserve notes so issued to any such bank shall, upon delivery, become a first 
and paramornt lien on all the assets of such bank.

[Any Federal reserve bank may at any time reduce its liability for outstanding 
Federal reserve notes by the deposit of Federal reserve notes, whether issued to such 
bank or to some other reserve bank, or lawful money of the United States, or gold 
bullion, with any Federal reserve agent or with the Treasurer of the United States; 
and such reduction shall be accompained by a corresponding reduction in the required 
reserve fund of lawful money set apart for the redemption of said notes and by the 
release of a corresponding amount of the collateral security deposited with the local 
Federal reserve agent.

[Any Federal reserve bank may at its discretion withdraw collateral deposited with 
the local Federal reserve agent for the protection of Federal reserve notes deposited
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w ith  it , and shall at the same time substitute other collateral of equal value approved 
by the Federal reserve agent under regulations to be prescribed by the Federal reserve 
board.J

That Federal reserve bank notes to be issued by 'permission of the Federal reserve board 
by Federal reserve banks are hereby authorized. The said notes shall be obligations of the 
Federal reserve banks of issue and shall be receivable by all national and Federal reserve 
banks and for all taxes, customs, and other public dues.

They shall be redeemed in gold on demand by the bank of issue.
Any Federal reserve bank, upon vote of its directors and within a limit prescribed by the 

Federal reserve board, may issue such amount of the notes hereinbefore provided for as it 
may deem best.

Whenever any Federal reserve bank shall pay out Federal reserve bank notes issued by 
it as hereinbefore provided, it shall segregate in its own vaults and shall carry to a special 
reserve account on its books gold equal in amount to 40 per centum of the Federal reserve 
bank notes so paid out by it, such reserve to be used for the redemption oj said Federal re­
serve bank notes; but any Federal reserve bank so using any part oj such reserve to redeem 
notes shall immediately carry to said reserve account an amount of gold sufficient to make 
said reserve equal to 40 per centum of its outstanding Federal reserve bank notes, except as 
herein provided.

The full amount of such note issues by each of said banks shall at all times be covered 
by such notes and bills of exchange and such bank acceptances as the Federal reserve banks 
are by section 14 of this act empowered to discount with the endorsement of member banks 
or by such prime bankers’ bills and bills of exchange payable in foreign countries as the 
Federal reserve banks are by section 15 of this act permitted to purchase in the open market; 
but nothing herein provided shall prevent the exchange of said Federal reserve bank notes 
Jor gold of equal amount or the issue of said Federal reserve bank notes for the purchase of 
a like amount of gold. Notes so paid out shall bear upon their faces the name of the issuing 
bank.

Whenever the gold reserve is 40 per centum or more, such notes may be issued without tax; 
whenever such reserve shall fall below 40 per centum and shall be between 87\ per centum 
and 40 per centum, such deficiency of reserve shall bear a tax of interest at the rate of 1\ per 
centum per annum; and for each 2\ per centum or part thereof offurther reduction of reserve 
an additional tax of interest at the rate of 1\ per centum per annum on such deficiency of 
reserve shall be paid into the Treasury of the United States; and whenever and while such 
reserve shall be reduced to 33% per centum of such outstanding notes, no further issue of such 
notes shall be made.

Whenever Federal reserve bank notes issued by one Federal reserve bank shall be received 
by another Federal reserve bank they shall be returned for redemption to the Federal reserve 
bank by which they were originally issued, and at its expense for transportation. No Fed­
eral reserve bank shall pay out notes issued by another under penalty nf a tax of 10 per centum 
upon the face value of notes so paid out. The amount of such Federal reserve bank notes 
so issued by any such Federal reserve bank shall become a first and paramount lien on all 
the assets of any such Federal reserve bank.

It shall be the duty of every Federal reserve bank to receive on deposit, at par 
[and without charge for exchange or collection,] checks and drafts drawn upon [any 
of its depositors or by any of its depositors upon any other depositor and checks and 
drafts drawn by any depositor in] any other Federal reserve bank [upon lunds to the 
credit of said depositor in said reserve bank last mentioned. The Federal reserve 
board shall make and promulgate from time to time regulations governing the transfer 
of funds at par among Federal reserve banks, and may at its discretion exercise the func­
tions of a clearing house for such Federal reserve banks, or may designate a Federal 
reserve bank to exercise such functions, and may also require each such bank to exer­
cise the functions of a clearing house for its shareholding banks.]

Section  18. That so much of the provisions of section fifty-one hundred and fifty- 
nine of the Revised Statutes of the United States, and section four of the act of June 
twentieth, eighteen hundred and seventy-four, and section eight of the act of July 
twelfth, eighteen hundred and eighty-two, and of any other provisions of existing stat­
utes, as require that before any national banking association shall be authorized to 
commence banking business it shall transfer and deliver to the Treasurer of the United 
States a stated amount of United States registered bonds be, and the same is hereby, 
repealed.

r e f u n d in g  b o n d s .

S e c t i o n  19. That upon application the Secretary of the Treasury shall exchange 
the two per centum bonds of the United States bearing the circulation privilege 
deposited by any n a tio n a l banking association with the Treasurer of the United
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16 BANKING AND CUBBENCY.

States as security for circulating notes for three per centum bonds of the United 
States without the circulation privilege, payable after twenty years from date of 
issue, and exempt from Federal, State, and municipal taxation Doth as to income and 
principal. No national bank shall, in any one year, present two per centum bonds 
for exchange in the manner hereinbefore provided to an amount exceeding five per 
centum of the total amount of bonds on deposit with the Treasurer by said bank for 
circulation purposes. Should any national bank fail in any one year to so exchange 
its full quota of two per centum bonds under the terms ot this act, the Secretary oi 
the Treasury may permit any other national bank or banks to exchange bonds in 
excess of the five per centum aforesaid in an amount equal to the deficiency caused 
by the failure of any one oj* more banks to make exchange in any one year, allotment 
to be made to applying banks in proportion to their holdings of bonds. At the ex­
piration of twenty years from the passage of this act every holder of United States 
two per centum bonds then outstanding shall receive payment at par and accrued 
interest. After twenty years from the date of the passage of this act national-bank 
notes still remaining outstanding shall be recalled and redeemed by the national 
banking associations issuing the same within a period and under regulations to be 
prescribed by the Federal reserve board, and notes still remaining in circulation at 
the end of such period shall be secured by an equal amount of lawful money to be 
deposited in the Treasury of the United States by the banking associations originally 
issuing such notes. Meanwhile every national bank may continue to apply for and 
receive circulating notes from the Comptroller of the Currency based upon the de­
posit of two per centum bonds or of any other bonds bearing the circulation privilege; 
but no national bank shall be permitted to issue other circulating notes except such 
as are secured as in this section provided or to issue or to make use of any substitute 
for such circulating notes in the form of clearing-house loan certificates, cashier’s 
checks, or other obligation.

[ b a n k  r e s e r v e s .

[ S ection  20. That within sixty days from and after the date when the Secretary of 
the Treasury shall have officially announced, in such manner as he shall elect, the 
fact that a Federal reserve bank has been established in any designated district, 
every national banking association within said district which shall have subscribed 
for stock in such Federal reserve bank shall deposit with the Federal reserve bank 
therein as a part of its required leserve an amount not less than three per centum of 
its own total demand liabilities, exclusive of circulating notes, and at the end of 
fourteen months from the date thus fixed by the Secretary of the Treasury shall in; 
crease the said three per centum to five per centum. Such reserve may at any time 
be increased, but shall at no time be allowed to fall below the amounts aforesaid.

[From and after the date fixed by the Secretary of the Treasury as aforesaid, it 
shall be the duty of national banking associations now or hereafter classified as country 
banks and situated outside of central reserve and reserve cities to maintain a reserve 
equal to fifteen per centum of the aggregate amount of their deposits. Such reserve 
shall consist of five per centum of lawful money held actually in their own vaults 
and for a period of fourteen months from the date aforesaid shall consist of at least 
three per centum and thereafter of at least five per centum, with its district Federal 
reserve bank. The remainder of the fifteen per centum reserve hereinbefore required 
may for a period of thirty-six months from and after the date fixed by the Secretary 
of the Treasury, as hereinbefore provided, consist of balances due from national banka 
in reserve or central reserve cities as now defined by law. From and after a date 
thirty-six months subsequent to the date fixed by the Secretary of the Treasury, as 
hereinbefore provided, the said remainder of the fifteen per centum reserve required 
of country banks shall consist either of lawful money in its own vaults or of balances 
on deposit with the Federal reserve bank of its district, or both.

[ b a n k s  in  r e s e r v e  c it ie s .

[From and after the date announced by the Secretary of the Treasury of the estab­
lishment of the Federal reserve bank in any district it shall be the duty of the national 
banks located in the reserve cities of suen district to maintain for a period of sixty 
days a reserve of twenty-five per centum of their outstanding deposits and perma­
nently thereafter a reserve of twenty per centum of their outstanding deposits. For 
sixty days from the date announced by the Secretary of the establishment of the 
reserve bank in such district each national bank located in the reserve cities thereof 
shall maintain in its own vaults, in lawful money, a sum equal to twelve and one-half 
per centum of its outstanding deposits and thereafter a sum of lawful money equal
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to ten per centum of its deposits. The additional required legal reserve above the 
lawful money required in its own vaults may be kept either with the Federal reserve 
bank in its district or with an approved reserve agent in the central reserve cities, 
for a period not exceeding thirty-six months from the organization of the Federal 
reserve bank in such district, and thereafter five per centum of such reserve shall 
be kept with the Federal reserve bank of the district or in the vaults of the member 
bank subject to the reserve requirements of this act: Provided, however, That the 
credit balance of three per centum and five per centum, respectively, of its deposits 
required to be kept with the Federal reserve bank of its district, as hereinbefore 
provided, shall not be diminished.

[CENTRAL RESERVE CITY BANKS.

[Every national bank located in a central reserve city shall maintain for a period 
of sixty days a reserve equal to twenty-five per centum of its deposits and thereafter 
it shall maintain a reserve equal to twenty per centum of its deposits. Of this required 
reserve five per centum may consist of a deposit with the Federal reserve bank of the 
district, the balance being in lawful money in its own vaults, and after sixty days 
from the passage of this act, at the bank’s option, one-half of this required reserve 
may consist of a credit balance with the said Federal reserve bank, but at no time shall 
the reserve of lawful money be less than ten per centum of the bank’s deposits: 
Provided, however, That the required credit balance of three per centum and five per 
centum, respectively, to be maintained with the Federal reserve bank of its district, 
as hereinbefore provided, shall not be diminished. J

It shall be the duty of all member banks to main'ain reserves, as hereinafter stated, against 
all demand deposits which shall include time deposits maturing 'Within forty-five days, to 
wit: Country banks, 12 per cent; reserve city banks, 18 per cent; central reserve city banks, 
20 per cent.

in the case of a country bank such reserve shall consist of not less than 4 per centum of 
lawful money in its vault, and not less than 4 per centum with its district Federal reserve 
bank; 4 per cent may consist of balances due from reserve agents approved by the Comptroller 
of the Currency.

In the case of a reserve city bank, such reserve shall consist of not less than 6 per centum 
lawful money in its vault, and not less than 6 per centum with its district Federal reserve 
bank. Six per cent may consist of balances due from reserve agents approved by the 
Comptroller of the Currency.

In the case of a central reserve city bank, such reserve shall consist of not less than 10 
per centum lawful money in its vaults and not less than 10 per centum with its district 
Federal reserve bank.

Provided, That when the date is set by the Secretary of the Treasury, and officially an­
nounced, the deposits of reserve hereinbefore required to be placed with Federal reserve 
banks shall be made as follows: One-third within sixty days, one-third within fourteen 
months, and one-third within twenty-six months after such date.

[ S ection  21. That so much of sections two and three of the act of June twentieth, 
eighteen hundred and seventy-four, entitled “ An act fixing the amount of United 
States notes providing for a redistribution of the national bank currency, and for 
other purposes,”  as provides that the fund deposited by any national banking asso­
ciation with the Treasurer of the United States for the redemption of its notes shall 
be counted as a part of its lawful reserve as provided in the act aforesaid, be, and the 
same is hereby, repealed. And from and after the passage of this act such fund of 
five per centum shall in no case be counted by any national banking association as a 
part of its lawful reserve. J

Section  22. That every Federal reserve bank shall at all times have on hand in its 
own vaults, in gold or lawful money, a sum equal to not less than thirty-three and 
one-third per centum of its outstanding demand liabilities exclusive of its circulating 
notes otherwise hereinbejore provided for.

The Federal reserve board may notify any Federal reserve bank whose lawful 
reserve shall be below the amount required to be kept on hand to make good such 
reserve; and if such bank shall fail for thirty days thereafter so to make »ood its lawful 
reserve, the Federal reserve board may appoint a receiver to wind up the business of 
said bank.

BANK EXAMINATIONS.

Section  23. That the examination of the affairs of every national banking associa­
tion authorized by existing law shall take place at least twice in each calendar year 
and as much oftener as the Federal reserve board shall consider necessary in order
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to furnish, a full and complete knowledge of its condition. The Secretary of the 
Treasury may, however, at any time direct the holding of a special examination. 
The person assigned to the making of such examination of the affairs of any national 
banking association shall have power to call together a quorum of the directors of 
such association, who shall, under oath, state to such examiner the character and 
circumstances of such of its loans or discounts as he may designate; and from and 
after the passage of this act all bank examiners shall receive fixed salaries, the amount 
whereof shall be determined by the Federal reserve board and annually reported to 
Congress. But the expense of the examinations herein provided for shall be assessed 
by the Federal reserve board upon the associations examined in proportion to assets 
or resources held by such associations upon a date during the year in which such 
examinations are held to be established by the Federal reserve board. [The Comp­
troller of the Currency shall so arrange the duties of national-bank examiners that no 
two successive examinations of any association shall be made by the same examiner. J

In addition to the examinations made and conducted by the Comptroller of the 
Currency, every Federal reserve bank may, with the approval of the Federal reserve 
board, arrange for special or periodical examination of the member banks within its 
district. Such examination shall be so conducted as to inform the Federal reserve 
bank under whose auspices it is carried on of the condition of its member banks and 
of the lines of credit which are being extended by them. Every Federal reserve bank 
shall at all times furnish to the Federal reserve board such information as may be 
demanded by the latter concerning the condition of any national banking association 
located within the district of the said Federal reserve bank.

[The Federal reserve board shall as often as it deems best, and in any case not less 
frequently than four times each year, order an examination of national banking 
associations in reserve cities. Such examinations shall show in detail the total amount 
of loans made by each bank on demand, on time, and the different classes of collateral 
held to protect the various loans, and the lines of credit which are being extended 
by them.J Upon joint application of ten member banks the Federal reserve board 
shall order a special examination and report of the condition of any Federal reserve 
bank.

S ection  24. That no national bank shall hereafter make any loan or grant any 
gratuity to any examiner of such bank. Any bank offending against this provision 
shall be deemed guilty of a misdemeanor and shall be fined not more than $5,000, and a 
further sum equal to the money so loaned or gratuity given; and the officer or officers 
of a bank making such loan or granting such gratuity shall be likewise deemed guilty 
of a misdemeanor and shall be fined not to exceed $5,000. Any examiner accepting 
a loan or gratuity from any bank examined by him shall be deemed guilty of a mis­
demeanor and shall be fined not more than $5,000, and a further sum equal to the 
money so loaned or gratuity given; and shall forever thereafter be disqualified from 
holding office as a national-bank examiner. No national-bank examiner shall perform 
any other service for compensation while holding such office.

No officer or director of a national bank shall receive or be beneficiary, either directly 
or indirectly, of any fee (other than a legitimate fee paid an attorney at law for legal 
services), commission, gift, or other consideration for or on account of any loan, pur­
chase, sale, payment, exchange, or transaction with respect to stocks, bonds, or other 
investment securities or notes, bills of exchange, acceptances, bankers’ bills, cable 
transfers or mortgages made by or on behalf of a national bank of which he is such 
officer or director. Any person violating any provision of this section shall be pun­
ished by a fine of not exceeding $5,000 or by imprisonment not exceeding five years, 
or both such fine and imprisonment, in the discretion of the court having jurisdiction.

Except so far as already provided in existing laws this provision shall not take 
effect until six months after the passage of this act.

[ S ectio n  25. That from and after the passage of this act the stockholders of every 
national banking association shall be held individually responsible for all contracts, 
debts, and engagements of such association, each to the amount of his stock therein, 
at the par value thereof in addition to the amount invested in such stock. The 
stockholders in any national banking association who shall have transferred their 
shares or registered the transfer thereof within sixty days next before the date of the 
failure of such association to meet its obligations shall be liable to the same extent 
as if they had made no such transfer; but thia provision shall not be construed to 
affect in any way any recourse which such shareholders might otherwise have against 
those in whose names such shares are registered at the time of such failure. Section 
fifty-one hundred and fifty-one, Revised Statutes of the United States, is hereby 
reenacted except in so far as modified by this section.|

18 BANKING AND CURRENCY.

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



BANKING AND CURRENCY. 19
LOANS ON FARM LANDS.

S e c t i o n  26. That any national banking association not situated in a reserve city 
or central reserve city may make loans secured by improved and unencumbered 
farm land, and so much of section fifty-one hundred and thirty-seven of the Revised 
Statutes as prohibits the making of such loans by banks so situated shall be, and the 
same is hereby, repealed; but no such loan shall be made for a longer time than [n ine] 
twelve months, nor for an amount exceeding fifty per centum of the actual value of 
the property offered as security, and such property shall be situated within the 
Federal reserve district in which the bank is located. Any such bank may make 
such loans in an aggregate sum equal to twenty-five per centum of its capital and 
surplus, or fifty per centum of its time deposits.

The Federal reserve board shall have power from time to time to add to the list 
of cities in which national banks shall not be permitted to make loans secured upon 
real estate in the manner described in this section.

SAVINGS DEPARTMENT.

[ S ection  27. That any national banking association may, subsequent to a date one 
year after its becoming a stockholder in a Federal reserve bank, make application to 
the Comptroller of the Currency for permission to open a savings department. Such 
application shall set forth that the directors of said national bank have by a majority 
vote apportioned a specified percentage of their paid-in capital and surplus to said 
savings department and to that end have segregated specified assets for the purposes 
of said department, or that cash capital for the said savings department has been ob­
tained by subscription to additional issues of the capital stock of said national bank: 
Provided, That the sum in assets or in cash thus set apart for the uses of the proposed 
savings department aforesaid shall in no case be less than $25,000, or than a sum 
equal to twenty per centum of the paid-up capital and surplus of the said national 
bank.

[In  making the application aforesaid any national banking association may further 
apply for power to act as trustee for mortgage loans subject to the conditions and limi­
tations herein prescribed or to be established as hereinafter provided.

[Whenever the Comptroller of the Currency shall have approved any such applica­
tion as hereinbefore provided, he shall so inform the applying bank, and thereafter 
the organization and business conducted or possessed by said bank at the time of 
making said application, except such as has been specifically segregated for the savings 
department, and subsequent expansions thereof shall be known as the commercial 
department of the said bank. National banks may increase or diminish their capital 
stock in the manner now provided by law, but whenever such general increase or 
reduction of the capital sto( k of any na ional bank operating upon the provisions of 
this section shall be made such increase or reduc ion shall be apportioned between 
the commercial and savings department of the said bank as its board of directors 
shall prescribe, notice of such increase or reduction and of the apportionment thereof 
being forthwith given to the Comptroller of the Currency; and any such national bank 
may increase or diminish the capital already apportioned to either its savings or 
commercial department to an extent not inconsistent with the provisions of this 
section, notifying the Comptroller of the Currency as hereinbefore provided. The 
savings department for which authority has been solicited and granted shall have 
control of the cash or assets apportioned to it as hereinbefore provided, and shall be 
organized under rules and regulations to be prescribed by the Comptroller of the 
Currency.

[Both the savings and commercial departments so created shall, however, be under 
the control and direction of a single board of directors and of the general officers of said 
bank.

[A ll business transacted by the commercial department of any such national bank 
shall be in every respect subject to the limitations and requirements provided in the 
national banking act as modified by this act, and such business shall henceforward 
be known as commercial business.

[The savings department of each such national bank shall be authorized to accu­
mulate and loan the funds of its depositors, to receive deposits of current funds, both 
time and demand, to loan any funds in its possession upon personal or real estate 
security, and to collect the same with interest, and to declare and pay dividends or 
interest, both upon demand and time deposits. The Federal reserve board is hereby 
authorized to exempt the savings departments of national banking associations from 
any and every restriction upon classes or kinds of business laid down in the national
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banking act, and it shall be the duty of the said board within one year after its organ­
ization to prepare and publish rules and regulations for the conduct of business by 
such savings departments, conforming to the best standards prescribed by the legis­
lation of the several States: Provided, That such rules and regulations shall not be 
inconsistent with the provisions of this section. All business transacted by the 
savings departments of national banks shall be designated and known as savings 
bank business.

[Nothing in this section contained shall be construed to authorize any such savings 
department to purchase, invest in, or hold bonds, securities, or evidences of indebted­
ness, public or private, except as follows:

[(a) First mortgages or deeds of trust on real estate, including farm lands, and the 
notes or bonds for whose protection such mortgages or deeds of trust may have been 
given: Provided, That such mortgages, deeds, notes, or bonds shall have when pur­
chased not more than five years to run and provided further that the total debt se­
cured by such instruments shall not exceed fifty per centum of the assessed value of 
the real estate upon which they constitute a lien.

[(b ) Bonds or interest-bearing notes of the United States or bonds or notes for 
whose payment the faith of the United States is pledged both as to principal and 
interest.

[(c ) Bonds of any State of the United States: Provided, That for ten years prior to 
the purchase of such bonds by savings bank department the State issuing the same 
shall not have defaulted in the payment of any part either of principal or of interest 
thereon.

[(d) Bonds of any city, county, or town: Provided, That such city, county, or 
town shall at the time when said bonds are purchased by a savings bank department 
have more than twenty-five thousand inhabitants, the United States census next 
preceding such investment being taken as evidence of the possession of said number 
of inhabitants: And provided further, That such city, county, or town shall not have 
defaulted in the payment of any part of the principal or interest of its bonded debt 
within ten years prior to the making of the investment aforesaid. The total bonded 
indebtedness of such city, county, or town shall not at the time of such investment 
exceed five per centum of the assessed valuation therein and such bonds shall have 
been issued pursuant to the law of the State in which such city, county, or town is 
situated.

[(e) First-mortgage bonds of any steam or street railway, public utility, or industrial 
corporation operating partly or wholly in the United States: Provided, That the same 
shall have been approved by the Comptroller of the Currency.

[(f) First-mortgage bonds or deeds of trust issued by any real estate corporation: 
Provided, That no such bond issue or deed of trust shall exceed in amount fifty per 
centum of the assessed value of the real estate upon which it constitutes a lien.

[The Federal reserve board shall have power further to define the conditions under 
which the said mortgages, deeds of trust, notes, bonds, and other securities herein­
before enumerated may be purchased by any such savings bank department, and may 
at its discretion make and issue lists of such securities having its approval, or may list 
securities in which savings bank department aforesaid shall be prohibited from invest­
ing. Such lists may be published in any manner deemed best by the said Federal 
reserve board.

shall be the duty of every national bank to maintain with respect to the demand 
liabilities of its commercial department the reserve applicable thereto, as provided by 
the national banking act and by this act.

shall be the duty of every national bank to maintain, with respect to all deposit 
liabilities of its savings department, a cash reserve in lawful money equal to not less 
than four per centum of its total deposit liabilities, and every national bank authorized 
to maintain a savings department is hereby exempted from the reserve requirements 
of the national banking act and of this act in respect to the said deposit liabilities of its 
savings department, except as in this section provided.

[Every national bauk anthorized to operate a commercial department and a savings 
department under the provisions of this section shall segregate in its vaults the lawful 
money reserve of each such department and shall separately maintain, report, and 
account for such reserve. Whenever any such department, whether savings or com­
mercial, shall deposit current funds with other banks, such deposits shall be credited 
upon the books of such other banks as made by and belonging to the department of the 
depositing bank by which or in whose interest they were originally made and shall be 
paid only upon the order of such department. No department of any such national 
bank shall receive deposits from any other department of the same bank.
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. P *  shall be the duty of every national bank to maintain separate books of account 
for each of its departments and to segregate and keep separate and distinct in each 
such department the cash, securities, investments, and property thereto belonging, 
and each such department shall iij the transaction of its business and the making of 
its investments be exclusively governed and controlled by the provisions of law and 
the regulations of the Federal reserve board or of the Comptroller of the Currency 
specifically made and provided with reference thereto.

[Any national bank authorized under the provisions of this section to maintain a 
savings department may make and publish rules and regulations defining the condi­
tions under which deposits shall be received and paid by such savings department. 
Such regulations may specify the period of notices which such department may at 
its option require for the withdrawal of such deposits: Provided, That no such deposits 
shall be subject to a requirement of less than sixty days’ notice of withdrawal. The 
said rules and regulations shall be subject to the approval of the Comptroller of the 
Currency and he shall have power to direct their alteration at his discretion.

[Every officer, director, or employee of any national bank who knowingly or will­
fully violates any of the provisions of this section shall be guilty of a felony, and on 
conviction thereof shall be punished by a fine not exceeding $5,000 or by imprison­
ment not exceeding two years. J

FOREIGN BRANCHES.

Section  28. That any national banking association possessing a capital of $1,000,000 
or more may file application with the Federal reserve board, upon such conditions 
and under such circumstances as may be prescribed by the said board, for the purpose 
of securing authority to establish branches in foreign countries for the furtherance 
of the foreign commerce of the United States and to act, if required to do so, as fiscal 
agents of the United States. Such application shall specify, in addition to the name 
and capital of the banking association filing it, the foreign country or countries or 
the dependencies of the United States where the banking operations proposed are 
to be carried on and the amount of capital set aside by the said banking association 
filing such application for the conduct of its foreign business at the branches proposed 
by it to be established in foreign countries. The Federal reserve board shall have 
power to approve or to reject such application if in its judgment the amount of capital 
proposed to be set aside for the conduct of foreign business is inadequate or if for other 
reasons the granting of such application is deemed inexpedient.

Every national banking association which shall receive authority to establish 
branches in foreign countries shall be required at all times to furnish information con­
cerning the condition of such branches to the Comptroller of the Currency upon 
demand, and the Federal reserve board may order special examinations of the said 
foreign branches at such time or times as it may deem best. Every such national 
banking association shall conduct the accounts of each foreign branch independently 
of the accounts of other foreign branches established by it and of its home office, and 
shall at the end of each fiscal period transfer to its general ledger the profit or loss 
accruing at each such branch as a separate item.

Section  29. That all provisions of law inconsistent with or superseded by any of 
the provisions of this act be, and the same are hereby, repealed.

DELEGATES PRESENT AT THE CONFERENCE.

C u r r e n c y  C o m m is s io n , A m e r ic a n  B a n k e r s ’  A ss o c ia t io n .

MEMBERS PRESENT.

A. B. Hepburn, chairman of board, Chase National Bank, New York City, chairman.
James B. Forgan, president First National Bank, Chicago, 111., vice chairman.
Festus J. Wade, president Mercantile Trust Company, St. Louis, Mo.
Joseph T. Talbert, vice president National City Bank, New York City.
George M. Reynolds, president Continental & Commercial National Bank, Chicago, 111.
John Perrin, of Perrin, Drake & Riley, bankers, Los Angeles, Cal.
Luther Drake, president Merchants National Bank, Omaha, Nebr.
Sol. Wexler, vice president Whitney Central National Bank, New Orleans, La.
E. F. Swinney, president First National Bank, Kansas City, Mo.
Joseph A. McCord, vice president Third National Bank, Atlanta, Ga.
J. F. Sartori, president Security Trust & Savings Bank, Los Angeles, CaL 
Levi L. Rue, president Philadelphia National Bank, Philadelphia, Pa.
E. L. Howe, vice president Princeton Bank, Princeton, N. J.
Frederick E. Farnsworth, New York, secretary.
Arthur Reynolds, vice president of the association.
J. Fletcher Farrell, treasurer of the association.
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R epresentatives or State B a n k e r s '  A s s o c i a t i o n s  P r e s e n t .

State. Banking affiliations.

Arkansas.,
California.

Connecticut...............
District of Columbia.

Georgia......................

Illinois.......................

Indiana..........

Iowa...............

ITngftft.......

Louisiana.......

Maryland.......

Massachusetts.
Michigan........
Minnesota___

Mississippi....
Missouri.........
Nebraska.......
New Jersey...

New Y ork ....

J. D. Covey.., 
John Perrin.., 
J. F. Sartori..,

E. J. Hill.........
W. T. Galliher.

John Poole___

L. P. Hillyer.. 
J. D. Phillips.

Richard L. Crampton. 
J. S. Aisthorpe.......... .
John B. Jackson.........
J. L. McCulloch..........
J. L. Edwards........... .
E. L. Johnson.............
W. J. Bailey.............. .

Sol. Wexler.

Wm. C. Page........
Chas. B. Blinn, jr.
A. G. Bishop........
G. H. Richards... 
N. F. Banfield___

J. F. Flournoy, jr .. .
R. S. Hawes............
Geo. F. Sawyer.......
W. M. Van Deusen..

A. B. Hepburn.

North Carolina..............

J. T. Talbert...............

Geo. A. Haldemess.. .  

S. D. Fitton................Ohio................................
Oregon........................... E. A. Wyld.................
Pennsylvania................. M. I. McCreight..........
South Carolina............... Bright Williamson___

J. E. Platt...................
N. E. Frandlin...........
M. P. Beebe................
J. C. Basset.................
F. M. Mayfield............

South Dakota................

Tennessee.......................
Texas.............................

I. B. Tigritt.................
Nathan Adams...........

Utah............................... Frank Knox................
Virginia.......................... Oliver J. Sands...........
West Virginia................ J. S. Hfll......................

President Arkansas Bankers’ Association 
Cashier Benton County National Bank, Bentonville. 
Member currency commission, American Bankers’ 

Association, Los Angeles.
President Security Trust and Savings Bank, Los 

Angeles.
Member currency commission, American Bankers’ 

Association.
Vice President National Bank of Norwalk.
President American National Bank, Washington. 
Second vice president the District of Columbia Bankers7 

Association.
President Federal National Bank, Washington. D. C., 

and secretary District of Columbia Bankers’ Associa­
tion.

President Georgia Bankers’ Association.
Vice president American National Bank, Macon, Ga. 
President Illinois Bankers’ Association.
Vice president and cashier Green Valley Bank, Green 

Valley, 111.
Secretary Illinois Bankers’ Association, Chicago. 
Chairman executive council Illinois Bankers’ Associa­

tion, Cairo.
Chairman legislative committee Illinois Bankers’ 

Association, Anna.
President Indiana Bankers’ Association.
President Marion National Bank, Marion, Ind. 
President Merchants National Bank, Burlington, Iowa. 
Waterloo, Iowa, of the Leavitt and Johnson Trust Com­

pany.
President Kansas Bankers’ Association.
Vice president Exchange National Bank, Atchison, 

Kans.
Vice president Whitney Central National Bank, New 

Orleans.
Member currency commission, American Bankers’ 

Association.
President Maryland Bankers’ Association.
President Calvert Bank, Baltimore.
Vice president National Union Bank, Boston. 
President Genesee County Savings Bank, Flint. 
Secretary Minnesota Bankers’ Association.
Vice president First National Bank, Austin, Minn. 
Member Minnesota Bankers’ Association currency com­

mittee.
President Mississippi Bankers’ Association.
Cashier First National Bank, Canton, Miss.
Vice president Missouri Bankers’ Association.
Vice president Third National Bank, St. Louis. 
President Nebraska Bankers’ Association.
Saline County Bank, Western, Nebraska.
Cashier National Newark Banking Company, Newark, 

N. J.
Chairman currency committee.
Chairman of the board, Chase National Bank, New 

York.
Member currency commission of the American Bankers 

Association.
Vice president National City Bank, New York. 
Member currency commission, American Bankers’ 

Association.
President North Carolina Bankers’ Association. 
President Farmers’ Banking and Trust Company 

Tarboro, N. C.
President Ohio Bankers’ Association.
President First National Bank, Hamilton, Ohio.
Vice president Security Savings and Trust Company 

Portland.
President Deposit National, Dubois, Pa.
President South Carolina Bankers’ Association. 
President Bank of Darlington S. C.
Secretary South Dakota Bankers’ Association.
First National Bank, Deadwood.
President Bankers’ Association of South Dakota. 
President Bank of Ipswich, Ipswich, S. Dak.
President Aberdeen National Bank, Aberdeen. 
Currency committee.
Secretary Tennessee Bankers’ Association. 
Representative Tennessee Bankers’ Association. 
President Texas Bankers’ Association.
Cashier American Exchange National Bank, Dallas. 
President National Bank of the Republic, Salt Lake. 
President Utah State Bankers’ Association.
President American National Bank, Richmond Va. 
Secretary West Virginia Bankers’ Association.
Cashier Nationa ICity Bank, Charleston.
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State. Delegate Banking affiliations.

Wisconsin...................... H. A. Moehlenpah___
Geo. D. Bartlett.........

President State association.
Cashier Citizens Bank, Clinton, Wis.
Secretary State association.
American Bankers’ Association Council, La Crosse, 

Wis.
President Waukesha National Bank, Waukosha, Wis.

E. M. Wing.................
A. J. Frame................

R e p r e s e n t a t iv e s  of Cl e a r in g  H o use  A ssociations P r e s e n t .

City and State. Delegate.

Aberdeen, S. Dak.......... C. A. Russell...............
C. I. Bruner................
James H. Perkins.......
Ledyard Cogswell.......
W. H. Fuqua..............
Robt. F. Maddox.......
Jos. A. McCord............
Chas. T. Crane ..........
W. P. G. Har iing
Alfred L. Ripley........

Buffalo, N. Y ................. Willard F. Hopkins... 
H. S. Kaufman...........

E. M. Scott.................
B. F. Harris................

Chicago, 111 .............. Charles G. Dawes.......

Cincinnati, Ohio............
W. T. Fenton.............
C. A. Hinsch...............

Cleveland, Ohio............. J. J. Sullivan...............

Columbus, Ohio............
E. R. Fancher............
L. F. Kiesewetter.......

Dallas, Texas.................
Theo. S. Huntington.. 
Nathan Adams...........

Danville, 111................... M. J. Wolford..............
Davenport, Iowa...........

Decatur 1*1 . . .

J. H. Hass...................

0. B. Gorin ...............
Des Moines, Iowa.......... Homer A. Miller.........

Detroit, Mich.................

R. A. Crawford...........
J. C. Rounds...............
Arthur Reynolds........
George H. Russel........

Erie, Pa......................... R. J. Moorhead...........
Evansville, Ind............. Henry Reis.................
Flint, Mich.................... Brace J. MacDonald ..

C. H. Worden.............
Samuel M. Foster____
N oah Harding............

Ft. Wayne, Ind.............
Ft. Worth, Texas..........

Galveston, Texas..........

J. L. Johnson..............
W. E. Connell.............
J. W. Hoopes..............

Hamilton, Ohio............. S.D.Fitton..................

Hartford Conn.............. Lucius A. Barbour___
C. C. Lane...................Hastings, Nebr..............

Hattiesburg, Miss......... F. W. Foote................
Houston, Texas............ J. T. Scott...................
Indianapolis, Ind ....... S. A. Fletcher.............
Jacksonville, 111.......... M F. Dunlap..............
Jackson, Miss........... Oscar Newton.............
Kansas City, Mo........... Geo. S. Hovey............

Lexington, K y.........

. W. Goebel..............
E. F. Swinney............

J. W. Porter................
Lincoln, Nebr......._ S. H. Burnham.......
Little Rock, Ark....... Geo. W. Rogers.......

Banking affiliations.

President Citizens Trust and Savings Bank.
President clearing house association.
Vice President First-Second National Bank.
President National Commercial Bank.
President New York State National Bank.
President First National Bank.
President elearing house.
Representing Atlanta Clearing House Association.
Vice president Third National Bank, Atlanta, Ga. 
Member Currency Commission.
President Farmers and Merchants National Bank. 
President First National Bank.
Vice president Merchants National Bank.
Vice president Third National Bank.
Cashier City National Bank.
Secretary and manager Canton Clearing House Asso­

ciation.
President Security Savings Bank.
Vice president First National Bank.
President Central Trust Company of Illinois.
Vice president National Bank of the Republic. 
President Fifth-Third National Bank.
President clearing house.
President Central National Bank.
Vice president Union National Bank.
Vice president Ohio National Bank.
Vice president Huntington National Bank.
Cashier American Exchange National Bank.
President Palmer National Bank.
President Scott County Savings Bank.
President Davenport Clearing House.
President Milliken National Bank.
President clearing house.
President Iowa National Bank.
President Valley National Bank.
President Citizens National Bank.
President Des Moines National Bank.
Vice president American Bankers’ Association. 
President Peoples State Bank.
President Security Savings and Trust Company. 
President Old State National Bank.
Vice-president Evansville Clearing House.
Cashier National Bank of Flint.
Vice president First National Bank.
German American National Bank.
Vice president Fort Worth National Bank.
President First National Bank.
Vice president City National Bank.
Vice president Galveston Clearing House.
President First National Bank of Hamilton.
Delegate Hamilton Clearing House.
President Charter Oak National Bank.
President Exchange National Bank.
President clearing house.
Vice president National Bank of Commerce.
Vice president First National Bank 
President clearing house.
President Fletcher American National Bank. 
President clearing house association.
President Ayers National Bank.
President Jackson Bank.
President Inter State National Bank.
President Commercial National Bank 
President First National Bank.
Member currency commission of American Bankers’ 

Association.
Cashier First and City National Bank.
President First National Bank.
Cashier Bank of Commerce.
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City and State. Delegate. Banking affiliations.

Los Angeles, Cal... 
Louisville, K y.......

Macon, Ga.............
McAlester, Okla... 
Memphis, Tenn ...
Meridian Miss___
Milwaukee, Wis. . .
Minneapolis, Minn.

Montclair, N. J .. .  
Muskogee, Okla. - 
New Castle, P a ... 
New Orleans, La.

New York, N Y ........
Omaha, Nebr............
Pasadena. Cal...........
Peoria, 111..................
Pittsburgh, Pa..........
Portland, Oreg.........
Providence. R. I.......
Reading, Pa..............
Richmond Va..........

Rochester, N. Y .......
Rockford, 111.............

Sacramento, Ca'........
Saginaw, Mich..........
St Joseph, Mo..........
St Louis, Mo............

St. Paul, Minn..........
Salt Lake City, Utah

Savannah, Ga........
Seattle, Wash........
Sioux City, Iowa...
South Bend, Ind...
Spokane, Wash___
Springfield, 111.......
Superior, Wis........
Syracuse, N. Y ___
Tacoma, Wash......
Toledo, Ohio..........
Topeka, Kans.......
Vicksburg, Miss__

Washington, D. C..
Waterbury, Conn..
Wheeling, W. Va..
Youngstown, Ohio. 
Texarkana, Texas.

Stoddard Jess.........
L. C. Murray..........
E. L. Swearingen.. 
John H. Leathers..
L. P. Hillyer..........
Sam. L. Morley___
S. E. Ragland........
W alker Broach____
J. W. P. Lombard. 
Wm. Bigelow.........
F. A. Chamberlain.
C. T. Jaffray.......
Joseph Chapman.,
Robt. L. Cox.......
H. H. Ogden........
David Jameson...
J. H. Fulton....... .
Sol. Wexler..........

William Woodward.
F. H. Davis..............
A. E Edwards.........
Fred Luth y..............
Chas. McKnight.
E. A. Wyld..............
Moses J Barber.......
Randolph S. Week..
Julien H. Hill..........
John M. Miller, jr . . .
Oliver J. Sands........
Thos. B. McAdams. 
Henrv C. Brewster.. 
Chandler Starr.........
J. D. Waterman.
Stoddard Jess (special 

rep.)
George B Morley.......
R. T. Forbes..............
Graham G. Lacy.......
Walker Hill...............
Festus J. Wade.........

Geo. H. Prince.
J. W. Lusk.......
T. W Boyer...
Frank K nox...
Wm. M. Davant.
M. F. Backus.........
John McHugh........
George S. Parker... 
Jacob Woolverton..
J. P. M. Richards..
E. W. Payne...........
Wm. B. Banks.......
Arthur W. Loasby..
Chas. R. McKay.. 
Spencer D. Carr...
F. M. Bonebrake.. 
W. Thos. Rose....

W. T. Galliher....
F. W. Judson.......
Robert C. Dalzell.
Mason Evans... 
J. A. Pondrom.,

Vice president First National Bank.
President American National Bank-.
President First National Bank.
President Louisville National Banking Company.
Vice president American National Bank.
Vice president McAlester Trust Company.
Vice president Central State National Bank.
Vice president First National Bank.
President National Exchange Bank.
Vice president First National Bank.
President Security National Bank.
President clearing house.
Vice president First National Bank.
Vice president Northwestern National Bank.
Montclair Trust Company.
President First National Bank.
President Citizens' National Bank.
President Commercial National Bank.
Vice president Whitney Central National Bank. 
Member currency commission of American Bankers' 

Association.
President Hanover National Bank.
Vice president First National Bank.
Cashier First National Bank.
President Merchants National Bank.
Representing Peoria Clearing House Association. 
President Western National Bank.
President Pittsburgh Clearing House Association.
Vice president Security Savings and Trust Company. 
Vice president Merchants National Bank.
Cashier Farmers National Bank.
Cashier National State and City Bank.
Vice President First National Bank.
President American National Bank.
Cashier Merchants National Bank.
Vice president Traders National Bank.
Cashier Winnebago National Bank.
President Rockford Clearing House.
President Forest City National Bank.
Vice president clearing house.
Vice president First National Bank, Loj Angelas.
President Second National Bank.
President First National Bank.
Vice president Tootle-Lemon National Bank.
President Mechanics-American National Bank. 
President St. Louis Clearing Housa.
Member currency commission o Amar.can Banking 

Association.
Chairman board, Merchants Nationa Bank.
Merchants National Bank.
Cashier Continental National Bank.
President Salt Lake City Clearing House.
President National Bank of the Republic.
Secretary Salt Lake City Clearing House Association 
Cashier Merchants National Bank.
President Savannah Clearing House.
President National Bank of Commerce.
President First National Bank.
President Live Stock National Bank.
President St. Joseph County Savings Bank and South 

Bend Clearing House.
President Spokane and Eastern Trust Company. 
President State National Bank.
President First National Bank.
First National Bank and president Syracuse Clearing 

House.
Tacoma Clearing House.
President National Bank of Commerce.
Vice president clearing house.
Vice president Merchants National Bank.
Vice president and manager American Bank and Trust 

Company.
President clearing house.
President American Nationa Bank.
Washington Clearing House.
Assistant cashier Waterbury National Bank.
Clearing House Association.
Cashier City Bank of Wheeling and president clearin j 

house.
President Commercial National Bank.
Vice president Texarkana National Bank.
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STATEMENT OF JAMES B. FORGAN, PRESIDENT OF THE FIRST 
NATIONAL BANK, CHICAGO, ILL.

Mr. F o r g a n . Mr. Chairman and gentlemen of the committee, we 
appear before you as a committee of seven bankers, appointed at a 
conference called by the currency commission of the American Bank­
ers’ Association, held in Chicago, August 22 and 23, 1913. All the 
State bankers’ associations and all the clearing houses in the country 
were asked to send representatives to the conference; and appended 
to the report which has been submitted to you will be found a list 
of the delegates present.

Senator R e e d . Mr. Chairman, I would like to request now that 
order be maintained in this room. If there is anybody here who 
desires to converse, I suggest that they go out into the hall.

The Ch a ir m a n . This hearing is very important, the Chair will state 
to visitors; and we hope therefore that silence will be observed, so 
that the speakers can be distinctly heard. Mr. Forgan, will you 
proceed ?

Mr. F o r g a n . We appear before you primarily as representatives 
of the banks. We would, however, respectfully remind you that the 
bankers of the country come into close relation with three important 
classes of the community, whose interests it is their business to study, 
and as far as possible harmonize on an equitable basis. These are 
the bank stockholders, who supply the capital; the thrifty and indus­
trious members of the community, who supply the bank deposits; 
and commercial, industrial, and agricultural borrowers, whose busi­
ness development and prosperity depend largely on the credits given 
them by the banks.

Senator W e e k s . Mr. Chairman, I would like to ask if the witness 
wishes to be interrupted from time to time by questions, or to com­
plete his statement before he is asked questions ?

The Ch a ir m a n . What is your pleasure, Mr. Forgan?
Mr. F o r g a n . Well, I am not much of a speaker, and I would rather 

get through with it, if it is not inconvenient to the committee; and 
then either I or any other member of our committee will be glad to 
answer any questions.

The Ch a ir m a n . The committee, of course, has the right, if it sees 
fit, to interrupt a witness, but unless there is some particular reason, 
I assume that that will not be done.

Senator Cr a w f o r d . I suggest that where a statement has been 
carefully prepared and is written, we get the effect of it and its mean­
ing better by allowing the speaker to finish it, and then have the 
inquiries follow the reading of the paper.

The Ch a ir m a n . The Chair is of the opinion that that is within the 
discretion of the committee, and the witness will proceed.

Mr. F o r g a n . These three classes combined form a large percentage 
of the population, and bankers fully realize that the general pros­
perity of the country depends upon the maintenance of proper rela­
tions between them and the banks.

The business of the banks is to exchange credits with the public. 
It is therefore essential that, as a working basis, mutual confidence 
between them and the public should be maintained. Bankers would 
be shortsighted indeed, if, ignoring these fundamental relations,
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they should approach the study of banking and currency legislation 
with purely selfish motives and solely from their own side of the 
subject. It is the duty of the directors and officers of the bank to 
study the interests of the millions of their savings and other depos­
itors, for whom they are trustees, as well as those of their share­
holders and of their borrowers.

Hence, as the chosen representatives of the banks, we claim that 
in a very real sense, we represent the interests of all whose patronage 
the banks rely on for success, and especially the interests of the innu­
merable hosts, of thrifty and desirable citizens who manifest their 
confidence in the banks by trusting them with deposits aggregating 
more than $20,000,000,000. Individually bankers do not experience 
the much-talked-of distrust of the banks. Rather they duly appre­
ciate the confidence evinced by the public by placing such an enor­
mous line of deposits with the banks under their management, and 
they are keenly impressed with the responsibility such a trust imposes 
upon them.

As chairman of this committee, I now hand each of you a copy of 
the report unanimously adopted at our Chicago conference, the 
preamble to which reads as follows:

The currency commission of the American Bankers’ Association, charged with the 
duty of endeavoring to secure remedial banking legislation and regarding the bank­
ing measure now pending in Congress as evidencing the earnest wish of the adminis­
tration to give a wise law to the country, has profoundly desired to cooperate in every 
way. To this end, upon its invitation that the presidents of the 47 State bankers’ 
associations and that representatives of the 191 clearing houses attend and unite in 
an expression, this joint body composed of bankers from every section of the South 
and North, from coast to coast, representing country and city banks, State and National 
and trust companies, after carefully considering the bill has adopted the following:
Whereas we recognize the imperative necessity of incorporating into the banking 

and currency system of this country those proven principles which will provide 
the most ample credit facilities with greatest safety and a currency based on gold 
which automatically adjusts its volume to trade requirements, in order that the 
highest stability may be attained for our commerce, thereby assuring continuity 
of employment for the laborer and favorable markets for the producer—the funda­
mental basis of general prosperity; and 

Whereas although the pending measure has many excellent features and recognizes 
certain principles fundamental in any scientific banking system, yet it is believed 
that the application of those principles may in certain respects be made in ways 
that will more surely avoid a credit disturbance and more efficiently attain the 
desired benefits for the whole people; and 

Whereas we believe that to insure the successful operation of a new banking law it 
must be of such a character as to warrant a general acceptance of its provisions by 
existing banking institutions, both State and National, country and city, since the 
final test of the measure of success must be the strength and power for efficiently 
serving the interests of the entire country which can alone be had from general par­
ticipation of banks of all classes; and believing that the bill as now drawn will, by 
its onerous provisions, prevent State banks and many National banks from joining 
the system, and earnestly desiring to cooperate with the administration in bringing 
about the adoption of the most highly efficient plan: Therefore be it 
Resolved, That we recommend the following changes in the bill as now published, 

convinced that, while not rendering the plan ideal, these changes would render organ­
ization more probable, would avoid a credit disturbance, and provide a system that 
would gradually develop into a great bulwark for the protection of our whole com­
merce, benefiting alike, and in equal measure, the laborer, the farmer, and the busi­
ness man.

It is the sense of this conference that one Federal reserve bank with as many branches 
as the commerce of the country may require, would be more effective; but if this be 
not obtainable we recommend that as few Federal reserve banks be established as 
possible, and not more than a total number of five.

2 6  b a n k in g  a n d  c u r r e n c y .
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The duty of explaining to you the reason for these various changes 
has been divided among the members of this committee. To each 
member of the committee has been assigned one or more features of 
the measure in which changes are suggested. We will run through 
the bill and I will call upon the members of our committee to explain 
the changes as they occur. They can be further discussed at your

Eleasure as we proceed, and any questions in regard to them the mem- 
ers of the committee desire to ask we will be pleased to answer.
The first suggested change is in connection with the number of 

Federal reserve banks, and it has been assigned to me to give our 
reasons for thinking that one Federal reserve bank, with as many 
branches as the commerce of the country may require, would be more 
effective than a greater number, but if that be not obtainable our 
reasons for recommending that there be as few as possible, and not 
more than five at the outside.

Some one has said that the most economical, scientific, and effective 
method of handling the gold reserves of the banks of the country 
would be to consolidate them into one large reservoir for the protec­
tion of all. The current operations between the banks and the cen­
tral reservoir would cause but a ripple on the surface, while the great, 
staple mass of gold would inspire public confidence in all the banks 
for the protection of which it is held. For years the central object 
of banking reform in this country has been to find some practical 
method of mobilizing and controlling the lawful money reserves of 
the banks for the protection of them all, instead of relying upon each 
to individually acquire, maintain, and protect its own.

The great defect of our present system and the prime cause of our 
periodical disturbances is that each of the 25,000 banks now in exist­
ence, having no adequate means of protecting its reserves, or of re­
plenishing them when they fall below its legal requirement, must enter 
into competition with all the rest for an amount sufficient for its 
individual needs. Whenever a financial strain becomes general, a 
scramble among the banks for lawful money occurs, which begets 
fear, and panic follows. The citizens of each community measure 
the strength of their local banks by the amount of cash they hold. 
The banks, realizing this, undertake to strengthen their position by 
increasing their cash holdings—which, however, no one can accom­
plish without, to the same extent, decreasing the cash holdings of 
some other bank.

What is necessary is ter establish a system whereby this public method 
of estimating the strength of banks will be changed from measuring 
their solidity by the amount of lawful money they carry, to basing 
their estimate on the facilities possessed by the bank for promptly 
getting either lawful money, or a circulating medium that will, for 
all practical purposes, pass current in public estimation, as being 
as good as lawful money.

This, it is believed, could be accomplished by consolidating a 
sufficient amount of the lawful money reserve of the banks in a central 
institution which would deal directly with the banks. It would be 
necessary that such an institution should have the right to protect 
its own resources, and those of the banks for which it acts, by using 
a circulating medium protected by an adequate gold reserve, and 
covered by the commercial assets it would acquire from the banks 
against the circulation with which it supplies them.

9328°— S. Doc. 232,63-1—vol 1------3
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28 BANKING AND CURRENCY.

That one institution with a sufficient number of branches scattered 
over the country would more effectually perform these functions than 
a greater number seems to us an inevitable conclusion. The entire 
country, divided into districts, could have proper representation on 
the central board of management, insuring that the interests of all 
sections would have equal and equitable consideration.

It would be quite practicable to meet the requirements of the 
v̂arious districts through properly equipped branches, even more 

efficiently than they could be met through separate regional insti­
tutions. The establishing of a number of such institutions would 
divide the consolidated cash reserves of the banks into as many dif­
ferent ownerships as there are separate institutions. As no individ­
ual bank can now increase its gold or lawful money without to the 
same extent decreasing the gold or lawful money of some other bank, 
so wdth these regional institutions no one of them could strengthen 
its cash reserves without drawing them from and depleting to the 
same extent the reserves of another.

On the other hand, one central institution with branches could 
distribute the gold or lawful money reserves over the country, as 
circumstances might call for, without change of ownership. The 
money would belong to the same institution, irrespective of where it 
might be located or what branch had custody of it. Chicago could 
be supplied with money from New York without publicly attracting 
attention to the fact that New York’s reserves had decreased and 
Chicago’s had increased by the transaction. The published state­
ment of the one institution would simply show that it owned so much 
more gold in Chicago and so much less in New York, while its per­
centage of cash reserve money on hand to total liabilities would not 
necessarily be changed at all.

This would not be the case if the Chicago institutions were en­
tirely separate and distinct from the New York institutions. The 
Chicago institution’s lawful money requirements could not be sup­
plied by a withdrawal from the New York institutions without 
diminishing to an equal extent the amount of the latter’s lawful 
money on hand. In times of financial stress, when each regional 
institution would be husbanding its resources for the benefit of its 
own constituents, this might produce an undesirable and awkward 
situation, the interests of the various sections of the country being 
at variance.

Such a condition would be intensified in direct ratio to the num­
ber of regional institutions established.

A very practical reason why it would be wiser to start with not 
more than 5 Federal reserve banks is that the reserve bank organ­
ization committee might find it difficult, if not impossible, to comply 
with the requirement that it should organize not less than 12. It 
might be fairly assumed that few, if any, of the State banking insti­
tutions would immediately after the passage of the act voluntarily 
subscribe for their proportionate amount of the capital stock of the 
Federal reserve bank and contribute their quota of the required 
reserve deposits to be placed in these banks. It would seem that 
business prudence and conservatism would cause them to postpone 
action until the Federal reserve banks are organized, are doin  ̂
business, and are able to demonstrate the advantages to be derived 
from being connected with them.
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If this is a reasonable assumption in regard to the probable action 
of the State banking institutions the reserve bank organization com­
mittee would have to rely exclusively on the national banks, under 
the more or less compulsory obligation imposed on them, under the 
Federal reserve act, requiring them, within 12 months, to contribute 
the necessary capital and the minimum reserve deposit, or accept one 
of the alternatives of dissolution, or continuing tneir business under 
State charters. Should the subscriptions to the capital stock of 
Federal reserve banks be thus restricted, it would be necessary that 
practically all national banks should remain in the system and sub­
scribe for it. It is stipulated in the act, that there shall not be less 
than 12 Federal reserve banks, with a minimum capital of $5,000,000 
each, which calls for a minimum aggregate subscription of $60,000,000. 
It is, however, evident that in the larger districts much more than 
the minimum capital would be necessary. The geographic division 
of the country adopted in the comptroller's statement of June 4, 1913, 
discloses that the following would be the regional contributions on 
account of capital:
New England States.....................................................................................  $10, 000, 000
Eastern States................................................................................................ 33, 000, 000
Southern States.............................................................................................. 17, 000, 000
Mid-West States............................................................................................. 28, 000, 000
Western States...............................................................................................  7, 000, 000
Pacific States.................................................................................................  10, 000, 000

These amounts are exactly 10 per cent on the capital of these dif­
ferent districts, the total being $105,000,000.

Senator B r is t o w . Have you got that figured out by States?
Mr. F o r g a n . No; by districts. I took them from the comptroller’s 

report.
Senator R e e d . Y ou follow the same line and groups as the Comp­

troller of the Currency, do you ?
Mr. F o r g a n . Yes, sir; the statement of the Comptroller of the 

Currency shows these figures.
Senator B r is t o w . Would it be convenient for you to formulate an 

estimate by States and submit that as a part of your remarks ?
Mr. F o r g a n . I could do it; yes, sir.
The Ch a ir m a n . I will call the attention of the Senator from 

Kansas to the fact that the document which I gave him gives the 
entire record of each State in every particular, including the reserves, 
and all their capital stock.

Senator N e l s o n . I think the report of the Comptroller of the Cur­
rency groups them in the same way.

The Ch a ir m a n . It is given both ways, individually and by groups.
Senator N e l s o n . Individually and by groups'?
Mr. F o r g a n . Yes, sir; individually and by groups.
Senator N e l s o n . If you will examine that statement you will find 

that it has what you desire.
Mr. F o r g a n . A Federal reserve bank, therefore, could not be capi­

talized for less, in our opinion, than the following minimum amounts:
Federal reserve bank of New York..............................................................$25,000, 000
Federal reserve bank of Chicago..................................................................  20, 000,000
Federal reserve bank of St. Louis................................................................  15,000, 000
Federal reserve bank of Boston.................................................................... 10, 000, 000
Federal reserve bank of San Francisco........................................................ 10, 000, 000
Federal reserve bank of New Orleans..........................................................  10, 000, 000
Federal reserve bank of Philadelphia.......................................................... 10,000,000
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And there would be five others in different parts of the country, at 
$5,000,000 each, making $25,000,000, and requiring a total of 
$125,000,000. It would thus require $20,000,000 more than would 
be provided if every national bank should become a subscriber.

The chairman of our currency commission, Mr. Hepburn, of New 
York, who presided at our conference, in his opening address stated 
the practical reasons for not having such a number of Federal reserve 
banks so clearly and forcibly that I will, even at the risk of some 
repetition, conclude what I have to say on this branch of the subject 
by quoting him. He said:

The measure recognizes and adopts the principles of a central bank. Indeed, if 
it works out as the sponsors of the law hope, it will make all incorporated banks 
together joint owners of a central dominating power. Why, then, should not the 
principle, once recognized, be correctly applied? Why should not the law create 
one central bank, which should have branches wherever there is commercial need 
for them? Such a plan would be simpler, less cumbersome, more certain in operation, 
and far more efficient. There would then be no need to give the Federal reserve 
board authority to direct one section of the country to loan money to another, for the 
central authority would then control all the deposits and all the loans, and they would 
make loans to those sections of the country where most needed. There would then 
be no need to authorize the apportionment of United States Treasury deposits to dif­
ferent sections of the country. Those deposits would thus be in one central bank 
and would flow naturally to that section of the country which needed them.

As matters stand to-day, whenever stringency in the money market exists our 
25,000 banks begin competing with one another m an effort to strengthen their cash 
reserves. In doing so, they intensify the stringency and aggravate the trouble. The 
tendency of individual banks to strengthen their position is natural and inevitable.

In reviewing the proposed legislation, one of the most natural questions, then, is 
whether the establishment of these regional reserve banks will remedy or aggravate 
that condition. Will there not naturally and inevitably be competition between the 
regional reserve banks, competition between the 12 sections of the country, and will 
we not in the end have competition for cash holdings between individual banks 
added to the competition of section against section, reserve bank against reserve bank?

The framers of the measure evidently recognize that danger and seek to palliate 
it by giving the Federal reserve board authority to force one reserve bank to loan to 
another. Under the conditions that would exist would not the exercise of that 
authority fail to accomplish the just distribution of funds? Is there not strong prob­
ability that in exercising that authority factors would be created that would endanger 
the smooth working and permanency of the whole plan?

With a single central reserve bank with branches reserve money of all the branches 
deposited with that central institution would count in the aggregate, no matter with 
which branch it was deposited or through which branch it was loaned. With such 
a single central bank the controlling board might place its reserves in the section of 
the country where most needed. This shifting of funds would be accomplished with­
out ostentation and without notoriety; whereas if the Federal reserve board should 
require, as it might do, under this proposed law, one Federal reserve bank to loan 
money to another Federal reserve bank, that could not be done without attracting 
attention to the borrowing locality in a way that would operate to the prejudice of 
that locality. On the other hand, how simply and easily and naturally this appor­
tionment of funds would be made to fit the requirements of different localities through 
one central bank with branches.

Gentlemen of the committee, I thank you very much. That is 
all that we desire to say upon that branch of the subject.

The Ch a ir m a n . Who is the next speaker you would like to present, 
Mr. Forgan ?

Mr. F o r g a n . Mr. Wexler.
The Ch a ir m a n . Mr. Sol. Wexler, of New Orleans, La.
Senator R e e d . Mr. Chairman------
The Ch a ir m a n . The Senator from Missouri.
Senator R e e d . May I ask a question here ? I notice a statement 

there in your remarks, Mr. Forgan, I think it was in the quotation
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BANKING AND CURRENCY. 31

which you were making, to the effect that if we had five or more 
reserve banks they would ultimately come under one control— at 
least, that is the way I understood it. Will you kindly refer us to 
that sentence again ?

Mr. F o r g a n . That would ultimately come under one control?
Senator R e e d . I thought there was such a statement in what you 

quoted.
Mr. F o r g a n . I think not, sir.
Senator N e l s o n . I understood it to mean “ practically” under 

one control.
Mr. F o r g a n . Oh, that was at the beginning.
Senator R e e d . That is what I mean—for all practical purposes; 

it was somewhere in that quotation which you read.
Mr. F o r g a n . It was iia the quotation of Mr. A. Barton Hepburn’s 

remarks, yes; just at the beginning of them, I think. It says:
The measure recognizes and adopts the principles of a central bank. Indeed, if it 

works out as the sponsors of the law hope, it will make all incorporated banks together 
joint owners of a central dominating power.

Senator R e e d . Well, Mr. Forgan, what do you understand that 
to mean ?

Mr. F o r g a n . I understand it to mean that the Federal reserve 
board will be in control of whatever number of reserve banks were 
established, and that as the banks were the owners of the capital 
of all these reserve banks they would be owners of them and they 
would be under one central control.

Senator R e e d . Well, do you anticipate in the plan which the banks 
have outlined (I have not read it yet, having had no opportunity to 
do so), whom do you propose to have constitute this central con­
trolling power, to which the paragraph you have just read refers?

Mr. F o r g a n . Would you allow that question to' stand until we 
come to it? There is a gentleman here who will address the com­
mittee on our behalf on that one special subject.

Senator N e l s o n . That is another branch of the discussion.
Mr. F o r g a n . Yes; that is a subject upon which there is another 

gentleman here who will address you.
Senator R e e d . I did not intend to argue the matter. I was 

merely trying to get at the meaning of this phrase which you read.
Mr. F o r g a n . Yes, sir.
Senator R e e d . Whether it means that these 12 reserve banks 

would, in the end, be controlled, for all practical purposes, by a 
central dominating power, and that power a bankers’ power; or 
whether it means that it would be under------

Mr. F o r g an  (interposing). No; the banks would have merely a 
representation on the board.

Senator R e ed  (continuing). Or whether it would be controlled by 
the Government.

Mr. F o r g a n . Well, in this bill—when we come to that question—  
we ask for a minority representation; that is, if there are to be 
seven members of the board, we ask a representation of three out of 
the seven.

Senator N e l s o n . But, Mr. Forgan, as I understand, without 
reference to the composition of that board, whether it remains as 
it is now in the bill or is modified as you suggest, this statement
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32 BANKING AND CUBEENCY.

which you have quoted is based upon the fact that the board in any 
event under this bill would have control of the entire system ?

Mr. F o r g a n . Yes, sir.
Senator N e l s o n . And if money were short in one regional bank 

it could be transferred to the other, and vice versa ?
Mr. F o r g a n . Yes, sir.
Senator N e l s o n . I s that not what you mean by that statement?
Mr. F o r g a n . Yes, sir.
Senator N e l s o n . I thought that was what Mr. Forgan meant.
Mr F o r g a n . And when we come to it in these hearings it will 

be seen that our recommendation is that we should have a minority 
representation on that board.

Senator R e e d . Well, does that suggestion that you have just 
read to us, the second time at my request, embrace the idea merely 
of the transfer of surpluses from one of the central banks to another 
under the guiding hand of whoever has been selected to constitute 
the central board, or does that expression mean something more 
than that, that after all there would be a central dominating force, 
and that dividing the system into 12 parts does not much change 
it from what it would be operating as one integer— as one thing?

Mr. F o r g a n . Well, if the bankers were to get the representation 
which they want—because they think they are entitled to it, in con­
sequence of their ownership—of course the bankers would have a 
minority representation on that board; and if we only had one 
reserve bank (which we argue for) that would work itself out auto­
matically. The question would never be before the board of the 
interests of one part of the country as antagonistic to those of another 
part, because the duty of the board would be to consider the necessi­
ties of all the country from time to time as they arose and to meet 
the necessities as they arose.

Senator R e e d . Perhaps I can put my question in a different form, 
which has been suggested to me by the Senator to my right [Senator 
Weeks]: Do you not mean whether there is 1 bank or 12 regional 
banks, that after all they will inevitably come under one central 
control ?

Mr. F o r g a n . Yes, sir; that is the meaning, decidedly the mean- 
ing; yes, sir.

Senator N e l s o n . And you mean that, without reference to the 
fact whether the board is as constituted in the bill, or with the addi­
tions which have been suggested ?

Mr. F o r g a n . In the bul, or with the additions.
Senator Sh a f r o t h . Mr. Forgan, the representation on the Federal 

reserve board which your convention has recommended, does it 
mean that the persons representing that interest shall be engaged in 
banking ?

Mr. F o r g a n . Yes, sir; that it be left to the banks to appoint them, 
and of course they would be likely to appoint bankers from among 
themselves.

Senator Sh a f r o t h . And you ask for three members upon the 
board ?

Mr. F o r g a n . Three; yes, sir.
Senator Sh a f r o t h . I s it not a fact, Mr. Forgan, that the Bank of 

England has no banker upon its board of directors )
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Mr. F o r g a n . Well, it has no representative of any chartered bank.
Senator Sh a f r o t h . I s that not also true of all of the European 

banks that are central banks, namely, that they have no members of 
the banking fraternity that are in active business upon the board ?

Mr. F o r g a n . It has the representatives of some of the largest 
private banking firms in the world on the board of the Bank of 
England.

Senator Sh a f r o t h . Well, are there any on the Bank of France or 
the Bank of England ?

Mr. F o r g a n . They are on the Bank of England.
Senator Sh a f r o t h . Well, I understand not.
Mr. F o r g a n . Well, I  can assure you that there are; there are six 

of them that are representatives now of— they are called ‘ ‘merchants” 
but they are representatives of the largest private banking firms 
there are in the world.

Senator Sh a f r o t h . The Bank of England, as I  understand it, has 
as directors only those who have £500 invested stock and have a 
mercantile business of $100,000; they must have that much in the 
mercantile business before they can become directors of the Bank 
of England ?

Mr. F o r g a n . There is nothing in the law under which the Bank of 
England is established to prevent any representative of another 
incorporated bank being on the board.

Senator Sh a f r o t h . Well, is it a fact?
Mr. F o r g a n . It is only the practice.
Senator Sh a f r o t h . Yes. Well, the practice has been that they 

should not be on the board, has it not ?
Mr. F o r g a n . That the representatives of an incorporated bank 

should not be on the board; that is the practice.
Senator Cr a w f o r d . Mr. Forgan, is not the reason for that because 

the Bank of England does not want entangling alliances with any 
other bank ? It uses its discount------ -

Mr. F org an  (interposing). Yes, sir.
Senator Cr a w f o r d  (continuing). It uses its discount power as a 

check on them, and therefore does not want to be involved?
Mr. F o r g a n . Yes, sir; and it does not want a member of the 

board of a bank that is going to offer a bill for discount to pass upon 
that bill.

Senator N e l s o n . Mr. Chairman, I  want to suggest that we go into 
this question when the gentleman who has come here with the com­
mittee of bankers to take up that branch of the bill is making his 
statement; that would seem to be the more logical course to pursue.

Senator P o m e r e n e . Mr. Chairman, I want to make a motion 
before we adjourn, and that is that when the time arrives for the 
committee to interrogate the witnesses we proceed alternately to 
question them: First, the chairman examining the witness; and 
next, the next ranking member on one side of table, and then the 
ranking member on the other side, and so on, until all the members of 
the committee have concluded the questions they desire to ask. It 
seems to me that this method of questioning the witness is entirely 
unfair to the witness, and it is very unfair to the committee.

(Whereupon the committee took a recess of 10 minutes, after 
which the following proceedings were had:)
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The Ch a ir m a n . The Senator from Colorado would like to ask you 
one or two questions.

Mr. F o r g a n . Yes, sir.
Senator Sh a f r o t h . I s it not a fact, Mr. Forgan, that the reason 

bankers are not upon the board of directors of these central European 
banks, is because the power of those banks is to raise or lower the 
rate of discount, and that would give an advantage to the banker 
who happened to be upon the board to have this Knowledge in ad­
vance, and that he might use it to the advantage of his banking 
institution; and is not that arrangement satisfactory to all the banks, 
so that one bank will have no advantage over another bank ?

Mr. F o r g a n . I would have to be frank with you. I could not 
answer that question. I am not sufficiently familiar with the work­
ing of the European banks to know. I would have to draw upon my 
imagination for it. I do not know.

Senator Sh a f r o t h . From what I  have read of the workings of 
those European central banks, that have the right of lowering or 
raising the rate of discount, that is the reason they do not permit a 
banker to be upon the board, not but what they could get great 
knowledge from him, but because of his interest in a banking institu­
tion, which could be used to his bank’s advantage, in the event the 
discount was raised or lowered. We all know that in raising the dis­
count you produce a little bonus and bonds rise and stocks rise, and 
if the knowledge is given to a banker in advance you can readily see 
that he could use it to the advantage of his bank, and it is on that 
account that the bankers throughout the whole Empire or throughout 
the nation first insist that no banker should be on there, unless he is 
a retired banker.

Mr. F o r g a n . That may be so, sir.
Senator Sh a f r o t h . Y ou are not familiar with it?
Mr. F o r g a n . No, sir; I am not sufficiently familiar with it to give 

an answer.
Senator H it c h c o c k . Mr. Forgan, I  would like to ask you why a 

central bank should be limited to one institution in this country any 
more than for continental Europe ? Would not the 12 regional banks 
in this country correspond to the 12 national banks of the continent 
of Europe ?

Mr. F o r g a n . We expect the banks of continental Europe to com­
pete with each other, and they are in active competition with each 
other; we do not expect in this country to establish competing 
districts one with the other.

Senator H it c h c o c k . I s it not true that the banks of Europe 
cooperate with each other ?

Mr. F o r g a n . Not to any such extent as to influence them in any 
way in the management oi their banks.

The Ch a ir m a n . The witness will suspend. There is another call 
of the Senate and voting is going on and we will have to suspend.

(Whereupon the committee took a short recess, after which the 
following proceedings were had:)

Senator P o m e r e n e . I desire, before the witness proceeds, to renew 
my motion to the effect that after the witness has made his state­
ment, that if there is any cross-examination desired the chairman
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first cross-examine and then that we alternate from side to side of 
the table in the order of the seniority of Senators on the committee.

The Ch a ir m a n . Gentlemen of the committee, you have heard the 
motion proposing that the cross-examination of witnesses shall pro­
ceed in order of seniority of the members on the committee, so as to 
prevent confusion. What is your pleasure ?

(The motion was carried.)
Mr. F o r g a n . The next material change we have to suggest occurs 

on page 6, section 2.
Senator H it c h c o c k . Before you go to that, Mr. Forgan, I  would 

like to continue. I had merely got started on that question which 
I commenced to ask you. I understood you to make an argument 
that it would not be possible or desirable for a number of independent 
regional banks to exist in the United States.

Mr. F o r g a n . I did not say it was not possible for them to exist.
Senator H it c h c o c k . Not desirable?
Mr. F o r g a n . Not desirable.
Senator H it c h c o c k . That the result of having them more or less 

independent would be that they would compete with each other in 
gathering reserves as independent banks now compete with each 
other ?

Mr. F o r g a n . Yes, sir.
Senator H it c h c o c k . And I  asked you whether the condition in 

Europe did not controvert that idea.
Mr. F o r g a n . I think not.
Senator H it c h c o c k . The Bank of England and the Bank of 

France and the Reichsbank and the other banks of European coun­
tries perform a similar function; that implies the reserves, and they 
afford currency to the country and to the banks that operate with 
them, and do they not also cooperate with each other in emergencies ?

Mr. F o r g a n . I think they very violently compete with each 
other for reserve money—-very strongly compete with each other.

Senator H it c h c o c k . Compete to the extent of slightly raising 
or lowering the rate of interest. They do not do that in concert, so 
that where the money is needed most the money goes most ?

Mr. F o r g a n . Y ou do not think they do it in concert. We have 
some that do.

Senator H it c h c o c k . Has it not been a fact that the Bank of 
France has come to the relief of the Bank of England in emergencies ?

Mr. F o r g a n . Oh, yes; at least they did at the time of the Baring 
Bros.’ failure.

Senator H it c h c o c k . Recently in Europe, when credits were 
contracted in Berlin, did not the Bank of France arrange to have 
credit extended through the Swiss bank to the German bank?

Mr. F o r g a n . I am not aware of that transaction, but I am aware 
of the fact that the French as a whole did not help Germany very 
much, but the very reverse, by withdrawing money from Germany.

Senator H it c h c o c k . But did she not at the same time place that 
money in Switzerland so that Switzerland might extend the credit 
to the Berlin banks ?

Mr. F o r g a n . I should want to be clearly and fully posted on all 
these facts about that before I could express an opinion on it, and I 
am not so informed.
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Senator H itc h c o c k . Do you express it as an opinion that the inde-

Eendence between the great banks of Europe is detrimental to the 
usiness of the world ?
Mr. F o r g a n . Detrimental to the business of the world?
Senator H it c h c o c k . Yes.
Mr. F o r g a n . Oh, no; but they are different countries, different 

sets of citizens, and different peoples altogether, that they represent.
Senator H it c h c o c k . Business nows readily between them, they are 

in very close contact, and both France and Germany together are not 
as large as the United States in territory.

Mr. F o r g a n . I do not see any analogy between them at all and the 
United States.

Senator N e l s o n . If you will allow me, Senator, to say there is one 
great difference. Our national banks are banks of issue, and theirs 
are not, outside of these big national banks—outside of the centra] 
bank. They are just banks of discount and deposit.

Senator H it c h c o c k . I am now speaking to the point that we now 
propose to create these regional reserve banks, which are to perform 
some of the functions toward the banks in their territory that are 
now performed by the great banks of Europe to the banks in their own 
territory.

Mr. Mo r g a n . Even if they did that, all that I have said would be 
true—they would enter into competition and it would not be necessary 
that they should. They could serve the whole country much better 
if the central organization had the interest of the whole country before 
them in all the transactions as they came before them, and loaned the 
money as it was wanted—placed the money where it was wanted in 
this country.

Senator H it c h c o c k . Europe is generally held up to us as a model, 
and in Europe we have these great banks, in what you might term 
competition with each other, and yet it works satisfactorily.

Mr. F o r g a n . That is between nations. If we had one central 
reserve bank, it would be infinitely stronger to compete with the 
other banks of the world, as compared to 12; that is an argument in 
favor of having the one. That is the way that it appears to my mind.

The Ch a ir m a n . Before leaving that point, under the rule adopted 
by the committee, it will be in order for the members, if they desire, 
to question the witnes ? in the order of their seniority. Senator O’Gor- 
man ? Senator Reed ?

Senator R e e d . I may want to ask something later on, but I will 
waive it now.

Senator P o m e r e n e . Just one question, which I wanted to ask. I 
take it from what you said that you prefer one central bank rather 
than one or more regional banks ?

Mr. F o r g a n . Yes, sir; with branches, wherever necessary.
Senator P o m e r e n e . Waiving, for the time being, the method of 

appointment of this reserve board, if you had the one central bank, 
of course it would be controlled by the one board ?

Mr. F o r g a n . Yes, sir.
Senator P o m e r e n e . And if you had the 12 regional banks, the 12 

regional banks would be under the control of this same board. Now, 
I would like you to point out the difference between the one bank, 
under the control of one board, and 12 regional banks under the 
control of one board.
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Mr. F o r g a n . The first thing that appeals to me, in answering that 
question, is in regard to the reserves of the banks. The reserves 
would belong to one institution—the gold would belong to one insti­
tution, if it wras one institution with, I should say, 12 branches; and 
therefore it might control these reserves better. Take the transfer 
of money from New York to Chicago, and from Chicago to San 
Francisco, and from San Francisco to New Orleans, without the 
change of ownership, as I have already explained. Wherever that 
money was lying, it would belong to one institution, and the same 
percentage of gold to total liabilities assumed would exist, whereas 
if they got into competition with each other, one might be down 
below its reserves, and the other above, and in that way you get 
competition among them for the reserve money of the country, 
which, if it was all in one reservoir—I use this as an illustration—it 
would not be all in one reservoir, but it would be in a number of reser­
voirs owned by the same institution, and it would serve the purpose 
of the whole country.

Senator P o m e r e n e . Mr. Forgan, as I understand this scheme, 
where you have the 12 or more regional banks, the plan of the bill 
is that this reserve board will have the right to compel one re­
gional bank to loan to another regional bank as the necessities of 
the occasion should require, and that they shall fix the rate of interest. 
Now, then, is it not practically one board in control of 12 reservoirs, 
and is not the difference, in fact, in the number rather than any 
material difference ?

Mr. F o r g a n . N o ; there is a very serious material difference that I  
have been trying to explain. I do not think I can put it any plainer 
than I have put it in what I have already said.

Senator O ’G o r m a n . There is this difference, Mr. Forgan. If you 
have 12 reserves, as contemplated in this bill, you have 12 separate 
and distinct organizations, and while they are under the control of 
a central reserve board, it is quite natural that the officials in those 
several separate organizations will have special interests in their own 
localities, and while they would have to submit under the provisions 
of this bill to the final decisions of the central board in Washington, 
there wTould doubtless be many instances where they would bear 
protest, feeling that their own localities were being prejudiced by the 
action of the central board ?

Mr. F o r g a n . Yes, sir.
Senator O ’G o r m a n . While, on the other hand, if you have a cen­

tral organization, it would not be required to consult another organ­
ization, but simply make its direction, which would have to be 
respected by its branch.

Mr. F o r g a n . That is very well expressed, sir. I wish 1 was as 
ready with my answers to give that explanation; unfortunately, I 
am not. 1 am always afraid of committing myself to something 
that I do not understand.

The Ch a ir m a n . Are there any other members of the committee 
who desire to ask Mr. Forgan any questions about that first subject 
before we leave it ?

Senator R e e d . Are there any advantages, to your mind, at all in 
having 12 reserve banks with the organizations provided in the bill; 
that is, separate organizations ?

Mr. F o r g a n . 1 do not know of any.
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Senator R e e d . And you think that, in any event, the 12 organ­
izations would all come under one control in the end, just as one 
bank is under one control ? I take it, therefore, that you think these 
12 organizations are in the nature of unnecessary machinery.

Mr. F o r g a n . I think so; yes, sir.
Senator N e ls o n . If you are through, Senator Reed, I will ask a 

question. Would it not lead to this, in practical operation, Mr. 
Forgan, that, in the first place, there would be some friction in the 
matter of distribution of Government funds among the several 
reserve banks ? One might claim that it got less than its share.

Mr. F o r g a n . Yes, sir.
Senator N e ls o n . Then, would not this difficulty arise: Suppose 

that a reserve bank at Minneapolis should be well supplied with funds, 
and suppose the reserve bank at New Orleans lacks funds, and suppose 
the board should order a transfer of funds directly or indirectly from 
Minneapolis to New Orleans, would not it lead to some friction?

Mr. F o r g a n . It would lead to a great deal of friction.
Senator N e ls o n . Would not the Minneapolis reserve bank feel they 

were discriminated against and that it was not fair to transfer their 
funds to New Orleans ?

Mr. F o r g a n . Yes, sir. And, to follow that idea up, the Minneap­
olis banks might at that time be compelling their customers to dispcse 
of their wheat in order to turn it into money for local necessities, 
while down in New Orleans they might be holding their cotton and 
borrowing the money for that purpose, and they would be enabled to 
carry their cotton, while Minneapolis would have to sacrifice their 
wheat.

Senator O 'G orm an. Mr. Forgan, I would like to ask one more ques­
tion: If the central board is to be controlled entirely by Government 
officials, would the banking interests prefer to have a central organiza­
tion without the reserve banks, or would they prefer to have reserve 
banks plus the central bank, assuming that in any event the central 
organization would be controlled entirely by appointees of the Presi­
dent ?

Mr. F o r g a n . I think they would rather have a central organiza­
tion even in that case.

Senator O ’G orm an. Even if it be a Government-controlled organi­
zation ?

Mr. F o r g a n . Yes, sir.
Senator C r a w fo r d . May 1 ask a question ?
The Chairm an. The Senator from South Dakota desires to ask 

a question.
Senator C r a w fo r d . Mr. Forgan, I  would like your opinion as to 

whether or not, if the subscriptions were optional on the part of the 
banks instead of being coercive, there would, in your judgment, be 
a doubt as to whether a sufficient number of banks would volun­
tarily subscribe to this stock to furnish the amount of capital required 
here in this system ?

Mr. F o r g a n . Well, I think, if the bill was made attractive enough 
to the banks, that sufficient national banks and the State banks 
would also come in.

Senator C r a w fo rd . I mean that if it is allowed to become a law 
in its present form, with this mandatory provision changed so that 
it would be optional, would, in your opinion, enough national banks
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voluntarily subscribe or banks of any sort voluntarily subscribe to 
yield the necessary amount of capital?

Mr. F o r g a n . I am sorry to say that I do not believe they would 
voluntarily supply sufficient capital.

Senator Cr a w f o r d . Well, just one other question. For instance, 
in the community which I represent there are no banks except small 
country banks, it being a purely agricultural State, with no large 
cities and no large commercial transactions such as you have in 
manufacturing and commercial centers, the capital of these banks 
running from $25,000 to $100,000. They loan their money to a 
constituency that borrows for a longer period than this class of paper 
called “ prime” paper and “ commercial” paper. Do you think it 
would cripple this bill and prevent the raising of sufficient capital 
if an exception was made in it under which those small country banks 
might have the option to subscribe or not to subscribe, and would it 
not then be possible to secure the capital by simply making the ex­
ception in their cases ?

Mr. F o r g a n . So that the banks in the larger cities would subscribe 
enough capital?

Senator Cr a w f o r d . The little banks who can not use the redis­
count provisions of this bill or get any benefit of that—do you think 
it would obstruct the success of the bill to make an exception ?

Mr. F o r g a n . I will answer to this extent, at least, that I think 
the greatest objection to the bill and the banks that are least likely 
to come into it are small country banks, for the reasons that you have 
given.

Senator Cr a w f o r d . What benefit would the little country banks, 
who do not deal in this kind of paper, get from these reserve banks ?

Mr. F o r g a n . Practically none.
Senator Cr a w f o r d . Do you think that it is fair to compel them 

to furnish capital for banks that they can not use or from which they 
can get no benefit?

Mr. F o r g a n . I think not.
The Ch a ir m a n . Are there any other questions by members of the 

committee ?
Senator R e e d . Mr. Forgan, you used the expression in your 

advocacy of one bank, “ one bank authorized to issue circulating 
medium protected by an adequate gold reserve ” ?

Mr. F o r g a n . Yes, sir.
Senator R e e d . I take from that that you think this one central 

bank that you advocate should have authority and a right to issue 
a circulating medium ?

Mr. F o r g a n . Yes, sir.
Senator R e e d . Would you retire the notes which the Government

now has out ?
Mr. F o r g a n . That is a subject that another gentleman is to address 

you on.
Senator R e e d . Unfortunately, I am afraid you are going to divide 

yourselves up------
Mr. F o r g a n . We take these subjects up as they come in the bill. 

It would require quite a long explanation to go into that; there is a 
gentleman here who is going to do it for you.

Senator R e e d . Would you mind saying what you think is an 
adequate reserve ?
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Mr. F o r g a n . We recommend in the bill, when we come to it, 40 
per cent.

Senator R e e d . Forty per cent ?
Mr. F o r g a n . Yes, sir.
Senator R e e d . Thank you.
Mr. F o r g a n . The next material change------
Senator W e e k s . I think this may come in at this point as well as 

any other. It is well known that the administration desires to have 
public control of such reserve banks as are organized, and bankers 
who are furnishing the capital to the reserve banks think that they 
should be represented in the reserve board. Have you considered 
whether it would be a desirable and fair method of adjustment of that 
difference for the banks of the country who are furnishing the capital 
to select a list of 50 or 100 men, we will say, those who have no direct 
connection with banks at the time, and submit that list to the Presi­
dent, and he appoint the reserve board from that list ?

Mr. F o r g a n . That would be a very good modification of it.
Senator W e e k s . If you are not prepared to answer that finally, I 

wish you would think of it seriously, because I would like to have you 
make a definite reply to it to-morrow or the next day or some other 
time.

Senator P o m e r e n e . May I ask a question in that connection, along 
the same lines. Senator Weeks’s thought is evidently and Mr. For- 
gan’s thought is that the bankers should have the right to suggest the 
names of the members of this reserve board. What reason is there for 
giving that power to the bankers in connection with the naming of this 
reserve board that would not apply with equal force to the suggestion 
that the railroad companies should suggest the names of the persons 
from whom the Interstate Commerce Commission were to be selected ?

Mr. F o r g a n . The railroad companies do not part with the initiative 
control of their business, as we would have to do. We supply the 
capital. We own all the capital in the banks, and own all the deposits 
in the banks, with the exception of the Government’s deposits. It 
is our money, and we believe it to be a well-recognized principle that 
the owners of property are entitled to some say in the management 
of it.

Senator P o m e r e n e . The railroads own the railroads ?
Mr. F o r g a n . Yes.
Senator P o m e r e n e . And all the capital invested. Why should not 

they fix the rules for. transportation ?
Mr. F o r g a n . I do not really know why they should not.
Senator N e l s o n . I want to call your attention to the fact that the 

railroads in the first instance initiate and fix the rate, and it is simply 
subject to review by the board—the Interstate Commerce Com­
mission.

Senator P o m e r e n e . But the board is not named or even suggested 
by the railroad companies.

Senator N e l s o n . N o ; but the powers are different. One is simply 
a board of review to review the action of the railroad companies in 
fixing the rates, in the first instance.

Senator O ’G o r m a n . Senator, you might add that under our inter­
state regulations there is no provision that the United States Gov­
ernment gets any part of the earnings of the railroads, as is provided 
in this bin as introduced in the House.
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Senator R e e d . And he may further suggest that the Government 
is not required to deposit any of its money with the railroad com­
panies, from time to time, in order to enable them to do business.

Senator H itch co ck . If suggestions are in order, I would suggest 
there is an appeal from the decisions of the Interstate Commerce 
Commission, and there is no appeal from this board under this 
scheme.

I would like to ask Mr. Forgan, before he stops, whether he has 
some one who is going to discuss the subject of furnishing this capital ?

Mr. F o r g a n . Yes, sir.
Senator N el so n . He has a man elected for every one of these sub­

jects, and we are getting ahead of him.
Mr. F o r g a n . Every one of these subjects has been arranged for, 

and you want me to take the powder away from these gentlemen, and 
I do not want to do it.

Senator H itc h c o c k , i want to ask some questions on that subject, 
but I will defer them for the present.

Senator Sh a f r o t h . Mr. Forgan, do you think that inasmuch as a 
banker representing a banking institution, being on this central board 
in Washington, which has the power of lowering or raising the dis­
count, that it would give him an advantage, and his banking institu­
tion an advantage to know in advance that the rate would be increased 
or decreased ?

Mr. F o r g a n . I do not think the increasing or decreasing of the 
rate of the central institution would have much effect on the business 
of the other banks at all.

Senator Sh a f r o t h . I s it not a fact that in the European banks 
where the rate is increased or decreased there is a corresponding rise 
or decline in the market of all securities nearly, and if that is true, 
does it not give an advantage to the bank which is represented by that 
man, by which that bank can obtain advantages over other banks------

Mr. F o r g a n . I think not.
Senator Sh a fr o t h  (continuing). Dealing in bonds or stocks ?
Mr. F o r g a n . I do not think so, sir. I do not see any advantage 

in it. I would not consider it any advantage.
The Ch a ir m a n . Y ou m ay  proceed, Mr. Forgan.
Mr. F o r g a n . The next material change we have to suggest occurs 

on page 6 of our report, section 2, and I will ask Mr. Sol. Wexler, 
vice president of the Whitney Central National Bank, of New Orleans, 
La., to explain to you our reason for reducing the subscription to the 
capital of the Federal reserve banks from 20 per cent of the unim­
paired capital of the subscribing banks to 10 per cent, and requiring 
one-half of such subscription to be paid in cash and one-half subject 
to call upon 60 days* previous notice.

Mr. T\ exler will also expl-ain the change which occurs in section 4, 
at the bottom of page 8, and give you our reasons for believing 
that the Federal reserve board should not have power to remove 
any director of class B in any Federal reserve bank, and why the 
Federal reserve agent should not also be the chairman of the board 
of directors of the Federal reserve banks.

Senator W e e k s . Mr. Chairman, before Mr. Forgan takes his seat, 
I want to ask him a question.

The Ch a ir m a n . Just a moment. Senator Weeks, of Massachusetts, 
would like to ask you a question.
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Senator W e e k s . I would like to ask him a question about what 
he has been discussing. Mr. Forgan, you stated, in commencing, 
that certain State banking associations and others were invited to 
meet the currency committee of the American Bankers’ Association 
at Chicago ?

Mr. F o r g a n . Yes, sir.
Senator W e e k s . Did all of the associations invited accept the 

invitation and send representatives ?
Mr. F o r g a n . I understand there were representatives there of 37 

States, and 117 cities or towns and clearinghouses.
Senator W e e k s . They came from all sections of the United States ?
Mr. F o r g a n . From all sections of the United States. There is a 

list of them to be found at the end of the report.
Senator W e e k s . Was the report made a unanimous one?
Mr. F o r g a n . Absolutely.
Senator W e e k s . Was there any dissent whatever to that report?
Mr. F o r g a n . N o dissent whatever.
Senator W e e k s . Do you know that any members there were 

opposed to any conclusions to which you came ?
Mr. F o r g a n . N o, sir; they were asked if there were any they 

should stand up. After the vote had been taken and decided in the 
affirmative, in order to make sure that there was no dissenting voice, 
the chairman asked anyone that did not approve of the action to 
rise, and he waited for quite a while and no one arose.

Senator W e e k s . Then, we may assume that this is the unanimous 
judgment of the representatives of the different banking associations 
m tne United States ?

Mr. F o r g a n . I think so, sir. We present it as such.
In further answer to Senator Weeks all these changes were voted on 

as they occurred, and as we are bringing them before you now, and 
there was not a dissenting vote in connection with any of the sections; 
and then after all had been passed upon separately it was put to a 
vote as a whole and there was no dissent.

STATEMENT OF SOL. WEXLER, VICE PRESIDENT WHITNEY 
CENTRAL NATIONAL BANK, NEW ORLEANS, LA.

Mr. W e x l e r . Mr. Chairman and gentlemen of the committee, 
coming as I do from an entirely different section from the gentleman 
who has just spoken to you, and our section of the country doing 
somewhat a different class of business, being more particularly agri­
cultural than that represented by Mr. Forgan, before passing on to 
the particular matters which have been given me for attention I would 
like, with your permission, to say just a word on a matter which Mr. 
Forgan has discussed with you. There were one or two points raised 
which I feel have not been quite sufficiently cleared in the minds of 
the committee. One very important one was the question asked by 
the gentleman as to whetner or not the fact that a banker was a mem­
ber of the Federal reserve board might not give his bank an advantage 
over other banks in being aware of any change in the discount rate m 
advance.

Senator Sh a f r o t h . Yes, sir.
Mr. W e x l e r .  It has never been contemplated at any time that any 

man interested in any bank in the United States should become a
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member of the board of directors of the Federal reserve board. We 
admit that there might be an advantage in that, but any banker who 
might be appointed on such board wornd necessarily have to sever his 
connection with any banking institution with which he might have 
been theretofore connected. That, however, would be no good reason 
why a banker of tried experience, who has been successful in his bank­
ing career, should not be a member of the Federal reserve board, 
because he is distinctly better qualified to serve the banking interests 
of the country and the people at large by reason of that experience 
than would a man who has never had any banking experience. The 
banking business, gentlemen, is a profession. It is not a business in 
which any man can engage simply by renting a place and having a 
counter and putting some money in a safe. It is a profession. It 
must be learned by many years of practical experience, many hard 
knocks, and frequently many severe losses before the necessary experi­
ence has been acquired; and the board ol directors of the bank of 
which I am vice president would not elect as its executive officer a 
merchant, or a farmer, or an engineer, or a man in any other line of 
business as the head of that bank to run it, and no more should the 
Federal reserve board be composed entirely of men without necessary 
banking experience. They should be men who have been tried long 
in the business; who have proven their success.

Senator Sh a f r o t h . There is no question about that, and I  under­
stood Mr. Forgan to say that there should be a certain number of 
these bankers.

Mr. W e x l e r . Precisely.
Senator Sh a f r o t h . All I  wanted to direct attention to is this, that 

in European banks it is not that way, and it should not be in this. 
A banker to be a member of this board should retire.

Mr. W e x l e r . He would have to retire. In regard to the Euro­
pean banks, the personnel of the board of the Bank of England is 
made up of what is known as private bankers, the largest banking 
business in England is done by private bankers. They are bankers 
in thorough touch with international banking all over the world. 
They are accepting bankers of the world who furnish the credit for 
the importation and exportation of merchandise. Every man should 
have had a peculiar training for being upon the board of the bank, 
such as the Bank of England, which is dealing with the vast colonial 
possessions of England and with the whole world at large.

Senator Sh a f r o t h . Just a moment. “ Peculiar training’’ as to 
what ?

Mr. W e x l e r . A s merchant bankers.
The Ch a ir m a n . Just a moment, Mr. Wexler. You do not under­

stand that this bill precludes a man from this board who has had 
training and experience as a banker ?

Mr. W e x l e r . No, I do not; but I do not think that quite sufficient

Erovision has been made that there must be a number of men who 
ave had that training. I think that is sine qua non to the success 

of the institution.
The next point that occurred to me: I recognize it------
Mr. F o r g a n . Would you allow me a word ? The idea occurred to 

me which did not occur when I was asked the question by the gentle­
man to the chairman’s left, that this board is to devote all of its time 
to the Federal reserve board— to the management of the affairs of
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these institutions—and they are to be paid what is supposed to be 
an adequate salary for their services. The directors of the Bank of 
England do not get salaries.

Senator S h a fr o th . No; but unless there is some provision that 
required them to dispose of their assets in a bank, they could still 
devote their time to it and be connected with the bank in the inter­
ests of the bank. That seems to me to be precluded if your theory 
as to directors or the members of this central board should prevail.

Mr. F o r g a n . I agree with what Mr. Wexler has said, that they 
should be disassociated with other banks.

Mr. W e x l e r . Entirely.
My attention has been called to the fact that in my remarks I 

might be discussing subjects that have been allotted to some other 
gentleman. So, I am going to proceed to the discussion of the sub­
ject which has been allotted to me.

We have to deal in connection with this subject with probably 
24,000 to 25,000 banks eligible to membership in this system. Of 
this number some 17,000 are State banks, upon which no coercive 
nor compulsory measure will prevail to make them come into the 
organization. In order that any currency or banking scheme shall 
be a success, it is imperative that there shall be general participa­
tion and cooperation among the banks of the country. In order to 
have this general cooperation and participation there must be some 
distinct advantage to banks in coming into the system, or at least 
there must be no disadvantage to them in coming into it. That 
must be recognized by everyone at present here. Now, for the 
purpose of making the proposition more attractive, particularly 
to the smaller banks throughout the country, we have suggested 
that the capital requirement to be contributed by banks be reduced 
from 20 per cent of the capital of the respective banks to 10 per cent 
of the capital. We believe that if your bill is amended to that ex­
tent that quite a number more banks would come in than would 
come in if the requirement is 20 per cent.

We have understood that it is the opinion of the framers of the bill, 
and we concur in that opinion, that it will probably never be neces­
sary to call for more than the first 10 per cent. That being the case, 
why is it necessary to intimidate this great number of banks by 
imposing upon them this additional possible liability? In many 
sections of the South and West—the sections of the country which 
are now under the most rapid development—the withdrawal of 20 
per cent of the capital is looked upon by many as being quite a hard­
ship, and while that argument may be met by the statement that 
these banks will have the discount privilege in the Federal reserve 
bank, and that they may fill this void created by borrowing the 
deficiency, but they have an additional liability by borrowing from 
the Federal reserve banks, and no bank feels nearly as much disposed 
to borrow money for the purpose of lending at it does to lend money 
out of its own resources. It is impossible to even approximate the 
amount of capital that will be furnished to the Federal reserve banks, 
whether under the 20 per cent requirement or the 10 per cent require­
ment, until we know how many of the suggestions which are being 
made by this committee here to-day are going to be adopted. From 
the expressions which I have had from a great many southern banks, 
without any influence whatever having been used upon them, most
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of them entirely voluntary expressions on their part, I do not believe 
unless the greater portion of these amendments which we are suggest­
ing be adopted, that many of them, particularly the State banks, will 
come into the system; and I fear very much that a great many 
national banks will go out of the national system and become State 
banks. Therefore, it is quite imperative that every one of these sug­
gestions be given very serious consideration, and particularly this one 
requiring only an obligation of liability on the part of the contributing 
banks of 10 per cent. We have suggested that 5 per cent should be 
immediately paid in in cash, and the remaining 5 per cent subject to 
call of 60 days’ notice.

If the bill is so amended that it will strike favorably that great 
number of banks throughout the country, it may never become neces­
sary to call for more than the original 5 per cent, which would be a 
distinct advantage, as it would enable the bank to accumulate much 
more rapidly the 20 per cent surplus required under the bill; it 
would enable them to make a distribution of the surplus earnings of 
the various contributing banks over and above the dividends which 
you have named to be paid upon the stock, which in itself is not 
deemed to be adequate, but it would enable a larger distribution to 
the Government as its share of the profits to be applied to the retire­
ment of the greenbacks and the national-bank notes.

If the bill is made so attractive that a great number of banks will 
come into the system, and only the first call of 5 per cent is found to 
be adequate, it will be a distinct advantage; if it is not adequate, 
then the other 5 per cent may be called upon 60 days’ notice, and then 
the liability ceases; and there certainly can be no good reason for 
imposing this liability, which very few banks care to assume, when 
there is almost not the slightest shadow of a chance of its being called, 
yet it is a liability which every bank will have to recognize.

I have calculated that if all of the important suggestions which 
this committee is making should be adopted, that at least 80 per cent 
of the national banks and 50 per cent of the State banks and the trust 
companies would come into the system. If that were the case, 10 
per cent would produce about $130,000,000 of capital, which, in my 
opinion, would be adequate.

The necessity for the larger capital of the Federal reserve banks 
does not exist to the same extent that it does for National and State 
banks, for the reason that capital of the National and State banks is 
fixed in their charters and can not be increased except by a vote of 
the stockholders, but the capital of these Federal reserve banks is 
movable, in the sense that as new banks are started over the country 
they may come into the system. There would be constantly increased 
capital of these Federal reserve banks, and under the provisions which 
you have the surplus must be built up to 20 per cent of the total 
capital and constantly maintained there, so that you will have a 
constantly increasing capital, if the bill is properly drawn, and a con­
stantly increasing surplus.

I believe that the acceptance of this suggestion will add to instead 
of diminishing the amount of capital that will be furnished to the 
regional banks, by resaon of the fact that a greater number of banks 
will come into the system, and it must be admitted that the greater 
the number of banks coming into the system the more efficient and 
more cohesive the bank will be. To my mind, these are reasons
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sufficient to justify you in making the change which we hare sug­
gested on that point.

We next come to the provision of the bill, as drawn, that provides 
that the directors of class B, namely, those elected to represent the 
agricultural and commercial interests of the country may be removed 
by the Federal reserve board if it is found that they do-not properly 
represent the agricultural and commercial interests. This provision 
is, in our opinion, fraught with considerable future embarrassment, 
if not possible danger. These particular directors, known as directors 
of class B, will be in constant fear of removal, and upon every loan 
upon which they will be called to vote they will naturally be influenced 
as to how the Federal reserve board will look upon their action, 
instead of being governed entirely by their sound judgment as to 
whether or not they should pass favorably or adversely upon the 
particular proposition, as it is presumed that they will want to hold 
their positions.

There can be but one guide to the action of a director of class B 
in voting upon a proposition, and that i3 his own honest opinion as 
to whether or not the loan is safe and sound and should be made. 
Now, let us presume that an agricultural loan js presented and he 
votes against it upon his honest conviction that such a loan should 
not be made, and that the bank presenting such a loan should make 
a complaint to th  ̂ Federal reserve board. Who in the Federal 
reserve board shah pass upon whether or not this director has been 
in good faith in declining this credit ? Credit itself is a very delicate 
matter. A man extending credit can not always give a distinct and 
definite reason why he declines.

The extending of credit is frequently a matter of intuition, what 
is commonly called a “ hunch,” and a man feeling that way fre­
quently takes the negative and safer side of the proposition, without 
really being able often to give a definite reason why he has done so, 
and very often we find that those intuitions are very correct. In 
any event, I doubt very much if the Federal reserve board, unfa­
miliar with the local conditions, located many miles from the regional 
bank, which may have declined the particular proposition, and 
perhaps composed of a number of men untrained in the extending 
of credit— I doubt very much if they would be in a position to pass 
upon the motive of the particular director, and if his motive has 
been honest in declining a loan of that kind, even though he might 
have made a mistake, he certainly should not be subject to removal.

We take the position that as the directors of class A  and of class B 
have been elected by the shareholders of the Federal reserve banks 
they should only be removed by these shareholders.

I am rather of the opinion that there is not any particular class 
of business that requires any special representation upon a board 
of that character. The bankers who are going to pass upon the 
loans presented to them by various banks are not going to pass upon 
loans made to themselves; they are not going to pass upon loans 
made to any bank in which they are interested, but they are going 
to pass upon loans made by other banks, to whom? To farmers, 
and merchants, and manufacturers, and others. Why should there 
exist any prejudice? Where is the necessity for a particular class 
of directors representing a particular class of borrowers? How­
ever, there is no objection to distinguishing these classes, but I
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think there is a distinct objection to allowing them to be removed 
at the pleasure of the Federal reserve board.

My idea of the strongest function of the directors of class B is to 
keep in touch with the agricultural and commercial conditions of 
the various sections tributary to the particular regional banks, and 
to see to it that loans are not made when the conditions do not 
justify that loan, rather than to see that loans are made.

The law, furthermore, as written, provides that the agent of the 
Federal reserve board shall be the chairman of the board of directors 
of the Federal reserve bank to which he is assigned. The position 
as chairman of the board in many corporations is higher in authority 
than the position of president. He presides over meetings of boards 
of directors and upon him would therefore devolve the necessity of 
presenting to the board the various details of the business and 
matters coming before it for action.

As the agent of the Federal reserve board will not be the active 
manager of the bank, he will not be in position to properly act as 
the chairman of such a board. He will not be sufficiently familiar 
with the details.

Senator R e e d . Who will be the active manager?
Mr. W e x l e r . The governor or president elected by the board, 

as is provided by the bill. Chairmen of boards of directors are 
either in active management of the institutions, or they are mere 
figureheads rewarded with the position for past services rendered; 
and it is practically a notice that they have passed their time of 
usefulness, except in an advisory capacity. In fact, the chairman­
ship of a board of directors in many corporations, particularly in 
banks, is the twilight, the retirement of that particular officer; it is 
the first step on the road to his effacement.

As I have said, as the Federal reserve agent will not be the re­
sponsible active manager of the bank nor an officer to be rewarded 
for past services, he should not be the chairman of the board, but 
should be what he really is intended for—the agent of the Federal 
reserve bank, its representative, its supervisor, to see that the bank 
is properly, safely, and economically administered, that it main­
tains the required reserve, that it obeys the law, and serves the 
public. It should be the mouthpiece of the Federal reserve board 
to the Federal reserve bank, and of the latter to the former.

But his position should never be one to create a conflict in author­
ity or of prestige between himself and the president or governor. I 
am rather of the opinion that while he should be present at all meet­
ings of the stockholders, directors, and committees, he should not 
vote. I do not think that he should bear any part of the responsi­
bility of management. I think he should be outside of the manage­
ment and there as the watchdog of the Federal reserve board, to 
see that the management does its duty. If he is a member of the 
board and votes upon what action may be taken, he is responsible 
in part for the management. I think it would be a good thing if he 
were present at all meetings without voting. It would keep him in 
absolute touch with what was going on and enable him to report it 
back to the Federal reserve board; m fact, his duties to be similar to 
those of the Comptroller of the Currency at the present time.
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These, gentlemen, are the reasons for these suggestions which we 
have just discussed. There is no particular advantage to any bank 
coming into the system to have you carry those out. They are 
simply in the direction of having a more sound and workable bill. It 
will not put a single dollar more into the earnings of any bank, but 
it will make for a better institution, which is all we are striving for; 
and these suggestions are made in absolute good faith, with no 
ulterior or selfish motive, for the good of the Federal reserve board and 
of the Federal reserve banks and of the public to be served, and 
simply with a view of endeavoring to take out of this bill which you 
have constructed the bad timber and bad material, not with a view 
of tearing down the structure but simply taking out the defective 
parts ana supplying sound parts in place of them.

That is all. I thank you.
The Ch a ir m a n . Senator Hitchcock, do you care to ask any ques­

tions?
Senator H it c h c o c k . Mr. Wexler, do you think that the bank 

capital of the United States to-day is adequate, considering the 
volume of business and the amount of deposits taken ?

Mr. W e x l e r . In some sections of the country it is entirely ade­
quate. In other sections it is very inadequate. In the Eastern 
States and in some of the Middle Western States I think there is 
adequate capital. In the Southern States and the far Western 
States it seems to me it is quite inadequate. It is in our section of 
the country, for which reason we are borrowers.

Senator H it c h c o c k . There has been a growing disparity between 
the capital of the national banks and the deposits that they receive, 
and is that constantly diminishing the comparative size of the capital 
to the detriment of the depositors?

Mr. W e x l e r . I do not think the capital is diminishing, but as you 
have said, perhaps the deposits are increasing, which is making the 
relative proportion of capital to deposits somewhat smaller than 
ordinary.

Senator H it c h c o c k . I will give you the figures. At the present 
time the capital of the national banks represents 12 per cent of their 
total deposits. Ten years ago it was 16 per cent; 10 years before 
that it was 30 per cent; 10 years before that it was 38 per cent. Is 
not that constantly diminishing relative size of capital detrimental ?

Mr. W e x l e r . It would be were it not for the fact that—take the 
figures of surplus increase during the same period and I think you 
will find that the surplus of banks has increased as much or probably 
more than the ratio of capital to deposits has diminished. A bank 
rarely ever—it does occasionally, but the great majority of banks do 
not—increases its capital, and pays but small dividends and con­
stantly increases its surplus to create a greater security to the 
depositor.

Senator H it c h c o c k . That is true—that is, it would modify it 
somewhat—but while including the surplus and the capital it would 
only be 20 per cent of the deposits at the present time. Under those 
circumstances I want to ask you if you think it is wise to withdraw 
from these banks so large a portion of the capital with which they 
are doing business ?

Mr. W e x l e r . I think that a contribution of 20 per cent is too large, 
*and I have suggested that the amount be cut to 10 per cent; and if
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a sufficient number of banks come in, the first 5 per cent call may­
be sufficient. Twenty per cent margin to the depositor—the ratio 
of capital and surplus to deposits—is, in my opinion, quite adequate. 
That would mean that the value of loans of a bank would have to 
shrink 20 per cent before the depositor could lose a cent.

Senator H it c h c o c k . I s it not a fact that in European banks a 
much broader margin of safety is observed ?

Mr. W e x l e r . I do not think so.
Senator H itc h c o c k . That is true of the Bank of France, is it not ?
Mr. W e x l e r . But you can not compare those banks with the 

various national and State banks scattered over the United States. 
If you want to make comparisons of that kind, you must make your 
comparison with the Federal reserve bank that we would like to see 
established in this country.

Senator H it c h c o c k . What do you think of the idea of providing 
in this bill that a portion of the capital shall be furnished and sup­
plied outside of the banks ?

Mr. W e x l e r . I do not think that it would do at all, because the 
moment that you furnish any portion of the capital from the general 
public, the next suggestion would be that the general public would 
ask for the discounting privilege, and the moment you did that, you 
would require such an intricate organization for the carrying on of 
the business of this bank and you would come in direct competition 
with all of the other banks of the United States, that you would 
create in the end, if it resulted the way I think it would, a monopoly 
of the banking business in fche hands of this particular institution. 
And I doubt very much if the commerce of the country would like to 
feel that its whole commercial welfare was dependent upon one 
institution.

Senator R e e d . D o you think that this bill as proposed and with 
the amendments which your committee suggests would be a good bill 
for the country ?

Mr. W e x l e r . I do.
Senator R e e d . D o you think it would be a good bill for the 

bankers ?
Mr. W e x l e r . I do.
Senator R e e d . D o you agree with Mr. Forgan that a better scheme 

would be one central bank ?
Mr. W e x l e r . I do, most emphatically.
Senator R e e d . D o you think that any part of the virtue of this 

bill consists in the fact that if it is not one central bank it approxi­
mates or approaches that idea more than the present condition ?

Mr. W e x l e r . I think one would be better than two; and right on 
down the line, with the fewer number you have the better it will be.

Senator R e e d . Your preference would be one?
Mr. W e x l e r . One.
Senator R e e d . And your second preference would be two ?
Mr. W e x l e r . Yes, sir.
Senator R e e d . But you think you could stand 12 ?
Mr. W e x l e r . Y ou will meet practical difficulties in the carrying 

out of that bill, if you pass it with 12, that you gentlemen do not see 
now, but which we see, having figured it out on a piece of paper. 
You are going to have difficulty in dividing up the country with
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respect to these regions. Do you appreciate the difficulty? That 
each town is going to want to have one of these regional banks ? 
There are going to be overwhelming difficulties and embarrassments.

Senator R e e d . That, however, is aside from the question of-------
Mr. W e x l e r .  The question of economics, yes.
Senator R e e d . That has to do with the difficulty of putting the 

plan in operation; but what I am trying to get your idea on— and I 
think I have got it, now— is the reason you bankers favor this bill as 
amended, or one reason, and that is that it means a concentration of 
the capital, and the nearer it comes to being concentrated in one 
place, the better you like it.

Mr. W e x l e r .  The concentration of capital, and especially of reserve.
Senator R e e d . Yes. You get a bank— head and heart and center—  

in other words.
Mr. W e x l e r .  It is very much like the illustration, if you will 

remember, Senator Reed, of the old man who, when he was about to 
die, called his seven sons up and he had a bundle of seven sticks, and 
he asked them all to try to break them, and none of them could. He 
pulled one out after the other and broke them up, and they said, 
u That is easy.”

That is the proposition. If we get all these reserves in one spot, 
we will have a bank with the largest gold reserve of any country in 
the world, and we will have so strong a commercial and financial 
center that France and England and Germany will be insignificant to 
us in importance in the commerce of the world. But if we scatter 
these in 12 institutions, owned by 12 different States, you are bound 
to have competition between them. Human nature is the same every­
where, and this provision that you have here for requiring one Federal 
reserve bank to discount for another is going to involve these banks 
in endless difficulties. If you come to a Federal reserve bank in New 
Orleans and think that they must discount for the Federal reserve 
bank in California, and the Federal reserve bank in New Orleans is 
not in a condition to discount, I would tell you: “ I will not do it. 
This money belongs to other stockholders, and I have not the right 
to take this money out of their pockets and send it to California.” 
You would be up against just that proposition.

Senator R e e d . Let me follow that a little bit. I just want to get 
your ideas. If you had a Federal reserve bank in New Orleans and 
one in California, and the California bank called for aid and you got 
orders from the controlling board to send them a million dollars, you 
would decline to do it if you thought your bank could not afford to 
do it?

Mr. W e x l e r .  Precisely.
Senator R e e d . You added to that this statement, that it would 

not be right; you would decline, because you would not take the 
money from that district and send it to another district. Suppose 
you had one central bank. This money would not have been in 
New Orleans at all; it would have been in Washington or some other 
place where that bank is situated. Do you think that is preferable ?

Mr. W e x l e r .  Yes, sir. There would have been no more in New 
Orleans than what was needed in New Orleans, and no more in the 
other place than what was needed in the other place, and if the money 
all belonged to one set of stockholders it would be properly within the 
province of this board to distribute it where it was needed, all over 
the country.
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Senator R e e d . But it would originally all have been sent from 
these various places out of their respective communities to some 
central point, and to that extent would have bled those communities 
of that money?

Mr. W e x l e r .  Only constructively, not actually. For instance, the 
head of the Federal reserve bank, or the central bank, if we should 
have one, would be in Washington, and they would establish not 12 
branches, but probably 200 branches throughout the United States, 
and the money would be kept in these various branches in the United 
States. With the central board, having the control, fixing the rate of 
discount for its branches, raising and lowering it according to condi­
tions, and directing the management of all these various branches, 
there would be one ownership, one reserve, one statement, and there 
would be such a vast base upon which the credit of the country would 
rest that it would be impregnable.

Senator R e e d . I catch that point; but about the distribution of 
money. You met what I suggested by the further suggestion that we 
would not have one central bank, but one central bank with many 
arms reaching in every direction ?

Mr. W e x l e r . Precisely.
Senator R e e d . So let us say that one had 12 arms. Why would 

not the first 12 branches, as were originally proposed in this bill, the 
12 systems, be substantially identical in regard to the matter of the 
distribution of money?

Mr. W e x l e r . Because of the difference in ownership. The essen­
tial thing is the ownership of the bank. If you will permit the capital 
to be contributed to the 12 regional banks "to be put into the Federal 
reserve board, and the stock issued from that Federal reserve board, 
and let it apportion it among the 12 banks, then the situation would 
be identical.

Senator R e e d . D o you think that would be preferable ?
Mr. W e x l e r . That would be a central bank. You come right 

back, then, to that proposition. But suppose, now, Mobile, which is 
a sister city of ours, and a people of whom we are very fond, should 
get into hard straits and need money badly. If we had it, we would 
be glad to rediscount it for it.

Senator R e e d . And strain yourselves a little to do it ?
Mr. W e x l e r . And strain ourselves a little to do it; but if we had 

our local reserve loaned up to the handle ourselves, we would say, 
“ We are sorry, but we can not help you.” We would have to say 
that. That would be a duty upon us, because if we broke ourselves 
in trying to help somebody else, the only criticism wrould be to say, 
“ You did a foolish act.” Nobody would say, uYou did a generous 
act.”

Senator R e e d . I think I catch your point. I want to ask you 
now about another matter. Of course you have examined this bill 
and you have spoken about the chairman of the board of directors’ 
duty under this bill. Of course the chairman is one of the men ap­
pointed by the Federal reserve board.

Mr. W e x l e r . Yes, sir.
Senator R e e d . Y ou say that, generally, the chairman of the board 

in the ordinary practice of banking is not an important individual 
unless the chairman of the board happens also to be the president of 
the bank ?

Mr. W e x l e r . Or the active manager.
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Senator R e e d . As you understand this plan, is there anything in 
it that would take away from the president of the bank that degree 
of management and control whien the president of a bank ordi­
narily has when he is backed up by a board of directors that are in 
harmony with him, or the majority of which is in harmony with him ?

Mr. W e x le r .  Nothing, except the fact that the chairman will

Ereside. The chairman of a board, as you understand, presides at the 
oard meetings. What is the object of a board meeting? At the 

meeting of the board of directors, after the minutes are read and the 
loans are read that have been made, and loans are submitted and

Eassed upon and the details of the institution are discussed, etc.: 
ere is the chairman of the board; he is not a member of the man­

agement at all; he is in no position to bring these matters to the 
attention of the board. That is the duty of the governor.

Senator R e e d . He is, under this bill, so much of a figurehead that 
he is not even in good condition to lay the business of the bank before 
the board of directors ?

Mr. W e x l e r .  Absolutely not.
Senator R e e d . Then, if I  get you right, the president of the bank 

and the majority of the board of directors will run this bank abso­
lutely, except as the espionage of the central board might prevent?

Mr. W e x l e r .  Or interfere; that is exactly it.
Senator R e e d . So that if the banks elect three bankers directors 

and then elect three other directors, I suppose you would concede 
those three other directors of course would oe friendly to the banks 
and desirous to serve the banks as the directors in class B should be 
ready to serve the banks, or the same as in class A  ? What you will 
do, as a matter of fact, will be to get three men that will act in har­
mony, three men in class B who will act in harmony with the three 
men in class A ?

Mr. W e x l e r .  That is a very distinct mistake, and it is an impres­
sion of which I would like to disabuse the minds of the gentlemen of 
this committee. When we select the board of the bank we do not 
consider whether this board is in accord with the president. We 
pick out a man who is an experienced wholesale groceryman, another 
man who is a retail dry-goods man, another man who is in the machin­
ery business, another a planter. Why ? Because when these propo­
sitions arise from persons engaged in these various lines of business 
it makes it possible for us to have men who are more or less expert 
in the particular line.

Senator R e e d . I understand that, but all these men are members 
of the board. They are stockholders in the bank and they are inter­
ested in its welfare.

Mr. W e x l e r .  Yes, sir.
Senator R e e d . Therefore when you pick men who are experts in 

these various lines of adventure, you, of course, know when they 
come to sit on the board they will use their best judgment?

Mr. W e x l e r .  Yes, sir.
Senator R e e d . D o you mean to tell me that you or any other man, 

not more selfish than the average man, but just using the ordinary 
business sense, will not get three men that are going to side with the 
banks rather than with the Government in these matters ?

Mr. W e x l e r .  I  certainly do not, unless the Government were 
endeavoring to impose something that we did not believe was right.
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Senator R e e d . I do not mean that they are going to be bad men, 
but I am talking about who is going to control in that board of direc­
tors. Who is going to control?

Mr. W e x l e r . The people that have put the money in the bank, 
who have invested their money, are going to control, and they ought 
to control.

Senator R e e d . The banks are going to control?
Mr. W e x l e r . Yes, sir; there is no question about that.
Senator R e e d . There is nothing in this bill, is there, that provides 

that those three men who are elected—that is, all of the directors of 
class B—may not own any amount of bank stock they want to own ?

Mr. W e x l e r . No; there is nothing in there to prevent their owning 
bank stock.

Senator R e e d . The only bar there is that they shall not actually 
do business with the banks, and shall not be interested as an officer 
of a bank?

Mr. W e x l e r . Yes, sir.
Senator R e e h . And as their election makes them officers they 

can not hold two offices very well, and as they can be stockholders to 
any amount, it might work out that the largest stockholders in the 
bank would qualify themselves for these positions by resigning their 
offices in the bank; so that, in fact, the six men might all be wealthy 
stockholders in the bank—these men constituting classes A and B ?

Mr. W e x l e r . That would be a desirable situation.
Senator R e e d . And that is what the banks would like to have ?
Mr. W e x l e r . I think it would be desirable, because the more 

money you have invested------
Senator R e e d . And you would like to have the other three, of 

course ?
Mr. W e x l e r . They would be selected by the President------
Senator R e e d . I say you would like to have the other three?
Mr. W e x l e r . No; we would not care anything about that, so long 

as we had a majority.
Senator R e e d . That is what I wanted to get at. So that these 

central reserve banks, under this scheme proposed in the bill, will be 
absolutely and entirely and completely in control of the banks except 
as the Government may exercise some power, whatever it may be, 
through the central reserve board ?

Mr. W e x l e r . The Government would have a representative on the 
spot to report to it every infraction of the law, and it has the right 
to take away the charter of this Federal reserve bank at any time it 
sees fit.

Senator R e e d . Y ou have no doubt that these banks would not 
deliberately violate the law. The question, of course, would be—  
though it is one we need not enter upon—how this control would go 
in practical operation ?

Mr. W e x l e r . We cover that a little bit farther on.
The Ch a ir m a n . Mr. Wexler, you spoke of what would be your 

natural duty if you had charge of one of these reserve banks at New 
Orleans and a demand was made upon you by the Federal reserve 
board to lend a portion of your funds to one 01 the reserve banks of 
California. Do you think that any such an organization as the 
Federal reserve board would not accord you careful consideration 
to any communication you made ?
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Mr W e x l e r . I think they would; I think they should; but 
suppose a very strong influence were brought to bear from California—  
and we know how influences work; we might as well be perfectly 
frank with each other. That might be a State that was antagonistic 
to the particular administration at that time, and California might be 
one favorable to it, and there might be a good deal of pressure brought 
to bear; but if I knew that loaning money to California might break 
the bank I had charge of, you can readily see the position I would be 
placed in. I can not conceive of a Federal reserve board that would 
endeavor to do that.

The Ch a ir m a n . D o you know of a Federal reserve board that 
would take an action that would cause the breaking of one of the 
banks ?

Mr. W e x l e r . I do not think they would if they knew it.
The Ch a ir m a n . Your suggestions of political influence of improper 

character would indicate an indifference to the welfare that might be 
affected in a neighborhood that was not in complete harmony with 
the Federal reserve board.

Mr. W e x l e r . Of course, such conditions might exist. I am very 
hopeful that we have not reached to that point. But the point I make 
is this, that it would be the natural disposition and to the interest 
of one Federal reserve bank to rediscount for another if it were able 
to do it, and that no compulsion is necessary. You can not imagine 
how distasteful compulsory acts of that kina must be to a bank or a 
banker.

The Ch a ir m a n . D o you not, then, recognize that there is some 
force in having the right to protest and point out to the Federal 
reserve board that it would be an injurious thing to such a bank to 
make this required loan?

Mr. W e x l e r . Yes, sir; surely.
The C hairm an. Do not think that it is advantageous, then, to 

that community to be allowed to protest?
Mr. W e x l e r . For the community called upon to make the loan?
The C hairm an. For the bank of a certain district to have the 

right to protest ?
Mr. W e x l e r . I certainly do think so.
The Ch a ir m a n . Would they have any protest whatever as to a 

central reserve bank ?
Mr. W e x l e r . There would not be any necessity for a protest, 

Senator Owen.
The Ch a ir m a n . Nor would there be any organization by which 

they might protest.
Mr. W e x l e r . But the occasion to protest would never arise. 

There would never be surplus money in any one place that was 
needed in another.

The Ch a ir m a n . The point to which I call your attention is that 
the protest which you might make as the manager in charge of a 
reserve bank you could not make after there was any such organiza­
tion because these funds would all be in the central reserve control 
directly, or no organization by which you could protest. Am I 
right ?

Mr. W e x l e r . Y ou are right in the suggestion, if the condition 
existed. But if you had a Federal reserve bank it could not exist,
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because all the money would belong just as much to San Francisco 
as it would to New Orleans or New York, or any other place.

The Ch a ir m a n . And in that contingency the reserve which would 
be furnished by the banks in the country surrounding New Orleans 
would be capable of use by a Federal reserve board, the protest of the 
banks surrounding New Orleans to the contrary notwithstanding?

Mr. W e x l e r . Absolutely.
The Ch a ir m a n . Do you think that is desirable ?
Mr. W e x l e r . I think it is eminently desirable, presuming always 

that you bad a Federal reserve board that knew its business.
The Ch a ir m a n . Was that a part of your original proposal?
Mr. W e x l e r . That goes without saying, that it should know its 

business. If it were made up of the various districts of the country, 
I think each one would see to it that its own particular section was 
not slighted. This country is so big and the crops are so diversified 
and the nature of its business is so different that the demand for 
money in different places differs at different seasons of the year. 
The federal reserve board, properly constituted, would see to it that 
when the surplus permitted at one place it might be sent out to Cali­
fornia when the fruit was being moved, or out to Minnesota when 
the grain was being moved. That is where the advantage of having 
the funds under one control exists as against having it under twelve 
different controls.

Senator R e e d . H ow  would it be if you just came down to the Gov­
ernment and did not have any central reserve banks ? How would 
it do to take the plan that now exists and enlarge it and make it so 
that it would be more flexible ?

Mr. W e x l e r . I do not think the Government ought to be in the 
banking business.

Senator R e e d . I am not speaking about it being in the banking 
business. I am speaking about letting the banks or groups of banks 
have some of its money.

Mr. W e x l e r . You mean similarly to the method being pursued 
just now?

Senator R e e d . Yes, of course; only enlarging it and perfecting it.
Mr. W e x l e r . The method of doing it is quite cumbersome—■—■
Senator R e e d . I am speaking about fixing that part of it, assuming 

that it can be fixed.
Mr. W e x l e r . A number of experienced bankers might be able to 

set down a figure exactly by which some system could be evolved of 
that kind, but it is so contrary, in our opinion, to sound finance, that 
we never conceived the idea of having the Government in any way 
mixed up in the banking business. We have no other machinery for 
helping ourselves. I will state our case right now. We borrowed 
such money as the law allows us, and we are using it to move our 
cotton crops, our rice and our corn and the various business that 
comes through our port. I can not get any more; I have not the 
light.

Senator R e e d . Suppose you were given the right. I  do not want 
you, in answering my questions, to answer whether you think that 
the present system just as it stands would be adequate, but whether, 
since you gentlemen all, thus far, seem to want a central bank— 
one power—how would you like to have the Government of the United
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States, under a plan similar to the one now existing, simply to furnish 
money when it was needed to the groups of banks ?

Mr. W e x l e r . I would be very much opposed to it, Senator, for 
this reason: The moment any section would make application to 
the Government for relief it immediately attracts attention to its 
condition, it creates fear in that particular section, and it causes a 
withdrawal of money from the bank and the hiding of it.

Senator R e e d . You are speaking now of cases of emergency?
Mr. W e x l e r . Yes, sir.
Senator R e e d . I am speaking now about the right of the banks 

of New Orleans, through their clearing house, to come up here to 
the Treasury and say to the Secretary of the Treasury or to a branch 
of the Treasury—it might be in New Orleans— “ We need money 
to move crops, and here are our securities. We would like to have 
some Government money.”

Mr. W e x l e r . It would not be practical, Senator. The Govern­
ment has no machinery for handling it in that way. It is a cum­
bersome method, at best. It has to surround its operations with a 
lot of red tape, and the Government does not always have the money.

Senator R e e d . I am assuming that it has.
Mr. W e x l e r . But, Senator, tnis is the one thing you ought to get 

into your mind, and that is the further you can separate the Govern­
ment from the banking system of the country the better it is. When 
the Prussian Army was encamped in the streets of Paris, in the Gar­
dens of the Tuileries, the banks of Paris paid 100 cents in gold against 
their bank notes just the same. Why ? Because the bank was sepa­
rate in its reserve against these notes from the Government. In the 
city of New Orleans, where we had the Citizens' Bank, with a gold 
reserve of 35 per cent against its outstanding notes, when the Federal 
Army occupied the city we went right on paying those notes—until 
Gen. Butler came in and took the gold. We paid right up to that 
date.

Senator N e l s o n . I was there at the time.
Senator R e e d . I want to say, in view of the confession of the Sena­

tor from Minnesota, that you probably know, Senator, that the stat­
ute of limitations has run ?

Senator N e l s o n . I want to tell you one thing: You are not old 
enough to remember it, but their State bank currency was good, and 
they had no change. They would take a dollar bill, or a two-dollar 
bill, or a five-dollar bill and cut it into halves, crosswise, and each 
half would pass current, just as good as gold. That was in 1862 
and 1863.

The Ch a ir m a n . The Senator says he was there. He did not say 
he got any of it. [Laughter.]

Mr. W e x l e r . Suppose we got into a general war with a big coun­
try, and we needed a lot of money, and we had to sell bonds. Do 
you not want this big banking system to be able to absorb these 
bonds so as to furnish the Government with the gold necessary to 
carry on an operation of that kind? If it—the Government—had 
loaned its money to the banks, and the banks had loaned it out to 
merchants and farmers and had to call it in, it would create a panic.

Senator R e e d . Of course everybody understands that in the case 
of desperate war the fact that there was a gold reserve elsewhere 
than in the Government would be very desirable; yet you would
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hardly think that a banking system ought to be constructed so as to 
meet emergencies, disregarding payments------

Mr. W e x l e r . Oh, certainly not; exclusively with that idea.
Senator R e e d . What I was trying to get at was just your idea. 

I do not want to argue, because we would not gain anything by 
doing that.

Mr. W e x l e r . No; of course not.
Senator R e e d . Suppose the Government of the United States was 

to simplify and enlarge the present Aldrich-Vreeland Act and make 
it so that banks or groups of banks could come here and get money 
to move crops in two ways, by the deposit of money in the nature of 
a loan or even in the issuance of money in case the Government found 
that necessary. Why would not that relieve the present situation 
to a large extent?

Mr. W e x l e r . I will tell you why, briefly. It could be said in a 
very full manner, but I am only going to say a little on the subject. 
Every bank in a particular city does not necessarily need money at 
the same time. Suppose our bank desired to avail itself of the Aldrich 
Vreeland bill, as amended, in the manner that you are going to sug­
gest. It would have to go before the clearing house and expose its 
condition to all the other banks in the city. They would nave to 
come in and pass upon our securities, the clearing house would have 
to guarantee the repayment of the loans. Then you would have to 
send your securities up here to be passed upon. By the time you 
went through all of that it would not be worth a cent.

Senator R e e d . You are talking consistently about the present 
condition not being simplified. I am assuming that there are methods 
for the simplification of it and giving the right relief. Now, as a 
parallel of what you say, suppose that these banks belong to the 
central reserve bank; that is, to one of these 12 banks; or if you have 
a central bank and want to get refief, would you have to expose your 
condition ?

Mr. W e x l e r . They would go up to the central bank and say: 
“ Here is $1,000,000 of good notes. Can you discount them?”

Senator R e e d . H ow  do you know ?
Mr. W e x l e r . Because they have men in charge of the bank that 

know the conditions and have investigated them.
Senator R e e d . It is a local bank ?
Mr. W e x l e r . Yes, sir.
Senator R e e d . A local regional bank?
Mr. W e x l e r . Yes, sir.
Senator R e e d . Y ou would have a local regional bank in every 

State ?
Mr. W e x l e r . I would have a branch of a central bank in every 

city of any consequence.
Senator R e e d . Then there would not be any use of going into the 

banking business unless you belong to this organization?
Mr. W e x l e r . I think every bank would naturally become a 

member of that system.
Senator R e e d . This would be very powerful------
Mr. W e x l e r . And very satisfactory.
Senator R e e d . Power would cut some figure ?
Mr. W e x l e r . That would be the least of it. Here is what we 

suffer from: A bank has all of its liabilities payable on demand.
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Anyone can come there and demand his money. It is loaned out to 
keep the wheels of commerce greased. Where can the banker go to 
get the money to satisfy that demand ? He has simply got to tnrow 
up his hands and shut his doors and fail. What I wanted to do is to 
provide a central bank where it can take its portfolio and go over 
to that central bank and get enough money to pay every single man, 
woman, and child who has got a dollar in there, upon demand. They 
would soon be redepositing it in the same bank.

Senator R e e d . I agree with you that that is the principal trouble 
with the banking system. It is so arranged that every obligation 
of the bank is due on a moment’s notice, barring time deposits, and 
every credit of the bank, everything that is owing to it, is out for 30 
or 60 or 90 days. If you can take those securities and go to a pri­
vately owned central bank and get your money and it can discount 
it safely, why can not the Government of the United States do the 
same thing ?

Mr. W e x l e r . Because it can not get itself in shape to do it.
Senator R e e d . Why not ?
Mr. W e x l e r . Because I  can not conceive of any machinery 

operated by the Government that could or should be used for this 
purpose. What is the use or advantage of mixing the Government 
up in it ? What is the use of using something worse when you have 
something better at hand?

Senator R e e d . I can say to you frankly, in my humble judgment, 
if you agitated it for 25 years longer, the people would never vote for 
a central bank. I want to get your idea of a privately controlled 
central bank. I was trying to get your idea upon the thought of a 
Government-controlled central bank.

Mr. W e x l e r . I am in favor of a Government-controlled central 
bank.

Senator R e e d . Absolutely controlled by the Government?
Mr. W e x l e r . Absolutely controlled by the Government, but with 

representation from different sections of the country; but the con­
trol should be in the hands of the Government. I am not afraid of 
that. We are in favor of that, but we do not want the Government 
to guarantee the notes or to be any part of the system except to 
control it and to see that it is operated for the good of everybody.

Senator R e e d . Y ou want to issue the m oney?
Mr. W e x l e r . Surely. We want to issue the paper, the circulating 

medium; we do not want to issue money.
Senator R e e d . Y ou want to issue paper. Commercially we call it 

money and it goes as money.
Mr. W e x l e r . Certainly. It is highly advantageous.
Senator R e e d . If I get your idea, it would be one great central 

bank with numerous branches running into every community of the 
country ?

Mr. W e x l e r . Yes, sir.
Senator R e e d . And the Government would control absolutely that 

central bank ?
Mr. W e x l e r . Control it, yes; but there would be representation.
Senator R e e d . H ow  is it that you are willing to completely sur­

render the control if you have 1 bank, but unwilling to surrender the 
central control if you have 12 branches ?

Mr. W e x l e r . We are.
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Senator R e e d . I understand that the very thing that you contend 
for here is that the Government ought not to undertake to manage 
or control these 12 branches ?

Mr. W e x l e r . N o ; we have only asked for a minority representa­
tion by the Federal reserve board.

It is necessary because of their expert management. That is where 
the business is going to be done and that is where the local knowledge 
of conditions must be and where the people have their money in­
vested. The people have their own money in there and their friends’ 
money, and there is a local reputation to maintain.

Senator R e e d . I think I understand you. You think that a lot of 
bankers— that is, all the bankers of the country, nearly—would put 
their money into an enterprise and trust to making one central bank 
a bank of issue and a bank of deposit, and they would trust that to 
officers appointed by the Federal Government ?

Mr. W e x l e r . Yes, sir.
Senator R e e d . And that that could be safely done?
Mr. W e x l e r . That could be safely done.
Senator R e e d . But that the moment you transfer those powers 

into the Federal authority having still the same control, it is 
dangerous ?

Mr. W e x l e r . This Government should have control, the banks 
minority representation. The Government would not dare to do 
anything that would not be right. Public opinion is the great 
corrective influence in this country.

Senator R e e d . That is what I think would be true if we had a 
Federal bank instead of a bankers’ central bank. I think public 
opinion would control.

Mr. W e x l e r . Senator, what do you want with a Federal bank? 
If v ou have a Federal bank the whole thing is as weak as its weakest 
link:. If anything happens the whole thing breaks down. If you 
mix them in together and anything happens the whole thing breaks 
down.

Senator R e e d . What becomes of your stick argument? You 
say if you take two sticks separately they are stronger than the two 
sticks tied together ?

Mr. W e x l e r . That is a different proposition altogether. They 
are not the same kind of sticks. One is a rope of sand, the other 
the stick.

Senator R e e d . N o .
Mr. W e x l e r . Absolutely. The Government has absolutely no 

money except what it takes away from the people; and under the 
principles of our party they ought not to take 1 cent more than they 
actually need. That is the principle of the Democratic Party, with 
which 1 am affiliated. Consequently the Government has no business 
with a lot of money to be scattered around. If it takes any more by 
taxation than is just and proper for running the Government, it is a 
wrong principle. But we have gone along many years without any 
trouble. You can have a war any time that will cost this country a 
thousand million dollars. Where will you get the money? You 
would have to go around and get the bankers to buy your bonds. 
Do you want to be behind another thousand million of notes, with 
the possibility of having to sell a thousand million of bonds ? Would
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you bring the whole structure down at one time ? You must look to 
the future.

Senator R e e d . We are getting a little away from what we were 
talkingabout.

Mr. W e x l e r . N o, we are not.
Senator R e e d . We always get to talking about war.
Mr. W e x l e r . I am talking about what could very well happen. 

It happened in 1776, and in 1812, and in 1845, and m 1860, and in 
1898. We have had one about every 30 years since we have been a 
Republic, and we are about due for another one.

Senator R e e d . But we have not had a war since 1860, of course------
Mr. W e x l e r .  H ow  about the War with Spain?
Senator R e e d . That did not amount to as much of a war as some 

good strike on a railroad.
Mr. W e x l e r . It cost us $300,000,000, I think.
Senator R e e d . And it will cost us more when we get through pay­

ing pensions.
Mr. W e x l e r . Yes, sir.
Senator R e e d . But I think that is aside. If you had this great 

central bank and the Government was liable to go down, do you 
think that bank would stand ?

Mr. W e x l e r .  Absolutely, like a rock.
Senator R e e d . But you think now, if the banks were to put this 

money into the hands of the Government, that both banks and the 
Government would go down together ?

Mr. W e x l e r . I do, emphatically; just as certain as that the sun 
rises.

Senator R e e d . What do you think about the creation of these 
enormous financial powers outside of the Government, in times of 
peace ?

Mr. W e x l e r . That is all right. We should dominate the financial 
business of the world.

Senator R e e d . Would not they fix the discount and the rates of 
interest for the entire country ?

Mr. W e x l e r . Yes, sir.
Senator R e e d . Would not that be a powerful factor?
Mr. W e x l e r .  Yes; to that extent.
Senator R e e d . And you think that ought to be the case in the 

Republic ?
Mr. W e x l e r .  Yes, sir.
Senator R e e d . If it put its power in behind a great railroad 

project------
Mr. W e x l e r  (interrupting). If the business of the country was 

going too fast, and everybody was expending too much and buying 
too many automobiles, and every man wanted to buy his neighbor’s 
land and build houses there, they would raise the rediscount rate and 
cause a slowing up. On the other hand, if business became dormant 
and dull and needed stimulation, put the rate down and stimulate 
business.

Senator R e e d . In other words, they would be the great regulator 
of all the commerce of the country ?

Mr. W e x l e r . Absolutely.
Senator R e e d . They could make business prosperous, or they could 

shut down on it ?
Mr. W e x l e r .  They could, yes, to some extent; they could do that.
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Senator R e e d. Under similar circumstances, what could the Czar 
of Russia do? He could not do any more, could he?

Mr. W e x l e r . All they have to do, all that this central bank has to 
do, is to furnish credit for carrying on the business of the country. 
If more notes were demanded than in its judgment it was safe to put 
out, it would not do so. If you put in charge of that bank a board of 
directors of crooks and incompetents, why they could of course wreck 
for the time any business. They could create havoc; but it would 
not last long. You would have a certain minority member on that 
board representing the business interests of the country; he would 
soon arouse public opinion—and public opinion will check any abuse 
in this country; I do not care what it is or how bad.

Senator H it c h c o c k . Do I understand whether this is a single bank 
or 12 regional reserve banks you favor a central board of control 
here in Washington, appointed by the President?

Mr. W e x l e r . Yes, sir.
Senator H it c h c o c k . Y ou are not at all afraid of placing the finan­

cial interests of the country under such a board of control ?
Mr. W e x l e r . Not if we have a minority representation.
Senator H it c h c o c k . Y ou are confident enough of being able to 

influence the actions of the central board ?
Mr. W e x l e r . It is not that. We are confident enough. If we 

know what the majority is doing we can check it before the abuse 
goes too far without any idea of using any undue influence.

Senator H it c h c o c k . Of course the financial interests of the coun­
try would have a tremendous interest in the control of that board— the 
actions of the board ?

Mr. W e x l e r . I do not think so. My dear sir, the banking inter­
ests do not want anything but peace and quiet and safety. The 
banker wants to sleep at night. That is all he is asking.

Senator H it c h c o c k . I think perhaps you misunderstood me. I 
have understood the whole tenor of your argument to be that you 
were vitally interested in the personnel of the board ?

Mr. W e x l e r . Yes, sir.
Senator H itc h c o c k . And of course you must be interested in the 

actions of the board ?
Mr. W e x l e r . Unquestionably.
Senator H it c h c o c k . And the 25,000 bankers of the United States, 

if they were all in the system, would be vitally interested in the organi­
zation and the selection of the board ?

Mr. W e x l e r . Precisely.
Senator H it c h c o c k . It would give them a tremendous interest in 

presidential elections ?
Mr. W e x l e r . N o, I do not think so. I think any President who 

was honored by the nomination of the people of this country could 
pretty safely be trusted to put the right kind of men at the head of a 
bank of that sort. If I did not think so I would feel that the time 
had come to change our form of Government.

Senator H it c h c o c k . Y ou have a perfect organization of bankers, 
have you not ?

Mr. W e x l e r . Each one is a separate entity. We have no organi­
zation except for discussing our general affairs just as the merchants 
do and the hardware men and lawyers and doctors.
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Senator H it c h c o c k . Y ou came here to-day practically with the 
banking interests of the United States united, represented by a small 
body?

Mr. W e x l e r . Precisely.
Senator H it c h c o c k . It is possible you might be united in an 

election ?
Mr. W e x l e r . I can not conceive of it. We are only about 24,000 

bankers. If we all voted for one man it would not be more than a 
drop in the bucket. I do not think it would be all one way.

(At this point the committee took a recess of 10 minutes, after 
which the following proceedings were had:)

The Ch a ir m a n . Mr. Wexler, the Senator from Ohio would like to 
ask you a question.

Senator P o m e r e n e . Mr. Wexler, a moment ago, in stating your 
objections to the regional bank system, you used this illustration, 
as I recall it: That if California should want $1,000,000, the central 
board might say to the regional bank in New Orleans, “ You send 
$1,000,000 to California.”

Mr. W e x l e r . Yes, sir.
Senator P o m e r e n e . And you suggested that you might not be in 

condition to do this ?
Mr. W e x l e r . Yes, sir.
Senator P o m e r e n e . And that if you did do it, it would be an 

injustice to your own people?
Mr. W e x l e r . Yes, sir.
wSenator P o m e r e n e . Well, why do you assume under those cir­

cumstances that this central board would make an order of that 
kind that would work a hardship to the New Orleans regional bank?

Mr. W e x l e r . I do not assume that they would.
Senator P o m e r e n e . Well, you suggested that it was a proba­

bility—or, a possibility, at least.
Mr. W e x l e r . Surely a possibility; but I  did not assume that 

they would.
Senator N e l s o n . They have the power?
Mr. W e x l e r . They have the power to do it.
Senator P o m e r e n e . I did not understand.
Mr. W e x l e r . I say, they have the power to do it.
Senator P o m e r e n e . But it seems to me that you are in error 

when you assume that they would do this thing which was wrong 
simply because they had the power to do it.

Mr. W e x l e r . Well, my dear sir, you must admit that you would 
never as a man,* in any of your general affairs, give anybody else the 
power to ruin you, even though you have not the remotest idea he 
would ever exercise that power.

Senator P o m e r e n e . Very well; let us go to your other illustration. 
In speaking of the central bank, you say that if New Orleans wanted 
to move her crops------

Mi*. W e x l e r  (interposing). Yes, sir.
Senator P o m e r e n e  (continuing). All she would have to do would 

be to go to the central bank and get the money ?
Mr. W e x l e r . Yes, sir.
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Senator P o m e r e n e . Is it not just as reasonable to suppose that 
the board of this central bank might refuse to give you your money 
when you needed it------

Mr. W e x l e r  (interposing). Yes, sir.
Senator P o m e r e n e  (continuing). As it is to assume that the board 

which had control of the regional banks would order you to do a 
thing when you ought not to be required to do it ?

Mr. W e x l e r . Yes, sir; and the central reserve board should have 
the right to refuse to give it to me. They should have that right, 
for this reason: If in our section of the country everybody nad 
a craze, for instance, for holding their cotton, and everybody was 
spreading out; and if we called for more money than we ought to 
have, and we were in an expanded condition—if that central bank 
was properly run, it should say: “ No, you can not get any money; 
you sell your cotton, and draw in your horns and go more con­
servatively.”

Senator P o m e r e n e . I agree with you, Mr. Wexler, that they ought 
to have the power to do it.

Mr. W e x l e r . Exactly.
Senator P o m e r e n e . But they might as well misuse that power in 

the case of the central bank, as the central board might in the case 
of the regional bank; and it seems to me—this is my point—that the 
power is as liable to abuse in the one instance as it is in the other.

Mr. W e x l e r . I do not think so. The situation is altogether 
different. For instance, the central reserve board would never use 
the power to say: “ Here, you are not lending enough money down 
there in your country; you go and put out more money; loan every­
body down there all they want.” They would never use that kind 
of power. And I would not give the power to demand of a bank 
that it must lend somebody else where it is contrary to its judg­
ment; but I certainly would give it the power to refuse to lend. 
There is the essential difference.

Senator P o m e r e n e . And they might refuse it at the very time you 
needed it.

Mr. W e x l e r . That is right; and it might be wisdom to refuse. 
I have had many a man come to me for a loan that needed it very 
much, and I have turned him down. And I have also had banks 
come to me for a loan that needed it, and I have turned them down; 
and they failed because I would not give it to them—because they 
were not entitled to it, and the loan, if made, would not be repaid.

Senator P o m e r e n e . I simply called your attention to this fact, 
because I realize the possibility of power being abused in either 
instance.

Mr. W e x l e r . Yes, sir.
Senator P o m e r e n e . And I do not think that the one is more 

objectionable than the other, as I say.
Mr. W e x l e r . I see your point.
Senator Sh a f r o t h . Mr. Wexler, relative to the matter that you 

first referred to, on arriving, that relationship of the Bank of England 
and the European banks------

Mr. W e x l e r . Yes, sir.
Senator Sh a f r o t h . We ultimately did not disagree very much as 

to that matter ?
Mr. W e x l e r . No, sir.
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Senator Sh a f r o t h . But I  want to read to you a little paragraph 
from Walter Bagehot’s book, Lombard Street, which probably clears 
the matter up more thoroughly than we did. He says:

In London no banker has a chance of being a Bank of England director, or would 
ever think of attempting to be one. I am here speaking of bankers in an English 
sense—those who accept deposits subject to check. Not only no private banker is a 
director of the Bank of England, but no director of any joint-stock bank would be 
allowed to become such. The two situations would be taken to be incompatible. 
The mass of the Bank of England directors are merchants of experience and drawing 
a considerable capital in trade, in which they have been brought up and with which 
they are well acquainted. The direction of the Bank of England has for many gen­
erations been composed of such men.

Mr. W e x l e r . Yes, sir.
Senator Sh a f r o t h . That is, I  believe, the correct explanation.
Mr. W e x l e r . I am very glad you brought that up, because one 

point I overlooked with regard to the Bank of England is this: The 
stock of the Bank of England is not owned by the banks.

Senator Sh a f r o t h . No.
Mr. W e x l e r . Banks are not required and compelled to subscribe 

to the stock of the Bank of England.
Senator S h a fr o th . N o.
Mr. W e x l e r . The banks have no interest in the bank, except to  

borrow from it.
Senator Sh a f r o t h . They can not be subscribers.
Mr. W e x l e r . They may be------
Senator S h a fr o th . N o ; I think not.
Mr. W e x l e r . They may not be, then; I  am not sure of that. The 

case is not analogous at all.
Senator Sh a f r o t h . Yes; but the question is that that power of 

lowering or raising the discount rate on paper affects the market value 
of all securities, and the result is that it would be an improper thing 
or an incompatible position for a person to be in a banking business 
and dealing in securities, perhaps buying and selling stocks and 
bonds, and at the same time knowing in advance just what the action 
of the board would be.

Mr. W e x l e r . We thoroughly agree that the controlling members 
of this board should be men more or less disinterested, so far as any 
bank is concerned. There is not any argument on that.

Senator Cr a w f o r d . Mr. Chairman, I  would like to ask a question 
before this witness leaves the stand; I have been waiting for two 
hours.
Senator R e e d. I thought there ‘might be some delay in finishing 

with this witness, and I was about to submit a motion to adjourn.
Senator Cr a w f o r d . But this witness may be excused and may not 

be here to-morrow. It is a very small matter; but I want to get it 
in the record.

Senator R e e d . I do not want to shut your question off. If you 
are not content to take it up in the morning, I will not make the 
motion, but if you are, I prefer making the motion.

Senator Cr a w f o r d . It is only a question to and relates to a matter 
I want to follow in this bill; and I want to get it in the record, be­
cause it affects very much a very large number of small banks.

Senator W e e k s . Mr. Chairman, I desire to ask the witness some 
questions, and if there is a desire to adjourn, these various questions 
may delay the adjournment considerably. Will the witness be here 
to-morrow ?

64 BANKING AND CUBEENCY.
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The Ch a ir m a n . He will be here to-morrow. We have a caucus 
to-night at 7 o’clock.

Senator H it c h c o c k . Will the committee meet to-morrow morning ?
The Ch a ir m a n . Yes.
Senator N e l s o n . I suggest that we adjourn until 10 o’clock 

to-morrow morning.
Senator Cr a w f o r d . I only want to ask two or three questions.
Senator H it c h c o c k . I suggest that the Senator be allowed to ask 

the questions he desires.
The Ch a ir m a n . In the absence of objection that will be done.
Senator Cr a w f o r d . The question I want to ask, which is largely 

on account of the fact that all of the banks in my State are in the 
situation I will suggest, is this: You stated that if you were called 
upon at New Orleans to discount paper in California, and you thought 
it was against the interest of your community, you would refuse to do 
it. I want to call attention to the fact that in one of the western 
agricultural States, which has not a city in it and whose largest town 
has not more than 15,000 people, there are 102 national banks, 
capitalized at from $25,000 to $100 ,000  each. By this bill, if it is 
enacted in its present form, Congress will go into that State with a 
big stick, and it will say to these little banks, “ You are required to 
take a million and a half dollars out of your loanable assets.” It 
would be reducing their loanable assets, would it not ?

Mr. W e x l e r . Yes, sir; it would.
Senator Cr a w f o r d . Y o u  are required to take $1 ,500 ,000  out o f  

your loanable assets that are now being employed in such little com­
munity, developing that new growing State, money that you are 
now loaning to the farmers and stockmen and retailers.

Mr. W e x l e r . Yes, sir.
Senator Cr a w f o r d . Y ou are required to lift that money out of 

your banks and away from your local customers. Under the penalty 
of dissolution, we compel you to invest it in stock in a regional reserve 
bank, 500 or 600 miles away, outside of your State entirely and 
beyond the reach of ordinary business transactions, for the purpose 
of capitalizing an institution of that kind. We are not going to allow 
you to have more than 5 per cent on your investment—you are now 
making 12, or 15, or 20 [laughter]—but on this money we are going 
to compel you, by a big stick, to lift out of your banks here and take 
away from your merchants, and your stock growers, and your farmers 
and put it over there; and we will only let you have 5 per cent on it, 
and we will not allow you to have any voice whatever in its final 
control------

Mr. W e x l e r  (interposing). Control; yes, sir.
Senator Cr a w f o r d  (continuing). Control over it. And unless you 

have got a certain class of paper that we prescribe in this bank (of 
which you have none and will not have) you can not rediscount any­
thing that you have in the way of paper in this bank. Now, does that 
comport with your idea of what is just and fair to the little banker in 
this country ?

Mr. W e x l e r . It does not, except------
Senator Cr a w f o r d  (interposing). Does it comport with what is 

fair and just to the small customers, and the farmers, and the mer­
chants, and the tradesmen in those small communities that are now 
getting that money ?

Mr. W e x l e r . No.
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Senator C r a w fo r d . D o you know anything in the history of 
banking legislation, in this country or any other, where such a 
thing as that has been done or attempted ?

Mr. W e x l e r . I do not know of any instance in any country 
where any man has been called upon and compelled to invest his 
money in something, whether he wanted to or not.

Senator Cr a w f o r d . That is what I  mean.
Mr. W e x l e r . But I  think you have drawn your picture in rather 

a dark and gloomy manner.
Senator Cr a w f o r d . Well, if I have, I should like to know wherein 

it is defective.
Senator N e l s o n . H o w  about the deposits?
Senator H it c h c o c k . Mr. Chairman, can not we adjourn at this 

time ? It is getting late, and the witness will be here to-morrow.
Senator M cL e a n . Let him answer that.
Mr. W e x l e r . I will answer it. I do not think there ought to 

be any compulsion about the subscribing to these banks. I think 
the proposition should be made sufficiently attractive—or, at least, 
not so disadvantageous—but that banks will want to come in; and 
I think that can be done without any sacrifice of any fundamental 
principle.

Now, your banks that you refer to will have to contribute this 
$1,000,000 or $1,250,000 toward the capital. There is no hardship 
upon them in doing that at all. You have got a new State, a grow­
ing State; and anything which contributes to stable conditions in 
the United States helps your State and mine and every other State. 
Under our present banking system we have no stable conditions; 
we are on the mouth of a precipice all the time. We never know 
when things are going to blow up.

Senator Cr a w f o r d . Then, you think that the benefit we will get 
there is this public-welfare benefit ?

Mr. W e x l e r . Not only public benefit, but your own benefit as 
well.

Senator Cr a w f o r d . Well, you big banking people in New Orleans, 
and Chicago, and New York, who have been working on this great 
banking scheme, have you really considered very much the interest 
of our little fellows ?

Mr. W e x l e r . Yes, sir.
Senator Cr a w f o r d . With these small agricultural banks in country 

communities ?
Mr. W e x l e r . Yes, sir; I assure you we have. We have some 500 

or 600 correspondents among such banks, and we have considered 
them very carefully and many have offered the same argument that 
you have.

Now, let us go on just a little further. You say they will not have 
any of the kind of paper that can be discounted. That is an exag­
geration; they have enough of that paper to rediscount every day to 
take care of their requirements. For instance, you have made the 
requirement in the bill that rediscounts must be of paper not running 
beyond 90 days. Suppose a bank wanted to borrow money on the 
1st of March, for instance; and they went to their portfolio and found 
that they had $5,000 maturing in 90 days, out of a total of $100,000. 
They could use that much. They take that and discount it. Then 
in another 90 days, they would have that much more; it might have
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been originally a six months note; but three months has run on it, 
and it still has 90 days to run. They can rediscount all of that. And 
all through the three months’ period they will have other paper 
accumulating which they can rediscount. And then there is the 
sense of security the banker can feel, so that he can do his business 
with confidence and say to his customer, “ John, you can get the 
money you need”— and knowing that he can give it to him. That 
is worth a whole lot in the banking business.

Senator Cr a w f o r d . Why not make it optional, so that if he feels 
that he can get any benefit out of it he can go into this; and if he can 
not get any benefit from it he can stay out ?

Mr. W e x l e r . It must be optional. If it is not optional, it has 
to be made so good and advantageous that banks will come into it 
anyhow; and if it is made that good, it does not need to be compul- 
sory.

Senator Cr a w f o r d . But this is made compulsory.
Mr. W e x l e r . I know, and that must be changed.
Senator Cr a w f o r d . Well, I will only say this, and I will not keep 

you any longer: I have talked with bankers in my State, and the best 
and most representative men, and they said, practically, that they 
would not have occasion to use this rediscount privilege of the regional 
reserve banks.

Mr. W e x l e r . Well, I have heard a good many say that, and I 
thought so. When we first considered this bill I objected to the 60 
and 90 day provision. I said, “ We objected to the 60 and 90 day 
provision.” I said, “ We have not enough paper of that kind; 
and I looked through our portfolio, and I found that we had twice as 
much as we needed.

(Whereupon, at 5.30 o’clock p. m., the committee adjourned until 
to-morrow, Wednesday morning, September 3, at 10 o’clock.)

WEDNESDAY, SEPTEMBER 3, 1913.

Co m m itt e e  o n  B a n k in g  a n d  Cu r r e n c y ,
U n it e d  St a t e s  Se n a t e ,

WasTiingtorij D. C.
The committee assembled at 10.30 o’clock a. m.
Present: Senators Owen (chairman), Hitchcock, Reed, Shafroth, 

Hollis, Nelson, Crawford, McLean, and Weeks.
The Ch a ir m a n . Mr. Forgan, who is your next representative ?
Mr. F o r g a n . Mr. Wade.
The Ch a ir m a n . Mr. Festus J. Wade, of St. Louis?
Mr. F o r g a n . Yes, sir.
Senator W e e k s . Mr. Chairman, I believe Mr. Wexler had not com­

pleted his testimony last evening at the time the committee adjourned. 
There are two or three Senators who desire to ask him questions. I 
should like to ask some myself.

The Ch a ir m a n . I will ask Mr. Wexler, then, to continue until the 
members of the committee have finished with their questions. Sena­
tor Hitchcock, may I ask you to preside while I attend a call to the 
Committee on Foreign Affairs ?

Senator H it c h c o c k . Certainly, Mr. Chairman.
I believe, Senator Weeks, that you desired to ask Mr. Wexler some 

questions ?
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Senator W e e k s . Mr. Wexler, how many banks make your bank a 
reserve agent ?

Mr. W e x l e r . Our particular bank ?
Senator W e e k s . Yes.
Mr. W e x l e r . Well, I could hardly answer that just offhand. We 

have about, I should say, 450 banks.
Senator W e e k s . Well, are those generally located in Mississippi 

and Louisiana ?
Mr. W e x l e r . Mississippi, Louisiana, southern Alabama, eastern 

Texas, southern Arkansas and western Tennessee.
Senator W e e k s . Well, you are naturally in pretty close touch 

with those banks, are you not ?
Mr. W e x l e r .  Yes, sir; very close touch.
Senator W e e k s . It is currently reported that country banks, 

generally speaking, are more favorable to the pending legislation in 
its present shape than large banks; and the intimation is made that 
there is some coercion to bring the country banks into line in favor of 
this legislation. Do you know of any such thing ?

Mr. W e x l e r . N o, sir; I  do not. I  have rather observed the con­
trary. I found that the greatest objection to the bill has arisen from 
the smaller banks. I had occasion to go to the little city of Hatties­
burg, Miss., at the request of a group of bankers about 10 days ago, 
for the purpose of explaining the provisions of this bill, and the 
sentiment there was unanimous against coming into the system unless 
there were a great many amendments made to the bill.

Senator W e e k s . Well, in the section of the country which you 
represent, there certainly would be a desire to cooperate with and 
further the wishes of the administration, would there not ?

Mr. W e x l e r . Yes, there would.
Senator W e e k s . Your answer to the last question leads me to 

another question: What proportion of the country banks doing 
business with you do you think would come in—national banks, I 
am speaking of now—under this bill, if it were not changed from the 
form in which it was presented to the House ?

Mr. W e x l e r .  I think a very few, if any.
Senator W e e k s . Suppose the bill is changed to conform to the 

suggestions made by the Chicago conference, what do you think the 
result would be ?

Mr. W e x l e r . I think, as I said in my previous remarks, that fully 
80 per cent, and possibly even more than that, would come into the 
system.

Senator W e e k s . H ow  about the banks in New Orleans ?
Mr. W e x l e r . I think the banks in New Orleans would all come 

into the system. After the meeting in Chicago our clearing house 
had a meeting, at which they expressed themselves unanimously in 
favor of the system provided these amendments were made.

Senator W e e k s . Y ou made a suggestion in your testimony yes­
terday, in your argument against establishing (or authorizing) 12 
reserve banks, that one bank should not be compelled to loan its 
resources to another, for sectional and other reasons. There was 
one argument which came to my mind, which you did not refer to, 
which seems to me to be especially pertinent, and that is the difference

6 8  b a n k in g  a n d  c u r r e n c y .
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which will exist in the conservatism with which these reserve banks are 
managed— the far-seeing board of directors of a reserve bank, believ­
ing that they see trouble ahead, will make preparation for it. Now, 
they having made that preparation for it, would there be any justice, 
in your opmion, in compelling them to come to the assistance of 
a board of directors, or a bank, which had been managed in a 
different way—carelessly and unwisely ?

Mr. W e x l e r . I think it would be extremely unjust and unfair 
if a bank which had conserved its resources in anticipation of a 
stringent condition were forced to impair that condition, which 
it had so laboriously built up, for the benefit of another section which 
had pursued a contrary course; and I can readily conceive that 
such a condition might arise.

Senator W e e k s . 1)o you understand that these reserve banks 
would have any particular influence over local business? Would 
not all local business be conducted by banks as they are now organ­
ized?

Mr. W e x l e r . They would entirely.
Senator W e e k s . So that, in fixing a rate of discount, that would 

be simply a general guide, would it not, to the community, rather 
than a specific reflection on one bank or set of banks ?

Mr. W e x l e r . It is my opinion that the rate of discount would 
really be fixed by the conditions existing in that section at that 
time. The function of the Federal bank would simply be to pro­
mulgate, in a sense, that rate; the rate would not really be made 
by the bank; the rate would be made practically by all of the other 
banks in that section, by the conditions prevailing and the demands 
for money, whether scattering or active; and the Federal reserve 
bank, if properly managed, seeing these conditions and taking notice 
of them and properly diagnosing them, would promulgate a rate 
that fitted that situation.

Senator W e e k s . What have you to say about the reserve banks 
in different sections of the country establishing different rates? It 
has always seemed to me that one of the strongest arguments in 
favor of one reserve bank is that every section of the country, as 
far as the reserve banks of the United States are concerned, would 
be enabled to get rediscounts at the same rate; that a bank in Arizona, 
for instance, if it had the paper of the qualified class, would be able 
to get its accommodation at the same rate as a bank in New York.

Mr. W e x l e r . Yes, sir.
Senator W e e k s . And that it would put all sections of the country 

on the same basis. What do you think of the policy of allowing 
different rates to be made by the reserve banks in different sections 
of the country?

Mr. W e x l e r . I do not think that different rates should be made 
by different reserve banks in different portions of the country. I 
think any such action would be extremely unpopular. I believe 
that if these banks are to enjoy the privileges which are to be granted 
them by the Government, the whole people should receive the same 
benefit, as far as rate is concerned.

But one of the strong arguments, to my mind, against a number of 
regional banks is the difficulty which the Federal reserve board, iso­
lated from the various Federal reserve banks and not composed of
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representatives of each section, are going to find in fixing a rate 
that will properly fit the conditions; whereas a central bank with 
representation from various sections of the country, even though 
controlled by the Government, having its fingers on the pulse of the 
whole commerce of the country, whose duty it is to oversee all 
of the»commerce and not that of any particular section, would be in a 
better position, in my opinion, to establish a rate, or, rather, to pro­
mulgate a rate, in accord with the prevailing conditions at that time 
throughout the country.

Senator W e e k s . Well, would not fixing the different rates by 
different reserve banks militate directly against the section of the 
country which you represent, and the undeveloped sections of the 
West, and be favorable to the metropolitan centers ?

Mr. W e x l e r . Undoubtedly. I have not understood that this 
bill contemplates, however, the Federal reserve board making a 
different rate for the different sections.

Senator W e e k s . Oh, I think it does.
Mr. W e x l e r . What was that ?
Senator W e e k s . I think it does; distinctly so.
Senator N e l s o n . It does not really contemplate it; but it is un­

doubtedly within the power of the board.
Mr. W e x l e r . It is undoubtedly within the power of the board, yes. 

But I have not ever believed that public* opinion would ever stand 
for their making a lower rate in one section of the country than they 
do in another. I believe that would be immediately met with most 
serious resistance.

Senator W e e k s . The original bill directly provided for that.
Mr. W e x l e r . It gave them the right to fix rates. It would be 

very bad, if they established a different rate.
Senator W e e k s . Well, fixing “ rates” is different from fixing “ a 

rate,” is it not ?
Mr. W e x l e r . Undoubtedly. They have the power. But it would 

be very bad if they fixed a different rate in one section from that fixed 
in another section.

Senator W e e k s . That would not necessarily mean, however, that 
the borrower in Mississippi would borrow at the same rate that the 
borrower in Illinois would of his own bank ?

Mr. W e x l e r . N o .
Senator W e e k s . But it would mean that the rediscount coming 

from the reserve bank would be “ on all fours” in all sections, would 
it not ?

Mr. W e x l e r . That is it exactly.
Senator W e e k s . That is all I  wish to ask now.
Senator N e l s o n . I would like to ask a few questions. Is not this, 

in its essence, under this bill, really a central bank with 12 headquarters; 
with 12 regional banks under one administration; is it not, after all, 
in its essence, equivalent to one central bank ?

Mr. W e x l e r . It is in one sense; and it distinctly is not in another 
sense. The ownership of the stock of each of the Federal reserve 
banks, being entirely different from that of every other Federal 
reserve bank, makes it distinct and gives to each bank a certain 
local interest antagonistic in a sense to all the other 11 regional re­
serve banks. As far as the control and management is concerned,
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within certain limitations it would be under the Federal reserve 
board, as provided in this act; but------

Senator N e l so n  (interposing). Excuse me, there is one other 
question I want to ask just at this time.

Mr. W e x l e r . Yes, certainly.
Senator N e l s o n . I s not this currency which it is proposed to 

issue under this bill, aside from the fact that it purports to be the

Eromise of the Government—is it not, in its essence, asset currency 
ased upon the assets discounted ? Is not that what the banks who 

obtain it do ? They obtain it on their commercial assets—on their 
commercial paper?

Mr. W e x l e r . They obtain it upon commercial paper, which is 
presumed to be a good asset------

Senator N e l so n  (interposing). Yes; but I  mean does not that 
amount in substance to an asset currency ?

Mr. W e x l e r . It does, yes; except that in addition to the asset 
which it has, it maintains a gold reserve.

Senator N e l s o n . Certainly.
Mr. W e x l e r . Sufficient for the constant retirement of these 

notes------
Senator R e e d . How much reserve?
Mr. W e x l e r . This bill provided 33 J per cent reserve.
Senator R e e d . Pardon me for interrupting you now. I  will ask 

my questions later.
Senator N e l s o n . Certainly. Mr. Wexler, what is the radical 

defect of our present system of currency ?
Mr. W e x l e r . The radical defect of our system of currency is that 

it is based upon a Government bond as security, and the volume of 
it has absolutely no relation to the requirements of the business of 
the country, but only a relation to the value of Government bonds.

Senator N e l s o n . Yes. Well, you will admit this, Mr. Wexler, 
that that paper currency has been, so far as the public is concerned— 
the bill holders—a safe and sound currency ?

Mr. W e x l e r . Absolutely.
Senator N e l s o n . It could not be better?
Mr. W e x l e r . Well, yes; it could be better.
Senator N e l s o n . I mean as to quality; the quality of the money 

as money ?
Mr. W e x l e r . Well, it could be better in that respect. That 

would bring on a long argument; but I will say it could be better. 
The evidence of it lies in the fact that when these Government bonds 
are selling at 98, the notes are secured by those Government bonds; 
so that the note you have is only worth 98 cents on a dollar, if you 
come down to the final analysis of it.

Senator N e l s o n . N o w , we come down to this question: Why 
could not we build on the present system, and gradually allow the 
national banks to do what you propose to have these reserve banks 
do; in substance, issue notes, to some extent, if not altogether, on 
their assets—on their commercial assets ?

Mr. W e x l e r . The objection to that is that we might come back 
to the old days of wildcat banks before the Civil War, when you 
would have to keep a little book in your pocket to see the value of the 
different notes that you might have.

Senator N e l s o n . Yes.
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Mr. W e x l e r . And in a country like this, as large as the United 
States and that has so many banks, I do not know that any sys­
tem permitting all of these banks to issue notes would be feasible. 
Of course" in Canada you have a condition where the banks are per­
mitted to issue their own notes; but you have a very small number 
of banks, with a great number of branches; and it has worked in 
Canada.

Senator N elson. Well, one part of your proposition is that these 
notes should be issued, not, as proposed in the bill, by the Federal 
Government to be the promise of the Government, but they should 
be issued by the respective reserve banks and be the promises of 
those banks ? That is a part of your proposition, is it not ?

Mr. W e x l e r . Not exactly. The idea is that they should be issued 
from the Federal reserve board------

Senator N elson. Yes.
Mr. W e x l e r  (continuing). To the respective Federal reserve banks, 

and should be designated by a number and the redemption charge­
able against the particular bank to which they were issued, and tnat 
all of the Federal reserve banks should be responsible for the whole 
system of notes. That is the suggestion that you will find that we 
had. Shall I explain that to you a little further ?

Senator N e lson. I understand; but that is not in the bill?
Mr. W e x l e r . That is in the bill.
Senator N elson. That it makes each bank liable for its own issue ? 

Is that not the plan of the bill ?
Mr. W e x l e r . The plan of the bill makes each bank liable, and 

then makes the Government again liable behind the bank.
Senator N e ls o n . Yes; but it does not make the whole group liable ?
Mr. W e x l e r. I do not think it does, unless it has been changed 

in this bill of the 29th.
Senator N elson. I notice in the bill that pro vision is made for the 

redemption of these notes in gold or lawful money. That would 
mean, under our present system of currency, silver and greenbacks 
as well as gold, would it not ?

Mr. W e x l e r . Yes.
Senator N elson. Do you think they ought to be redeemable in 

anything but gold ?
Mr. W e x l e r . I do not. I think that we should maintain reli­

giously the gold standard that has been established in this country.
Senator N elson. And then you would have these reserve banks 

provide for a gold redemption ?
Mr. W e x l e r . Gold reserve.
Senator N elson. Gold reserve. Well, do you think 33 per cent 

is sufficient ?
Mr. W e x l e r . I think 33 per cent would be sufficient; yes. We 

have suggested that there should be 40 per cent.
Senator N elson. Yes.
Mr. W e x l e r . We have raised it, because we believe that it would 

be better to make the notes so absolutely good and impregnable that 
we would rather err on the side of too much reserve than too little 
reserve.

Senator N elson. That is all for the present.
Senator H itchcock. Senator Reed, ao you wish to ask any ques­

tions?

72 BANKING AND CURRENCY.
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Senator R e e d . I have a number of questions I would like to ask 
now, but I think perhaps some of the other members of the com­
mittee might desire to interrogate the witness farther now, and I 
can ask mine later.

Senator W e e k s . I have some questions I should like to ask, if 
Senator Reed does not wish to go on now. Is there any unusual 
emergency existing in banking, financial, and business conditions in 
your section of the country at this time, Mr. Wexler?

Mr. W e x l e r . Well, I  can not say that conditions are unusual; no. 
We have at this period always a very stringent demand for money. 
We move four agricultural crops at one time, which requires a large 
amount of reserve money, which goes out to the cotton pickers and 
the sugar-cane and rice harvesters; and that, of course, attacks the 
reserve of the banks and diminishes their lending capacity; and our 
country is not wealthy enough, from its own resources, to take care 
of this seasonal demand at that time.

Senator W e e k s . Well, is your condition at this time different from 
what it was a year ago or two years ago ?

Mr. W e x l e r . It is somewhat different, due to the fact that our 
sugar section has suffered two quite serious reverses in the crop, and 
is now threatened with annihilation by the proposed removal of the 
sugar tax—which, of course, has had the effect of injuring sugar credits, 
causing a general feeling of unrest in that section; ana that has had 
somewhat of an effect upon our condition just at this time.

Senator W e e k s . I am sorry I am not in a position to prevent that 
annihilation which you are anticipating. [Laughter.]

Mr. W e x l e r . I am sure that 1 am soiry, too.
Senator R e e d . Have you finished with your questions, Senator 

Weeks ?
Senator W e e k s . I just wanted to ask one more question. Is the 

financial stringency coming over the country different, in your judg­
ment, from what it is at this season of the year all years ?

Mr. W e x l e r . Do you mean to ask whether the condition is more 
stringent this year than other years ?

Senator W e e k s . Yes; year m and year out.
Mr. W e x l e r . Y e s ; it is just a little more so. We have the promise 

of very abundant crops; the larger the crops the more money it takes 
to handle them; and, as I say, we have passed through several years 
of devastation of cotton crops by the boll-weevil throughout our 
section; and then we have had one year of early frost in sugar, and 
a second year of disastrous overflow in the same section; and that 
has reduced the available funds of people engaged in these lines of 
business, and it has naturally required more credit to take care of 
them during this period. W e  are in that condition just now.

Senator W e e k s . Y ou are speaking of the section around New 
Orleans, are you ?

Mr. W e x l e r . Yes; the section within a radius, I should say, of 
200 miles around New Orleans.

Senator W e e k s . Well, you do not anticipate any particular trouble, 
do you, in harvesting your crops ?

Mr. W e x l e r . N o ; I do not. I think we will get through the sea­
son and take care of our crops very nicely, and I see nothing to cause 
us any anxiety or to cause financial distress other than to give us an 
Uncomfortable feeling during this period of greatest demand.
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Senator W e e k s . Which you always have ?
Mr. W e x l e r . Yes; which we always haye to a greater or less 

degree.
Senator R e e d . Mr. Chairman, I move that the witness be allowed 

to sit down during the examination. It is too long a strain upon a 
man.

Senator H it c h c o c k . Without objection, the order will be made.
Senator R e e d . There are a number of questions I desire to ask; 

and as it will perhaps take some time I thought perhaps the witness 
would prefer being seated.

We frequently hear the statement, Mr. Wexler, that we haye the 
poorest banking system in the world. Do you agree with that 
statement ?

Mr. W e x l e r . I do, emphatically.
Senator R e e d . I want really to get your judgment about that.
Mr. W e x l e r . I am going to give you my very best judgment.
Senator R e e d . Do you mean by that that it is the most unsafe 

to the country, or the most unsatisfactory to the bankers ?
Mr. W e x l e r . I mean that it is most unsafe to the country, and 

that it does not meet the requirements of the business of the country. 
I think the banker is least interested in the faults of the system, from 
a pecuniary standpoint, than any other class of people in the country.

Senator R e e d . Will you tell the committee, in just as terse a way 
as you can, what are the present defects or faults of our system 
which make it thepoorest banking system in the world ?

Mr. W e x l e r . Well, the greatest defect is that, in the first place, 
the requirements for currency vary at certain seasons of the year. 
That you can readily understand. It varies in one year from another 
year. In other words, during the crop-moving period a greater 
amount of circulating medium is necessary to pay labor than during 
the growing period.

Then, again, in years when manufacturers are thoroughly em­
ployed, more money is paid out for pay roils than in years when 
labor is not thoroughly employed. Therefore there is a constant 
variation of the amount of circulating medium necessary for carrying 
on the business of the country.

Now, the only circulating medium that we have is the reserve 
money, which is the basis of our credits; and when the greater 
demand for this circulating medium comes along it attacks our re­
serves; it takes the money which is the basis of our credits out of 
the banks; it circulates them for a longer period in the pockets of 
the people and in cash drawers, thus reducing the credit facilities 
of the banks. Then, again------

Senator R e e d . N o w , Mr. Wexler, permit me to interrupt you. 
Can you put that reason N o. 1 of yours into one short statement? 
You have added an explanation.

Mr. W e x l e r . Yes.
Senator R e e d . Y ou say the principal evil is w hat— lack of flexi­

bility ?
Mr. W e x l e r . I think I can tell you. The principal evil is the 

lack of elasticity of our circulating medium.
Second, the inability to rediscount, having no place to which a 

bank can go when it has exhausted its own credit facilities.
Senator N e l s o n . Excuse me just here. In other words, you 

mean there is no general credit reservoir for the banks to resort to I
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Mr. W e x l e r . Absolutely none. Now, the next is the fact that the 
entire reserves of the country are scattered in some 20,000 to 25,000 
little piles, where they are ineffective, instead of being concentrated in 
one great reservoir where they would be effective.

There are many other defects that would require explanation. All 
these should have explanations, but you have asked for it as tersely 
as possible.

Senator R e e d . I have asked for it because I wanted to call for an 
explanation later, but I wanted first to get the heading.

Mr. W e x l e r . Yes.
Senator R e e d . Taking up the question of flexibility------
Senator N el so n  (interposing). I think ‘ ‘ elasticity' ’ is a better term.
Senator R e e d . Let me change that again. I  want to get some 

light regardless of this bill.
Mr. W e x l e r . Yes, sir.
Senator R e e d . S o far as I am concerned, I am wedded to no bill. 

If we are going to legislate in regard to currency and banking gen­
erally, I would like to see it done in the best possible way. So the 
questions that I am asking I would like to have answered just the 
same as though this bill had never been proposed or dreamed of. 
You speak first of lack of flexibility or elasticity. Just what do you 
mean by that?

Mr. W e x l e r . I mean by that that the present circulating medium 
does not expand and contract according to the requirements of 
business.

Senator R e e d . N o w , why?
Mr. W e x l e r . Because it is based upon Government bonds as 

security, and can only be issued against security of this character.
Senator R e e d . Does not that apply now more to the general 

volume than to the matter of flexibility in distribution ?
Mr. W e x l e r . No; it does not. If the supply of Government 

bonds is small, as has been the case several years ago, and the de­
mand was great and bonds went to a price of 107, or 108, or 109, it 
would be extremely unprofitable for any bank------

Senator R e e d . Yes.
Mr. W e x l e r . T o take out circulation, even though that section 

of country required a greater amount of circulating medium.
Senator R e e d . Pardon me; I do not want to cut your answer off 

so that you are not satisfied with it------
Mr. W e x l e r . N o, sir.
Senator R e e d . But, having a sort of idea in my mind when the 

question is answered, I will take the liberty of cutting you off for 
a moment.

Mr. W e x l e r . Yes.
Senator R e e d . Y ou have answered now, so far as I  need to have 

you answer my last question. My next question is, if there was a 
sufficient amount of securities—Government bonds—so that the 
banks could acquire them at par and then take those bonds to the 
Government and get money, would that relieve the particular evil 
we are now discussing ?

Mr. W e x l e r . No, sir; it would not, because after that circulation 
was out and was no longer needed, there is no provision for the elimina­
tion of it, or the retirement of it; and a plethora is just as bad as 
too little.

9328°—S. Doc. 232, 63-1—vol 1------6
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Senator R e e d . Well, that would get you the money in the first 
instance, anyway, would it not ?

Mr. W e x l e r . That would get it, yes.
Senator R e e d . Then we come to the question of retirement as a 

separate proposition. Do I understand you, then, to mean this, that 
if, for instance, your bank was in need of money and Government bonds 
were easily obtained by your bank and other banks at par, if they 
could take those bonds to the Government and get money upon them 
that would relieve the difficulty, so far as giving you the money in 
the first instance was concerned ? Would that answer the objection ?

Mr. W e x l e r . N o ; it would not. That would give you the circu­
lating medium necessary for moving the crops, and the pay roll 
requirement during that particular period.

Senator W e e k s . Yes.
Mr. W e x l e r . But would not give you 1 cent more money or 

currency facilities, because just as much money as you would get for 
the notes you would have to invest in the bonds.

Senator R e e d . Yes; that is just the point I want to get to. You 
take $1,000,000 and buy $1,000,000 worth of Government bonds. 
Now, you have not got tnat $1,000,000 any more?

Mr. W e x l e r . Not at all.
Senator R e e d . But you have got an interest-bearing security, 

which if it was great enough, would pay you a return upon your 
$1,000,000?

Mr. W e x l e r . Yes.
Senator R e e d . Then, having invested in these bonds which bear 

you an interest, you go and get $1,000,000 of money, and you have 
that money; so that you have an interest-bearing security deposited 
with the Government, and you have $1,000,000 to use. Now, if the 
interest was high enough, I presume there would be a good deal of 
money invested in these bonas, would there not ?

Mr. W e x l e r . I do not think there would. I do not believe that 
there is any rate of interest that any Government of the standing of 
this could afford to pay that would make it attractive for bankers to 
withdraw money from the channels of trade for the purpose of invest­
ing in Government bonds, except in periods of governmental stress, 
when the patriotic side would naturally appeal to citizens, and not 
as far as the investment is concerned.

Now, as to the circulating mediums, banks might, if Government 
bonds were maintained constantly at par and the banker felt that he 
could go and redeem the bond at any time he saw fit at the Treasury 
Department for par, he might be willing to increase the circulating 
medium, when more currency was required for business, by purchas­
ing bonds and using that credit to issue a note against it—which is 
all it amounts to. The bank only makes a very small percentage on 
the transaction. But that would not furnish an increased credit 
which may be kept at certain times to prevent the whole banking and 
credit system of the country from breaking down. It has absolutely 
no relation, you understand, to that side of the question.

Senator R e e d . Mr. Wexler, I was a little inclined to the opinion you 
now express; that is to say that when the Government permits a bank 
to buy $1,000,000 worth of bonds, it then locks up $1,000,000 of the 
bank’s money; and then by issuing another $1,000,000 it seemed to 
me that it had not very greatly expanded the currency. Yet I
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understood you to say that the reason we did not have a flexible 
currency was because there were not enough bonds which—you said 
something like that, I believe ?

Mr. W e x l e r . N o.
Senator R e e d . Well, at any rate, I am trying to get your views.
Mr. W e x l e r . Let me get this very clear, because it is important. 

The statement is that the present circulating mediura does not bear 
any relation to the requirements of the country for circulation, and 
that there is no means m the possession of bankers at the present time 
to expand this circulation to meet an additional requirement, or to con­
tract it when it is no longer needed. Now, that is the proposition as 
far as the currency is concerned.

Senator R e e d . And if you had more bonds, it would not help out 
much?

Mr. W e x l e r . Absolutely not.
Senator R e e d . And that brings us, then, to a second proposition. 

I take it now (and I will ask my question in this leading form in order 
to bring it out more clearly) that what you want is to be able.to take 
the assets of the bank, and upon those assets to get more money; 
that is, you want, directly or indirectly, to effect that result ?

Mr. W e x l e r . I want to be able to convert the credit which I ex­
tend to an individual from one form to another form. Let me 
make it clear: If you come into the bank and borrow $1,000, we 
take your note for $1,000, and we give you in exchange for it our 
credit, which you can use. You could not use your own credit gen­
erally. And we give you our credit. How do we give it to you? 
We give you credit on our ledger for the net proceeds of that note 
of $1,000. Now, the result of that operation is that we owe you just 
as much as you owe us; that is correct, is it not?

Senator R e e d . Yes.
M r. W e x l e r . N o w , as long as you can pay your bills and carry on 

your business with checks, you draw checks against that $1,000, and 
you gradually reduce this liability from  us to you in that way.

Now, whenever you need cash—currency— and you come and draw 
that from the bank, we should be in a position to give you our obliga­
tion— a note, and to change the form of that credit from a book credit 
usable by check, to a note credit, usable by circulation—which privi­
lege we do not have to-day.

Senator N e l s o n . In other words, exchange your note for his note?
Mr. W e x l e r . That is the whole proposition.
Senator R e e d . In other words, issue money ?
Mr. W e x l e r . Issue, not money, but issue evidences of credit; issue 

obligations.
Senator R e e d . Well, bills that circulate as money?
Mr. W e x l e r . Yes.
Senator R e e d . In other words—let us just abandon the text of it 

and go across lots—if you are running a bank and you have $1,000,000 
of notes representing loans to your customers, and you have paid the 
last dollar out of your till that you can pay out in safety, you have 
to stop ?

M r. W e x l e r . That is it.
Senator R e e d . But if you took that $1,000,000 of notes and trans­

formed it into what I am going to insist on calling money—although 
there is a technical difference, as you put it------
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Mr. W e x l e r. Yes.
Senator R e e d . Transform it into bank bills, or bank money------
Mr. W e x l e r . Notes.
Senator R e e d . By some process— then you have multiplied your 

ability to serve your customers, have you not ?
Mr. W e x l e r . Precisely.
Senator R e e d . N o w , I take it that what you want, then, m the 

way of f le x ib ility  or elasticity of currency gets down to this: You 
want to be permitted, by some device or plan, to take the notes of 
your customers, and either against those notes or against your owner­
ship of those notes, issue bank paper; or you want to be able to put 
them up with the Government, or some agency of the Government, 
and have the Government issue the money on them ?

Mr. W e x l e r . Well, not exactly. I want to be------
Senator R e e d  (interposing). I  am not speaking of what you want.
Mr. W e x l e r . I understand.
Senator R e e d . But this plan involves this idea of flexibility—  

involves one or the other of those propositions ?
Mr. W e x l e r . Well, the flexibility is only a side issue of the propo­

sition you have just made. One is a question of circulating medium, 
and the other is a question of credit.

Senator R e e d . N o ; I am talking about just how you are going to 
m eet this kind of an additional dem and at times ?

Mr. W e x l e r . That is it. Here is the idea: If the condition 
existed in our bank that you have, ref erred to, we would want the 
privilege of taking $1,000,000 of good customer’s paper maturing in 
30, 60, or 90 days, and not beyond 90 days, to a central reservoir of 
credit, which we mil call, for convenience, a central bank, which has 
the note-issuing privilege, and which could take these obligations of 
these various farmers, merchants, and manufacturers with our 
indorsements—which is not in a form of credit that we can use—  
and exchange for it their credit in the form of a bank note which we 
can use.

Now, what happens? We have got this $1,000,000 of the bank 
notes of the central bank, and the central bank has $1,000,000 of the 
notes of various customers with our indorsement. Now, our cus­
tomers who have book credits draw their checks upon us, and we pay 
out the bank notes which we have received from the central bank.

Now, this bank note does not count as reserve for any bank. You 
have drawn $50 in cash, we will say, and you have taken it over and 
paid it to your tailor, for instance. He has no use for it except to 
put it in bank. He deposits it in another bank. When that bank 
gets it, it does not count as reserve for that bank. It has answered 
its purpose, that note has. It has performed all the functions for 
which it was issued. It is deposited in some bank by your tailor, and 
that bank in turn deposits it in the central bank, probably; and 
that note will go out of existence.

Now, in the course of 30 days, 60 days, or 90 days this paper which 
we have taken to the reservoir of credit and rediseounted has ma­
tured. Now, what happens? The man who owes the money, the 
maker of the note, has had to accumulate just as many of those notes 
which the central reserve bank originally issued as may be necessary 
to go and give to the central reserve bank to get his note back. So 
you have constantly this exchange of credit going on, and when the

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



BANKING AND CURRENCY. 79

requirements of credit fall off and are no longer needed the notes go 
back into retirement, because they have necessarily been used to 
meet the original rediscounted obligation. So that a note issued in 
this manner, and it is the only manner possible, adjusts itself at all 
times to the requirements of tne country for credit. Do you under­
stand that ?

Senator R e e d . Yes. I think I understand. I have no doubt your 
statement is illuminating; but I want to come down to the present. 
You have told me how it works out.

Mr. W e x l e r . Yes.
Senator R e e d . But I want to see if I am right on this proposition, 

that, at bottom, what you claim is necessary for flexibility or elas­
ticity means this, that there must be a plan devised by which the 
bank can take its assets—its commercial assets—I may be wrong in 
the use of some technical terms, but you know what I mean.

Mr. W e x l e r . Y ou are correct.
Senator R e e d . It must be able to take its commercial assets and 

convert them into what we ordinarily call money; that is, bank notes, 
or Government notes or some kind of notes, must be given to the 
bank in lieu of these securities which it puts up ?

Mr. W e x l e r . Yes.
Senator R e e d . N o w , that is the thing that is necessary for elas­

ticity. And it can not be reached, if I understand you correctly, by 
the plan of having the banks buy bonds, because that absorbs the 
money—an amount of money equal to the amount of money which 
they have issued. Am I correct, now, in that ?

Mr. W e x l e r . Y ou are correct; yes.
Senator R e e d . N o w , that is what I  wanted to get at, and I  was 

then ready to pass to another subject.
Senator W e e k s . Before you do so, I wanted to ask one question or 

make one comment. I will ask Mr. Wexler if the volume of these 
notes which you have been discussing does not depend on the needs 
of the business community, and also on a sufficient reserve being 
maintained against them ?

Mr. W e x l e r . Of course no bank is going to take out of its port­
folio notes of its customers and rediscount them unless there is a need 
for the additional credit facility in that particular section, because by 
so doing they are sacrificing a part of the interest which they would 
earn on the paper for the remaining length of time to maturity. In 
the second place, the central bank would not be permitted to redis­
count and issue its notes for such rediscounts unless it had a gold 
reserve of the amount which may be prescribed in the bill, anywhere 
from 30 to 50 per cent, for the redemption of these notes when they 
appear at their window, which may occur the next morning.

Senator R e e d . Senator Nelson wanted to ask a question.
Mr. W e x l e r . Yes, sir.
Senator N e l s o n . Mr. Wexler, does not this, in its primitive form, 

amount to this. Senator Reed comes to your bank and says:
I want to borrow $1,000, or $10,000, and will give you a note.
You say to Senator Reed:

How do you want this? Do you want it in the form of a credit on our books that you 
can check against, or do you want it in the form of notes?

Mr. W e x l e r . Yes.
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Senator N e l s o n . And Senator Heed says:
At present I havte gpt a need for it in the form of little bilk. Put it in little bills. 

I do not want checks; I Want currency.
And instead of giving him the credit for $10,000 on your books, you 

issue the promissory notes to Senator Reed and he uses them. Now, 
that is a transaction that arises from a commercial demand, is it not ?

Mr. W e x l e r. Yes, sir.
Senator N e l s o n . It arises from trading?
Mr. W e x l e r . Yes, sir.
Senator N e l s o n . And not by any artificial method of going and 

buying bonds ?
Mr. W e x l e r . Absolutely not. It is the result of an absolutely 

commercial transaction.
Senator N e ls o n . And it is for the benefit of Senator Reed ?
Mr. W e x l e r . Yes; not for the benefit of the bank.
Senator N e l s o n . Whether he wants that in the form of a checking 

account or in the form of currency that will pass as money ?
Mr. W e x l e r . Yes; that is it.
Senator R e e d . N o w , I want to spend a minute more on this 

question. You say that this system responds to commercial de­
mands. By that I understand you to mean this: There are seasons 
of the year when the deposits pile up in your banks and you have 
so much money that you can not loan it out; that is, you have a 
large stirphis of deposits. Then there comes along a season of the 
year when nearly everybody wants to borrow money.

Mr. W e x l e r . Yes.
Senator R e e d . And you get down to a point where you have to 

begin to refuse your customers whom you would like to accom­
modate ?

Mr. W e x l e r . Yes.
Senator R e e d. And so you want to be in a position to stand those 

conditions ?
Mr. W e x l e r . Yes, sir.
Senator R e e d . And you say that this system—I grant you, now, 

that the plan which you outlined would meet that condition—I want 
to see whether there is another side, whether it is not possible, and 
entirely possible, for a bank (not a good bank, not a bank that is 
properly managed) to issue these notes for some other purpose than 
itierely to meet the legitimate demands of a community. Why is it 
that a bank having this power of multiplying its assets—for that is 
what it amounts to, loaning them and reloaning them—might not, 
if it saw fit, use this plan for a vast expansion of the currency, for an 
inflation ?

Mr. W e x l e r . Well, there are two distinct checks upon it. One is 
that a bank is required to carry always on hand a certain gold reserve 
against its own demand liabilities.

Senator R e e d. Well, that is 33 per cent, is it not?
Mr. W e x l e r . No; that is, under the present law it varies from 

15 to 25 per cent, according to whether they are country banks or 
reserve city banks.

Senator JRe e d . That is what I  am speaking of. *
Mr. W e x l e r . And under the new law there is some reduction in 

that reserve requirement.

80 BANKING AND CURRENCY.
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Now, in the next place, where does this bank go to get the addi­
tional accommodation? It goes to the central bank. Now, the 
central bank is not permitted to discount paper, except such as 
arises from commercial transactions, and such as matures not beyond 
a certain stipulated period. Now, would you, as a safe banker, 
expand your credits upon a class of paper that you could not go to 
the central reservoir of credit and rediscount? You certainly would 
not if you were conservative.

Senator R e e d . You have put in figures the qualification which 
takes away the danger-1-----

Mr. W e x l e r . That is in the bill.
Senator R e e d  (continuing). When you say “ the safe banker.” 

But all bankers are not safe; and the country once had an experience, 
years ago, I am glad to say, when the whole thing was very unsafe. 
I am talking now about how this plan might be abused.

Mr. W e x l e r . Oh, I can not see------
Senator R e e d  (interposing). I am not saying it might be; I am 

asking you what you think.
Mr. W e x l e r . I understand. I do not think there is any way they 

could abuse it, because there would be a definite limit to the amount 
of paper of this kind that they could take, because after they had all 
they could reasonably take care of from their own resources, there 
would be no place they could go to rediscount the paper. They could 
not go to a cental bank and get any money on that class of paper.

Senator R e e d . Well, as long as they wanted to borrow and had 
reasonably good credit------

Mr. W e x l e r . Yes.
Senator R e e d . They could continue to come and borrow money, 

and the bank could continue to furnish it, because it would have an 
unlimited supply of money as long as it had an unlimited supply of 
security?

Mr. W e x l e r . N o ; but the class of securities which it could redis­
count at the central reserve bank would be limited to that which was 
necessary for carrying on the commercial and agricultural and indus­
trial business of the country.

Senator R e e d . Well, but who passes upon that?
Mr. W e x l e r . Who passes upon the class of that paper? The 

directors of the Federal reserve bank, and the Federal reserve board, 
and the banker himself.

Senator R e e d . We have a little different thought in mind, Mr. 
Wexler.

Mr. W e x l e r . Yes, sir.
Senator R e e d . Of course, if the central bank exercises the same 

kind of espionage—I do not use the term offensively------
Mr. W e x l e r . N o.
Senator R e e d  (continuing). Over the bank which comes to it for 

money— that you exercise over me if I come, namely, you know 
something about the business that I am embarked in; you know some­
thing about my capacity and ability; you know something about my 
personal integrity and honor; and, taking those matters into con­
sideration, you figure how much you can safely let me have.

Now, of course, if that kind of policy was pursued by the central 
bank, and wisely pursued, then there would not be a great stretching
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of credits. But does it not get down after all to the question of 
whether there will be an extension, an inflation, and get down to the 
question of the management of this central bank, so that if it be con­
servative and wise and prudent there would be no great expansion, 
but if it should be otherwise, why there might turn out to be an 
expansion ?

Mr. W e x l e r . N o ; I do not think there could, Senator Reed. There 
is another very strong check upon expansion, and that is the gold 
reserve required against the note, which the central reservoir of credit 
would issue.

Senator R e e d . That is from 33 per cent to------
Mr. W e x l e r . From 33 to 40 per cent. Now, we have a bank 

which had reached the point where its notes which it had outstand­
ing—we will say that the reserve requirement of that bank was 40 
per cent, and it was down to 41 or 42 per cent; why, its ability to 
continue to extend credit would stop; it could not go beyond that. 
It would not be permitted to do it, except in times of emergency or 
stress, when they might be permitted to waive the reserve require­
ment. But the management of the central bank would always nave 
in mind the necessity of paying the gold against those demand notes 
which were given out for credit and which might appear at the win­
dow for redemption the day after they were issued. And that will 
prevent any undue and extraordinary expansion of credit.

Senator R e e d . H ow  would this central bank put a limit or a brake 
upon the natural tendency to expansion? Would it be by raising 
rates of interest to the member banks ?

Mr. W e x l e r . Yes; that would be one way to raise it.
Senator R e e d . But after all do you not get down to the question—  

is not there a real, genuine danger of an inflation, provided you get a 
management of that central bank which is not absolutely wise and 
prudent ?

Mr. W e x l e r . I think the danger is very, very slight, Senator. If 
that bank obeys the law (which it will have to do) and maintains the 
gold reserve required under the law, and observes the ordinary com­
mon sense that I can not conceive that it would not exercise, when 
the demand was getting too great or raising the rate where it would 
not be profitable for the borrower to take it—I can not see that under 
those circumstances there can be any great expansion arising from 
the organization of an institution of that kind.

Senator R e e d . D o you think that this right to raise rates of interest 
then, ought to be vested in the management of the central bank ?

Mr. W e x l e r . Yes; unquestionably.
Senator R e e d . And the management of that central bank, after 

all, then becomes the arbiter of the whole financial scheme by raising 
and lowering the rates of interest—by raising rates of interest it 
stops undue expansion; by lowering rates of interest it invites------

Mr. W e x l e r  (interposing). It encourages trade ?
Senator R e e d  (continuing). Trade and expansion.
Mr. W e x l e r . Yes.
Senator R e e d . N o w , I am asking you a great many questions that 

may seem to the bankers present to be unnecessary------
M r. W e x l e r . Not at all, Senator.
Senator R e e d . But you all understand that I  am just a farmer, 

trying to get some light.
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Mr. W e x l e r . Senator, let me make one appendix to my remarks: 
That is, that you remember that these notes must be redeemed 
whenever they are presented at a bank. Consequently, you can not 
have any very great expansion. The paper that the central bank 
rediscounts, maturing in 60 or 90 days, is coming due all the time for 
payment; and in order to pay its own obligations arising from the 
indorsement of the discounted paper------

Senator R e e d  (interposing). Why can not they be renewed and 
the renewals be put in place of them ?

Mr. W e x l e r . Well, but in the meantime it must be paid. The 
central bank would never renew an obligation; there would never 
be a single discounted note renewed by it. The bank originally dis­
counting might renew for the customer or individual, and in the 
course of time, if they wanted the money they might rediscount the 
new obligation; but in the meantime the note originally issued for 
which notes would have come from the central bank would have been 
paid and the bank notes retired. It may come out again if the bank 
requires it; but the bank notes issued against that rediscount would 
have performed its functions. It would have circulated, done its 
work, come back, and gone out of business, or, which is the same, an 
equal am ount of the bank notes would have taken this course.

Senator R e e d . N o w , what would be the great possible expansion 
of the currency under a plan with a central bank and a gold reserve 
of 40 per cent? How much could that by any possibility expand 
the currency? And when I say “ currency” I mean money.

Mr. W e x l e r . Well, that is something 1 do not believe any man 
could answer with sufficient accuracy to be of any value. I believe 
that in the fall of the year we need an expansion.

Senator R e e d . Well, I am asking the possibilities, not what you 
need, but the possibilities of expansion under this plan. Of course, 
if you gave a 40 per cent reserve of gold, that must mean that when 
the gold is exhausted you------

Mr. W e x l e r  (interposing). Well, Senator, there have been some 
accurate calculations made on that particular subject by some of the 
gentlemen who are going to follow me, from which you may be 
astonished to see that there will not be any expansion at all; in fact, 
we are in considerable doubt, and we rather lean to the belief that it is 
going to bring about contraction if we do not have considerable 
amendment to this bill. In other words, we have not been able to 
find where we are going to get gold enough to carry the reserves that 
are necessary.

Senator R e e d . I am not talking about the bill. I am talking about 
the plan of a central bank which has the right to issue money, and 
which must keep a 40 per cent gold reserve, and which can keep on 
issuing money, as far as the law goes, as long as it can maintain that 
40 per cent of gold reserve. Now, what would be the possible ex­
pansion of our circulating medium under those circumstances ?

Mr. W e x l e r . Well, I think the only way that that can be answered 
is to say that the possible expansion would be equal to the excess 
amount of gold which there might be in the country. In other 
words, if our crops here were very abundant, and foreign crops were 
very small, and the balance of trade was largely in our favor, and we 
drew from Europe two or three, or four, or five hundred millions of 
gold in payment of our crops, then that gold coming into this country
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would form the basis of just that much more credit, and the ex­
pansion would be measured by the extent of that gold that might be 
available for credit purposes. I do not know any other way of 
Answering that question. Some of the other gentlemen might.

Senator R e e d . Perhaps we can get at it in another way.
Mr. W e x l e r . Yes, sir.
Senator R e e d . At the present time, under the existing system, there 

is no gold reserve whatever required back of the national bank notes, 
or “ greenbacks,” is there?

Mr. W e x l e r. The greenbacks have $150,000,000 of gold against an 
issue of about $350,000,000.

Senator R e e d . But it is not a safety reserve; it is just here in the 
Treasury; is that not right?

Mr. W e l l e r . Well, they have set it aside for that purpose; and I  
believe it is held that way. I do not know that there is any particular 
law that requires it.

Senatof R e e d . Well, there is $150,000,000 of gold back of 
$350,000,000, you say?

Senator Sh a f r o t h . $346,000,000.
Mr. W e 2£ler. Yes, $346,000,000.
Senator R e e d . So that, in round numbers, you have what— 40 per 

cent ?
Mr. W e x l e r. A little over, yes; about 43 per cent.
Senator R e e d . N o w , we have Treasury notes?
Mr. W e x l e r . The greenbacks are Treasury notes.
Senator R e e d . I mean gold notes ?
Mr. W e x l e r. Yes.
Senator R e e d . Amounting to how much ?
Mj\ W e x l e r . $1,150,000,000, about.
Senator R e e d . $1,150,000,000. And we have got gold in the 

Treasury for each of those notes ?
Mr. W e x l e r . Yes; they are nothing but warehouse receipts for the 

gold.
Senator Sh a f r o t h . There are $1,100,000,000 now.
Mr. W e x l e r . Well, it fluctuates, just like warehouse receipts for a 

bate of cotton.
Senator R e e d . Well, we have that much gold ?
Mr. W e x l e r . Yes, sir.
Senator R e e d . N o w , where else is there any gold piled up, except 

just as the banks individually may hold it ?
Mr. W e x l e r . Well, there is no other in this country available that 

I know of. There may be a lot of it hidden around that is not de­
posited in the banks. But when you speak of available gold outside 
of that in the vault of the Treasury and that held by the banks, well, 
I do not know of any other.

Senator Sh a f r o t h . Senator Reed, I  saw an account the other day 
stating that there were $552,000,000 of gold in circulation and in 
banks.

Mr. W e x l e r . Yes, sir.
Senator Sh a f r o t h . Not gold certificates.
Mr. W e x l e r. Yes, sir.
Senator R e e d. N o w , if there are $550,000,000 of gold, and you had 

paper issued against a reserve of 40 per cent amounting to that, how 
much would that give you ?

84 b a n k in g  a n d  c u r r e n c y .
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Mr. W e x l e r . T w o  and one-half times as m uch; about $1,380,- 
000,000 of motes.

Senator R e e d . Well, that would make an absolute contraction in 
the currency, even if there were $550,000,000 of gold, Would it not? 
When I say “ currency” I mean the whole circulation.

Mr. W e x l e r . But you have, in addition to that $550,000,000, the 
$1,100,000,000 of gold certificates which are outstanding, which are 
just the same as g<5d.

Senator R e e d . But is that not included in that $1,400,000,000?
Senator Sh a f r o t h . No.
Senator N e l s o n . N o ; that is outside of that.
Mr. W e x l e r . Then you have got $150,000,000 back of the green­

backs, which gives you $1,750,000, which is a very respectable stock 
of gold.

And if it were all in one place, all in one reservoir of credit, within 
a very few years the United States would be the commanding com­
mercial and financial nation in the whole world. The business we 
now send to London or to Paris or to Berlin or anywhere else would 
come to the United States. We would be invincible from every 
standpoint. And with the balance of trade in our favor every year, 
and with good crops, and with gold coming in, we would practically 
accumulate the gold of the world. They could not prevent it. 
There is the greatest opportunity for bettering the welfare of our 
people through the organization of a bank of that kind than anything 
I know of.

Senator R e e d . Well, I do not just understand that. I want to 
understand it if I can. I know so little about money, and that is 
the reason I am asking you so many questions. How does that 
follow ? .

Mr. W e x l e r . Well, gold, as you know, is the recognized ultimate 
standard of measurement of value for the civilized commercial coun­
tries of the world. It is the basis of all credit. Why? Because 
you can take a gold dollar in any country and purchase for it all 
that you require.

Senator R e e d . Yes; I understand that.
Mr. W e x l e r . Y ou could not take a silver note, for instance, and 

do it.
Senator R e e d . I want to know how you can get that gold into 

the central bank; that is what I want to find out; how it gets there.
Mr. W e x l e r . I will tell you how it gets there: The circulating 

medium that would be carried around in the pockets of the people, 
and so on, would be these bank notes; and the gold would gradually 
find its way into the vault of the central bank, becauso it woula 
never pay out any gold. Nobody would ever pay out a gold note. 
We would never pay out any, nor would any bank anywhere, nor 
would the Federal reserve bank ever pay it out, except in the cir­
cumstance where a note holder came and said, “ I want this note 
paid in gold.” He might have some particular reason for wanting 
gold in that case.

Senator M cL e a n . Pardon me, you said “ gold note” ; you meant 
“ gold coin,” did you not?

Mr. W e x l e r . Yes, sir; nobody would pay out a gold coin except 
in instances where the holder of th« note had some very particular 
reason for asking for it.
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Senator R e e d . What you mean is this: That whenever a $20 gold 
piece came into the bank the bank would inevitably drop that mto 
the bottom of its vault and never pay it out unless somebody came 
up and absolutely demanded payment in gold?

Mr. W e x l e r . That is the idea exactly.
Senator R e e d . Of course if there was any real financial fright or 

scare which came over the country------
Mr. W e x l e r . Yes.

. Senator R e e d  (continuing). You would have a good many people 
at the windows wanting the gold ?

Mr. W e x l e r . Yes.
Senator R e e d . N o w , if the faith and credit of this big institution  

ever becam e seriously impaired, it m ight have to get up gold very  
quickly, m ight it not ?

Mr. W e x l e r . Well, of course, if the people lost confidence in the 
note issue and everybody came to the window and demanded the 
amount in gold, it would require a general liquidation of credit of all 
the notes of everybody which the bank had, and the system would 
break down. But that has not been the experience of any other 
country. As I said yesterday, the Bank of France had no difficulty 
in paying gold when the Prussian Army was camping in the streets 
of Paris.

Senator R e e d . N o w , just as to that matter of illustration—you 
want to settle this question right, you bankers, do you not ?

Mr. W e x l e r . Yes.
Senator R e e d . Y ou are more interested than anybody else, and I  

hope that we also want to settle it right. Do you think, now, that, 
fairly speaking, we are absolutely safe in assuming that European 
nations—that their experience can be taken as a safe and conclusive 
precedent for our country ?

Mr. W e x l e r . I think with modifications it can.
Senator R e e d . N ow , let me suggest to you, for instance, that the 

State of Missouri is two-thirds as large as Germany, and it is two- 
thirds as large as France. You could take France and Great Britain 
and Germany—I have not figured it up, but I think you can— and 
drop them down in the State of Texas and still have some territory 
left. When I say “ England/7 of course I mean England, Scotland, 
and Wales. I merely mean by that to call your attention to the fact 
of the difference in territory. Then, I want to call your mind to the 
fact of the difference of the density of population, the great disparity 
there is between the population here and there; then I want to call your 
attention to the fact that the trade there is in settled channels, very 
much more so than are conditions here; that the country is not ex­
panding its energies and its industries as it is here; that you are not 
developing a new country; that the speculative feature which enters 
into our life is necessarily largely absent there, because the specula­
tive period has been long since past—I mean by that that speculation 
which is based upon new development. Taking all those things into 
consideration, is it safe to assume that because a plan works in Europe 
that it will necessarily work here ?

Mr. W e x l e r . Senator, I am absolutely certain it will work here; 
and, as far as the speculation in Europe is concerned, while they have 
not the new development in which to speculate in their own country, 
they speculate in the development of every country on the face of tne
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earth. They speculate in our development; they speculate in the devel­
opment of Africa, Asia, and South America, and everywhere else. As 
far as expansion is concerned, trade in Germany has expanded in the 
last 20 years more rapidly than here, and yet the Imperial Bank of 
Germany meets that requirement there. There may have been a little 
tightening of the rates; and there is no doubt in the minds of anyone 
who has given this subject serious study but what the adaptation of 
the better systems of Europe, with some changes to meet our 
requirements, will work to perfection in this country.

Senator R e e d . I want to pass to another matter. Of course, when 
you tell me that you bankers have figured out a plan, and that from 
your own judgment you think that that plan will work, that has a 
very great weight with me; but if you base it upon the experience of 
Europe, while 1 think that is valuable, I can not agree with you that 
it is conclusive, because they do not do things over there in the way 
that we do. They are not in the habit of going out on the bald 
prairie and building a city of 50,000 people in 10 years; they do hot 
do much of that, and I think that makes a difference.

Mr. W e x l e r . We have only taken their experience as a guide to 
our judgment in the matter.

Senator R e e d . Y ou said the second difficulty is that there is no 
place of rediscount to which a bank which has exhausted its own 
credit facilities can go. In a word, I take it you mean this: That 
every obligation the bank owes to its depositors is payable on demand, 
and it can not realize under the present system upon its assets quick 
enough to meet that demand. That is the idea ?

Mr. W e x l e r . When that demand, of course, comes all at one 
time.

Senator R e e d . That is the possible demand ?
Mr. W e x l e r . The possible and extraordinary demand.
Senator R e e d . I s it not true that if that one difficulty should be 

removed that we would never have another general panic ? I am not 
speaking about hard times now. I am distinguishmg between hard 
times, close times, tight times, and a panic.

Mr. W e x l e r . Well, we would never have a panic, in my opinion, 
arising from the same condition as the last two panics, we have had.

Senator R e e d . Could it arise from anything— a genuine panic ?
Mr. W e x l e r . I can not conceive how a general panic could arise 

where the banks could not pay out to the people money that they 
could use to make their general purchases with, but I do not believe 
that there could ever be a perfect, complete panacea against the 
folly of mankind. I do not think it is possible to create anything 
of that kind, and you might, after a period of terrific expansion, 
wild and extravagant living, perhaps great speculation, where the 
saving classes, instead of being thrifty and saving, had plunged their 
money into mines and dozens of things of that kind, similar to the con­
ditions which existed when John Law operated in France in the last 
century. You might have from such causes a panic, but that has 
nothing to do with a case of this kind. To say that you could never 
have a panic, I would not care to make that bald statement.

Senator R e e d . I was trying to get a starting point.
Mr. W e x l e r . Yes.
Senator R e e d . If your bank had $10,000,000 of deposits and you 

had been doing a sound, safe banking business, so that your
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$10,000,000 wag worth approximately $10,000,000, and in addition 
to  that you have the stock of your bank, the double liability of your 
stockholders, the good wiU of your bank and all that—nobody could 
close your doors, if you could take those assets and go across the 
street and bring back $10,000,000 of money?

Mr. W e x l e r . That is correct.
Senator R e e d . And every* other bank situated as you are, if it 

had a place to go, and meet all demands, would not its doors close ?
Mr. W e x l e r . That is correct.
Senator R e e d . And it would not be 10 minutes after they began 

to get their money out until they would begin to put it back, and, 
if you could arrive at that condition, would it not mean the end of 
any real panic ?

Mr. W e x l e r . Yes, it would.
Senator R e e d . What are the things and conditions which would 

bring about this sort of situation: A large bank or two large banks 
in ifew York City close their doors. What makes that crash, so 
that the demands began to be made on banks all over the country, 
and then banks have to close their doors—what causes that ?

Mr. W e x l e r . That is caused by the fact being advertised. The 
two banks were heretofore considered perhaps safe, but have been 
compelled to close their doors, and the individual here and there 
begins to feel afraid of the money he has in his own bank, and he be­
gins to talk to his neighbor:

Did you hear about those two banks failing in. New York? I wonder if such and 
such a Dank is all right.

And the whisper goes along, and you find these men presently 
appearing at your window with checlcs and they take the money 
home and put it in a stocking or rent a safety deposit box, and 
they are gradually taking your reserve money out. Then you 
look at your statements and you find that instead of having a 25 
per cent reserve, which is the figure which the law requires to be 
carried, that you are down to 23 per cent, and maybe the next day 
down to 22 per cent, and the next 21 per cent, and that begins to 
be known and reflected in the weekly published bank statement, 
and then further fear takes place, and further withdrawals, and if 
everybody comes to get their money and you have no place to go 
to replenish it, why, of course, you have to close your doors. That 
is the way a panic works.

Senator R e e d . Is there any difficulty that the bank suffers under 
in addition to that? I mean, I am directing your attention to just 
what I have in mind—to what extent does the fact that banks deposit 
with each other affect the ability of a bank to meet these extraordmary 
demands which may be made ?

Mr. W e x l e r . Y ou understand that we have three classes of 
banks— the banks in the central reserve cities. They carry all of 
their reserve in cash in their vaults.

Senator N e l s o n . They are supposed to.
Senator R e e d . They do. The law requires them to do it, and 

their published statement shows it. Oh, except that it may fluctuate 
a half point up or down.

We nave only three reserve cities now.

8 8  BANKING AND CURRENCY.
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Mr. W e x l e r . New York, Chicago, and St. Louis are central reserve 
cities, and then we have reserve cities, of which class the city in which 
1 live is one.

Senator R e e d . Y ou have a large number of those?
Mr. W e x l e r . A large number.
Senator R e e d . Probably 20 or 30?
Mr. W e x l e r . Forty-eight now, and we are only required to carry 

one-half of our reserve in cash, and the other half we may carry with 
these three reserve cities. In the operation of our business it is 
necessary for us to carry a certain amount of money in these cities, 
whether we wanted to or not, even if there was not this reserve re­
quirement.

(At this point the committee took a recess of 10 minutes, after 
which the following proceedings were had:)

Mr. W e x l e r . Might I  be permitted to say a word? There are a 
number of gentlemen who have been designated to study and speak 
upon the points which Senator Reed and others are asking me about, 
and I feel that I am monopolizing the opportunity, and I feel very 
much as if I might be excused. There are others present who can 
answer these questions as well or better than I can, and who have 
written and studied a great deal upon the verv point vou are raising 
now.

Senator H it c h c o c k . One trouble is that we do not know in advance 
what the subjects are—if they could be given to us we would know.

Senator P o m e r e n e . Mr. Chairman, I  want to suggest that it is 
possible there may be a difference of opinion among these gentlemen 
on the different subjects.

Mr. W e x l e r . I am glad to say we are a unit.
Senator P o m e r e n e . If there are a half a dozen men engaged in one 

kind of business who are a unit on everything, I have never come in 
contact with it, and I think it is very illuminating to get the views of 
all these men.

Senator Sh a f r o t h . If the gentleman is willing to return to the 
stand at any time—I want to ask some more questions, because he is 
answering some of them very clearly.

Mr. W e x l e r . I will be perfectly willing and glad to remain on the 
stand.

The Ch a ir m a n . What is the pleasure of the committee?
Senator H itc h c o c k . I move that Senator Reed conclude his 

examination, and that any others then desiring to ask Mr. Wexler 
questions have the opportunity.

(The motion was carried.)
Senator R e e d . I want to say bv way of explanation that I find 

it very difficult to follow any line oi thought out, as long as about the 
time we get to the point it has to shift to another gentleman. These 
men are all experts in their line, and I would like to have all their 
views, just as Senator Pomerene has suggested. Besides, each man 
states a thing in a different way, and sometimes that tends to eluci­
date matters.

You had just concluded stating that the central reserve banks 
actually keep their reserve in cash on hand ?

Mr. W e x l e r . Yes, sir.
Senator R e e d . H ow  much reserve do they keep ?
Mr. W e x l e r . Twenty-five per cent of their demand liabilities.
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Senator R e e d . And they count nothing as a reserve which they 
have put into any other bank ?

Mr. W e x l e r . frothing at all.
Senator R e e d . So that under the present scheme we start out with 

the fact that there are three central reserve banks—one in St. Louis, 
one in Chicago, and one in New York—which have a reserve of 25 
per cent of their deposits ?

Mr. W e x l e r . Yes, sir.
Senator N e l s o n . It is not one bank in each place ?
Mr. W e x l e r . All banks.
Senator N e l s o n . It is the banks in these places ?
Mr. W e x l e r . All national banks.
Senator R e e d . All those national banks ?
Mr. W e x l e r . In those cities.
Senator R e e d . Can you tell me, without stopping to refer to any 

documents, about what the reserves of those three cities run on the 
average ?

Mr. W e x l e r . I think it is about $400,000,000— $400,000,000 to 
. $450,000,000.

Senator N e l s o n . Measured by their deposits ?
Mr. W e x l e r . Measured b y  their deposits.
Senator R e e d . I know that. Say $400,000,000. Then that 

would mean that they had deposits of------
Mr. W e x l e r . $1,800,000,000; four times $400,000,000 would be 

$1,600,000,000. I said $400,000,000 to $450,000,000. The correct 
amount is $1,800,000,000 of deposits if they have $450,000,000 of 
reserves.

Senator R e e d . Of course, if there was a run on banks, as soon 
as $400,000,000 was drawn out, when they had drawn down to the 
limit------

Senator Sh a f r o t h . The reserves, according to the report of the 
Comptroller of the Currency, June 4, 1913, amounted in those reserve 
cities to $486,468,614.26. That is the total.

Mr. W e x l e r . That is not correct. The figures I have here of the 
deposit in central cities is $1,800,000,000, which would require 
$450,000,000 of reserves. I think that is nearer correct

Senator N e l s o n . Mr. Wexler, do they not get credit for the 5 per 
cent collection on future bills ? .

Mr. W e x l e r . Yes.
Senator N e l s o n . That is deducted from it?
Mr. W e x l e r . From it.
Senator R e e d . I did not get your question, Senator—on which 

they get credit of 5 per cent of the 25 per cent redemption fund 
deposit deposited for bills.

Mr. W e x l e r . That is the only money they are allowed to keep 
outside of their vaults— the 5 per cent for redeeming notes, deposited 
in the United States Treasury.

Senator R e e d . That is for redeeming notes ?
Mr. W e x l e r . Yes, sir.
Senator R e e d . So that you really have 20 per cent ?
Senator N e l s o n . N o, no; that is 5 per cent on circulation, while 

the other is 25 per cent on the profits.
Mr. W e x l e r . Five per cent for outstanding circulation at the 

time.
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Senator R e e d . The ordinary bank keeps how much cash in its 
vault ?

Mr. W e x l e r . The reserve city banks, or the next class—have 
deposits aggregating $1,900,000,000. They are required to carry 
25 per cent reserve, of which one-half must be in cash and the other 
hall they may keep in any one or in all of the three central reserve 
cities.

Senator R e e d .  S o  that they can keep in Chicago and N e w  York 
and St. Louis 12  ̂per cent of their deposits and count it as a reserve?

Mr. W e x l e r .  Y es.
Senator R e e d .  Then there is another class of bankers ?
Mr. W e x l e r . A class known as country banks. They carry 

deposits of $3,400,000,000, or nearly twice as much as the two others 
combined. They are required to carry 15 per cent.

Senator P o m e r e n e .  Not twice as much?
Mr. W e x l e r . Nearly twice.
Senator P o m e r e n e .  As m u c h ?
Mr. W e x l e r .  A s  much. The other two have $3,700,000,000, and 

the country banks have $3,400,000,000.
Senator P o m e r e n e . Y ou  stated twice as much.
Mr. W e x l e r . Oh, no. I  beg pardon— I  should have said as much 

as the two others combined.
Senator R e e d .  The 15 per cent that they are required to keep, 

how much of that is kept in vaults ?
Mr. W e x l e r . Six per cent of it must be kept in cash; the other 

9 per cent of it may be carried either with the banks in the reserve 
cities or in the central reserve cities.

Senator N e l so n . And in each of those cases the 5 per cent on 
circulation is credit?

Mr. W e x l e r .  Is credit—a deduction from the total reserve 
requirement.

Senator N e l so n . Both as to the reserve cities and country banks ?
Senator R e e d .  That makes a system like this, as I  understand it: 

If a bank in Oklahoma had $1,000,000 of deposits, it would have to 
have $150,000 of reserve, of which it would have in its own vaults------

Mr. W e x l e r  (interposing). $60,000.
Senator R e e d .  $60,000; and it would have deposited either in 

Kansas City—it might deposit it all in Kansas City, but how much 
would it have to have there?

M r. W e x l e r .  It would h a v e  to h a v e  $90 ,000 .
Senator R e e d .  That becomes a deposit of the Kansas City bank?
Mr. W e x l e r .  Yes, sir.
Senator R e e d .  Then the Kansas City bank can keep of that 

$90,000 in its vaults------
M r. W e x l e r . O n e -h a lf, or  $45 ,000 .
Senator R e e d .  $45,000; no.
Mr. W e x l e r .  One-half of the $90,000—no, no; I beg your pardon. 

Against the $90,000 it would have to carry a reserve of 25 per cent, 
which would be $22,500. It would carry one-half, or $11,250, in 
cash and $11,250 either in Chicago, New York, or St. Louis.

Senator R e e d .  H o w  much does that leave us? You can figure 
quicker than I can.

Mr. W e x l e r . H ow  much where?
9328°— S. Doc. 232, 63-1—vol 1------7
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Senator R e e d . Of this $90,000 sent up there by the bank in 
Oklahoma ?

Mr. W e x l e r . $67,500, taking out $22,500 of reserve.
Senator R e e d . I do not want to take it all out. I want to take 

out what they kept cash.
Mr. W e x l e r . Yes. Well, we keep out $77,750.
Senator R e e d . It sends that down to Mr. Wade’s bank.
Mr. W e x l e r . It sends $11,250.
Senator R e e d . It sends all that it has got down to Mr. Wade's 

bank.
Mr. W e x l e r . H ow  do you mean “ a ll,”  Senator?
Senator R e e d . We started out with $150,000 in the Oklahoma 

bank?
Mr. W e x l e r . Yes.
Senator R e e d . The Oklahoma bank had reserved in its own vault 

of that $150,000, $60,000?
Mr. W e x l e r . Yes.
Senator R e e d . And sends------
Mr. W e x l e r . $90,000 to Kansas City.
Senator R e e d . And sends $90,000 to Kansas City. The Kansas 

City bank holds as a reserve against that------
Mr. W e x l e r . $22,500.
Senator R e e d . Only half of that.
Mr. W e x l e r . All right; $11,250.
Senator R e e d . And that leaves us ?
Mr. W e x l e r . That leaves us $77,750.
Senator R e e d . Yes. That is put with Mr. Wade’s bank in St. 

Louis. Mr. Wade can take that and take his reserve out of that and 
send it to Chicago if he wants to, can he not, or send it to another 
bank in St. Louis ?

Mr. W e x l e r . But it is not doing him any good to do it. His 
reserve only counts if he has it in his vaults. If he sends it to another 
bank he can not count it. He must have the reserve of 25 per cent, 
in addition to whatever he may have in another bank.

Senator R e e d . When it gets to Mr. Wade the chain is broken?
Mr. W e x l e r . It is broken; it stops; you have reached the ulti­

mate.
Senator N e l s o n . Y ou understand, Senator Reed, that when the 

$90,000 of the Oklahoma bank comes to the Kansas City bank it 
swells the deposits of that bank to that extent ?

Senator R e e d . Exactly. I have been accounting for that. When 
it gets to Mr. Wade’s bank he has to keep 25 per cent of it?

Mr. W e x l e r . Yes.
Senator R e e d . And then he can take the 75 per cent that is left 

and deposit it in Chicago ?
Mr. W e x l e r . It will not do him any good if he does deposit it in 

Chicago. There is nothing to prevent him from depositing it where 
he pleases.

Senator R e e d . If he wants to loan it to Chicago, he can do that $
Mr. W e x l e r . He must keep 25 per cent cash.
Senator R e e d . The only difference is that the amount of reserve 

becomes greater when it gets to him. The Chicago bank in turu 
can take out the reserve and send the balance to New York?

Mr. W e x l e r . If it chooses to.
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Senator R e e d . A s a loan or in any other way it wants to ?
Mr. W e x l e e . Senator, there is one mistake in your proposition. 

You have calculated that the Kansas City bank would send to Mr. 
Wade all of the money in excess of the 12 J per cent that he is required 
to keep in cash in his own vaults. As a matter of fact, it would only 
send down there the 12J per cent of the $90,000.

Senator R e e d . Why?
Mr. W e x l e e . Because that is the amount of the reserve which it 

must carry against that deposit of that $90,000 from Oklahoma. 
The rest of the money it would loan out in Kansas City.

Senator R e e d . I am talking about what it could do in loaning to 
other banks. I am not talking about the necessity of deposits, but 
what I am asking now is to what extent the banks do pass money 
from one to another in that way. Is it practiced large y ?

Mr. W e x l e e . I will explain that to you. Let us take our own 
case. We have a reserve of about 2 J millions cash in our vaults and 
2\ million dollars with the reserve agents in Chicago, New York, or 
St. Louis. We carry that in those three cities, because they are 
our legal reserve centers and because we get demands from people 
who have bought goods in St. Louis for exchange on St. Louis, ex­
change on New York or Chicago. The bills of exchange we buy on 
foreign countries we sell in New York where the demand exists for 
such exchange. The money gradually comes to these centers, be­
cause they are the natural channels of trade through which the 
money of the country drifts. In addition to that, we will carry some 
money in Louisville, Cincinnati, Baltimore, Philadelphia, Kansas 
City, and various other cities, to which our funds drift in the natural 
course of business, and upon which we need exchange, and this is in 
addition to the reserve requirement, because what we have in those 
last-named cities we can not count as legal reserve. The lending 
on our part to banks is only to those banks in our immediate vicinity 
who carry accounts with us. If a bank, for instance, in the city of 
Vicksburg, Miss., does business with our bank and it needs accommo­
dation in the fall, we loan to that bank.

The Ch a ir m a n . The stenographer will please make a note that that 
$150,000 required on the deposit of $1,000,000 would take $60,000 in 
their own vaults as a minimum, $11,250 as a minimum in Kansas 
City, $2,812.50 in St. Louis, making a total of 7 ^  per cent minimum 
out of the 15 per cent required by statute.

Senator R e e d . Could you tell me to what extent the banks do 
deposit their reserve with other banks ?

Mr. W e x l e r . Do I think it is advisable ?
Senator R e e d . N o ; I say, can you tell me to what extent that 

is done ?
Mr. W e x le e .  To what extent do the banks deposit their reserves 

with other banks ?
Senator R e e d . Yes.
Mr. W e x l e e . In the exact amount that the law requires, together 

with such additional reserve as particular banks may think it neces­
sary for them to carry for safety.

Senator R e e d . I do not know whether you quite caught me or 
whether I quite catch you. A country bank is required to carry a 
certain per cent in its vaults, and it may carry the rest of its reserve 
in another bank?
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Mr. W e x l e r . Y es.
Senator R e e d . I am not asking whether it complies with the law 

and keeps the 6 per cent in its own vaults. To wnat extent does it 
deposit that part of the reserve in other banks which it is permitted 
to so deposit ?

Mr. W e x l e r . All of it. It may keep it in cash; The general 
rule is to carry the nine-fifteenths required to be carried by country 
banks in addition to the six-fifteenths in cash in other banks in 
reserve cities.

Senator N e l s o n . But the country bank may keep the whole in 
its own vaults ?

Mr. W e x l e r . It m ay.
Senator R e e d . But I understand, as a matter of fact, it generally 

does not.
Mr. W e x l e r . Generally it does not.
Senator R e e d . And generally all banks avail themselves of the 

privilege of depositing that part of their surplus with other banks 
which the law allows them to so deposit.

Senator H it c h c o c k . Senator Reed, it is time to put in the record 
the fact that the statement shows that the bank deposits of the 
national banks consist of $6,000,000,000 individual deposits and 
$2,000,000,000 bank deposits; about one-fourth of all their deposits 
are bank deposits.

Senator R e e d . That, of course, includes, Senator Hitchcock, not 
only the reserves which they transfer from one to the other, but such 
other deposits as they see fit.

Senator H it c h c o c k . National banks, their total individual de­
posits are $6,000,000,000 (about) and their total bank deposits from 
other banks are $2,000,000,000.

Senator R e e d . In other words, the reserve and also other deposits. 
[To the witness.] I am now about to ask you this question—if 
Senator Hitchcock will let me have his figures I will be obliged: What 
degree of peril is added in the case of a panic, if any peril is added, by 
virtue of the fact that these reserves are in part deposited with other 
banks and other moneys, so that about one-fourth of the moneys in 
the banks are deposited with other banks ?

Mr. W e x l e r . The question is to what extent that adds to a 
panicky condition in time of stress ?

Senator R e e d . In case there is a panic started, to what extent 
does it accentuate the other ?

Mr. W e x l e r . Well, when the entire system breaks down and banks 
throughout the country at large can not pay currency, as happened 
in 1907 when we had to resort to an illegal practice of issuing clearing 
house certificates, why, the fact that you have not that money in 
your own vault and have it in various banks throughout the country, 
naturally militates against your ability to pay out cash just to the 
extent of that portion which is not in your vaults, and which is in 
other banks.

Senator R e e d . In other words, if there was $1,000,000 started in 
Oklahoma and part of it went to Kansas City and to St. Louis, and 
part of it went to Chicago and finally part of it went to New York, 
if you tied that money up in New York, you would tie up that chain 
of banks to the extent of the money so held ?
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Mr. W e x l e r . The percentage that finally finds its way, however, 
to central reserve cities, as you have observed in here, is a quite small 
part of the total.

Senator R e e d . But, I  say to the extent------
Mr. W e x l e r . T o whatever extent that may be. If you needed 

the actual currency and you had it in New York and could not get 
it, your ability to pay it out would be impaired just to that extent.

Senator R e e d . In reference to the panic of 1907—just a word on 
this point, not to go into it generally—was not the fact that the 
banks were largely tied together by their business relations and their 
interdeposits—I presume I may use that term—responsible for the 
forcing of the suspension of payment by the banks generally through­
out the other portions of the country? Was not that largely re­
sponsible ?

Mr. W e x l e r . Well, it is a good deal like a doctor diagnosing a 
case of sickness, Senator. When an attack comes on it is very hard 
to diagnose the original cause of the disease and its inception. There 
is a great deal of diversity of opinion about it. Of course, the first 
radical reduction in reserves exhibited itself in the New York bank 
statement, and that attracted the attention of the whole country to 
the condition in New York. The moment we all saw that condition, 
we had to draw our money out of New York in order to intrench 
ourselves, and in doing so we further weakened New York, so that we 
contributed in a sense to the acute condition that existed in New York. 
Our country bank correspondents, when they found that we were 
drawing our money out of New York with a view of strengthening 
ourselves, turned around and drew it out of us to strengthen them­
selves. So that the whole system broke down because of its 
inefficiency.

Senator R e e d . And finally ended with the fellow with the stocking.
Mr. W e x l e r . With what ?
Senator R e e d . Ended with the gentleman with the stocking— the 

man that was going to get the money out and put it in his stocking.
Mr. W e x l e r . It finally went to the individual who took it out of 

the bank and put it in his stocking. That was what created the panic. 
So that we all finally contributed to the acute condition that existed.

Senator R e e d . So that it must be true that this practice of banks 
carrying large deposits with other banks is an element of danger in 
the present system ?

Mr. W e x l e r . In the present system; yes.
Senator R e e d . That is what I am trying to get at—the difficulties 

of the present system. Still keeping away from this bill.
Mr. W e x l e r . For the reason that, Senator Reed, the New York 

bank has no place to go and get this money when called upon for it, 
having no privilege of rediscount.

Senator R e e d . Suppose that the New York bank had a place it 
could go and get this money. That would pretty nearly solve the 
difficulty, would it not ?

Mr. W e x l e r . Absolutely.
Senator R e e d . But you do not think if he could go and get it down 

here out of the Treasury that that would do much good ?
Mr. W e x l e r . N o , sir; it would not. It is too cumbersome.
Senator R e e d . Why not ?
Mr. W e x l e r . In the first place------
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Senator R e e d . I'm talking about—following the present method— 1 
a condition of affairs where he could walk right down to the Federal 
Treasury, promptly, and get the help. Would it not then be able to 
meet this condition ?

Mr. W e x l e r . Yes; if the central Federal Treasury had the money 
and the Federal Treasury had the machinery for passing upon these 
loans, and was willing to make the loans at that time promptly—  
immediately upon the minute—why, of course, it would answer the 
purpose.

Senator R e e d . Very well. I understand, of course, that you are 
talking about any plan that can be worked out. I am trying to get at 
the principle now. The whole difficulty, then, simply lies, as far as 
panics are concerned, in the inability of the great banks of the great 
centers to get money for their assets and get it quick ?

Mr. W e x l e r . Yes.
Senator R e e d . I thank you for that.
You have already, I think, answered the third proposition, in which 

you said that the third difficulty was that the entire reserves were scat­
tered in the various banks, and you thought that they ought to be 
gathered into one common reservoir; and I do not care to press that 
further at this time. I am-taking too much time, anyway.

Just one other matter, in regard to rates of interest: I believe you 
have stated that money goes to New York and to Chicago and to St. 
Louis and other large cities because it is following the demands of trade 
and commerce. Do you think, therefore, that the real laws of trade 
must be considered in that respect ?

Mr. W e x l e r . Undoubtedly.
Senator R e e d . I want to get your views as to whether or not a 

similar law does not apply to the question of interest charges—that is 
to say, we find that you can get a greater rate of interest on money in a 
new State. I have always found that it was not so much on account 
of the risk as on account of the fact that the man who borrowed the 
money had a better chance to make money probably than he did in 
older places. Is not that the situation?

Mr. W e x l e r . I do not think it is, Senator. I think the higher 
rate paid in the newer State is due to the less liquid character of the 
security. It may be just as good. A man may have a vast tract of 
timber ; that is an excellent asset, yet it may not find a ready market. 
You will find that the higher rate is paid on account of two 
things: One the risk, and the other the liquid condition of the collat­
eral—how readily the money can be collected and converted back 
into cash. In new States— and largely in the Southern and Western 
States— our collateral is not as liquid as the collateral in the New 
England and Eastern States.

Senator R e e d . I know. You have been so manifestly fair all 
through this interrogation, and I want to ask you a little further. 
A man out in a Western State perceives an opportunity to invest in 
something and make 100 per cent. Is not he more willing to pay a 
higher rate of interest, and do you not think that cuts some figure 
in the matter?

Mr. W e x l e r . I think it does. He is more willing to pay a higher 
rate and he ought to pay a higher rate. What would just be the class 
of thing that you have in your mind upon which he sees an opportu­
nity of making 100 per cent ? Might it be the boring of an oil well,
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might it be the buying of a piece of timber, or the erection of a saw­
mill or stave factory or an ice plant, or many things that new coun­
tries require, which is more or less fixed capital, not credit ? He puts 
the money in with the idea of making a big profit out of it or selling 
it to somebody else. He could not make 100 per cent by the opera­
tion of any one of those plants. Therefore it is more or less fixed 
capital that has to go in for a long time, and his judgment may be 
correct, and he should pay a higher rate, and that class of securi­
ties should never go into the central bank as a basis of a note circu­
lation.

Senator R e e d . D o you think the same conditions that make it 
possible for this man to invest in the class of business ventures you 
have spoken of has its effect all along the line— the wages of men 
are higher, the profits on goods sold are higher, and do you not think 
that has something to do now with the building of the bank, and 
consequently the ability of the bank to ask more ?

Mr. W e x l e r . Senator, I do. You are entirely correct that that 
employs labor and pays out wages and makes business better, but 
whenever the investment in enterprises of the character to which you 
refer is widespread and general and upon credit—that is, that the man 
who makes the investment has not his own money in the bank that 
he can use— that is what we class dangerous expansion, when he 
goes to borrow for such purposes, and that is what really brings about 
a panic, when we go too fast in investments of that kind.

Senator R e e d . That is illuminating, but a little aside from the 
thought I have. I am directing your attention to this, whether it 
would not violate these—I will call them “ natural” conditions for the 
want of a better term—if we had one fixed rate of interest, the same 
for New York that you would have for Portland, Oreg., the same 
for Boston that you had for Seattle or San Francisco, are you not 
there trying to fix an iron rule and fastening upon conditions that 
are widely variable and where the unobstructed laws of trade have 
already met the varying conditions by varying rates of interest ?

Mr. W e x l e r . N o, for this reason, that the central bank or a Fed­
eral reserve board controlling the regional banks would have no 
control over the rate of interest which the individual National and 
State bank would charge. It has nothing to do with it. It simply 
makes the rate at which it gives rediscount for the various banks. 
If John Smith should contemplate an enterprise of the nature that 
you refer to and wanted to borrow the money, he could not go to the 
regional bank, because he could not trade with it. He would go to 
the bank located in his town, and that bank would charge him a rate 
commensurate with the liquid character of his collateral and upon 
the risk. That rate he would have to pay, and that would have no 
regard to any rate -fixed by the Federal reserve board. After the 
bank got that collateral it would have to know that it had the money 
to take care of it for the full length of time that it had loaned, because 
it is not of the character that he could go and rediscount that paper, 
even with its own indorsement, in the Federal reserve bank.

Senator R e e d . Why not ?
Mr. W e x l e r . Because it would not be permitted.
Senator R e e d . Suppose it is a merchant. I  will take that.
Mr. W e x l e r . All right, take that.
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Senator R e e d . We will say that the natural rate of interest in the 
East is 5 per cent. The present rate in the West, let us say, is 7 per 
cent. You establish this system, and your central bank says to its 
branches, or the Federal reserve board up here says to the Federal 
reserve banks, “ We loan you money at, say, 3 per cent.” Your bank 
out West would get its money at 5 per cent, and still continue, you 
think, to charge the same rate of interest to its customers ?

Mr. W e x l e r . No, I think the rate of interest on this class of paper 
would decline. I believe the public would be served to better 
advantage and at lower rates on liquid commercial paper than it is 
being served at the present time; it would be an advantage to the 
whole country.

Senator R e e d . If the rates came down on liquid commercial 
paper, that would necessarily, at least indirectly, affect the rates on 
all paper, would it not ?

Mr. W e x l e r . I do not think it would.
Senator R e e d . Y ou do not think it would at all?
Mr. W e x l e r . No, sir. I  have seen a condition where you could 

rediscount good commercial paper at 4 per cent in New York in 
banks and through commercial note brokers, when a railroad would 
have to pay 7, 8, or 9 per cent in order to get money—a good railroad 
corporation.

Senator R e e d . Y ou say the bank would be able, although it got 
money at, say, 3 per cent, to nevertheless charge the customer in 
these western places 6 or 7 or 8 or 9 per cent, as the case might be; 
in other wordŝ  charging whatever they saw fit, limited, of course, 
by his disposition to pay?

Mr. W e x l e r . Yes, sir.
Senator R e e d . If there was only one bank in his community he 

would have to pay what they fixed, would he not?
Mr. W e x l e r . That is what he has to do now; but he could get in 

his buggy or automobile and go to the next town 10 miles away and 
get a little competition on his loan.

Senator R e e d . He could do that now.
Mr. W e x l e r . Yes.
Senator R e e d . But if you had one central bank and it had its 

branches in every city and town, I believe you said every national 
bank would join it and practically every other bank would join it, 
and if this man left his town and went across the country 10 miles 
to the other town he would be dealing with the same gentlemen, in 
fact, that he was dealing with in his own town ?

Mr. W e x l e r . Senator, he would not. You are confounding in 
your mind the Federal reserve bank or the branch of a central bank 
with the 23,000 to 25,000 State and national banks throughout the 
country who are merely subscribers. The competition amongst us 
as general bankers is extremely keen, and what makes the rates 
to-day? It is the competition that exists between bankers. If a 
man comes to me and wants to borrow, I do not ring up and ask 
every other banker, “ Has he been to you?”

Senator R e e d . I understand that. As it appears to-day you bid 
for the borrower.

Mr. W e x l e r . We give him the prevailing rate of interest upon 
loans of that character.
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Senator R e e d . If he is jiot satisfied with you he comes to me ?
Mr. W e x l e r .  Exactly.
Senator R e e d . The result is there is competition.
Mr. W e x l e r .  There is competition.
Senator R e e d . If you have one central bank and that central 

bank has its branches, and all banks in order to avail themselves of 
its help must be members of it, then I want to know why there 
would not be one rate of interest fixed clear down to the customer.

Mr. W e x l e r .  Because-------
Senator R ee d . Inevitably.
Mr. W e x l e r . Not at all. There would be absolutely no more 

relation between the individual banking institution then than there is 
to-day. They would simply be subscribers of one central reservoir 
of credit with which they could discount liquid commercial paper, 
but the remainder of the resources which they could not rediscount 
and their discounting privilege would be governed to some extent by 
the lending ability. Under the reserve bank system or the central 
bank with branches there would be the same competition that there 
is to-day.

Senator R e e d . I understand you to say------
Senator N e l s o n . Let me interrupt you. I  think that you have 

overlooked the fact that it is only banks that can be customers either 
to discount or to deposit with these national reserve banks, and they 
can not deal with individuals.

Senator R e e d . I am not talking about the national reserve bank 
now at all. I am talking about this suggested plan with one central 
bank with numerous branches. Suppose that is established, and it 
has its numerous branches. I asked the question of Mr. Forgan, I 
think—I may be in error, if I am I apologize—whether or not that 
would not compel all banks ultimately to become members of the 
general system, and I understood him to say it would.

Mr. W e x l e r . I think it would have the effect—the privileges 
should be so great that they would all want to join the general system.

Senator R ee d . Suppose that is established, and it has its numerous 
branches; I asked the question, I think, of Mr. Forgan— I may be in 
error, if I am I apologize— whether or not that would compel all banks 
ultimately to become members of the general system. I understood 
him to say that it would.

Mr. W e x l e r . I think it would have to be so. The advantages 
would be so great that we would all want to join the general system.

Senator R e e d . Under that scheme which is suggested, what would 
be your relations to the great central bank with its numerous branches ?

Mr. W e x l e r . What would be our relations with the central bank 
located in Washington in connection with the banks in New Orleans ? 
I would be a subscriber to the stock of the central bank and a depos­
itor in the branch in New Orleans. My general customers doing busi­
ness with me to-day would continue to do business just as heretofore 
and would not know of the existence of this branch.

Senator R e e d . The New Orleans bank would rediscount at a rate 
of interest upon which to loan money to you and everybody else ?

Mr. W e x l e r .  To me and every other bank.
Senator R e e d . That is what I mean. We will say they fix that 

rate of interest at 4 per cent.
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Senator Cr a w f o r d . Senator Reed, pardon me, but would it 
include every  other bank?

Senator R e e d . If they all subscribed, and I think they all would 
have to.

Mr. W e x l e r . All right, now, we have that condition.
Senator R e e d . Your advantage in belonging to that system is that 

you can go and rediscount your customers’ paper ?
Mr. W e x l e r . That is it.
Senator R e e d . The first thing necessary, therefore, is that your 

paper shall be of such character that it will be passed by the central 
reserve bank ?

Mr. W e x l e r . Yes.
Senator R e e d . Therefore is it not only possible, but is it not 

inevitable that the central bank would prescribe the kind of banking 
you should do in order that you should be a safe bank ?
Mr. W e x l e r .  N o ; no more so than the comptroller’s department at 

the present time prescribes the class of banking I can do.
Senator R e e d . But the comptroller’s department at the present 

time does not have to let you have money.
Mr. W e x l e r .  N o ; but it prescribes the kind of business I can do.
Senator R e e d . Let us see how it will work out. We might dis­

cover that it would be a bad thing for banking, and we might discover 
that it would be a bad thing for the country. I know the bankers 
do not want to hurt the country.

Mr. W e x l e r .  N o, sir; we do not.
Senator R e e d . Would not the central bank necessarily say in the 

end to you:
We think you are paying too much interest on deposits; when we loan your bank 

money we do not want this kind of collateral; we want a good bank back of the col­
lateral.

Would they not in that way, by suggestion, if not by command, 
influence the rate of interest paid upon deposits ?

Mr. W e x l e r . I do not think so, sir. I think that the Federal 
reserve bank located in New Orleans would simply act in its relations 
with me in this capacity: We would be a subscriber to it, and the gen­
eral borrowing public would have no relations whatever with the Fed­
eral reserve bank. It would have its relations with me.

A wholesale dry-goods man, for instance, would come to me. He is 
in good credit, and he can sell his paper on the markets of the coun­
try, and he carries a large average balance, and he onty borrows 
money for three or four months of the year, and he carries this balance 
all the rest of the year. I fix him as low a rate as my judgment might 
justify. It may be as low a rate as 4 per cent, as I can rediscount 
his paper with the Federal reserve bank in that district, or I may 
charge him 4J or 5 per cent, as the case may warrant.

Now comes along a sugar planter who is perfectly good; he owns 
a magnificent plantation, he carries an account with us. He has his 
crop to bring m, and he wants $25,000 to finish his crop with. We 
will say that is a three or four months’ loan. His balance may not 
be as large, his paper is not quite as liquid, and he will pay me prob­
ably li  or 2 per cent more. That is, I would exercise my business 
judgment of the value of the two accounts to the bank. I come along 
to the middle of September and I find that people want to borrow 
money on cotton, sugar, rice, and various other commodities. I find
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that we need more money in order to carry all these commodities, and 
I take the note of the dry-goods merchant or of the sugar planter, 
to the extent that I may need money, and take it over to the central 
bank and offer it at the prevailing rate on that day and they discount 
it. They do not discriminate with regard to the rate. The paper 
must be of that quality and standard required by the by-laws and 
rules of that bank or they will not take it at all. If it is of that 
character they discount it. They give me their rate on that date and 
the commercial transactions of the country are facilitated, and the 
commercial interests of the country are benefited. The rates of 
interest on that class of paper may decline, but it will have abso­
lutely no relation to the money borrowed. The money borrowed 
for the general development of the country will have to pay the rate 
which the risk of the loan and the character of the assets justify.

Senator R e e d . That is a limitation ?
Mr. W e x l e r . Yes, sir.
Senator R e e d . After the establishment of this central bank and its 

numerous branches, how would it proceed to protect itself for loans 
or rediscounts that it made to your bank, for instance ?

Mr. W e x l e r . Protect itself? Well, for instance, the board of 
that bank would be six members, as the bill proposes, selected from 
that immediate section, three probably bankers, and three merchants 
or agriculturists, who would be presumed to be familiar------

Senator R e e d . I am not speaking of the plan proposed in this bill. 
I am speaking about the central bank.

Mr. W e x l e r . The branch central bank would have a governor at 
this central bank, and an advisory board there who would pass 
upon this paper. Its duty would be to be just as familiar with 
conditions as the board and officers of our bank are to-day. If 
they did not think well of the paper they would refuse it.

Senator R e e d . That all relates to an examination in regard to the 
paper itself?

Mr. W e x l e r . Yes.
Senator R e e d . But in addition to the paper it would have to 

take into consideration the character of your bank and stability of 
your bank also. Do you think that would cut any figure?

Mr. W e x l e r . Decidedly so.
Senator R e e d . Then they would take that into consideration ?
Mr. W e x l e r . Yes, sir; we would be the indorsers of the paper.
Senator R e e d . Therefore, if you went there to get credit, they 

would consider, not only the credit of the man who signs the note 
which you presented, but also your credit ?

Mr. W e x l e r . Yes, sir.
Senator R e e d . Then do you think that if they made a suggestion 

to you that you were paying too much interest on deposits that you 
would not take heed to that suggestion ?

Mr. W e x l e r . I think that if they made such a suggestion and the 
suggestion was wise I would certainly take heed of it.

Senator R e e d . Don’t you think you would take heed of it a little 
on the line that this was the place you had to go to get your money in 
the time of rediscounts of these notes ?

Mr. W^e x l e r . I can not conceive, Senator, of a suggestion being 
made that would not be in the direction of sound and conservative 
banking.
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Senator R e e d . Suppose they said:
You must not pay interest on deposits at all.
That would be in the interest of making the bank safe and it would 

be sound banking in that sense. Suppose that he said to you:
You must not extend any more credit to A B; we don’t like his paper.
It might be sound banking, but I am thinking a little about A B 

now just for a minute, about the customer, and the possible effect of 
one central body fixing this sound rate and one central body super­
vising in the way I have indicated all of the banking business of the 
country. I am thinking of the possible effect that might have upon 
the borrower.

Mr. W e x l e r .  I do not think, Senator, it could have anything but a 
salutary effect. Let us presume that the condition you have just 
mentioned arose, in which they should say:

We do not believe it to be good policy for banks to pay interest on deposits subject 
to check.

Let us presume that. I am not so certain but that such a recom­
mendation might be very good. Who pays the interest in the end ? 
Nobody but the borrower. If I am paying 3 per cent interest to all 
my depositors, I must get that much higher rate from the borrower. 
He has to pay the freight in every circumstance.

Senator R e e d . That is true, but the man who has the money in 
your bank gets part of the freight.

Mr. W e x l e r .  If he has a lot of idle money, he has means of in­
vesting it. He can put it into savings banks where he can get interest, 
but I can not conceive of any branch of a Federal reserve bank or of a 
central bank inflicting upon the general banking interests of the 
country arbitrary rules that would be injurious to the people doing 
business with those banks. I am sure such a condition would not 
exist.

Take Canada, where they have the branch-bank system. These 
branch banks do the local business. They have never inflicted upon 
their customers any arbitrary rules and regulations, I do not believe 
that we have anything at all to fear from that source. I think it 
will make for sounder and better banking.

Senator R e e d . I do not want to have my questions misinterpreted.
Mr. W e x l e r .  I understand; you are trying to develop the fact.
Senator R e e d . The bankers are high-class business men; I think 

a good deal of them; indeed, I borrow money from them.
Mr. W e x l e r .  They are very necessary.
Senator R e e d . And as long as they continue to loan money I am 

going to have a soft spot in my heart for them; but the question now 
is whether or not it is not entirely possible for this central control to 
finally manifest itself in the conduct of the business of the individual 
banks in such manner that the business will be perhaps safer and 
sounder and for the best interest of the customers of the banks in the 
end ? Will he not find that there is practically only one place to get 
his accommodations and that competition has been largely wiped out ?

Mr. W e x l e r .  That is not the result in Europe. 1 am confident 
that this plan will make for sounder banking; that it will make for 
certainty of the banker being able to accommodate his customers. 
The great thing to be accomplished is to enable the man who needs
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credit to conduct his business with confidence and with certainty that 
the credit he requires will be furnished him and that he need not be 
constantly under fear and hesitation as to whether or not he can get 
that credit. I believe that would be accomplished by the central 
banks or Federal reserve banks.

Senator R e e d . That is all I wish to ask you at the present time; 
I thank you, Mr. Wexler.

Senator H it c h c o c k . Mr. Wexler, you were just referring to this 
European practice, and if I understood you correctly, you spoke of 
the European system as being preferable. Which system do you 
refer to ?

Mr. W e x l e r . The Bank of France appears to me to have an 
organization that is more nearly fulfilling all of its requirements as 
far as that country is concerned than the other systems that I know 
of. However, I have not made a study of the European systems 
lately and I am hardly in a position to make any definite statements 
in regard to them.

Senator H it c h c o c k . Y ou objected when I  said that the capital 
of these proposed new reserve banks might be owned outside 01 the 
banks, and yet the Bank of France is owned entirely outside of the 
banks, and they have no control over them.

Mr. W e x l e r . I admit that. I think that is true of all the Euro­
pean banks. In fact, the capital is owned outside of the banks, but 
if you allow the capital here to be owned outside of the banks you 
will have to open the doors of the banks to the general public, and 
you will create a competition between ,your Federal reserve banks 
and the general banks which will ultimately result in this country 
in a monopoly of the banking business, in my opinion, and the dan­
gers to which Senator Reed has just referred might very well occur.

Senator H it c h c o c k . I s it not a fact that the bank borrowing of 
every European country is much more concentrated than the bank 
borrowing of the United States ?

Mr. W e x l e r . Yes, much more.
Senator H itc h c o c k . And if we adopt one of those systems we 

are going to concentrate and centralize that bank borrowing ?
Mr. W e x l e r . Not under the plan we propose here where each 

bank maintains its independent entity all the way through. I can 
not see how we can possibly have the condition of centralizing our 
banking systems. We will simply centralize our reserves and redis­
count facilities, and we will have just as many separate entities as 
we have to-day, and they will increase as the demand for additional 
banks occurs.

Senator H it c h c o c k . The bank that desires to borrow currency 
under your plan, however, must ultimately seek relief of the central 
association ?

Mr. W e x l e r . Undoubtedly.
Senator H it c h c o c k . And seeking that relief, it is bound to present 

paper which is satisfactory to the central association?
Mr. W e x l e r . Yes.
Senator H it c h c o c k . And if the central association has the power 

of refusal it would result in giving the central body the power of sug­
gestion to all banks and the power to considerably control their 
methods ?
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Mr. W e x l e r . Well, it would to the extent where such methods are 
unsafe. The same condition exists to-day. When I go to our cor­
respondent in New York for a loan and he does not think conditions 
are as they ought to be, he does not hesitate to say:

I do not think you are loaning your money at a proper rate of interest, or you are 
paying too much interest on your deposits.

That is a perfectly proper suggestion. I make it to the banks 
which come to me. I nave no hesitancy in saying to them:

You are not on the right track; you must mend your ways.
Why should not the central reserve banks have that privilege ?
Senator H it c h c o c k . But you take away from New York, St. Louis, 

and Chicago, and all these 48 other cities, this power of suggestion 
and give it into the hands of one bank.

Mr. W e x l e r . Not at all. Take, for instance, our case. The banks 
doing business with us will probably have to use our facilities to a 
certain extent just as they have heretofore. They will not have 
enough liquid commercial paper of the proper character which this 
bank would accept. They will have to come to me with paper of a 
character which this bank will not take and I will have the same 
power of suggestion that I have had heretofore.

Senator H it c h c o c k . This power of suggestion is now divided up 
in these three central reserve systems and as many banks in each 
system, and you propose to concentrate it all in one system ?

Mr. W e x l e r . N o . They, as lenders of money, will have the power 
to suggest, which is an ordinary human right. The banker m the 
small town suggests to the individual. If one of his customers who 
borrows money from him is not running bis business properly he tells 
him so. That is just in the ordinary human course 01 affairs that the 
man who is doing business with another man and feels an interest 
in that man’s welfare suggests to him the proper course of business 
which he should pursue. Of course he may reject that suggestion. 
I have had men reject my suggestions to them, and the only thing 
they can say is—

If you do hot like the way I am running my business I will take it to another bank.
Senator H itc h c o c k . Y ou referred to the Bank of France. As a 

matter of fact your association of bankers proposes an entirely 
different currency plan from that in use in the Bank of France.

Mr. W e x l e r . I nave said that we can not adopt any particular 
European or other system. We have to work out a system, taking 
the experience of foreign countries which is adaptable to our own 
particular conditions of affairs.

Senator H it c h c o c k . Y ou are proposing a currency which is not a 
legal tender. The currency of the Bank of France is a legal tender.

Mr. W e x l e r . Well, our currency would be legal tender------
Senator H itc h c o c k . I am speaking in the absolute sense. The 

currency that you propose is not a legal tender.
Mr. W e x l e r . Well, I will simply reiterate that we have suggested 

a great many changes from any foreign system I know of, all of which 
we believe desirable.

Senator H itc h c o c k . I s not the real trouble at the present time a 
lack of adequate legal tender—money—in the United States ?

Mr. W e x l e r . I do not think so.
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Senator H itc h c o c k . The figures show only $900,000,000 deposits 
of balances in the reserves of banks of the United States for $8,000,- 
000,000 of deposits. In other words, only about 10 per cent.

Mr. W e x l e r . Yes; which is really more than we need. In this 
country the average reserve for the banks of deposit is 13 per cent, 
and in Europe the average is but 12 per cent.

Senator H itc h c o c k . In Europe there is no duplication. Here we 
have duplications.

Mr. W e x l e r . This to which I  refer is all cash reserve, metallic 
reserves—legal money.

Senator H itc h c o c k . The reserves shown in the national banks of 
this country are something like $900,000,000—that is, the cash re­
serve— against $8,000,000,000 of deposits.

Mr, W e x l e r .  But it is metallic cash, gold reserve.
Senator H it c h c o c k . And the real trouble when it occurs is that 

the bankers are compelled to dip into this reserve if there is a run, 
and the banker has to make an excessive payment for loans. You 
propose no addition to this volume of reserve at all; what you pro­
pose to do is to increase the supply of credit money.

Mr. W e x l e r . I am certain that the reason we have to dip into that 
metallic reserve is because we have not any paper money we can give 
the people. The people do not need the gold. If you had money 
in the bank you would not need to draw gold; you would have no 
use for it. You would only do that if you were frightened. A bank 
note would answer your purpose just the same.

Senator H it c h c o c k . lias not every bank panic occurred where the 
reserves of the bank were at a very low ebb? Was not that the 
case in 1907 ?

Mr. W e x l e r . Yes.
Senator H it c h c o c k . And is it not true that at the present time 

bank reserves—I mean the cash reserve money in the banks of the 
United States—is almost at the same low ebb as in 1907?

Mr. W e x l e r . No; I  think the average reserve now is fully up to 
legal requirements.

Senator H itc h c o c k . I am not speaking of the book reserves; I 
have no doubt that the books of the bank will show 25 per cent of 
their balance on hand, but, on account of this duplication of deposits, 
there is not actually in the banks of the United States more than 
$900,000,000 for the $8,000,000,000, and that is almost as low as it 
was in 1907. It is a little more than it was in 1907, but not much, 
and it is down to the point where bankers are actually restricting 
their credits at this time because they are so low. Is not that a fact ?

Mr. W e x l e r . Yes.
Senator H it c h c o c k . And your proposition does not go to that 

evil, but is only to inflate the credits.
Mr. W e x l e r . Not at all. My proposition will bring into the 

banks the $300,000,000 or $400,000,000 of gold circulating in the 
pockets of the people to-day and add to the present reserve and give 
them in lieu of it a circulating note which will answer their purpose 
just as well and which they would rather have. We are paying out 
this reserve money whenever there is a demand for a circulating 
medium, when that money ought to be in our vaults.

Senator H itc h c o c k . Y o u  propose using these bank notes which 
you want to issue for the purpose of withdrawing the gold from the 
people and getting that gold into the banks ?
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Mr. W e x l e r . Exactly. I  think that with this system in vogue 
you would not see any more gold certificates and very few greenbacks. 
They would be the basis upon which the credit would rest.

Senator H it c h c o c k . That gold when drawn into your banks would 
be the basis for conditional credit on which you would issue loans. 
Does not that mean inflation ?

Mr. W e x l e r . Not at all; not if you have the proper proportions of 
reserve. Probably, if you look in your pockets you will find $40 or 
$50 of gold certificates there.

Senator O ’G o r m a n . No Senator from the West has that much 
money.

Senator H it c h c o c k . I do not want to expose my financial con­
dition.

Your idea, then, is that this power to issue conditional bank notes 
is desirable for the purpose of trading them to the people for the gold 
which you state is in circulation, thereby drawing the gold into the 
bank and increasing your reserve money, and for that reason increas­
ing the loans you can make? You think there is no danger of infla­
tion as a result of that process ?

Mr. W e x l e r . N o, sir; because the amount of money you can issue 
in exchange for this gold must always be protected by gold reserves 
and liquid paper constantly maturing and constantly coming in for 
redemption.

Senator H it c h c o c k . N o w , Mr. Wexler, you approve of the Euro-

Eean system. Will it not require practically a revolution of American 
anking to adopt rediscounting of bills by banks ?
Mr. W e x l e r . The rediscounting of bills by the central banks or the 

. Federal reserve banks ?
Senator H it c h c o c k . Would not that require a revolution in their 

methods of doing business ?
Mr. W e x l e r . Not in the least.
Senator H it c h c o c k . They carefully avoid rediscounting bills now, 

do 11

Senator H it c h c o c k . It is regarded as bad banking ?
Mr. W e x l e r . In some sections it is; in other sections it is re­

garded as good banking.
Senator H itc h c o c k . But it would practically be a revolution of 

banking methods, would it not?
Mr. W e x l e r . When the banker in the city gets hard up he does 

not want to borrow because he does not like to have it appear in his 
statements; it is simply a sentimental idea which prevails in his 
mind. As a matter of fact he would be a great deal better off if he 
did borrow and take care of the business of his section and of his cus­
tomers. In the section in which I live we do borrow. In 1907 the 
bank of which I am vice president borrowed twice as much as its 
capital to take care of the business. Many banks did not do it. 
We believe that the business should be carried on, that the crops 
should be shipped to Europe, and the gold brought back, and we did 
not hesitate to borrow and use the money in our business. It will 
cause no change whatsoever; instead of borrowing from New York 
as we do, we mil have the central reserve bank of credit to go to.

Senator H it c h c o c k . Mr. Wexler, you admired the banking system 
of France. Is it not a fact that the Bank of France discounts notes
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for not more than 50 banks; that is, the total number of banks for 
which the Bank of France discounts notes?

Mr. W e x l e r .  lean not answer that question. It also discounts for 
the public.

Senator H itc h c o c k . My judgment is that it is much less because 
there are only a few banks in France with several hundred banks con­
nected with each. Do you think that method can be made to apply 
to a country with 25,000 banks, if all want to discount notes ?

Mr. W e x l e r .  Not at all. I think the central bank here should have 
the right to discount for the 25,000 banks.

Senator H it c h c o c k . Would you think the rediscounting of the 
banks is entirely different and a more serious proposition with so 
many individual banks than if there were a smaller number of great 
banks with which the business could be done ?

Mr. W e x l e r .  I do not think so; not at all. It is a question of 
principle. I venture to say that there are banks which discount for 
3,000 or 4,000 now. There is no difficulty about it.

Senator H itc h c o c k . A few moments ago, in answer to a question 
put by Senator Reed, you said that you thought that it would be 
entirely feasible for you to go to the representative of a central bank 
in New Orleans and present your paper and secure whatever cash 
currency you desired on that rediscount. Can you see any good rea­
son why you would go to that bank if, instead of representing the 
central bank, he represented the Treasury of the United States—the 
same expert represented the Treasury of the United States—to pass 
upon the paper which you offered and hand you out in place of it 
bank notes—notes of the Treasury of the United States ?

Mr. W e x l e r .  I can not see any reason for that. The Government 
has no money with which to do it.

Senator H it c h c o c k . Suppose the Government provided the money ?
Mr. W e x l e r .  H ow  would it provide it ?
Senator H it c h c o c k . By issuing these notes and providing gold 

reserves for their payment.
Mr. W e x l e r .  Where are they going to get the gold?
Senator H it c h c o c k . By selling more bonds; by providing an issue 

and requiring the bankers to pay enough interest for the loan of the 
currency to more than pay the interest on the bonds.

Mr. W e x l e r .  We have a fixed bond-secured circulation------
Senator H it c h c o c k . No; you misunderstand me. The bonds 

not to be secured; the bonds merely to be issued for the purpose of 
providing a gold reserve in the Treasury. You are to borrow those 
notes and pay interest on them during the time you have them. 
The Government is liable for their payment and has reserved their 
payment, but in the money you pay the Government for the loan of 
the currency you more than pay the interest on the bonds. By that 
method we add to the country a considerable amount of reserve money— 
legal-tender money, money that would be good for all purposes, public 
and private, and currency that could be used for banking reserve.

Mr. W e x l e r .  D o  you want to make those notes legal tender ? If 
so, you would have to do it by act of Congress.

Senator H it c h c o c k . All Government notes are legal tender now.
Senator R e e d . We are dealing with an act of Congress.
Mr. W e x l e r .  I am sure, if you wanted to do so, you could work 

out a scheme by the which the United States Government could go*
9328°—S. Doc. 232, 63-1—vol 1------8
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into the banking business; but I do not believe that the Government 
of the United States ought to be in the banking business.

Senator H it c h c o c k . The Government of the United States would 
simply be authorizing currency for the purpose of enabling banking 
interests to do business.

Senator N e l s o n . Would not the banks have to deposit commercial 
paper with the United States ?

Senator H it c h c o c k . Certainly; they would deposit it with the 
agents here.

Senator N e l s o n . And the United States would be holding a lot of 
commercial paper ?

Senator H it c h c o c k . Certainly.
Mr. W e x l e r . Y ou practically have that in this plan. We have 

the Secretary of the Treasury as the ex officio head of this bank; we 
have everything you gain by having a Government bank without 
having the Government mixed up in it.

Senator H it c h c o c k . The plan I  am proposing does not involve the 
complicated machinery; it does not involve the deposits of the coun­
try; it does not involve detracting and taking away from the inade­
quate capital of the national banks; it does not take away the inde­
pendence of the country banks or the individuality of the bankers.

Mr. W e x l e r . But here is what it does, which is infinitely worse. 
It is in the first place pledging the credit of the Government to secure 
the bonds. What advantage is there in selling a bond at 4 per cent 
which the Government would have to do now, and then requiring the 
people of the country to iix turn pay that interest back to the Govern­
ment, when you have the reserves now scattered all over in the 3,000 
or 4,000 different piles, which simply needs to be concentrated into 
one pile to create the gold reserve necessary ?

Senator H it c h c o c k . I am asking for enlightenment on a different 
line. You propose to inject perhaps $1,000,000,000 of credit currency 
into the money of the country. Is there any danger that the injection 
of that debased currency would tend to drive gold abroad ?

Mr. W e x l e r . Just the contrary.
Senator H it c h c o c k . That, it seems to me, would be the invariable 

result. You have a note which is not legal tender; you propose 
a note which is not legal tender.

Mr. W e x l e r . But gold will not be near as available to be shipped 
out of the country as it is at the present time, because the gold will 
find its way into the vaults—into this central reservoir of credit—- 
and the circulating note will be out among the people. Of course, 
these notes could be presented by a foreign Government if it had a 
balance against us at the central bank and the equivalent in gold 
taken away, and you will recall that I raised the point that the 
central reserve board ought to have enough power to Levy an export 
tax upon gold. That has been discussed in our committee. We have 
to-day the only free gold market in the world, and the balance of 
trade in our favor, and our enormous crops have been so great that 
we have been able to get our gold back on several occasions when it 
has been diverted abroad. But a condition might arise which would 
make an export tax on gold desirable.

Mr. F o r g a n . I would like to suggest to the committee, if I may, 
that we are not at all surprised that the members of your committee 
when they get hold of a witness like Mr. Wexler should hold onto him.
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but Mr. Hill has been asked to prepare himself specially on behalf of 
this committee to answer all your questions in connection with the 
subject you have just been discussing. He is specially posted on the 
topics about which you have asked Mr. Wexler during the past 10 
or 15 minutes; Mr. Wexler has only the general knowledge of the 
matter that he has acquired in his business. He is not as ready to 
answer as the gentleman who has prepared himself.

Senator H it c h c o c k . Well, we will give Mr. Hill all the questions 
that are necessary to shed light upon the subject.

Mr. F o r g a n . All I desired to do was to make the suggestion on 
behalf of ourselves that you ask the men who have prepared them­
selves to answer on these special topics, because we do not wish to 
give our own individual opinions. I want you to understand that 
we are here, appointed by the conference held in Chicago and under 
the resolutions adopted by that conference.

Senator R e e d . But we may want your opinions.
Mr. F o r g a n . Y ou are entitled to them, but if you will confine 

yourselves to the subject upon which we have prepared ourselves I 
am sure you will be much better posted.

Mr. Sh a f r o t h . Mr. Chairman, I move that the committee do now 
adjourn.

The Ch a ir m a n . It is moved that the committee adjourn, and we 
will therefore take a recess until 2.30 o’clock p. m.

(Thereupon, at 1.10 p. m., the committee took a recess until 2.30 
o’clock p. m.)

a f t e r  r e c e ss .

The Ch a ir m a n . The committee will come to order. Gentlemen of 
the committee, Dr. Johnston was invited from Kansas City to address 
the committee. He is the president of the National Reserve Bank 
of Kansas City, Mo. He wishes to be heard, and I have requested 
him to appear before the committee, and I will ask the committee 
to hear him, and then we will proceed with and conclude the cross- 
examination of Mr. Wexler, if there be no objection.

STATEMENT OF DR. JOHN T. M. JOHNSTON, PRESIDENT OF 
THE NATIONAL RESERVE BANK, KANSAS CITY, MO.

Dr. Jo h n s t o n . I am president of the National Reserve Bank of 
Kansas City, Mo. Mr. Chairman and gentlemen of the committee, I 
feel like apologizing for differing from these men who are here giving 
their views and opinions and arguments on the currency bill, and I 
should not be here to-day had it not been at the special request of 
Senator Owen, with whom I have been associated in a confidential 
and business way for many years.

Let me say that I believe in these men who are here making their 
arguments before this committee. I believe in them collectively, and 
I believe in them personally. I believe each of these gentlemen 
possesses character, capacity, and conscientiousness. I believe that 
every move they have made up to this time and at this meeting of 
this committee has been done unselfishly and patriotically.
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Therefore it is the more embarrassing for me to differ with them, 
and especially two of this committee; it is especially embarrassing as 
a St. Louisan, for I have known Festus J. Wade for many years. 1 
have seen him come up from a newsboy on the street and a driver of 
a mule car, and on up until he is to-day the financial head and leading 
spirit of what we count one of the greatest, if not the greatest, finan­
cial institutions in the central reserve city of St. Louis. 'I believe 
in him. This is evidenced by the fact that when he had a vision of 
a financial institution in St. Louis, and asked me to become a stock­
holder, I did so at once. And so I found myself having a quarter of 
a million of dollars invested in his plant. My faith has not been dis­
turbed, but has grown, as is evidenced by the fact that I am still a 
stockholder. Yet I have sold enough of the stock of his iastitution 
to clear me $50,000. So you know that I believe in Wade. Mr. 
Reynolds, over there, is another man in whom every banker has the 
utmost confidence. Only the other day I called him up bv phone 
from Kansas City and asked him if I should need half a million dol­
lars in a certain deal, temporarily, could 1 get it? He said:

Johnston, you can get whatever you need. Go on.
So you can see how embarrassing it has been for me to differ with 

these men, and I wish to say, gentlemen, that the only reason we 
could differ is because of the viewpoint at which we stand and from 
which we look. We are looking at this proposition from different 
viewpoints. You know, the bigger the proposition, whether it be a 
big subject or a big object, the comprehending of that object or 
subject, the grasping of it in toto, its greatness, depends upon the 
viewpoint from which you look at it. These gentlemen are looking 
at this question from the viewpoint of all our monarchical and 
oligarchical governments.

Every monarchical or oligarchical government, whether it be pre­
sided over by a king, an emperor, a czar, or a mikado, believes in 
centralization of power. They stand for it. The reason that we 
can say truthfully “ London is England” is because all power is 
centralized in London. Political power is centralized there because 
of the House of Lords and the lower House. Religious power is 
centralized there because in London is the centralized power of 
the Church of England. Monetary power is centralized there because 
of the Bank of England. And the reason that London is England in 
a large sense is because of centralized power in London—religious, 
political, and financial.

It is the same with Germany. I need not go into that in detail. 
It is the same with Italy. Religious, political, and financial power 
are all centered there. It is the same with France. It is the same 
with all monarchical or oligarchical governments.

These old Governments are founded on the basal, fundamental 
idea of centralization of power. But when the Pilgrim Fathers 
came across they had this idea: They came as Pilgrims seeking a new 
land with new ideas and new ideals, and one of the ideas and ideals 
was to decentralize power. That is what they had in their minds. 
And when they came to this country the fundamental basis of the 
decentralization of power was controlling every movement. Conse­
quently when this Government was established by our Pilgrim 
Fathers New York was naturally the financial center, the center of
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monetary power. They knew it. They well knew it. But instead 
of following the old monarchical lines of centralization of power they 
placed the governmental power, the political power, as far from the 
financial power as it is possible for the two to be placed. When 
they came up here and established this place, Washington, as the 
place of political power, the place of governmental power, they went 
as far as they could from the center of finance. It was more then, 
gentlemen, than going from New York to San Francisco to-day. It 
took longer to come to New York by stagecoach than it would to-day 
to go to San Francisco.

This Government, whether democracy or republicanism, has as its 
basal, its fundamental, idea decentralization of power, and that is the 
basis on which republics are founded. At least, that was the motive 
behind the foundation of this Government by our forefathers.

Let us not for a moment consider, gentlemen of the committee, 
that decentralization of power stands for the same as “ scatteration.” 
Our forefathers never scattered. They shot straight. The men at 
Lexington and Bunker Hill shot straight to the point. Do not get 
mixed up. There is a vast differentiation between the word “ con­
centration” and the word “ centralization.” They believed in con­
centration versus scatteration, but they disbelieved in centralization 
of power—political, religious, financial, or monetary; and as all power 
had been centered by monarchical governments in one place, that is 
natural. You know why.

Now, in order to make it short— because I must go this afternoon, 
if possible to get out of here; I have told Senator Owen I was sorry 
that I had to leave, but I have to do it— I think the best way for me 
to present the views as I see them is to take the ideas and recommenda­
tions of this committee here, and I take them from what I take to be 
one of the great newspapers of America. I clipped this from the 
New York l  imes, which is distinctly a great paper. I think it is the 
best general financial paper; but, anyhow, it seems to be the repre­
sentative of the men who are arguing this question before you, and I 
simply clipped this from that paper.

I was bluefishing, by the way, boys, day before yesterday, at 6 
o’clock in the evening, and I got this message to come up here. I 
was away on the Sound with my family in a little cottage over at 
East Hampton, and I landed 27 bluefish day before yesterday after­
noon. They were cooked by the deft hands of the little woman I 
love, and I tell you they were fine. I came here under protest, and 
feel sorry for this committee, which has not had time to bluefish this 
summer. You have my sympathy.

But, gentlemen, you are at the greatest task; you are facing the 
greatest problem that ever faced an American statesman. The 
tariff bill is important, and some of us are rejoicing that it is being 
worked out wisely and, we believe, satisfactorily to the country as a 
whole. But this problem is infinitely more important than the tariff 
question. Why ? Because it is basal. It has not only to do With 
the achievements and the advancement of progress in this country 
as it affects the men who are interested in the tariff question and are 
connected with it, but every industry in the United States is dependent 
upon the wise settlement of this problem. Not only that, but world­
wide conditions will be affected and influenced by the wise settlement 
of this question; and to-day, as this is the last word, the last say of
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any of the great Governments on a financial measure, upon a mone­
tary platform, of course it should be the most perfect bill and the 
wisest bill that has ever been wrought out by man, because it should 
be so wise and workable that all Governments of earth will be sending 
their experts here to see our method and how we have worked out 
this great problem.

Let us get at it; and I will try to give you this in a very few min­
utes. From the Times I clipped the following suggestions, as I came 
up here yesterday afternoon., I did not land here until last night. 
I clipped this from the New York Times. If it is not a correct inter­
pretation of the ideas for which the committee stands, I should be 
pleased if they would speak and correct it.

The more important changes in the currency bill proposed by the Chicago confer­
ence of bankers, in brief, were: First, 1 Federal reserve bank, or at most 5 instead of 12.

Here again is that question of viewpoint. This is centralization 
of power. Democracy and republicanism stand for decentralization 
of power. The bigger the object or the subject that you look at, 
the more necessary it is for you to get the right viewpoint.

I remember going to Alaska a few years ago to study the biggest 
things there—her glaciers and her gold fields. As I stood before 
one of the great glaciers there, 1,000 feet high and 3 or 4 miles wide, 
coming down between two great mountains like a frozen Niagara, 
there a great wall of ice, with all the colors of the rainbow in it, I 
could not get within a mile or two of it because every few moments 
great icebergs were breaking off of it, and it stood there 1,000 feet 
high, like a mighty frozen wall of power. There were icebergs bigger 
than the Washington Monument, bigger than this Capitol, bigger 
than the District of Columbia. They were coming off all the time— 
so big that they could float for 10 years and then strike a Titanic 
and smk it, with all the melting of a decade. It was a very great sight, 
but it was a very different one when I climbed with my alpenstock 
and got up on her peaks and pinnacles and there tried to see back to 
the pole that has just been discovered. It was a different point of 
view. It was a different comprehension of the whole thing, this 
viewpoint from the ocean and the one from the glacier’s peaks and 
pinnacles.

These men look at this subject from the viewpoint of the centrali­
zation of power, as I see it. I think, of course, that their judgment 
is better than mine, and I ask you to give careful weight and con­
sideration to all they have said and all that they say, because I 
believe in them, gentlemen. They are men of honesty and probity 
and great capacity. But here it seems to me that 5 should be the 
minimum, 12 the maximum, and 7 the ideal number. Why? First, 
it is the decentralization of power. Let me say that. And, second, 
it is putting the Government close to the people, this Bank of 
America—we may call it that; I do not care what you call it—and 
it will be greater and more solid than the Bank of England or the 
Reichsbank of Germany or the Bank of France. Put one of these 
Federal reserve banks in five or seven regional districts. It is 
democracy. It takes the power close to the people and gets the 
people close to the Government. That is one reason; but aside from 
that, our banking system has been a system of decentralization. 
Why? Because we have had three central reserve cities—one in 
New York, one in Chicago, and one in St. Louis.

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



BANKING AND CURRENCY. 113

Money, it is true, flows east like water flows down hill, and our 
money naturally flows east; but in the outworkings of our monetary 
system under which we have been working for fifty and one years, 
it is marvelously attributable to such men as Mr. Forgan and Mr. 
Reynolds, especially, those old bankers who have weathered all the 
storms, under the handicap of this war exigency bill enacted 51 years 
ago to meet the war debt. It is marvelously attributable to the 
achievement of men like Mr. Forgan, for they have weathered it 
through to this day and have made it workable.

Money has been in the habit of flowing in these three central re­
serve cities, and not to take in these three central reserve cities as 
Federal reserve cities, it seems to me, would be in a sense a revolution 
that is not necessary and that is unwise.

In addition to these three central reserve cities, which good gump­
tion would immediately be impressed with the fact that they should 
be each a Federal reserve city, there should be at least two more, 
one in San Francisco and one in New Orleans; and it seems to me that 
would make the bill wise and workable.

But it seems to me it would be more perfect and more desirable to 
have seven Federal reserve cities. Wny? Because each of these 
Federal reserve cities might want to heavily dominate in capital or 
power the other Federal reserve cities. You should segregate them, 
like New York, for instance, which is a colossal institution by itself, 
and make that a reserve city, and the district which is near it, putting 
in the whole of New York State, for instance, and having another 
eastern reserve city, which it seems to me should be Boston, because 
it is the natural thing. Boston has a trade and commerce—you 
know that— and a clientele, a financial clientele, not onlv in the 
moneyed interests, but in population. All that New England dis­
trict is thickly populated. In these Federal districts you must look a 
little at population as well as territory. Therefore it seems to me that 
it would be wise to make Boston another, which would be six. Then 
one of three cities to make it seven—that is, either Kansas City, 
Denver, or Omaha.

Senator N e l s o n . What about Minneapolis ?
Dr. Jo h n s t o n . All right, if you want to make it eight. I simply 

put down the cities on the map as I came up here yesterday. I 
picked them out as I saw where the trade channels run and where it 
would be the wisest to place them, and it seemed to me that seven 
were absolutely necessary and would be the perfect number.

Let me go on, because I must get away. I want my friend Wade 
to have all the time he needs and I want you to listen to what he says. 
He has proven to me to be personified wisdom, up to this date. If 
you wish at any time after this to ask me further questions as to 
why five or seven instead of one, I should be pleased to answer them. 
I have only brought out the basal fundamental reason, that dem­
ocracy and republicanism stand for decentralization of power, and 
not centralization.

Second. Membership in reserve banks should be voluntary instead of compulsory, 
for national banks, as now provided in case of State banks.

I do not think that is wise, gentlemen. Why ? Because this law is 
not to be an experiment; it is to be a fundamental, actualized, abso­
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lutely successful working law, and if you make the national banks 
Voluntary, of these 7,400 perhaps 3,000, or 4,000, or 5,000 have a 
banker who is conservative— and the best banker is always a con­
servative one—and he will kind of wait and feel his way and see, 
and you have got an institution started with you know not what 
capital; you know not where you are. I think that is a mistake 
from the standpoint of the assuring of the bill an unqualified success. 
You have got to know at least approximately what you are doing, 
and to namby-pamby this matter and go at it in this gingerly way, 
so that the national banks can come in if they want to, and if they do 
not they can stay out, I think that is a mistake from the standpoint 
of the dependableness of your capital; and that capital must be 
larger than any capital of any bank m America— and we have got one. 
I mean by that, the number all together, because we will make the 
concentration. We have got a bank of $25,000,000 capital.

Third. Subscription to capital of reserve banks should be 10 per cent of member 
bank’s capizaliation, instead of 20 per cent.

I have thought about that a great deal. There is something to 
that. I have discussed it with some of the men since I came up 
here. I asked if they wanted the full 10 per cent paid, and they 
said, “ Yes; that would be all right.” That is not good banking. A 
great banker, one who stands for aggressiveness as well as con­
servatism, must feel that confidence that comes from the reserve 
that he can pull on. It is a mistake, whatever you make it, not to 
have reserve power. The individual bank as well as the individual 
man who has not more reserve power left, holding back for emergency, 
is not as big a man as the man who keeps something back for a great 
emergency. I believe that 12 per cent would be wise and workable. 
Eight per cent to be paid in and 4 per cent left as a reserve. We 
must have a reserve.

Suppose we utilize this in the case of some great stringency, some 
crop-moving period or other financial stringency. We want a 
reserve; we must have a reserve. That would make each bank 
contribute only one-eighth of its capital instead of one-fifth. It is 
quite a difference. I believe that in making it one-eighth, with 12 
per cent, with 8 per cent to be paid in, with the 7,400 national banks, 
together with the other State banks that would come in, it would 
make the paid-up capital of these reserve banks at least $100,000,000 
on the start. It should be. In other words, if there are seven 
reserve banks—I will take it for granted that you believe in perfec­
tion, and if you will study the Bible you will nnd that seven is the 
perfect number and the most oft-repeated—that would be practi­
cally an average of $15,000,000 a piece. Some would be more and 
some less, according to the district.

If you want to ask me any questions, I must hasten. I would be 
glad to discuss this further were it not for the fact that I must leave 
shortly.

I believe, gentlemen of the committee, that 12 per cent is sufficient. 
I do not believe 10 per cent is sufficient. I believe 8 per cent is suf­
ficient to pay in on the initiative. It will not be quite so revolu­
tionary as 10 per cent; and vet, remember this 4 per cent reserve, 
this 5 per cent reserve, which every weighty, poiseful banker must 
feel that he requires.
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To remove control of Federal reserve banks, Federal reserve board should be made 

up of the Secretary of the Treasury, three members named by the President, and three 
elected by the member banks, in place of the board being made up entirely of presi­
dential nominees.

I know that is a very delicate subject. I hardly know how to 
express myself on it; but, gentlemen, control must be somewhere. 
If there is anybody we can trust, why not our own President— the 
man who has felt the throbbing of a soul expressed by the confidence 
of 100,000,000 people? If there is any dark streak in him, if there is 
any selfishness about the man, do you not think that the weight of 
his position, the honor of it, the confidence expressed, will steady the 
man and make him come up to the mark, if he has the graces and 
virtues of an American gentleman ?

I will tell you, gentlemen, I believe that all our Presidents have 
been providentially nominated and elected—Washington, Jefferson, 
Lincoln, Cleveland., Wilson. It is hard for me to say that, because 
I was voting over at Baltimore for another man, a typical Missourian. 
But after a man does the best he can to achieve a thing, and then 
fails, I take it for granted that it is providential. That is my the­
ology. I believe it is providential that Woodrow Wilson is the 
President of the United States. We can trust him.

Senator N e ls o n . I just want to say to you that my friend to the 
left here [Senator Reed] rather thinks Mr. Bryan, more than Provi­
dence, had something to do with that.

Dr. J o h n s to n . I thought about that when I was talking.
While I believe in the wisdom of the original bill, I do not believe 

that it is an absolutely perfect bill, by long odds; in fact, I do not 
think it is any more perfect than the bill that you recommend here. 
Yes, I do. I think there are some absolute elements in it that you 
did not touch at all. It has solved with a center shot the most 
important thing in our monetary law for this great, vast country, with 
regard to this elastic feature. It solved that right on the start, so 
that our money automatically expands in crop-moving periods and 
stringency times, and automatically contracts when they do not need 
it. They solve that in that bill; and that feature, considering the 
world-wide conditions, is one of the most, if not the most, important 
feature in it. Do you gentlemen realize that for the past six months 
there has been—but this is not for publication.

The C hairm an . Yes, it is, sir.
Dr. J o h n s to n . I will say it. We all know it; every banker knows 

it. There has been almost a quiet panic going on throughout the 
world; and that is the basal causal reason that the bankers of America 
are working for immediate action on this bill.

Do you understand that this bill, which was established in 1863, 
this bill under which we are working, was established to meet a war 
exigency, and it was for the purpose of putting those 700,000,000 
bonds out— those 2 per cent bonds—to raise this money for this war 
bill ? That was the main feature of the bill then; but, gentlemen, look 
at the elastic feature. And why has it worked all these 51 years? 
Mr. Forgan could answer this better than I could; but I will tell you 
one reason. It is because we have had a place for our expansion. 
We have had the wealth of 1,000 years accumulating in England and 
Germany and France and continental Europe; and when we have got 
hard up here, until seven or eight years ago, we got all we needed right
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over in London, until the war came up—that is, the African war— and 
they began to build great battleships to protect themselves against

Eossible war with Germany, and various other things came up, and, 
nally, four years ago, they quit taking our money. Four and a quarter 

was a big rate, and we could always get it there. Then they kind of 
stopped. Then, until two years ago, we got all we wanted in Ger­
many at 3i, or 3i, or 4J. Germany, with her industrial development, 
largely, and with her commercial enterprise, has spent a vast amount 
in building the second greatest navy, next to England, to compete 
with England. Then she shut up, and now Germany is wanting 
money from us and offering us 6J and 7 per cent; and money in Ham­
burg and Berlin is to-day selling for 7 and 8 pe~ cent.

Then we had France, and even until a year ago she was the natural 
outlet. We could get it; we could always find it there; but a* year 
ago they took over $100,000,000 Frisco bonds at a rate of about 4.60 
per cent; but now, since the war scare arose, these French citizens, 
women as well as men, are taking their money out of the bank; 
taking the gold, too, and to-day France is not only wanting securities, 
but she is really getting to the point where she wants money from us.

Six hundred million of stocks and bonds have been cashed from 
Europe in the past nine months, and because of our commerce here 
in this country, our great development of this vast territory, so many 
things have gone on that we have, in the last decade, gone up. We 
have increased four billions in our debt outlet and have increased 
two hundred millions in real money, gold or its equivalent.

So, now, every country on this earth—Japan, China, Russia, the 
Balkans, England, France, all the countries, are not only cashing on 
the stocks they have been taking from us, of which they have taken 
$5,000,000,000 worth in the last 20 years, four billions of that being 
railroad stocks and the other billion in various industries, but they are 
knocking at our doors for money.

Therefore we need immediate action on this bill, because as perfect 
a bill as possible is needed on account of the world-wide conditions 
demanding it, and to put it off shows a lack of courage or brains to 
face the issue and work it out as wisely as possible.

Now, listen:
This board to be appointed by the Government.
There must be control lodged somewhere. I am willing to trust 

the Government. I am willing to trust Woodrow Wilson and his 
associates. As for the number, seven seems to be the perfect number, 
and that is all right as I see it; but I believe, gentlemen of this com­
mittee— and I suppose you want me to be frank. I know nothing 
else. A westerner, you know, is nothing else but frank and honest. 
That is the only way a banker knows how to be, if he is trained 
in the West—I believe it is a mistake to put the Secretary of Agri­
culture on this committee. Do you want to know why? Never 
in the history of America has there been such an initiative movement 
to develop the resources of American soil. American possibilities are 
right in the soil, and the movement was initiated by Secretary Wilson, 
a man whom I personally know and love. I remember once taking a 
long trip across the continent with him, and he told me about taking 
the initiative in training soil physicists. He called them physicists. 
I had never heard the word beiore he told me about it. He was send­
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ing soil specialists all over the arid country of the West and down into 
the Southland to study every local condition of soil; and properly 
meeting that condition of climate and soil would prove the most 
resultful thing in dollars. And he told me how for 16 years he had 
been working on an awakening agricultural movement in America 
that we have been following up, but the surface of whose possibilities 
and resources have been but scratched.

I thought when I talked to him:
No wonder you were kept through both administrations of both Republicans and 

Democrats for 16 years.
He impressed upon me the thought that the Secretary of Agricul­

ture is the most important place in the Cabinet. The other day I 
attended, at the Baltimore Hotel in Kansas City, Mo., a convention 
of agricultural bankers, they are called, representing nearly every 
State in the Union. A gentleman of the tribe of Israel, reminding 
me of my friend here, was there from Texas, and he was a steam 
engine in breeches. He is awakening the whole of the Lone Star 
State to the possibilities of that kingdom.

And by the way, Senator Reed, your questions this morning in 
regard to area were wisely asked. Why? Because Texas alone is 
important. She is as large as Continental Europe, and one of our 
Territories, Alaska, for which we paid less than a postage stamp an 
acre, is larger by far than all Continental Europe and has more 
resources—when you study her coal, her timber, her fisheries, her 
gold—than any of the great Governments of Continental Europe.

Mr. W a d e . Y ou do not give a reserve bank to Texas, though.
Dr. J o h n st o n . My friend, we are giving two southern cities banks, 

New Orleans and St. Louis. Your city is a southern city, my friend, 
and I think that the South, if she gets two, will do well. This is a 
southern city. She will do well, if she gets New Orleans and St. 
Louis.

Senator N e l s o n . What about Atlanta ?
Dr. J o h n st o n . Atlanta is a great city, but you know the Panama 

Canal makes New Orleans an essential place, absolutely, and the 
Panama Canal makes San Francisco a necessary place, and the central 
reserve cities. These three are necessary places, because we want 
to disturb the usual flow of money as little as is necessary, and it has 
been going into those channels for fifty odd years and successfully so.

And I would state that I believe in the men who are running the 
banks of Chicago and Kansas City. As far as that is concerned, I 
believe in New York also. Let me say, by the way, here, gentlemen, 
that I have no prejudice whatever against New York State or Wall 
Street in New York City. I have been banking for 28 years. I 
started a bank with the first $50 that I had, and I had a hard time 
getting it together, too, I tell you. I am still president of that bank 
down in central Missouri. I have never asked Wall Street for a dollar, 
under any conditions, but what I have received it right off the bat. 
And to-day, if I wanted $1,000,000, I would go right to Wall Street. 
So you see I have no prejudice. In fact, I think that her bankers 
there are distinctly great men. One reason I believe in New York so 
much is that they are mostly western fellows.

Senator Sh a f r o t h . If they would give me $1,000,000 I would think 
they were great, too. [Laughter.]
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Dr. J o h n st o n . Listen. I have no prejudice against New York, 
but let me tell you, gentlemen, that New York should take her place. 
The centralization of power has made London, England; Paris, 
France; Rome, Italy; Berlin, Germany; but New York is not 
America. It is not the United States, because the political power 
has been decentralized, and there is none, and you all know that. 
New York State possesses one-tenth of our population and about one- 
fifth of our wealth, and I honor her and reverence her for her great­
ness. But there are others.

Do not think, gentlemen, that you would act wisely to take one 
tithe of time or divert one moment of the projectile personality of a 
great man away from his duties at this psychological moment in the 
development of the agriculture of our country. Why, in Missouri 
alone we have 36 per cent of our soil untouched yet. Think of it. 
A 1 jl ' • j1 ° ' \griculture;s business. What a vast

their hands and their brains full of 
work; and to take the agriculturist and scatter his potentiality, 
when we need another man to help him, or two or three, if we are to 
develop the vast possibilities of this country and make it one of the 
greatest on earth, is, I think, a mistake.

I think it is a mistake about the comptroller. I think it is a mistake 
because he is right here working with these 7,400 national banks. 
He has got his hands full. There never was a man in America so 
full of work as our present comptroller or the one just retired. I do 
not believe there has been a greater comptroller since I have been 
a national banker.

Gentlemen, I do not think that he should be in the bill. But that 
is a small matter. Those things are all small matters. It seems to 
me if you would appoint the Secretary of the Treasury, he, of course, 
should be on it. Then, it seems to me, the wisest thing is for the 
President to select these other men and leave the comptroller and 
the Secretary of Agriculture for the great work which they have in 
hand. But whether they are on it or not is not necessary to the 
achievement of the success of the bill.

Authority of the Federal reserve board to compel one reserve bank to rediscount 
paper of another reserve bank should be made optional instead of mandatory.

Here are six banks. Suppose there is a crop-moving period in the 
South, and a cattle-moving period in our country, and mules moving 
in another section, and corn in another, and wheat in another. You 
know how that is. I realize that these Federal reserve boards are 
owned by the banks of that district. They are controlled by them. 
Let me say to you that they are controlled locally by the men who 
furnish the capital much more than the Bank of Germany or Eng­
land or France control theirs.

I will answer any question on that subject that you want me to, 
but it will take time.

And so it seems to me, gentlemen, that we must trust somebody; 
and this board of control is just as much interested in keeping these 
banks on their feet and on absolutely secure grounds as this bank 
over there. The whole banking system is a matter of intrenched 
trust, and the question is whether you will intrench the trust in this 
Federal board here. Are they bigger spirits and greater men than

These seven men that you appoint
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the men who look over the whole horizon, the whole field, absolutely 
unprejudiced? I ask that question.

Member banks should be allowed cumulative dividends of 6 per cent instead of 
5 per cent on their shares in the reserve banks.

Gentlemen, I think that is only right and fair, and it is undemo­
cratic and discriminating against these stockholders in the 7,400 
national banks to stop at 5 per cent. Six per cent should be the very 
limit. The Government report, as given in the last census, says that 
the National Bank of America made and declared dividends on an 
average of 9f cents for the decade which it was reporting. These 
7,400 national banks, which you are compelling by this law to enter 
this Federal reserve are owned not by the officers and directors who 
are running them, but by 500,000 stockholders in America. These 
stockholders are composed of farmers and merchants and lawyers 
and doctors and widows and orphans.

Mr. Wade, when he started his bank, came to me and I believed in 
him, because he had been an achieving man in other pursuits and not 
as a banker, and I took some of his stock, because I believed in him. 
I invested it with that point in view, and he beat 9f by long odds. 
He has paid 18 per cent and pays it to-day. One and a half per cent 
I get every month from your bank, and I always think of you with 
love. [Laughter.]

Listen, gentlemen, because you are unwittingly doing an undemo­
cratic and a discriminating thing. These people invest their money 
in good faith. There are 500,000 of them. The officers and directors 
own only one-fortieth of these banks on an average. Thirty-nine 
fortieths are owned by all these widows and orphans and preachers 
and everybody else. They have got an average of 9f per cent, 
according to the Government reports. You see, you will force them 
to take 20 per cent on that investment and pay it over here. If it 
makes up to 5 per cent they can get it, but if it makes any more it 
goes to pay the Government debt. That is discrimination against 
these 500,000 men and women, forcing them into an investment which 
you limit at an unreasonable rate proportionate to what they have 
had. That is not right; it is not Democratic; it is not Republican; 
it is not anything but wrong, and 6 per cent ought to be the limit.

Senator Cr a w f o r d . Was such a thing ever undertaken, even in 
a monarchy or in oligarchical governments, to compel people to 
put money into an enterprise and then limit the return rate by law ?

Dr. J o h n st o n . That is a question of casuistry, which I have 
thought about very seriously. It would be very unreasonable to 
stop at less than 6 per cent, as they can loan their money out for 
that in the South and West. It should go to that. I think they 
could see that. There are very many blessings that accrue to the 
four-fifths of the investments here, making it a more dependable 
investment, more secure, and, I believe, finally more profitable, and 
I can see a reason why you could as a committee, in good conscience, 
limit it to 6, but certainly not less, because of the blessings that will 
accrue to the remainder by their investments, of course. That comes 
from your interpretation of whether it would be a blessing, which I 
believe we bankers think is the case.

I must hasten, because I do not want to detain you here.
You know the reason. I will say this while on this subject, that 

there is a dignity and a poisefulness and strength that the national
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banker has that the State banker has not. You can say what you 
please, I was very proud of the day when I became a national banker, 
instead of a State banker, which I have been for 28 years; and you 
feel that you have got the Government behind you, and to kill these 
national bankers with a State charter would be a most grievous error.

Mr. F o r g a n . There is no intention of that.
Dr. J o h n sto n . I am very glad to hear that, because I did not 

know that at all. I had taken that all back.
Ninth. That reserve banks be barred from rediscounting paper drawn to carry 

securities other than stocks and bonds.
The Ch a ir m a n . That is a mistake, Doctor. We need not discuss 

that.
Dr. J o h n st o n . I am very glad that it is, because if it is not a mis­

take it is certainly a big blunder. [Laughter.]
Tenth. That the required reserve of country banks be reduced from 15 to 12 per 

cent, of reserve city banks from 20 per cent to 18 per cent, and central reserve city 
banks be fixed at 20 per cent—10 per cent in vault and 10 per cent in reserve bank.

Let me say that I think that is absolutely wise.
Mr. F o r g a n . It has been reduced.
The Ch a ir m a n . The House has made that reduction.
Dr. J o h n st o n . That is absolutely wise. I will tell you why. 

Now, listen; Mr. Forgan and Mr. Wade and Mr. Reynolds well know 
that the time may come, and I hope it will. [Turning to Mr. Reyn­
olds:] I want to see your face. I did not know you were here. 
If I say anything about Mr. Reynolds, I should like him to hear it. 
I hope the day will come when these reserves and these banks will not 
only be reduced, but the time may come when they can be practically 
wiped out. Let me tell you why. They can not be now, because 
of the many difficulties. So, I shall perhaps recognize bankers of the 
Southwest who are new men and not trained bankers, and we have 
held them in hand. But I do hope the time will come, and I believe it 
should come, when reserves would be gradually lessened, and the day 
may come when we get to be perfect bankers, when we won't have to 
limit that even to this much reserve.

The Ch a ir m a n . I would explain to you that the retirement of 
some of the members of the committee was because of a roll call.

Dr. J o h n ston  (reading):
That limit on farm loans be raised from 9 to 12 months.
That is all right.
I do not think that is essential either way. It is not essential to

fut it in or leave it out. I do not think it is basic or fundamental, 
know that we have one side of our bank where we have taken that 

on—savings deposits. It is only about half a million dollars, but 
oftentimes it has been taken out and built up on the other side. 
I think it has been some advantage; but there are disadvantages, 
where a great mob of people come into your bank—all sorts— and 
so I do not know but what, on the whole, that is a wise recommen­
dation. I believe it is, really.

Mr. R e y n o l d s . We are glad you approve of it.
Dr. J o h n st o n . I do not believe it is a wise thing, and my idea is 

that our officers would prefer that we did not have it; if it was not a 
builder up to the other institution we would rather not have it. I
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believe it ought to be left out. I will say that, although it is not 
absolutely fundamental.

That the section providing for savings department in national banks be stricken out.
I agree with the committee that it should go out.

That the proposed bank notes be issued by the banks under the control of the Comp­
troller of the Currency instead of having Treasury notes issued by the Government.

Well, that is the biggest thing that we have struck yet. It would 
take me longer than 1 have, in order to allow Mr. Wade three hours 
for his speech this evening, for me to go over that. I think that either 
one of them will answer the purpose of this law. I believe with the 
issuing of the Treasury notes it would give a stability and prestige 
and dependableness world-wide, national and international, that 
this bank would not have without it. There are fundamental causes 
for arguing on both sides of this question. I believe these men are 
wiser than I am that are arguing this question and have put this in, 
and I think there must be some great reason which they have wrought 
out or they should not have put it here. However, I should not be 
afraid of tne Treasury notes, as I see it, but it may be because of my 
lack of perspicuity and grasp of some of the whole of it—summum 
bonum.

I better not go into those arguments. I think there are some good 
arguments for it as well as against it, but I do not think that is 
fundamentally necessary to the success of the bill either one way or 
the other. They recommend that the 4 per cent be kept in the cen­
tral city bank or reserve city bank. I believe that is a good thing. 
I will tell you why, because this bill in a sense is revolutionary and 
it must be in order to be a success. There are conditions that wait 
and wait on, like the conditions in Mexico, and we have been waiting 
and waiting and waiting, until something absolutely must be done 
which is courageous, and our President is doing it, and I hope he will 
co n tin u e  to do it a lon g  th e lines he is pu rsin g . If it  b rin gs in te rv e n ­
tion, let it bring it.

There are some things that require revolutions. We have been 
working along with this law, having this Aldrich-Vreeland makeshift 
as an expensive outlet, and that is out now in a few months. Some­
thing must be done. It is revolutionary in this sense: For instance, 
I figure it will take sixty millions out of one bank in New York, the 
City National, and if we continue to keep the 20 per cent it would 
cause them to have to put up $5,000,000 to their capital, or 20 per 
cent of $25,000,000—$62,500,000 at one time. That is only pro­
portionately to the other national banks. Of course it is more acute 
m central reserve cities, touching more heavily my friend Reynolds 
and my friend Wade in St. Louis and those banks than the reserve 
cities of which I am a member; but I have figured it would take out 
of St. Louis at one time from our national banks and what would 
it take out of Kansas City? It would take $22,500,000 out of 
Kansas City and put it in the Federal reserve bank.

That is in a sense revolutionary, but they have got to prepare for 
it in order to do it, and in this preparation they have to collect money 
and all of that. I figure that in one bank in Kansas City, my 
own city it takes out $9,000,000. You figure they can go and get 
it the same day over here at this Federal reserve bank. I say, 
“ No; they could not.” They could do it, but any banker would
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lose his dignity and his prestige and sense of courage to not pre­
pare for this, if he has to go and get the same amount that is 
taken out the same day. And besides, gentlemen, a banker— a 
good banker—conservative though he may be and aggressive, as 
he should be—builds his bank with this thought— to get money 
in rediscounting, whether it be from a Federal reserve bank or any 
other bank only in emergencies and only for a short time, and the 
banker who does business with our bank or Mr. Wade’s bank or 
Mr. Reynolds’s bank who does not settle up at least once or twice 
a year, at most— and it ought to be much more than that—we begin 
to send the examiner down to see what is the matter.

I want the dignity of the national bankers to be preserved, and I 
take it for granted that it would take about $2,000,000 out of our 
institution and put it over here in one day. What I will do, and I 
believe eveiy other banker will—what M r. Wade will do and Mr. 
Reynolds will do—is to go in and get ready so he will not be com­
pelled to borrow money from the Federal reserve bank in order to 
do this.

The Ch a ir m a n . We will have to suspend, as there is a roll call in 
the Senate.

Dr. Jo h n s t o n . All right.
(At this point the committee took a short recess, after which the 

following proceedings were held:)
Dr. J o h n sto n . I did not realize that I had talked an hour until I 

looked at my watch.
I will not go into this thing. Let me say this, that when you put 

this law into execution consider the timeliness in the matter, the time 
it should be done, and make it either the 1st of February or the 1st 
of March, because you want to make it as easy on the national banks, 
especially, as possible. It will not especially affect 7,350 of the 
national banks at all, but it will greatly affect the 47 or 48 reserve 
city banks or central reserve city banks, and to take this amount of 
capital that they have to supply and the amount of deposits which 
will come from these banks and put them in the Federal reserve 
banks you should select the most auspicious time, the time that 
would be most propitious for them, and that is the 1st of February 
or the 1st of March, not sooner than the 1st of February nor later 
than the 1st of March, because let me say that this committee will 
be intensely interested in making this law so wise and workable as to 
receive the enthusiastic support of all bankers of America, both Na­
tional and State, and anything that you could work in to please these 
men that does not antagonize some great basic, fundamental law, I 
believe should be done. I believe the bankers should be thought­
fully considered and everything given to them that can be done to 
make them happy in the bill and supporters of the bill. This is 
necessary for a triumphant success.

One more word. The 4 per cent which they recommend to be 
optional with all the banks not in reserve or central reserve cities will 
help them greatly, and I do not believe it will hurt materially this 
bill. I have said, and I have figured on it from every standpoint, 
and I believe with that in the bill and limiting the number to five or 
seven, I believe that you will have the hearty support of this com­
mittee and every central reserve city. I believe that you ought to 
weigh that suggestion thoughtfully before you turn it down. I 
should like to see it placed in the bill.
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A closing sentence. I feel I should congratulate this committee 
and this country because all of us are patriotic enough to want a per­
fect law, a wise and workable law. It is to every American's dis­
credit if it is not so, and if it is so you will see this vast country go 
on by leaps and bounds in aggressive advance to prosperity and 
achievement. We are now 60 per cent richer than the richest coun­
try of Europe. France has more money per capita than we have, 
but she has only 43,000,000 population, but our 100,000,000 people 
have much more than France as a whole, and if we increase in wealth 
in the next decade as we have in the last, we will have passed in 10 
years England, Germany, and France altogether. And, gentlemen, 
we have got to have a bill with vision and plan enough to meet this 
vast growth of our country. A centralized bank in the United 
States, it seems to me, would be similar to a European bank cover­
ing all the countries of Europe, because many of the 48 States 
have greater wealth and greater resources and greater territory 
than any of the continental European kingdoms, and we do not 
hear of European banks, which would be more sensible than a cen­
tralized bank here.

Let me say I congratulate the people of America in having the 
present chairman of the Senate Committee on Banking and Currency. 
You will excuse me if I say to you that for many years I have been an 
associate in business with Senator Robert L. Owen. We are to-day 
directors in the same bank, and have been for many years. He 
founded that bank twenty and two years ago. The first charter was 
given to Robert L. Owen for a bank in the old Indian Territory, which 
now is the State of Oklahoma. The charter was renewed two years 
ag°*I count this Nation peculiarly fortunate in having a man as chair­
man of this committee who is not a novice in things financial. We 
count him one of the three great financiers of the State of Oklahoma, 
and he is far superior to the other two. We count Senator Owen for 
concentrated, systematic, orderly thinking on things financial and 
things monetary and things banking as an expert. I say this with­
out his knowledge and without his consent. I respect men like 
Mr. Wade and Mr. Reynolds on things financial, because I know 
them so intimately, but my respect for the building of a monetary 
law for this great Nation is greater for Robert L. Owen.

The Ch a ir m a n . Mr. Forgan, you had a program to suggest, and I  
think you had better do that now.

Mr. F o r g a n . Mr. Chairman, the program that we have laid out is 
for Mr. Wade to follow Mr. Wexler.

The Ch a ir m a n . On what topic will he speak?
Mr. F o r g a n . He will explain to you why there should be no com­

pulsion of American banking associations within one year to comply 
with the provisions of the act, and also why the banks should have 
minority representation in the formation of the Federal reserve board, 
so that the board would be formed, as suggested in our report, of the 
Secretary of the Treasury, ex officio, three members chosen by the 
President of the United States with the approval of the Senate, and 
three members elected by the directors of the Federal reserve bank.

That will be followed by Joseph Chapman, of Minneapolis, who 
will explain why the Federal reserve board should not be given power

9328°—s. Doc. 232, 63-1—vol 1------9
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to require, but only to permit, Federal reserve banks to rediscount 
the rediscounted paper of Federal reserve banks.

Then Mr. Wexler comes on again to explain why the Federal reserve 
board should not have the power to add to the number of cities clas­
sified as reserve and central reserve cities under existing law, or to 
reclassify existing reserve and central reserve cities, and to designate 
the banks situated therein as country banks at its discretion.

That will be followed by Mr. E. J. Hill, who will take up two subjects, 
first, in regard to the 5 per cent redemption fund, which is now in the

feneral fund, and why that fund should not be deposited in the 
’ederal reserve banks as part of the Government funds in the bank. 

Also Mr. Hill will take up the entire question of note issue and give 
reasons why the circulating notes should be the obligations of the 
Federal reserve banks and not of the Government.

Then, Mr. Maddox has been assigned the subject of why the Federal 
reserve banks should not be required to receive on deposit checks 
through the country at par, but snould only be required to receive at 
par checks on other Federal reserve banks.

And Mr. Reynolds will be assigned the subject of why the require­
ments of bank reserves in the measure should be reduced to the per­
centages recommended in our report. Mr. Reynolds will be followed 
by Mr. Maddox again, who will take up the question of bank reserves, 
and our reasons for recommending a reduction from the amounts that 
were in the bill when we had it under consideration.

I understand that has been since changed.
Then Mr. Maddox will follow with the subject why the section 

relating to savings departments in national banks should be left out 
of the bill as recommended in our report.

In rereading the bill as it has come out of the caucus, that para­
graph has been so altered that I think probably—I do not know—  
the resolution passed at the conference, but it would not have been 
necessary if it had been in its present condition, but we assigned this 
when it was under the condition that the investments they could 
make were classified and segregated, etc.

That will complete our program.
Senator Sh a f r o t h . Mr. Chairman, I move you that inasmuch as 

these gentlemen are here and no doubt want to get through as soon 
as possible that this program be observed as reasonably consecutive as 
we can make it, and that we hear the first persons whom Mr. Forgan 
has named.

Senator N e l so n . In the order he has named them. I second the 
motion.

Senator R e e d . Does that mean that we can not ask Mr. Wexler any 
further questions ?

Mr. F o r g a n . Mr. Wexler will be on again, and I would just say 
that Mr. Wade is particularly anxious to be heard, as he has another 
important engagement with the department.

Senator R e e d . I just wanted to ask Mr. Wexler two questions 
that I think of.

The Ch a ir m a n . After you conclude with those two questions to 
Mr. Wexler, then it is understood that we will follow this program?

Senator R e e d . Yes.
(The motion was carried.)
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Mr. F o r g a n . I would say on behalf of Mr. Wexler that he had not 
had his lunch up to the time the committee reconvened. Mr. Wexler 
was busy while we were taking lunch correcting his proof sheets, 
and did not get the opportunity for lunch.

The Ch a ir m a n . The committee will now hear Mr. Wade, president 
of the Mercantile Trust Co., of St. Louis, Mo.

STATEMENT OF FESTUS J. WADE, PRESIDENT OF THE MER­
CANTILE TRUST CO., ST. LOUIS, MO.

Mr. W a d e . Gentlemen, the duty assigned to me is to try to explain 
to you why there should be no compulsion in requiring the national 
banks to join reserve associations in a year, and why we think we 
should have representation on the Federal board of control.

Let us look at the facts as they exist. The writer of this bill 
assumed that the burden of creating Federal reserve banks should 
rest upon the banks of the country and not upon any other class of 
commerce of the Nation. We are asked to contribute more than 
$100,000,000 in capital, which does not belong to us, as bankers; we 
are asked to contribute one-half of the reserves that we now hold in 
our vaults, in order that this new institution may be a success. We 
make no objection to that onerous condition. But we can not con­
ceive that it can be right that we should be called upon to put up 
this vast sum of money without representation.

Banking is composed primarily of, first, integrity; second, expe­
rience and judgment of credit; and, third, wisdom that is called 
upon to pass upon the credit commerce of the Nation in order that 
our funds might be loaned. In the minds of the public we are 
loaners of money, but, as a matter of fact, we are the greatest 
borrowers of money of any class of business men in this or any other 
nation.

Every deposit we have is a loan, an obligation on the part of the 
institution that takes the deposit not only to pay that loan back 
as the ordinary borrower does, but be required at a moment’s notice 
to pay same to the clearing-house associations we are connected with 
to meet extraordinary demands at times when there is trouble, and 
also at times when everything is placid. The bankers ha^e not asked 
to buy the stock of the reserve banks. I have yet to find one banker 
who seeks to increase his proportion of stock, and I have yet to find 
one who would willingly subscribe for stock of such a bank if others 
could be found to take it. Why should not the commerce of a 
nation, the merchant and manufacturer and capitalist, invest in this 
stock and create this great bank, if it is essential to the development 
of this Government ? Still, we make no complaint. We are willing 
to accept the provisions of the bill if reduced 10 per cent; we are 
willing to hand over to you 10 per cent of the capital of each bank 
that many of us have labored for years to accumulate; we are per­
fectly willing to turn over to you one-half of our reserve money; we 
are willing now, as we have always been in the history of this country, 
to stand shoulder to shoulder in its development; but we believe, 
gentlemen, that your business as the administrators of this great 
Nation is no different than in the administration of an ordinary 
corporation, and we do not think any of you would have the temerity 
of going before the public with a prospectus to accumulate, by sub­
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scription to the stock of a banking corporation, more than half a 
billion dollars and announce in the start to the people of this Nation 
who you expected to subscribe this vast sum should not have repre­
sentation on the board of directors.

I have not the slightest fear that the President of the United States 
will not name men of integrity. I am absolutely confident of that 
fact, at least, in his judgment, and I believe when that board is named 
they will be men of such eminence and of such recognized integrity 
that every thinking banker will approve them; but the question, 
gentlemen, is whether each man so appointed will bring to that board 
the necessary banking experience, the necessary credit experience, the 
necessary wisdom for the inauguration of this great system at its 
inception. So I do not approach this proposition with any fear of 
political control or of its ever getting into the hands of men who are 
not entitled to the plaudits of the Nation. But I have great doubt 
about the administration of a board composed of three Cabinet 
officers, every hour of whose time is taken up from almost daylight 
to midnight with their respective duties as Cabinet officers, and four 
other men whom we do not know. We do not ask to name the men; 
we do not ask that they shall be bankers, but we do believe that on 
that board we should have men of experience in banking and in 
credits. The whole success of the proposition lies therein.

Again, to many of us, and I admit I am one, this bill is repulsive. 
It is a forced measure, a forced bill, the like of which was never put 
upon the statute books of any nation, where you say to men in the 
national banking system at this late day:

You must prescribe to this doctrine; take this stock; give up 10 per cen£ of your 
capital and 50 per cent of your reserve money or you must go out of business or out of 
the national banking system.

Gentlemen, that does not appear to me to be the spirit of the 
American people; it does not appear to me to be in accord with 
Democratic prmciples. It appears to me to be entirely unnecessary. 
There ought to be, and I am sure there is, enough wisdom and ability 
in this committee and the committee of the House to draft a bill 
that will not compel us to come in, but, by the advantages and privi- 
leges you offer us, that will force us to Imock at the door to get in, 
and we believe if this bill should become a law it would be a reflection 
on the Congress of the United States to say to the national banking 
fraternity of the United States:

You must subscribe to this doctrine or give up the business that you have accumu­
lated in a lifetime.

I am not speaking as a national banker, although I happen to be 
one in an infinitesimal way. I am on this commission representing 
the State bankers and the trust companies, originally the only man 
on the commission in that capacity. I have urged for six ĵ ears that 
you never can have a homogeneous banking system in this Nation 
until you admit the State banks and trust companies into the general 
system.

You come along with the proposition to our brother, the national 
banker, and you say:

You must either do this or retire from business, liquidate your establishment, or 
go into the State system.

I plead with you, gentlemen, as a State banker, as one that is 
extremely desirous of going into the national system, no matter
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what rules you put around it, provided it is not a forced bill; and I 
want to call your attention to the fact that as this bill is framed at

!>resent, in my judgment, if it were passed to-day it would be abso- 
utely inoperative to-morrow. You have discouraged those gentle­
men who nave developed that national system up to its present state 
of perfection; you have them feeling as though they are no longer 
to be considered in the class of citizens who are worthy of represen­
tation.

One hundred and thirty-seven years ago, gentlemen, the founda­
tion of this Government was based upon the fact that the older 
country would not give representation for taxation, or forced con­
tributions. This is distinctly a step backward. In no sense is it a 
step in the line of progress of the Nation.

You have provided for not less than 12 reserve banks.
I want to call your attention to a few statistics here, in which I 

believe I can point out to you a lurking danger in this whole move­
ment if you will allow the bill to stand as it is at present.

In the six New England States, under your law, there could only be 
two regional reserve banks. In those six New England States there are 
463 banks, and 10 per cent of those banks—just one-tenth of them—  
if they declined to come into this system, New England would be re­
duced to one, because your bill requires that no reserve bank can be 
established with less than $5,000,000 of capital. If you apply that 
doctrine to the 20 per cent proposition, then you could only have one 
bank in the six New England States, if they all came in. But I am 
relying on you to adopt the suggestion that 10 per cent is adequate, 
and 10 per cent is sufficient, and that in the last analysis 10 per cent 
will be introduced.

In the Eastern States, New York, New Jersey, Pennsylvania, Dela­
ware, Maryland, and the District of Columbia, there are 1,650 banks. 
I could name one-tenth of the national banks that would not go into 
your system, and those great States would only have two reserve 
banks.

In the Southern States you have 1,483 banks, and I could name 
148 of the more important banks who if they did not go into the system 
you would have throughout the entire South only one reserve bank.

In the Middle States there are 1,257 banks; and if 125 banks I 
could name, or one-tenth of them, were to withdraw or decline to 
come in and take out State charters, it would leave the Middle West 
without a reserve bank.

Senator Cr a w f o r d . Without any at all ?
Mr. W a d e . Without any at all.
Senator Cr a w f o r d . One hundred and twenty-five banks ?
Mr. W a d e . There are 1,257 banks, and if 125 banks of the larger 

banks I could name would not go into the system you would not have 
sufficient capital left to create a reserve bank of $5,000,000. I have 
the figures here, and I can demonstrate it.

Senator P o m e r e n e . That is, you mean by that, so many of the 
larger banks ?

Mr. W a d e . Yes, sir.
On the Pacific slope, in the Pacific States, there are 490 banks, and 

if 49 of the larger banks should stay out it would leave that section 
of the country without a reserve bank.
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Senator P o m e r e n e . Would it interrupt you if I asked you a ques­
tion along there ?

Mr. W a d e . N o, sir.
Senator P o m e r e n e . What reason have you for believing that these 

banks might stay out of the organization?
Mr. W a d e . The reason is that this is a forced bill, first; secondly, 

that it offers nothing to the banks in the way of an inducement to 
come in that they can not secure by becoming State banks, except the 
privilege of subscribing to your stock and contributing one-half of 
their reserve and reaping tHe benefits of the institution in the event 
that it should be successful.

The reason I have picked out the larger banks, gentlemen, is this: 
There are in the national banking system, as you all know, over 7,300 
banks. There are 2,004 with a capital of $25,000.

Mr. W a d e . There are 2,704 with a capital of less than $100,000. 
There is no inducement that I can see now for smaller banks to come 
into this system.

Senator R e e d . Why ? That 1#s what I  would like to know.
Mr. W a d e . The reason why, Senator, is this: That the banks in the 

smaller towns and hamlets of this Nation loan on a class of paper that 
this bill would not relieve them in times of distress. It is not what 
vou call or what the bill calls “ commercial paper.” It is generally 
loaned to a man because the banker knows his whole personality; 
knows his family—his wife and his children; knows that the farm over 
there is only mortgaged for $500; knows the little corner grocer who 
borrows $100 or the little country storekeeper who borrows $500 is 
just as good for his credit as the millionaire who borrows on his bonds. 
But if you tried to run a regional reserve bank and endeavored to take 
over that class of security for your reserve banking association you 
would have to know almost every man, woman, and child in tHose 
communities to be a judge of the credit.

Senator N e l so n . And then the time would enter into that.
Mr. W a d e . And then again they do not loan money like we do. 

John Smith walks into his little country banker and he borrows $100 
or $200 or $300, and they rarely charge him any interest. He wants 
to make a loan for 90 days of $100, and they do not charge him any 
interest. They just charge him about $5 for the loan, a mere incident 
and contract made between them, and it is perfectly satisfactory, 
and that class of paper, gentlemen, if you attempt to put it into a 
reserve bank would require a credit department that would almost 
take in the census.

Senator Cr a w f o r d . Mr. Wade, will you permit me right there------
Mr. W a d e . Yes, sir.
Senator Cr a w f o r d . I s it not a fact that with these little banks in 

small towns and in agricultural communities the loans even to the 
retail merchants and the very small business men always run until 
after the crop is sold anyvVay, whether farmers or not?

Mr. W a d e . Yes; and then if the crop is not good it runs until the 
next crop comes in.

Senator Cr a w f o r d . And is renewed ?
Mr. W a d e . Yes; and it is renewed and renewed again.
The loans of a country bank are never cleaned up like those of a 

city bank or like those of a reserve city bank. Of course there are 
exceptions, but I am speaking of the general rule. Therefore in
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dealing with this subject you must perforce deal with the institutions 
that are in the larger centers relatively. I do not mean Chicago, New 
York, or St. Louis, but I mean with the general reserve cities, the 
cities of 25,000 or 50,000 or 100,000 people or more, not with the 
towns of 1,500 or 1,000 or 2,000 people or 500 people.

Do not let me be misunderstood as in any sense decrying the country 
banker. I want it thoroughly understood that he fills his place and 
he fills it most admirably, and I also want it thoroughly understood 
that he does not require a reserve bank.

Senator Cr a w f o r d . That is right, too.
Mr. W a d e . He has no use for a reserve bank such as those of us 

in the larger communities; his correspondent takes care of him. 
That is what he keeps his money for with us, and great institutions, 
such as the First National and the Continental Commercial, of Chi­
cago, and the National City Bank, of New York, and great institu­
tions of that kind frequently make loans to these country banks of 
$1,000 and $2,000 and $5,000 and $50,000, and they will continue 
to do it.

My appeal to you, gentlemen, is primarily for the purpose of aiding 
me in interesting the State banks and trust companies to come into 
this bill, because without their assistance you can not make it a 
success, in my judgment. Your note issue would be more or less a 
farce. It would be a rigid note issue unless you get the larger banks 
of the communities interested, State and National. Why? You 
issue this currency and the State bank can keep it as a reserve the 
same as they do for national bank currency, and that is one of the 
reasons why the national-bank note is not a liquid and rapidly 
redeemable currency.

A national banker may have his son or his brother-in-law or his 
friend located in another city take out $100,000 national-bank cir­
culation and ship it over to him and it is just as good in the vaults of 
the State bank for reserve as gold, and it is accepted. Again, if a 
careful analysis is made of this bill in the States of this Nation which 
have good banking laws— and very nearly all of them have good 
State banking laws—it can be proven beyond a peradventure of 
doubt that the State bank and the National bank are doing business 
in competition, each on a corner across from the other, but each 
making about the same profit and each aiding in the development 
of the commerce and meeting the requirements of the Nation. Why 
is it, gentlemen, that with all the power of the United States Govern­
ment behind the national-bank system it does not progress like the 
State system ? The answer is simple. It is because the laws of the 
States, as a general proposition, meet the needs of the Nation, as a 
whole, more than the national-banking system does to-day.

The banking power of the United States, aggregating as it does 
$22,000,000,000, is only represented in the national system by a little 
over 36 per cent, and here you bring along a bill at this hour and 
say to men who in good faith have taken out a national-bank charter 
and who have gone through panics and carried the Government debt 
through two wars and developed your country, that you must sub­
scribe to this stock and yon must separate with one-half of your 
reserve money, and you will not have representation on this board, 
failing in which you drive them out of the national monetary system.
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You hear a great deal of discussion about the banks Df the older 
countries, and I was rather amused to find the impression prevailing 
here that the Bank of England would not permit a banker to be on 
its board. That is not true; that is not the fact. There is no rule 
against it, absolutely none. It is only an expression of different 
terms between that country and our country that has misled the 
gentlemen who make such statements and who are, I have no doubt, 
just as sincere as I am, and I have no doubt that they believed 
everything they said.

A banker over there is termed a banker if he is in a joint-stock bank, 
or what we would call ordinarily a corporation, and financial houses, 
which are the greatest bankers of the world, and are not only per­
mitted to have members on the board, but have them, and not only 
that, but there is a representative of a foreign bank to-day on the 
Bank of England boara.

Where is there a greater banking house in this country, with the

gossible exception of Morgan & Co. and Kuhn-Loeb & Co., than 
►aring Bros. ? Lord Revelstoke is a member of the Bank of England.
Senator N e l s o n . And a member of this firm?
Mr. W a d e . Yes, sir; and a member of this firm. Morgan & 

Grinnell, another great banking house there, has a member of the 
board. They are not banking houses; they are financial houses. 
This is just a confusion of names.

Senator Sh a f r o t h . Is not the distinction simply that no person 
connected with an institution that cashes a check or receives der 
posits can become a member of the board ?

Mr. W a d e . N o , sir; that is a theory, Senator, and not a fact.
Senator S h a f r o t h . What do you think about this statement of 

Mr. Bagehot------
Mr. W a d e . Who is Mr. Bagehot ?
Senator Sh a f r o t h . He is author of the work entitled “ Lombard 

Street.”
Mr. W a d e . I can not vouch for Mr. Bagehot, but I can vouch for 

the membership of the Bank of England, and I give as my authority, 
and you will find it in the volume published by the monetary com­
mission in the interviews with the government of the Bank of Eng­
land. That is my authority.

Senator H it c h c o c k . It is also stated in these interviews, as I 
recall them, that there is no requirement at all as to the qualifica­
tions of the governor of the Bank of England, except that he must be 
a citizen of England.

Mr. W a d e . Certainly not; there is no requirement of the President 
of the United States, except that he be a citizen and worthy of the 
office.

Senator R e e d . Yes; he must have been born in the country.
Senator Sh a f r o t h . I was about to read the statement made by ' 

Mr. Bagehot, which is as follows:
In London no banker has a chance of being bank (of England) director, or would 

ever think of attempting to be one. I am here speaking of bankers in an English 
sense (if those who accept deposits subject to check). * * * Not only no private 
banker is a director of the Bank of England, but no director of any joint-stock bank 
would be allowed to become such. Tne two situations would be taken to be incom­
patible. * * * The mass of the bank directors are merchants of experience, 
employing a considerable capital in trade in which they have been brought up, and 
with which they are well acquainted. * * * The direction of the Bank of
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England has for many generations been composed of such men. (Lombard Street, 
pp. 214, 216; ed. 1910. Same effect Senate Doc. 405, p. 10, by National Monetary 
Commission.)

Is not that true ?
Mr. W a d e . I can not, of course, take better authority for my 

statements than the Congressional Record, and I give you my 
authority in the volume of interviews between the Monetary Com­
mission and the government of the Bank of England and the Bank 
of France and the Bank of Germany.

Senator N e l s o n . That is published in the reports of the Monetary 
Commission ?

Mr. W a d e . Yes, sir.
Again, if you are going to apply the English doctrine, we accept 

it with open arms, because they do not foist the bank stock of the 
Bank of England upon the banker.

The Ch a ir m a n . Mr. Wade, may I  ask you a question right there?
Mr. W a d e . Certainly.

^ ^  'ken suggest that this stock be thrown

Mr. W a d e . Absolutely so. Why should it not be?
The Ch a ir m a n . I wish to have your point of view.
Mr. W a d e . Absolutely so; we do not want it.
Senator N e l s o n . What the chairman means is to the public 

outside ?
Mr. W a d e . Why, certainly; let them take the chance and we will 

subscribe to the doctrine. Senator, you never have yet heard a 
banker worthy of the name of such demand that he and the bankers 
of this country should have the stock of this bank. We don’t want 
control; we don’t want this stock; we don’t want to put our money 
in it. We can get 5 per cent, anyway, or 6 per cent anywhere.

Senator P o m e r e n e . Did not one of the witnesses yesterday say 
that they did object, because the moment the public was permitted 
to have stock in these regional banks that they would immediately 
want the privilege of doing their banking with the regional bank ?

Mr. W a d e . He might have said so, and I will go further and say 
that whenever this Government wants to start an independent bank 
and go into competition with its national banking system we will 
not put anything in their way. Destroy, if you will, the thousand 
millions of capital, the eight thousand million of assets in this insti­
tution by bringing in this plan; that we could not very seriously 
protest, because it might be regarded as a selfish protest. There is 
not a man in this commission, gentlemen, that has ever approached 
this proposition from any other than one standpoint, and that is of 
patriotism and American citizenship.

There is not a suggestion that we have made—I challenge any 
man to point out one recommendation that we have made that is 
selfish, and for the particular direct benefit of the banker as against 
any other class of citizens.

The Ch a ir m a n . Do you suggest that opening these stocks to the 
general public would destroy a thousand millions of capital and eight 
hundred millions of investment ?

Mr. W a d e . I do not suggest any such thing; I suggest that we have 
not the slightest obj tion to your selling this stock to whomsoever 
may buy it, and if you are going to follow the management of the Bank
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of England control theory, why not follow the bank note capitalization 
theory. Anyone can buy a share of stock in the Bank of England if 
they have the money. They can buy a share of stock in the Bank of 
France or the Bank of Germany if they have the money. These banks 
were not organized by a forced bill or by compulsion, or bv telling a 
lot of business men that you must either subscribe to this doctrine or 
get out of business. They were built along the lines of the ordinary 
business proposition. There are so many ways, gentlemen, that you 
could open up this bill and make it so attractive in its features that 
we would be glad to come in. That is the kind of bill that I want to 
see, not this bill, discarding all the banking experience of nations that 
have lived 1,000 years; discarding all the power of the great Bank of 
England, whose whole assets amount to only about $350,000,000; 
discarding a system that absolutely controls the finances of that 
nation, but of every other nation upon the habitable globe. Every 
cup of coffee you drink is bought in pounds sterling; every rope 
you import from Manila is imported in sterling, franc, or mark. In 
our own possessions, the Philippines and Porto Rico, with all of our 
pretended power, our system is so weak that the pound sterling 
stands where our dollar is practically unknown.

That, gentlemen, is our mission; that is our purpose; we have 
traveled here to tell you that if you attempt to put a force bill through 
and then attempt to organize not less than 12 reserve banks with a 
capital of not less than $5,000,000 each, and confine the subscriptions 
to national banks alone, it is our judgment that you will not be 
successful.

The Ch a ir m a n . You think the capital ought to be lower?
Mr. W a d e . N o .
The Ch a ir m a n . Y ou think the principal must be lower?
Mr. W a d e . I do not think, Senator, but I am absolutely convinced 

that the number of banks must be less than 12 rather than more than 
12. I am not going to advocate a central bank idea, and yet I do 
not care to be misunderstood. It is a sound, economic principle 
of banking. It is a system that should be inaugurated, but I realize 
that it is politically unwise not only under a Democratic administra­
tion but equally so under a Republican administration.

Senator W e e k s . Y ou do not mean unwise, but you mean impos­
sible.

Mr. W a d e . I mean politically unwise or politically inexpedient.
Senator R e e d . Politically impossible could be taken as synony­

mous with political unwisdom.
Mr. W a d e . I think you will all agree that if you were to go out into 

the hustings it would be accepted as such.
Now, gentlemen, our mission is to point out to you the weaknesses 

in this bill as we see them. Having discharged that duty, we leave 
the case in your hands, but we believe that the stockholders of this 
corporation should have exactly the same rights as the stockholders 
of the corporation known as the United States of America. We believe 
that the stockholders of the national bank should have the same right 
that you would convey to any other private corporation and that is 
representation.

Again, we meet a political situation, and we do not ask you to 
give us control. We do not want it; but we do recommend to you, 
and recommend in all sincerity, to provide in this bill that the several
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reserve banks, as they may be later constituted, may recommend to 
the President of the United States a list of eligible men to be on that 
board and let him then appoint them. We do not want to name 
them, but if we have five reserve banks, or three, we suggest that we 
name men whom we know from our practical business experience of 
years are capable of presiding over tne destiny of a great institution 
such as this is and let the Pesident, from that list, whether it be 
5 or 50 names, make his own selection.

I would like, gentlemen, to have you leave this bill as now framed, 
all of it, for a while. I would like to have you forget the national 
banking system for a while, and I would like to have you divert your 
attention to the great strength of the State banks and trust com­
panies that handle part of the commerce of the country. The other 
institutions build your railways and your waterways and your build­
ings and till your soil and develop your agricultural and your manufac­
turing resources. The whole theory of this bill is built upon the 
national system. There is a provision that the State banks and trust 
companies may come in under the rules that will hereafter be pre­
scribed. What these rules will be will depend entirely upon the 
character of the men of the Federal board of control.

I can state that to these national bankers around here, men who 
have grown gray in the service, and when I tell them that we loan 
on real estate over the United States, from Florida to Seattle, they 
hold their hands in horror, and when I tell them those notes are as 
liquid as their assets, well, they are busy, and they do not have time 
to investigate, but, nevertheless, it is a fact.

Mr. N e l s o n . They are more liquid than call loans on stock col­
lateral in case of a panic ?

Mr. W a d e . We are loaning to-day in Seattle, in Portland, Oreg., 
all through Kansas, in Oklahoma, and in Texas. We have never 
had a default on one loan on real estate, and we are making loans to 
the extent of about $500,000 per month. We are just as important 
a factor as they are, and you must reckon with the State banks and 
trust companies in framing this bill if you want to get a homogeneous 
law, but if after inspection of your draft of the bill you are going to 
turn the crank and force national men in the system, or retire them 
from the system, we will have to go into it, and we will say:

Let them try it if they choose, and we will follow if it is a success.
Senator Sh a f r o t h . Mr. Wade, a few moments ago you made the 

statement that members of banking houses were in reality members of 
the governing board of the Bank of England. I had occasion to look 
at a book entitled “ The Meaning of Money,” by Mr. Hartley Withers. 
There he says:

When we come to consider the bank’s organization, its most striking features are the 
constitution of its court of directors, and its system of government by rotation, and these 
are points on which the bank’s critics have fastened with the keenest energy and 
determination.

The bank court is a committee recruited chiefly from the ranks of the accepting 
houses and merchant firms, and its members are nominated by itself, subject to the 
purely formal confirmation of the shareholders; and it is an unwritten law that no 
banker in the ordinary sense of the word—that is, no one connected with what we 
call the check-paying banks—can be a member of it.

At first sight this is one of those anomalous absurdities so common in England, and 
so puzzling to the intelligent foreigner, who can not understand why we suffer them. 
A court of directors ruling the Bank of England, and so performing most important
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banking functions, and yet disqualifying for membership any one with an expert 
knowledge of banking, is a tempting subject for an epigrammatically minded satirist. 
But in fact this anomaly, like many of our others, not only works excellently well in 
practice, but is, when calmly considered, clearly based on sound common sense. For 
in the first place it would obviously be undesirable that a member of one of the outer 
ring of banks should have the insight into the position of his rivals which membership 
of the Bank of England court could give him, unless all the others were similarly 
privileged. But if all the outer banks were represented on the bank court, it would 
become a committee of unwieldy dimensions, perhaps reproducing or reflecting in the 
bank parlor the rivalries and jealousies that stimulate the outer banks to work against 
one another, but are not conducive to their working together.

And the question of proportionate representation would be difficult to settle. As 
it is, the bank court, being free from connection with the outer banks except by 
keeping their balances, is able to watch their proceedings with a wholly impartial 
eye, and, on occasion, to make suggestions with salutary effect.

Mr. W a d e . Let me show you the fallacy of that and how utterly 
impracticable it is from a practical point of view. Take Baring 
Bros.------

Senator H it c h c o c k . Mr. Sterling Baring is a member of the Bank 
of England, but he is not a member of the Bank of England Court.

Mr. W a d e . Lord Revelstoke is; he is a member of Baring Bros., 
and in the directory of the Bank of England.

Senator Cr a w f o r d . Do they not have what they call discounting 
houses ?

Mr. W a d e . I will explain that in a minute. Let me show you how 
impracticable, improper, and unjust that statement is. I give you 
the authority of your own Congress as against a writer of a book. 
Let us deal with Baring Bros. They handle millions and millions, 
hundreds of millions a year. Do they go down in their vault every 
time they make a transaction and pick up a bag of gold and say, 
“ Bill, here it is” ? When they get that money do they carry the 
money in a bag? No. They must have a checking system. They 
are bound to have a checking system. There are three distinct bank­
ing houses in the city of London— distinctive classes in their nature. 
There is the joint-stock bank------

Senator N e l s o n . Incorporated?
Mr. W a d e . Incorporated; then there is the discounting house; and 

then there are the financial houses; and then there is a fourth, the 
accepting houses. The joint-stock banks accept and so do the financial 
houses and so do the accepting houses, ana the joint-stock banks 
will take the acceptance of another joint-stock banK, and the Bank of 
England will take the acceptance of any other joint-stock bank and 
discount the paper, and it is a totally different system from what we 
have here. But it is very near the ideal.

Again, let me show you the fallacy of the fear of having a banker 
upon a board that would regulate the discount rate for this Nation. 
Are you going to select seven men who will be so simon-pure in 
thought and mind and heart, and who wil] at all times be so discreet 
and by some operation of an unknown law not be able to tell his friend, 
the banker, that the rate is going to be raised to-morrow? Is the 
Bank of England rate ever raised without consulting the directors ? 
Certainly. It is done time and time again by the action of the gov­
ernor alone without consulting the directors.

Senator Sh a f r o t h . But it is often done with the consent of the 
directors ?

Mr. W a d e . Frequently it is done with the consent of the directors, 
but the governor initiates it. Again, the Bank of England will
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not allow the governor of the Bank of England to succeed himself 
longer than two years. The deputy governor goes up, and it is a 
great position of honor. To be a member of the BanK of England 
board is a passport throughout the world.

Senator P o m e r e n e . Did I  understand you to say a moment ago 
that you feared that this board of control or reserve board, if appointed, 
would let some of the bankers know what the rate of interest was going 
to be?

Mr. W a d e . N o . I said this: That a member of that board was just 
as apt to do it as a banker member. Let me tell you, Senator. We 
have in our institutions here in the larger centers what are known as 
clearing-house examination committees, where we examine a com­
petitor.

Senator P o m e r e n e . I just wanted to call your attention to this 
fact: You have suggested here that if there was a board appointed 
under this bill that it might leak and let the bankers know what the 
rate of interest was going to be to-morrow ?

Mr. W a d e . No; I suggested that they could leak just the same, 
whether members of a bank board or not.

Senator P o m e r e n e . Would they not be less likely to leak than if 
they were bankers named by banks ?

Mr. W a d e . N o ; and if they did, it would not make the slightest 
difference. Let me tell you why. Those of us who are active in 
the banking business, and who do an international business, as many 
of us do, watch the report of the Bank of England with just as much 
care and avidity as we do the weekly statements of the Bank of New 
York, and we know whenever there is going to be a raise in the Bank 
of England rate or when there is likely to be one. We do not know 
specifically when the rate will be raised, but there is a danger point 
in that statement just the same as the danger signals are known in 
New York, St. Louis, or any other town, and we can tell when the 
rate must go up.

Senator Sh a f r o t h . 1 hold in my hand the answer of the gov­
ernor of the Bank of England and the interrogations of the monetary 
commission. Let me show you what he says here:

Q. Is it customary to reelect directors at the expiration of their terms?—A. It 
is customary for directors to be reelected.

Q. Is there any custom restricting the class from which the directors may be 
selected?—A. There is no legal restriction as to the class from which directors may 
be selected, except that they must be “ natural-born subjects of England, or natu­
ralized,”  but in actual practice the selection is confined to those who are, or have 
been, members of mercantile or financial houses.

Mr. W a d e . That is right.
Senator Sh a f r o t h  (reading):

Excluding bankers, brokers, bill discounters, or directors of other banks operating 
in the United Kingdom.

Mr. W a d e . That is the point I made. I said so, but notwithstand­
ing the custom, they still have on the board a member of a bank 
recently elected. [Reads:]

But in actual practice the selection is confined to those who are, or have been, mem 
bers of mercantile or financial houses.

Do you know what a mercantile house is over there ?
Senator H it c h c o c k . Read the next line.
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Mr. W a d e . Certainly. [Readmg:]
Excluding bankers, brokers, bill discounters, or directors of other banks operating 

in the United Kingdom.
That has been the practice, but that is not the law. Now, then, 

financial houses are exactly the same as Morgan & Co., of New York, 
or Kuhn, Loeb & Co., of New York, the greatest banking houses in 
America, but we do not call them financial houses.

Senator H itc h c o c k . The law of 1844, under which the Bank of 
England is now" operating, does provide a qualification; a member 
of the board must oe a natural citizen.

Senator Sh a f r o t h . That is a general qualification, but we were 
talking of the actual practice of the Bank of England.

Senator N e l so n . However that may be, that is not really material 
to our inquiry.

Mr. W a d e . The same principle applies in France and in Germany. 
The stock is held by the people of the nation. The Bank of France 
has 40,000 stockholders.

The C h a ir m a n . Who appoints the directors there?
Mr. W a d e . The directors are selected by the stockholders. In 

France the directors are named by the stockholder and the governor 
named by the Piesident of the Republic. There are 3 men out of 
18 named, by the governor and 15 selected by the stockholders.

The Ch a ir m a n . Who appoints the managers of the various 
branches of the Bank of France ?

Mr. W a d e . The governor.
The Ch a ir m a n . What power have the regents ?
Mr. W a d e . Absolute power. We have it here in this report of the 

monetary commission.
The Ch a ir m a n . Y ou might read it into the record.
Mr. W a d e . It is a long story and it would take some time for me to 

get it from the report.
Senator H itc h c o c k . I have a memorandum of the matter here: 

In the Bank of France there are 15 regents and 3 censors, who are 
elected by the 200 largest stockholders. They have control of the 
management of the bank, including the fixing of the interest rate. 
The President appoints the governor and the subgovernor.

Mr. W a d e . The Bank of France is a private corporation with 
40,000 shareholders. The governor and two deputy governors are 
named by the President of the Republic* 18 directors are elected by 
the shareholders; a majority vote controls the operation. That is on 
page 190 in this book.

Senator Cr a w f o r d . In all these banks— England, France, and 
Germany—the stock represents voluntary subscriptions ?

Mr. W a d e . Absolutely so.
Senator Cr a w f o r d . And in the first and second banks of the 

United States the subscription of stock was practically voluntary, was 
it not—in the old first and second banks here in our own country ?

Mr. W ade. Well, I am not that old.
Senator Cr a w f o r d . That is true as a matter of fact ?
Mr. W a d e . That is true.
Senator Cr a w f o r d . D o you know of a case where they have ever 

made it a matter of coercion to furnish capital for a bank ?
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Mr. W a d e . Gentlemen, I do not know where there is a law on the 
statute books of any enlightened nation—I do not know of any law in 
any State of this Nation where by the operation of law they say:

Separate from your money or we will destroy your business.
Senator P o m e r e n e . They require you to keep a certain amount of 

reserves now.
Mr. W a d e . That is right; but that is voluntary.
Senator P o m e r e n e . That is prescribed by law.
Mr. W a d e . That is true; but I knew the law when I entered into 

that system. That does not take my money away; it conserves it in 
my safe.

The Ch a ir m a n . Mr. Forgan—pardon me, Senator Eeed, have you 
finished ?

Senator R e e d . I am more interested in the conditions here than I 
am in Europe, and I was going to inquire about them; but I will defer 
my questions, Mr. Chairman.

The Ch a ir m a n . I merely wanted to call attention to page 190, to 
which Mr. Wade referred, with regard to the powers of the sharehold­
ers of the Bank of France. The statement is made that these share­
holders meet on a Thursday in January of each year, when they are 
told about the business of the bank during the year and are called upon 
to elect and reelect the regents and censors. The three censors must 
be chosen from the industrial and commercial classes and the three 
regents must be chosen from the general paying shareholders. The 
regents meet once a week, and they decide upon the changes in the 
rate of discount, which is their most important duty, and that practi­
cally ends their management. The actual management is done by 
the managers, who are appointed by the Government. And the same 
thing is true of the Bank of Germany.

Mr. W a d e . But if you will read on further, Mr. Chairman, you will 
find that the majority of the directors control. I did not want to go 
into that; but if you will continue, you will find that the majority of 
the directorate of the Bank of France control its entire action except 
in the election of the two governors and the two deputy governors and 
the managers of the branches.

The Ch a ir m a n . But every one of the 188 branches has its manager, 
and every one of them is appointed by the Government. I do not see 
how the Government could go much further.

Senator R e e d . I was interested in your statement, Mr. Wade, that 
the State banks are, notwithstanding the prestige accompanying the 
name “ National,” able to rival the national banks; and the reason 
you gave was that the State laws were more advantageous—that is 
not your language, but I am trying to give merely its substance.

Mr. W a d e . That is the essence of it.
Senator R e e d . N ow , in what respect are the State laws more 

advantageous? Could you give it to us in a short, terse statement?
Mr. W a d e . Let me first give you the advantages of the National 

banks over the State banks. First, they can issue circulating bank 
notes, which formerly could be done at a profit, but latterly—particu­
larly in the year 1913—has been done at a very heavy loss, Decause 
of the depreciation of the 2 per cent, the 3 per cent, and the 4 per 
cent Government bonds. So, therefore, that is a privilege supposed 
to be m  advantage which has developed into a detriment.
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Second, it may act as reserve agent for other national banks for 
the reserve funds of other national banks. In a reserve city they 
can act as reserve agents for country banks, and in central reserve 
cities the banks can act as reserve agents for country banks and for 
reserve banks.

Strange as it may appear, that is not regarded as a great advantage, 
because the reserves of the country bank and of the reserve city 
bank are always at the lowest ebb when money is close and at the 
highest when money is cheap.

And secondly, because if a reserve bank or a country bank keeps 
its reserve in a reserve city or a central reserve city, it is almost an 
unwritten law that the reserve bank or the central reserve bank must 
loan it money whenever it needs it.

Senator N elso n . You mean loan its money to the depositing 
bank?

Mr. W a d e . Loan its money to the depositing bank. In other 
words, the bank that will keep a deposit of $10,000 will ordinarily be 
entitled to a credit of $35,000 or $40,000, and so on, in that ratio.

The third supposed advantage the national bank has over the State 
bank is that it is the depositary for Government money. But again, 
in the year 1913, that has proven to be unprofitable, because for 50 
years it was the custom of the Government to deposit money in the 
national banks without interest, but secured by the Government 
bonds. Many banks bought bonds and secured Government de­
posits. Many of them paid as high as 105, 106, and 107 for a 2 per 
cent bond, because it was profitable to do it—because they paid no 
interest on the deposits. But when the interest of 2 per cent was 
required and demanded of the national bank for the Government 
deposits the profit was eliminated; and when the bonds fell down 
below par the banks have charged, or should charge, to profit and 
loss account the amount of the depreciation.

Senator R e e d . Those are the advantages of the national banks ?
Mr. W a d e . Those are the advantages of the national banks. 

Aside from that, there is a certain imaginary glamour in being 
national banks. There is nothing in that except sentiment.

Senator R e e d . A s I understand you, all these advantages have 
become disadvantages, except the glamour. Is that what you mean ?

Mr. W a d e . Practically all; and the glamour has no value.
Now, the advantages that the State banks have over national 

banks: They can do all the business that a national bank can do, 
except those three items recited. In addition to that, they can 
loan on real estate. In many States they can buy stocks and bonds. 
In many States they can act in a fiduciary capacity.

Senator R e e d . Yes; act in a fiduciary capacity.
Senator N e l so n . And the reserve requirements are not as strin­

gent?
Mr. W a d e . And in many of the best States of the Union they have 

no requirement about reserve at all, except that which is relied upon 
in the intelligence of the manager of the bank.

The Ch a ib m a n . And they do use national-bank notes as reserves, 
do they not, in some States ?

Mr. W a d e . They can use national-bank notes in reserve, which a 
national bank can not do. They can use any kind of money in
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reserve, while a national bank is restricted to carrying its reserve 
in what is called “ lawful money.”

Senator N e l s o n . Gold, silver, and greenbacks.
Senator R e e d . N ow , does that make up the advantages of the 

State banks ?
Mr. W a d e . N o. In speaking about State banks, I never forget 

about the words “ trust company.”
Senator R e e d . Yes.
Mr. W a d e . I always put them under the same category.
Senator R e e d . It is the same thing, only a different name ?
Mr. W a d e . They can act as trustees under a will, or as trustees 

under a mortgage.
Mr. W e x l e e . And as executors of estates.
Senator H it c h c o c k . Administer estates?
Mr. W a d e . Administer estates.
Mr. Jo h n s t o n . Mr. Wade, I  would like to ask you is not the trust 

company in the banking world what the department store is in the 
mercantile world—they can do almost anything?

Mr. W a d e . Well, you can not get married by them.
Senator R e e d . Well, does what you have recited embrace all the 

advantages ?
Mr. W a d e . I can illustrate this better by describing the institution 

which I preside over, and giving you the various departments.
Senator R e e d . Well, that is hardly necessary.
Senator N e l s o n . That would give us a better idea.
Senator R e e d . Then I should like to have it.
Mr. F o e g a n . Y ou can get an almost interminable Iranchise. I 

have one in the State of Illinois for 999 years.
Mr. W a d e . We have a bond department, where we buy and sell all 

classes of bonds. We have a real estate department, wherein we buy 
and sell all kinds of real estate on commission—never speculated on 
it. We have a real estate loaning department, where we can loan on 
any piece of real estate anywhere in the habitable globe.

Senator N e l s o n . For any length of time ?
Mr. W a d e . For any length of time.
Senator W e e k s . Mr. Wade, before you leave that subject let me 

ask this: You do not loan funds on real estate that are subject to 
check, do you? You only loan deposits that are time deposits, do 
you not ?

Mr. W a d e . Why, we loan our money. We do not make any 
distinction whatever; not the slightest. We have a trust depart­
ment, where we handle all sorts of estates. We have a corporation 
department, where we keep the records of all kinds of corporations 
who desire records kept. We have a safe deposit department* 
And all of those departments are profitable. We have a foreign- 
exchange department.

In other words, we can do in the trust company—which I am so  
anxious to get under this system—anything that the discount 
house of London can do. We can do anything that the joint-stock 
bank of London can do; we can do anything that the national bank 
of the United States of America can do (except the three items I 
have mentioned), and anything that the accepting houses of London  
can do.

9328°—S. Doc. 232, 63-1—yoI 1------10
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Senator M cL e a n . Y ou have a savings department, have you?
Mr. W a d e . We have a savings department, with forty-odd thou­

sand depositors. And, lastly, we nave a charter that runs for 
50 years.

Mr. J o h n st o n . The charter of a trust company in Missouri permits 
also, if the officers desire to take it up, that they should have an 
insurance department, fire and life.

Senator Sh a f r o t h . Mr. Forgan made a startling statement just 
now, that he has a corporation that has a legal existence of 999 
years— according to the laws of Illinois.

Mr. F o r g a n . And which is protected by a constitutional require­
ment; and there is not a word in the banking law under which it 
was organized that can be changed so as to terminate it.

Senator R eed*. Mr. Chairman, I suggest that we will not get very 
far if we go on these side issues. If there is any other member of 
the committee who desires to question Mr. Wade now I will waive 
the privilege for the present.

The Ch a ir m a n . The Senator from Missouri will proceed.
Senator W e e k s . Mr. Chairman, it is half past 5; the committee 

has been in session all day, and I think it would be well to adjourn 
at this time, although there are some matters I wanted to get Mr. 
Wade’s views upon.

The C h a ir m a n . When would you be able to appear before the 
committee again, Mr. Wade?

Mr. W a d e . I can be back here on Saturday.
The Ch a ir m a n . Then the committee will be glad to have you 

explain further at that time about State banks and trust companies.
(Thereupon, at 5.30 o’clock p. m., the committee adjourned until 

to-morrow (Thursday) morning, at 10 o’clock.)

THURSDAY, SEPTEMBER 4, 1913.

Co m m itte e  on  B a n k in g  an d  Cu r r e n c y ,
U n it e d  Sta te s  S e n a t e ,

Washington, Z). C.
The committee assembled at 10 o’clock a. m.
Present: Senators Owen (chairman), Hitchcock, Reed, Pomerene, 

Shafroth, Hollis, Nelson, Bristow, Crawford, McLean and Weeks.
Senator W e e k s . Mr. Chairman, I think I ought to say to the 

committee that I am going, at 11 o’clock, when the Senate convenes, 
to introduce a resolution instructing this committee to report on the 
bill which we have under consideration, the 2d of December next, at 
the convening of the regular session of Congress, and to make banking 
and currency legislation the unfinished business at that time. I 
assume that the committee will want to take a recess, as I am going 
to introduce the resolution at 11 o’clock.

Senator R e e d . I would like to ask the Senator if he could not let 
that go until to-morrow. I have made a positive engagement which 
compels me to leave here at 12 o’clock, and if this resolution comes 
up at 11 o’clock, I could not be there until the debate was over; 
because it will undoubtedly, if it is debated to-day, involve some 
delay.
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Senator H it c h c o c k . It could hardly be debated to-day.
Senator W e e k s . Of course, if an objection is made, it can not be 

debated to-day.
Senator H it c h c o c k . I  think that will naturally be the result.
Senator R e e d . I know it would; hence I ask the Senator for an 

extension of time.
Senator W e e k s . I  would like to accommodate Senator Reed.
Senator R e e d . Well, the Senator can then just have it put in, and 

to-morrow we can take it up.
The Ch a ir m a n . Will you give notice, then, to-day that you will 

introduce the resolution to-morrow ?
Senator W e e k s . I  will introduce it to-day and give notice that, 

under the rules, I assume it would come up for debate to-morrow.
Senator N e l s o n . It can not come up to-day unless you secure 

unanimous consent.
Senator W e e k s . I  am perfectly willing to ask unanimous consent 

that it come up to-morrow.
Senator H itc h c o c k . Y ou do not need to ask for unanimous con­

sent. You can ask that it lie on the table and come up to-morrow.
The Ch a ir m a n . Mr. Forgan, who is your next witness ?
Mr. F o r g a n . Mr. Wade is still here.
Mr. W a d e . Yes; Mr. Chairman, I have concluded that I had better 

stay here than to come back on Saturday.
Senator R e e d . We are waiting for Mr. Wade to answer our ques­

tions, and Senator Hitchcock, I believe, has some questions he 
desires to ask now.

FURTHER STATEMENT OF FESTUS J. WADE, OF ST. LOUIS, MO.

Senator H it c h c o c k . Mr. Wade, you differ from your associate, 
Mr. Wexler, in that you favor the idea of having outside stockholders 
rather than having stockholders confined to the banks ?

Mr. W a d e . Yes and no. I think it would be all right to confine 
it to the banks if you did not make it a compulsory measure. As I 
said in my remarks yesterday, banks have not the slightest objection 
to taking the stock, provided they are not forced to do so. But if 
you are going to make it compulsory, then I would rather see it 
thrown open to the public.

Senator H it c h c o c k . I s that not a mere sentiment, the difference 
between being compulsory and voluntary ?

Mr. W a d e . No; it is anything but a sentiment. It is my deliberate 
judgment, Senator, and I have given this matter a great deal of 
consideration, that unless you change the provisions of that bill in 
that respect you will not get enough stock subscribed by the banks 
of this country to make the reserve banks a success.

Senator H it c h c o c k . N ow  you are not referring to the involuntary 
clause.

Mr. W a d e . W h a t is that, sir ?
Senator H it c h c o c k . Y ou are not confining yourself, now, to the 

question whether------
Mr. W a d e  (interposing). I am confining'myself to the involuntary 

clause, because it is so inequitable, so undemocratic, so unjust, to 
demand that a bank shall subscribe to a doctrine or be forced out of 
business if it does not take stock, and if it subscribe to it that
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it shall have nothing to say as to the control of the institution which 
it founds with its money.

Senator H itc h c o c k . Does it really make any difference whether 
they are required to do so or whether they do so voluntarily ?

Mr. W a d e . Why, I think it makes all the difference in the world. 
It is the difference of being forced to do anything in a country that 
is supposed to be free. It is repugnant to the manhood of the Nation.

Senator H itc h c o c k . Mr. Wade, under this bill as it stands now 
there is not a dollar of capital added to the banking capital of the 
United States.

Mr. W a d e . N o ; admitted. There is $100,000,000 to the credit 
capital of the banks of the United States. You require us to take 10 
per cent of the capital of our institution and separate our institution 
from that and take in lieu thereof certificates of stock in this reserve 
bank. You will increase the capitalization of the banks of the 
United States $100,000,000 or more by the operation of this bill.

Senator H itc h c o c k . But it is a duplication of capital ?
Mr. W a d e . True, it is a duplication— admitted.
Senator H itc h c o c k . D o you recognize that there has been a grow­

ing disparity between the capital of the banks of the United States 
and their liabilities represented by the deposits; that is, that the 
capital has been growing smaller and smaller, while the deposits and 
obligations to their depositors have been growing larger and larger ?

Mr. W a d e . I think, Senator, that probably you make the com­
monly accepted mistake, and that is that you look entirely at the 
national system, and you fail to look at the general system.

Senator H itc h c o c k . I think the disparity is still greater if you 
take in the State system.

Mr. W a d e . I think not.
Senator H itch co ck . But confining ourselves to the national 

system, as the banks under that system are the only ones that would 
be under compulsion------

Mr. W a d e . Yes, sir.
Senator H itch co ck  (continuing). It is the fact that the margin 

of safety to the depositors has been growing smaller and smaller ?
Mr. W a d e . That depends upon what you mean by “ safety.”
Senator H itc h c o c k . Because the deposits have been increasing 

relatively to capital.
Mr. W a d e . Well, it all depends on what you would call the “ margin 

of safety.” What would you term the “ margin of safety ” ? Capital, 
money, assets, or what ?

Senator H itc h c o c k . I should call the margin of safety the capital 
invested and the liability of the stockholders.

Mr. W a d e . I can not clearly understand what you call the margin 
of safety. The margin of safety, in my judgment, in any bank, is in 
the wisdom and the judgment on which its money is loaned, so as to 
keep it liquid, and so that it can always be cashed.

Senator H itc h c o c k . Well, that is a matter that can not be pro­
vided by law. It is a sentiment too vague. But the specific and 
material thing that I am considering is the amount of money that the 
stockholders put into the business as compared to the volume of busi­
ness tho.t they do.

Mr. W a d e . Oh, that is what you call the margin of safety, is it ?
Senator H it c h c o c k . That is the margin of safety, in my opinion.
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Mr. W a d e . Well, that might have very little to do with it. You 
might have a bank— and I know of one, and administered on its ob­
sequies—having a capital of $3,000,000 and a surplus of $1,000,000, 
and a deposit account of $6,500,000— and it was rotten.

Senator H itc h c o c k . Yes, I know, of course, that is quite possible 
with any concern.

Mr. W a d e . And then, on the other hand, I know of hundreds of 
banks with a capital of $100,000 and deposits of $1,000,000, that 
are just as clean as one with a capital of $1,000,000 and deposits of 
$2,000,000.

Senator N e l s o n . Senator Hitchcock, I do not want to interrupt 
you, but I want to suggest that, in connection with this question* 
you ought to take into account, not only the capital, but the surplus 
of the bank, which is a part of the fund just as much as the original 
capital.

Senator H itc h c o c k . No, I do not. The purpose for which they 
are raising their surplus and keeping down their capital is to avoid 
the personal obligation of the stockholders. There is no personal 
obligation of the stockholders on account of the surplus.

Senator N e l s o n . But that is a part of the funds------
Senator H itch co ck  (interposing). But there is no individual 

liability attached to it.
Senator R e e d . When you get the 20 per cent, there is no liability 

on the stock, is there?
The Ch a ir m a n . There is a double liability.
Senator H itc h c o c k . For every share of stock there is a double 

liability behind the stock; but there is no individual liability behind 
the surplus; it is only a pile of money.

Mr. W a d e . Senator, I think you have the wrong idea as to that; 
I am quite sure you have. Take the institution I preside over, 
which is a trust company. We have no double liability, but we 
have a capital of $3,000,000, and a surplus of $6,700,000. Certainly 
we do not have that surplus in order to avoid liability. The surplus 
of a bank is created primarily to give it strength, and to enable it to 
stand any tide that may come along.

Senator H it c h c o c k . Will you please explain why a surplus of 
$1)000,000 is any stronger for a bank than $1,000,000 of capital?

Mr. W a d e . O l course, it is very simple. If I have a bank with 
$2,000,000 of capital, and no surplus, whether it be State or national, 
or a trust company—$2,000,000 capital, and no surplus, and I happen 
to lose $100,000, I am prohibited by law from continuing to do busi­
ness until I make my capital good.

Senator H it c h c o c k . And your stockholders are required to do 
that?

Mr. W a d e . Yes, sir. But if I have a bank, or a trust company, 
with a capital of $1,000,000 and a surplus of $2,000,000, and lose the 
whole $2,000,000 surplus, I could still continue to do business.

Senator H it c h c o c k , And your stockholders are not required to 
put up one cent ?

Mr. W a d e . No; my stockholders are not required to put up one 
cent.

Senator H it c h c o c k . That is exactly my idea.
Mr. W a d e . But the stockholder has already put up that surplus*
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Senator H it c h c o c k . Well, you have exactly set forth the point I 
raised, that there is no personal responsibility behind the surplus, 
but there is behind the capital.

Mr. W a d e . N o. The stockholders have no double liability in our 
State, whether it be a trust company or a bank.

Senator H it c h c o c k . I am talking about national banks.
Mr. W a d e . I know; but there is where you gentlemen have lost 

sight of the most important factor of this whole proposition. You 
have seen the hole and not the doughnut. You have taken 36 per 
cent of the banking power of this Nation; the banking power that 
moves what is commonly known as the merchandise of the country, 
and the crops of the country; but you have failed to deal with those 
institutions that have built up this Nation through the operation of 
its real estate department, real estate loans, bond departments, with 
its ability to handle agricultural plants of all kinds, and to develop 
the whole manufacturing industry by the erection of manufactories 
and office buildings, ana eelemosynary institutions—which national 
banks do not do.

Senator H it c h c o c k . Well, that is hardly in the line of my questions. 
I was proceeding to develop a certain line of thought. I wanted to 
ask whether you recognized the fact, in the first place, that, compared 
to the volume of liabSities, the capital of the national banks has been 
diminishing ?

Mr. W a d e . First let me say that I have not looked at the statistics 
in a way to carry that in my mind. But you must, if you take that 
into consideration, include the surplus.

Senator H it c h c o c k . Well, I  am leaving the surplus aside for the 
present.

Mr. W a d e . Well, but you must not do that, for that is capital, 
and you have to include the undivided profits.

Senator H it c h c o c k . Well, for the purposes of my question, I am 
leaving it aside, and I have to ask you whether you think, as a 
banker, there should be any relation between the capital and the 
amount of liabilities ?

Mr. W a d e . Well, yes; there should be; but I would not be pre­
pared to lay down the rules for it. As a general proposition------

Senator H it c h c o c k  (interposing). Now, I want to ask you------
Mr. W a d e  (interposing). Well, wait a minute. As a general 

proposition, I think when a bank’s liabilities exceed its capital and 
surplus and undivided profits 10 to 1, it has about reached the 
limit.

Senator H it c h c o c k . Ten to one, you say ?
Mr. W a d e . Yes. That is a purely personal opinion, however, 

without very much consideration.
Senator H it c h c o c k . N ow , the capital of the national banks is 

something like $800,000,000, is it not ?
Mr. W a d e . N o ; it is over $1,000 ,000 ,000 capital and about $800 ,- 

000,000 surplus and undivided profits.
Senator H itc h c o c k . Over $1 ,000 ,000 ,000?
Mr. W a d e . And you must add the surplus and undivided profits.
Senator H it c h c o c k . Well, I am confining myself to the capital. 

Do you consider that the withdrawal of over $100,000,000 from that 
$1,000,000,000 would tend to weaken the national banks of the 
United States ?
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Mr. W a d e . No, sir; you would only in effect loan or invest about 
5£ per cent of your capital, surplus, and undivided profits.

Senator H itc h c o c k . You think it would not?
Mr. W a d e . No, sir.
Senator H itch co ck . Could you withdraw $200,000,000 without 

doing that ?
Mr. W a d e . Yes, sir; but I  do not see the necessity of it.
Senator H itc h c o c k . Y ou think it would not weaken them to  

withdraw that amount ?
Mr. W a d e . No.
Senator H itch co ck . Can you withdraw $300,000,000 without 

weakening the national banks ?
Mr. W a d e . If you withdrew it and kept it where it could be bor­

rowed again, it would not.
Senator H itch co ck . Then, do you think that the national banks 

could reduce their capital without weakening themselves, as would 
appear from your statement ?

Mr. W a d e . N o.
Senator H itch co ck . Well, where would you draw the line ?
Mr. W a d e . I do not know just where I would draw the line on that. 

I do not understand the theory of your questions. Probably if I did 
I could answer them.

Senator H itch co ck . My theory is that in so far as this bill provides 
for the withdrawal of a large per cent of the independent banks of the 
United States it weakens them and injures the system ?

Mr. W a d e . N o, sir; it does not.
Senator H itch co ck . Well, that is m y  line of reasoning.
Mr. W a d e . So I understand; but your line of reasoning is erroneous.
Senator H itch co ck . Well, now I want to ask you this: Is it not a 

fact that the banking institutions of Europe proceed upon the theory 
that the liability of the stockholders is an important consideration 
for a depositor ?

Mr. W a d e . No; I do not think that is a fact.
Senator H itc h c o c k . I s it not a fact that all the large banks o f 

Europe have a capital on which the stockholders have omy paid in a 
per cent of cash, and that they have a large liability, much more than 
twice as much as they have paid in ?

Mr. W a d e . In some instances that is the case, and sometimes it is 
not.

Senator H itc h c o c k . I s it not the general rule as to a great many 
of the incorporated banks of Great Britain and France?

Mr. W a d e . Sometimes that is the case; but I  think you are in 
error.

Senator H itc h c o c k . That a large majority of the capital paid in, 
with a large majority of the stockholders' dues to the bank are held 
for that purpose ?

Mr. W a d e . Oh, yes; that is the theory. It is like your present- 
national banking system. If I were a stockholder in a British bank, or a 
national bank in this country, and I had any reason to think that it 
would fail, I would sell the stock to-morrow, and my liability would 
cease.

Senator H it c h c o c k . No, it would not.
Mr. W a d e . W h y  ?
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Senator H it c h c o c k . Because there is a period of time------
Mr. W a d e . Well, what is the period of time?
Senator H itc h c o c k . It varies in different countries.
Mr. W a d e . I mean in this country now.
Senator H itc h c o c k . Well, in this bill, I believe it is to be made 

six months.
Mr. W a d e . Yes; but I am talking of the law, as it is to-day. It is 

one of those fictitious------
Senator P o m e r e n e  (interposing). Let me understand you, please; 

do you mean that in this country, by transferring your stock to 
another person you can avô d liability during the time you were a 
stockholder ?

Mr. W a d e . Absolutely, if I sell it in good faith.
Senator H o l l is . Oh, no.
Senator W e e k s . Then, the man who bought the stock takes the 

liability ?
Senator R e e d . The provision of the statute is that the man who 

purchases the stock—I am not giving the exact language, but the 
same substance—takes it with all of its liabilities.

Senator P o m e r e n e . Primarily that is true.
Senator R e e d . And there is no provision in the statutes that I 

have seen—I may have overlooked it— that provides any holder of 
bank stock shall be liable for the debts which were accrued at the 
time he held it; and which continues that liability after he has pur­
chased the stock. If there is such a provision in the statutes, I have 
not seen it.

Senator P o m e r e n e . Primarily, he is liable for those debts if the 
purchaser should be exhausted without the creditors being able to 
enforce the full stock liability. You can then go back on the original 
purchaser.

Mr. W a d e . I think you are in error there, Senator.
Senator P o m e r e n e . I am not in error. I have gone over that 

proposition in Ohio, and I know whereof I speak on that subject.
Senator R e e d . D o you  mean, Senator Pomerene, that if I  own 

bank stock to-day and the bank has debts, and I transfer that stock 
in good faith—I am not talking about a fraudulent transfer; but I 
transfer it in good faith—but after I transfer it, I can still be held to 
a double liability? I do not think that is the law. Now, I grant 
y o u -------

Senator P o m e r e n e  (interposing). You can be held, Senator Reed, 
for those liabilities which were incurred during the time you were 
a stockholder, provided the amount of the stock can not be realized 
out of the man to whom you sell it.

Senator R e e d . Y ou say that the decisions of the courts are to that 
effect ? I have not seen those decisions.

Mr. W e x l e r . Senator, that is a mistake.
Senator P o m e r e n e . Well, I have gone through that in Ohio, and I 

know what I am talking about.
Mr. W e x l e r . It is purely a question of good faith. If you can 

show, upon examination, that the transfer of the stock was made by 
the party with knowledge of the failing condition of the bank, and it 
was a subterfuge to avoid liability, you are entirely correct; but if 
the transfer was made in good faith, for valuable consideration, in the
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ordinary course of business, you can not recover from the seller of the 
stock.

Senator P o m e r e n e . If your position is correct, the double liability 
means nothing, and the man who has knowledge of the bank’s failing 
condition can get rid of his stock by selling it to a mere dummy, and 
thereby escape liability.

Mr. W a d e . That is not what I contend. I say if he sells the stock 
in good faith, the buyer and not the seller assumes the liability.

Senator R e e d . I have not examined the statutes, but I think the 
rule is this, that if a man owns stock in a bank and transfers it in good 
faith, his liability ends when the transfer is made, and the liability of 
the purchaser for all the debts of the bank, to the extent of the amount 
of his stock, immediately attaches.

But, of course, if a man, in order to avoid that liability, is guilty of 
fraud—that is to say, if his transfer is a mere subterfuge—he would 
not them escape, because fraud vitiates every kind of transaction.

Now, that is the line, I think, that obtains, although I have never 
examined it. If the Senator from Ohio has examined it, I should take 
his exposition until I found something to the contrary.

Senator P o m e r e n e . I will say that that has been the holding of the 
Ohio courts right along. I do not now have in mind any Federal 
decisions on the subject. I do not have m mind now that there is 
any distinction between the two. The national banking law was 
framed after the free banking act of Ohio. It was originally drafted 
by Secretary of the Treasury Salmon P. Chase.

Senator H it c h c o c k . Mr. Wade, can you conceive of a division of 
the functions provided for in this bill—possibly a division of the 
functions provided for in this bill ? This bill provides, in a way, for 
the mobilization of the reserves of the country, and for discounting 
paper. It also provides for the issuance of additional currency. 
Do you think that those are necessarily, or should be necessarily, 
united ?

Mr. W a d e . Would you kindly repeat that question, Senator?
Senator H it c h c o c k . The bill provides substantially for two pro­

ceedings, the issuance of additional currency, either by the banks or 
by the Treasury, and it also provides for the mobilization of the 
reserves of the banks and for transacting business. What would be 
your opinion of the advisability of dividing these functions, by 
having the Treasury issue the additional currency and allowing the 
banking business of the country to continue very much as it is at the 
present time?

Mr. W a d e . They could be divided, and it could be operated; 
but it------

Senator H itch co ck  (interposing). But what is the country most 
in need of at the present time, additional currency or mobilization 
of the reserves ?

Mr. W a d e . Just a minute, sir; let me answer, please. It could be 
divided, but it would be a fatal economic mistake to let the Govern­
ment issue the currency as governmental currency. We can not 
get away from that and be truthful and honest men in appearing 
before this committee. We must tell you that that is our unalterable 
judgment on the proposition.

Senator H it c h c o c k . Will you please state why it would be a fatal 
mistake for the Government to issue the currency?
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Mr. W a d e . Simply because it puts the Government in debt just 
that much more than is necessary. If these banks that you are going 
to organize, called reserve banks—whether there be 1 or 10 or 50— are 
going to be solid institutions, are going to be properly managed by the 
Government board of control; are going to be properly supervised by 
the Comptroller of the Currency; and if you are going to carry a proper 
gold reserve against them, you need no Government guaranty of its 
notes; and therefore we come to you, not as bankers but as citizens 
in that respect, and state:

Do not assume an obligation for the Government, when there is absolutely no 
necessity of doing so.

Senator H it c h c o c k . Well, is it concern for the welfare of the Gov­
ernment that influences you ?

Mr. W a d e . Absolutely so. Why, Senator, if you would stop to 
consider for a moment, you must realize that every banker wants on 
every note all the collateral and all the indorsements and all the 
security he can get as a strictly selfish, narrow, proposition. And 
we come to you absolutely in a patriotic way, and say to you:

Do not put the credit of the Government behind these notes, because, first, it is 
entirely unnecessary, and, secondly, it may hurt and injure the future of the Repub­
lic.

Senator H it c h c o c k . Well, the larger part of the currency of the 
United States is already Government paper.

Mr. W a d e . Oh, no; a good substantial sum of it is; yes.
Senator H it c h c o c k . Let me interrogate you here: We have 

$346,000,000 of notes?
Mr. W a d e . Yes; but you have $150,000,000 gold as a reserve to 

protect them.
Senator H it c h c o c k . And nearly $1,000,000,000 of gold certifi­

cates ?
Mr. W a d e . Those are only warehouse receipts.
Senator H it c h c o c k . Well, it is Government paper?
Mr. W a d e . N o .
Senator H it c h c o c k . It is not banking paper?
Mr. W a d e . It is not bank notes; no.
Senator H itch cock . N o ; it is Government paper; it has the cer­

tificate of the United States that gold is on deposit in the Treasury ?
Mr. W a d e . Well, my dear sir, ii you will put gold behind these notes, 

you do not need any Government behind them.
Senator H itch co ck . Well, there is no question that a gold certificate 

is a statement of the United States that gold is deposited in the Treas- 
UIT -Mr. W a d e . It is purely a warehouse receipt; but we will admit it for 
the sake of argument.

Senator H itch co ck . We have already arrived at the point where 
the larger part of the currency of the United States is Government 
paper and not banking paper. We only have $700,000,000 of banking 
currency outstanding. So that we have already passed the point you 
have described of having the Government issue currency. We differ 
from all the countries of the world in that respect.

Mr. W a d e . Yes. But if we have made a mistake—not a mistake— 
one of the most brilliant achievements of statesmanship, the creation 
of the national banking system and issuing of national banking notes
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to bolster up the credit of this Nation in its hour of distress. But 
when we have issued a fictitious currency, putting one note based on 
the credit of a Government bond bearing a fictitious rate of interest; 
and when the reason of its existence is no longer necessary and when 
the Nation has power to get along without it, why, when we tell you, 
with just as mucn patriotism as any man can have, that it is a mistake 
to do it, do you want to insist, and to persist in continuing to do it ?

Senator H itch co ck . Let me ask you another question. Suppose 
the banks were given the power to issue these notes, what volume of 
them would be issued ?

Mr. W a d e .. The volume that would be absolutely controlled by the 
needs of commerce.

Senator H it c h c o c k . Will you please make an estimate of the 
amount ?

Mr. W a d e . It is impossible to make an estimate. First, Senator, 
let me tell you that there is every dollar of currency in existence in this 
Nation to-day that is necessary for the conduct of its business.

Senator H it c h c o c k . You would not be in favor of having any 
limit at all ?

Mr. W a d e . Absolutelyno limit.
Senator H it c h c o c k . Well, suppose for the sake of argument, we 

place the limit at $750,000,000, that would be actually issued, tempo­
rarily issued, at different times. Suppose, instead of having the 
banfis issue that currency, the Government undertook to provide 
United States notes, similar in all respects to the notes now outstand­
ing?

Mr. W a d e . Greenbacks?
Senator H it c h c o c k . Greenbacks; legal tender for all debts, public 

and private, good for bank reserves, primary money of the country.
Mr. W a d e . Yes, sir.
Senator H it c h c o c k . Suppose, against that, it issued bonds that 

might be necessary to provide the reserve of 33, 40, or 50 per cent— 
the bonds only to be issued when necessary to provide the reserve. 
Suppose, then, those notes of the Government, from time to time, 
were loaned out to the banks upon the deposit of adequate security in, 
say, 50 subtreasuries of the United States all over the country. The 
banks paying interest on those notes would provide a fund far more 
than would be necessary to pay the interest on the bonds already 
outstanding. We would then add to the actual money of the 
country—legal tender money, bank reserve money—whatever was 
taken out by the banks from time to time. Instead of adding a 
volume of credit to the currency of the country, we would add 
primary money, equal to gold money.

Mr. W a d e . Your question is too long. I could not answer it that 
way. I suggest you separate it, as younave several separate proposi­
tions in your question.

Senator H itc h c o c k . I will take it up separately, if you prefer.
Mr. W a d e . I think you confuse six or seven different propositions.
Senator H itc h c o c k . Would it be as difficult for the Government 

of the United States to provide a certain reserve against note issues 
as it would for the banks to do it ?

Mr. W a d e . A s safe for the holders of the notes ?
Senator H it c h c o c k . Would the notes be just as good with the 

United States behind them, with a 40 per cent reserve behind them,
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as they would be with the banks behind them with a 40 per cent 
reserve ?

Mr. W a d e . Unquestionably.
Senator H itch co ck . So that if we had a possible issue of $700,000,-

000 of notes we would have a possible issue of $280,000,000 in bonds ?
Mr. W a d e . Yes; but if you call bonds adequate security for those 

notes------
Senator H itch co ck  (interposing). No; I  am not talking about 

them as security at all.
Mr. W a d e . Why are you talking about the bonds, then ?
Senator H itch co ck . We sell the bonds to secure the gold, and 

the gold is in the Treasury as the reserve of the notes.
Mr. W a d e . Well, of course, if you are going to put the Nation in 

debt and fictitiously create a reserve, then you and I* on that proposi­
tion must part company, because there is no necessity of selling the 
bonds.

Senator H itc h c o c k . The Government would be paying interest 
on $280,000,000 of bonds and receiving interest on possibly 
$750,000,000.

Mr. W a d e . I do not care if they were receiving an interest on 
$750,000,000 or $11,000,000. Why put the Nation in debt? Why 
create an obligation which is totally unnecessary upon the Govern­
ment ?

Senator H it c h c o c k . Let me ask you another question: Would it 
be desirable to do this—is there any more to be gained by having 
money for redemption, legal-tender money, over merely credit 
money ?

Mr. W a d e . I do not know how you differentiate ?
Senator H it c h c o c k . Let me ask you this: You propose, and this 

bill proposes, for credit money ?
Mr. W a d e . Yes, sir.
Senator H it c h c o c k . Tt is not legal tender ?
Mr. W a d e . N o .
Senator H it c h c o c k . It is not reserve ?
Mr. W a d e . N o .
Senator H it c h c o c k . It is a debased money ?
Mr. W a d e . No.
Senator H it c h c o c k . It is not equal to gold certificates ?
Mr. W a d e . N o .
Senator H it c h c o c k . It is not equal to the present notes of the 

United vStates ?
Mr. W a d e . It is not debased.
Senator H it c h c o c k . Anything is debased which is inferior.
Mr. W a d e . No.
Senator H it c h c o c k . Banks can not take it in their reserves ?
Mr. W a d e . N o .
Senator H it c h c o c k . Y ou cou ld  n o t tender it  in paym en t for  a 

debt-------
Mr. W a d e  (interposing). Just a minute, please. National banks 

can not take it in reserve. State banks can; but the national bank 
that gets those notes can go to the reserve banks and get real money 
for it, in the form of gold.

Senator H it c h c o c k . Why have this distinction between money in 
circulation and money in value ?
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Mr. W a d e . W h a t is that, sir?
Senator H it c h c o c k . Let me put it this way: Do you conceive 

that there is no limit to the amount of credit money which you can 
inject into the currency of the country without injury?

Mr. W a d e . No; I do not conceive any such thing. 
v Senator H it c h c o c k .  Well, you have said that you desired to have 
no Umit made at all upon the volume of these notes which the banks 
shall be allowed to issue ?

Mr. W a d e . Yes. But will you stop there and let me qualify that, 
or let me explain what I mean when I say that ?

Senator H it c h c o c k . Yes.
Mr. W a d e . In the first place, we recommend that against every 

note issued there shall be at least 40 per cent of a gold reserve for 
every $100 issued.

Secondly, as additional security, there will be 100 per cent of com­
mercial paper, indorsed by a solvent bank supervised by the Govern­
ment, behind each note issued, which commercial paper shall not run 
longer than 90 days.

Thirdly, we recommend that there be provision made for the con­
stant redemption of those notes, so that the minute there is no longer 
any necessity for their existence, automatically they will retire.

I think, Senator, that where you make a mistake is this, that you 
probably may be theorizing that the banker, after this bill would go 
into effect, could step across the street and say: “ Give me $100,000, 
or $1,000,000,” according to the size of his bank, and could get it and 
make money out of it.

Let us see what the operation would be. He would first have to 
go over there and take his bills receivable out of his portfolio that 
would be bearing the substantial rate of interest, with 4 per cent as a 
minimum. If the manager of the reserve bank thought the paper 
was good, he would let him have it, and the reserve bank would get 
the interest instead of the individual bank, and the banker would get 
currency for it or bank notes for it in exchange. Therefore, until' 
he used those bank notes he would constantly lose money on them, 
and, consequently, he would not go and take his bills receivable and 
give them to the man across the street in the reserve bank unless 
there was a necessity for it.

Now, the check against what you have in mind and what you fear 
is that the moment the manager of the reserve bank found his reserve 
was getting too low for the number of notes that were going out he 
would raise his rate of discount until he got it so high that it would 
make it impossible for the bank to borrow money, and in that way he 
would automatically shut it off. That is what is done in England. 
The bank rate that you all hear about and you fear so much going up 
is only a standard. The banks of the British Empire, or the British 
nation, do not follow the Bank of England. Frequently you can 
borrow money at less than the Bank of England rates, and fre­
quently you have to pay more for it.

Senator H it c h c o c k . Let me stop you there. It is a pretty well 
known fact, however, that either in France, in Germany, or in Eng­
land, when the note-issuing bank fixes a rate the other banks, 
although they may be fully as large and having larger deposits, 
are very quick: to take a hint from the note-issuing bank when they 
are lending money at a lower rate. I think that is generally con-
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ceded. The issuing bank always has that power over the other banks, 
that they will come up to the rate of the note-issuing bank, because 
at times they have to go to the note-issuing bank to rediscount. 
And that is one of the powers that Senator Reed and I think a little 
dangerous in this country. It tends to centralization and tends to 
destroy; but I think possibly I am encroaching upon the subjects 
of the other gentlemen of your committee.

Mr. W a d e . I am glad to explain whatever I can, although I want 
to confine myself to the one subject.

Senator H itc h c o c k . I will ask you one other question: You are not 
only a State banker, but a national banker ?

Mr. W a d e . Yes, sir.
Senator H it c h c o c k . Suppose you come down to your national 

banks and find that you have $500,000 to pay out on a certain date, 
and you have available for that purpose $500,000 of bank notes, and 
you also have available for the purpose $500,000 of gold certifi­
cates, which would you pay out ?

Mr. W a d e . Bank notes.
Senator H it c h c o c k . So that you do make a distinction between 

the value of the different kinds of paper ?
Mr. W a d e . Surely.
Senator H it c h c o c k . Y ou know that your gold certificates and 

your Treasury notes and United States notes are more valuable than 
the bank notes?

Mr. W a d e . No; wait a minute. Not now, because they pass cur- 
rent. But there is only one kind of money that is good under all con­
ditions and of every kind, and that is gold.

Senator H i t c h c o c k . Well, you know very well that the banks in 
this country—national banks—which carry $900,000,000 in their 
vaults now as reserve, only count gold and gold certificates and United 
States notes, and therefore there is a high value placed on that class of 
paper ?

Mr. W a d e . By law .
Senator H it c h c o c k . And yet you want to inject into the currency 

$500,000,000 or $1,000,000,000 of inferior currency, that can not be 
used for the purposes required by the national banks as a basis of 
credit, and can only be put out upon the people of the country ?

Mr. W a d e . That, Senator, is your theory and not mine. Already 
there is a law in existence that would permit the issuance of $500,- 
000,000 of the currency which you describe. It has been in existence 
for four or five years, and not a dollar touched.

Senator H it c h c o c k . Yes; but this bill provides for the use of 
currency -which has no higher value. These notes to be issued are 
not legal tender. They are not good for bank reserves.

Mr. W a d e . Neither are the------
Senator H itch co ck  (interposing). And the notes you propose are 

of the same character as this $500,000,000 which you have stored up ?
Mr. W a d e . No; that is not so,
Senator H itc h c o c k . And, in conclusion, you think, then, that no 

care should be taken to protect the banking capital of the United 
States ? You think it would be proper to encroach upon it by with­
drawing from the independent banks a large portion of------

Mr. W a d e  (interposing). That is your theory, Senator. I do not 
think that way at all.
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Senator H it c h c o c k . My theory is that it is one of the dangerous 
features of this bill. One of the dangerous features of your proposition 
is that you propose to take away from the independent banks a large 
proportion of the capital they use in business, to take it away from 
their control, when already their capital is inadequate, and they should 
be required to enlarge it.

Mr. W a d e . Well, it is just because I think that your mind has been 
devoted to the upbuilding of the country more than it has specifically 
to the upbuilding of banking. If your mind had been devoted, as 
mine has, along that channel, we might think alike. You will not 
admit surplus; you will not admit undivided profits. I must, from 
my experience. I may be wrong, but I do not think so. You take 
into consideration only the national system. I point out to you the 
other systems, and they, as a whole, take care of the situation pretty 
well.

I have not the slightest fear of any inflation from this note issue. 
If I had, I would be violently opposed to it. I have not the slightest 
fear that it will hurt the banks or the Nation one iota. To put up 10 
per cent of their capital to create a great bank or system of banks—not 
the slightest. I have .a fear that they will not make as much money 
out of the investment of stock as they would if they handled it in the 
ordinary avenues of business, by the limitation you put upon it. 
Otherwise I have no fear; and I am quite certain it will pay 5 or 6 per 
cent.

Senator R e e d . Mr. Chairman------
The Ch a ir m a n . Just one moment, Senator Reed. Mr. Wade, 

obviously the suggestion is made that the amounts invested or 
proposed, to be invested by the member banks in capital stock of 
the Federal reserve banks would diminish their present outstanding 
capital. Would you understand it so ?

Mr. W a d e . Well, it would not diminish the capital in the sense 
of the paper capital. It would diminish the loanable funds of each 
banking mstitution to that extent only. It would not diminish 
the capital.

The Ch a ir m a n . Would it not in reality transfer a certain amount 
of bills receivable into Federal bank stock ?

Mr. W a d e . A certain proportion only.
The Ch a ir m a n . Substantially it would be a transfer of credits 

from one form to the other, would it not ?
Mr. W a d e . Yes, sir; absolutely.
Mr. H itc h c o c k . Let me ask a question, before you pass that. 

Where would the bank secure this money? Would it secure it 
by calling the notes ?

Mr. W a d e . It could secure it in two ways: By taking money out 
of its vaults or drawing upon its extra reserve with other banks or by 
selling its paper to these reserve banks. The banks must deal with 
the reserve bank and sell to it a part of their portfolio.

Mr. F o r g a n . Mr. Chairman, could I put a word in at this point?
The Ch a ir m a n . Certainly, Mr. Forgan.
Mr. F o r g a n . I think I can clear this up in a word. The invest­

ment of the national banks in the stock of the Federal reserve banks 
would be small, an ordinary daily transaction of loaning 10 per cent 
of their money—of their resources, rather—not loaning, but invest­
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ing 10 per cent of their available resources; 10 per cent of their capi­
tal which they are now permitted by law to do to any individual 
who comes in—and which they are doing all the time.

Take, for instance, my own bank------
Senator R ee d  (interposing). You mean an amount equal to 10 

per cent ?
Mr. F o r g a n . Yes; an amount equal to 10 per cent of the capital. 

Take my own bank; we have $10,000,000 of capital; our subscrip­
tion to the Federal reserve bank would be $1,000,000. Well, it is 
not an unprecedented thing for a man to appear at my counter or at 
my desk and tell me he wants to borrow $1,000,000, and it is not an 
unusual thing for me to say “ All right, make your note/’ and I lend 
him the $1,000,000. It is an ordinary transaction. It does not en­
croach on my capital. It does not interfere with my capital. It 
simply is an investment of $1,000,000 in a specific line of investment, 
and in this case it would be in the stock of the Federal reserve bank.

Senator H o l l is . Mr. Forgan, may I ask you a question? What 
assets have you available from which you can loan that $1,000,000 or 
buy $1,000,000 of bonds or other securities ? You must have a great 
many millions. You are not confined to your capital or surplus. 
Tell us what your resources are.

Mr. F o r g a n . D o you mean what they consist of ?
Senator H o l l is . Not what they consist of, but how much they are.
Mr. F o r g a n . Our total resources ?
Senator H o l l is . Yes.
Mr. F o r g a n . Somewhere about $125,000,000.
Senator H o l l is . Then that $1,000,000, in the case that you spoke 

of, would be one one-hundred-and-twenty-fif th of your funds available ?
Mr. F o r g a n . Of our resources; yes, sir.
Senator R e e d . Mr. Chairman, I have to leave in a moment. Mr. 

Wade is from my own State, and I desire to ask him some questions.
The Ch a ir m a n . Y ou may proceed, Senator Reed.
Senator R e e d . I want to lay aside this bill entirely, Mr. Wade. I 

want to lay aside the national banking act entirely, except that we 
have got a condition here of banks now, State and National.

I wish you would tell the committee what, in your judgment, 
would be a proper scheme of banking for the Government to install.

Mr. W a d e . I s that all you want me to tell you? [Laughter.]
Senator R e e d . Well, I think that is not a very long or hard ques­

tion to put to a banker. If you would ask me as a lawyer what 
kind of a scheme of law, omitting the details, we ought to adopt, I 
could answer.

Mr. W a d e . Well, I could do the same thing, Senator, if I had your 
ability. But for me I would not presume to do so.

Senator R e e d . Well, I  do not think we need to pay each other 
any compliments.

Mr. W a d e . But I would not presume to attempt to tell this com­
mittee, or the people of the United States, what kind of a bill should 
be drafted to meet the needs of the country, because that would be 
very presumptuous for me to do so.

Senator R e e d . Mr. Wade, that is just what we are trying to do 
at this time; and so far as I am concerned I do not care anything 
about this bill any more than if it never had been written. When I 
get through listening to what I can listen to I will do the best I can
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to make up my mind as to whether it is a good bill or a bad bill 
or whether it needs to be changed or not; and I think that is very 
much the attitude of this committee. That is, we have got a bill 
here, and it comes from the House of Representatives, and there is 
some presumption that it is a wise bill because it does so come.

But I do not believe that the committee are limiting themselves 
to just what is in this bill, or even to this scheme. Now, you gen­
tlemen who have studied banking all your lives must have an idea 
as to what you would regard as an ideal banking system for the 
country, and if I could get your ideas on this whole question I should 
like to do so.

Mr. W a d e . Let me express these views as my personal views, and 
in no sense as a member of this commission.

Senator R e e d . Well, I  would rather have your personal views than 
as a member of the commission, anyhow.

Mr. W a d e . Then, the first thing I  would do under those conditions 
would be to continue your work of creating this reserve bank. Per­
sonally, I would have a central reserve bank with branches. But, 
recognizing that is politically impossible------

Senator R ee d  (interposing). No; let us just leave the political 
questions out of it.

Mr. W a d e . I can not, because it is a fact.
Senator R e e d . I want to get Mr. Wade's viewpoint, I want to state 

to the committee, as to what would be the proper thing to do; and 
then I think I can form some opinion as to his other views.

Senator H itc h c o c k . Yes; just as if he were preparing a banking 
scheme himself.

Senator N e l so n . Without regard to politics.
Senator H itc h c o c k . That is, from the standpoint of the public.
Mr. W a d e . From the standpoint of a citizen of the country and not 

the banker.
First. A central bank with branches in the principal centers of the 

country.
Second. A note issue entirely issued by that bank-and under the 

absolute control of the Government by your Federal board of control, 
with representation of the bank upon that board of conti ol. These 
notes to be issued not to be the obligation of the Government, but 
the obligation of the bank.

Senator N e l so n . To be redeemable in gold?
Mr. W a d e . T o be redeemable in gold and under a requirement that 

for every note issued a gold reserve of 50 per cent be maintained 
against it, with the power vested in the central reserve board to 
increase or diminish temporarily that reserve in times of great finan­
cial distress, and that no note ever be issued except upon prime 
commercial paper of the commercial establishments of the Nation for 
100 cents for every dollar issued, in addition to the 50 per cent gold 
reserve of the bank.

I would then provide that the national banks, the State banks, and 
the trust companies all be permitted to do business with such bank, 
provided they became members of the central organization and pro­
vided they went under stringent governmental examination, super­
vision, and control. I would require the State bank, and the trust 
company, and the national bank, when they secured a note from the 
central bank to put up the same general class of paper.

9328°—S. Doc. 232, 63-1— vol 1------11
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Senator R e e d . Will the stenographer read that last statement of 
Mr. Wade's?

(Here the stenographer read the last preceding statement of Mr. 
Wade, as follows:)

I would then provide that the national banks, the State banks, and the trust com­
panies all be permitted to do business in this bank, provided they became members 
of the central organization and provided they went under stringent governmental 
examination, supervision, and control. I would require the State bank, and the trust 
company, and the national bank when they secured a note from the central bank to 
put up the same general class of paper.

Mr. W a d e . I would immediately proceed to refund the bond- 
secured currency of this Nation, by the retirement of all the bonds 
securing currency.

Then, to relieve the commerce of the Nation of the great fixed 
charge upon it, I would require the central bank and its branches to 
collect what we call in the banking business “ transit” items or checks.

Senator R e e d . Not checks?
Mr. W a d e . Transit items are checks or drafts drawn on different 

banks throughout the United States, at cost to the central bank, 
without any cost to the member banks. I would not expect the 
country banks or the collecting banks that collected these items to 
do it for nothing. I would expect to compensate them the same as 
they are to-day.

I would deposit all the money of the Nation— of the Government, 
except till money— in the central reserve bank, and I would require 
the central reserve bank to act as fiscal and financial agent of the 
Government under supervision and control of the Government, to 
finance it in times of distress and necessity.

Senator R e e d . Had you concluded, Mr. Wade?
Mr. W a d e . If these suggestions were adopted into law, I believe 

(and it is my personal opinion that I am always expressing) that you 
Would create a homogeneous banking system that would bring in, in 
my judgment, 15,000 or more banks into the general system, under 
general supervision, and controlled under the examination of a gen­
eral department, and then have the greatest banking system on the 
inhabitable globe.

I would permit that bank to buy and sell foreign bills of exchange 
in order that its gold reserve might be at all times protected.

I would authorize it to make a rate of interest— a general rate of 
interest, a standard rate of interest, for the whole country each time 
the rate was made, and to be published weekly and changed at the 
will of the Federal board of control. Confine absolutely the business 
of such bank in its dealings with the Government and the National 
and State banks and trust companies.

Inasmuch as the central-bank idea can not, in my judgment, 
become a law under existing political conditions, then I would build 
a structure on the order of your reserve banks, but instead of attempt­
ing to try not less than 12, I would confine 't as a maximum to 5, 
and it is so much easier to accomplish the des'red results by attempt­
ing to create 5 reserve banks than it would be more than that.

Then, after practical experience, if it was demonstrated that more 
than 5 was beneficial to the Nation, then I would recommend that 
the laws be changed and the system be extended.
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Senator H o l l is . Would it interrupt you if I asked you a question?
Mr. W a d e . No, indeed.
Senator H o l l is . Why do you select arbitrarily the number five ?
Mr. W a d e . Because that is the greatest number that I  hope you  

gentlemen will be induced to go to.
Senator R e e d . You mean that you hope we will not establish more 

than five banks ?
Mr. W a d e . That you will not establish more than five banks.
Senator R e e d . And you would like to see us only establish one!
Mr. W a d e . Yes, sir.
Senator R e e d . N ow  we have g o t it.
Mr. W a d e . Then, the reason for that is this: If you had all of the 

surplus reserve money of this Nation under one general control, a3 
it was aptly put yesterday, when a draft was made upon it, the 
reserve would be attacked only in one place, but as you divide your 
strength into parts, the greater the division the weaker the institu­
tion, because men are the same the world over, and the reserve bank 
of California is going to try to outdo the reserve bank of New York or 
of St. Louis or Chicago or New Orleans or wherever they may be 
located.

Then I would not, under any circumstances, put in a clause giving 
a Federal reserve board the mandatory right to force the bank of 
California to discount for the bank of New York, or vice versa. I 
would leave that to the judgment and the experience and the ability 
of the men on the board of control of each of those different banks. 
There would be no object on the part of the bank of California in 
keeping money idle if it could loan it to New York, or vice versa.

There never has been a time, gentlemen, when the legitimate bor­
rower could not get all the money he needed for his legitimate business 
in this Nation, if his borrowing were in accordance with the credit 
that he had to offer.

Senator R e e d . Mr. Wade, you have answered my question and are 
now going beyond it. Your statements are very interesting. Hav­
ing asked that question, I wanted to ask you about one or two other 
things. You stated yesterday that the committee had overlooked 
or, at least, that the fact was being overlooked, that the notes and 
securities taken by your trust company and other similar institutions 
were, in fact, more liquid than the notes or securities taken by na­
tional banks, and, since you are here as the special representative of 
State banks and trust companies, I wish you would make that state­
ment a little more detailed.

Mr. W a d e . Y ou, I think, Senator, misunderstood the purport o f 
my remarks. They were about as follows: I will try to repeat 
them.

Senator R e e d . I do not care if you said it; if it did not express 
your opinion, I want to get your statement now. I am not trying 
to tangle the witness. I am trying to elucidate a fact.

Mr. W a d e . I simply think you misunderstood me, and I believe I 
can explain why it would be natural that you would misunderstand. 
I said that in our institution, as we loaned money on real estate 
from Maine to California, and under our system, that our real estate 
notes were as liquid to us as the average commercial paper in the 
average national bank.

Senator R e e d . N ow , why?
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. Mr. W a d e . Because we have a little different system from any 
other institution in the United States.
5 S enator R e e d . H ow  d o  y ou  m ake them  liqu id ?  is w h at I  w an t to 
g e t at.

Mr. W a d e . I am going to explain that to you. When we make 
a loan on real estate, we make notes in units of $500 regardless of 
what the loan may be—$5,000 or $500,000. It is divided up into 
units of $500. Those notes, through a system that we have built 
tip, can be disposed of as readily as we can make the loans, not only 
in times of redundancy but even times of a panic.

Senator R e e d . Will you tell me how?
Mr. W a d e . I am going to. We take them, and we advertise those 

notes throughout the United States, and we deal with the masses 
of the people. The average sale of notes that we make would not 
exceed $1,000, and the great bulk of them are $500 notes, and the 
masses of the people buy those notes. We never sell anything to an 
insurance company; we never sell anything to Wall Street in New 
York or to Chicago banks or trust companies. We retail them di­
rectly to the people, and when money oecomes tight we then offer 
our higher interest rate of notes for sale, and when money is re­
dundant we offer the lower rate.

Senator H it c h c o c k . D o you indorse them ?
Mr. W a d e . N o, sir; we never indorse a guaranty note.
Let me give you a practical illustration. Money was quite close 

all of the last six months. We found that our usual sales were not 
continuing. We had been advertising 5 per cent paper. We then 
advertised oiir 6 per cent paper, and we doubled and trebled our 
sales on a tight money market. During the panicky condition, a 
condition when fear runs throughout the land, the small depositor 
draws his money, and then his mind, if it is properly prepared by 
the usual advertisement, is directed into the purchase of these notes, 
and he buys them.

Senator R e e d . In a word, Mr. Wade, the way you operate is this: 
I have $1,000 and I would like to invest in a note. You have estab­
lished the reputation and credit as a safe investment that the loans 
that you make on real estate are safe. I have got the faith credit 
of your institution, although you do not actually indorse, and the 
benefit of your examinations of titles and of values, and I simply go 
down to you and buy two of these $500 notes and put them in my 
pocket. I feel secure, because I have got real estate back of me. 
That is the situation ?

Mr. W a d e . Yes.
Senator R e e d . And you make these notes liquid by putting them 

upon the market and selling them to people, and you say that even 
in panicky times people will invest in that kind of security in pref­
erence to taking tneir money home and putting it in stockings or in 
bedtickings ?

Mr. W a d e . Yes.
Senator R e e d . That leads me to a question, because of this 

thought: Why is it that real estate securities, which are generally 
regarded as the most staple in the world, when properly made, can 
not be used by national banks, and what reason is there for any 
restriction upon the rights of the national bank to loan its money 
upon real estate security if it wants to ?

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



BANKING AND CURRENCY. 159

Mr. W a d e . The national bank was primarily organized and is still 
recognized as being purely a commercial bank.

Senator R e e d . 1 will now have to leave the room for iust a moment.
Senator N e l s o n . During your absence I  would like to ask a 

question.
Senator R e e d . If you ask a question I would like to hear it.
Senator N e l so n . I will just state the question and Mr. Wade can 

be deliberating upon it until you return, and then he may answer it. 
Mr. Wade, you say national banks were primarily organized for com-* 
mercial purposes. Do you not think they have deviated from that 
course in investing a lot of their money on call loans or stock col-* 
laterals, and that is not commercial business, or stock exchange 
loans, I might call it ?

(Senator Reed here left the room.)
Senator H o l l is . Would your banking laws permit you to indorse 

these notes that you sell to the mass of the people ?
Mr. W a d e . Yes, sir.
Senator H o l l is . Your laws permit you to do most anything you 

want. Is it left to your discretion ?
Mr. W a d e . The national banks are permitted to indorse notes 

they sell.
Senator H o l l is . The notes that you sell ?
Mr. W a d e . Yes—no; not rea1 estate notes.
Mr. W e x l e r . I think that Mr. Wade’s institution stands in rather 

a peculiar position in regard to real estate loans and differs materially 
from the great number of trust companies throughout the country, 
in this fact, that a large portion of tne loans of Mr. Wade’s bank—  
and I do not say this in disparagement of his bank nor of the character 
of its loans—his institution loans largely to eleemosynary institu­
tions, largely Catholic institutions, throughout the United States, a 
particular branch of business to which he has given his personal 
attention, and which he has worked up very successfully. He, in 
turn, divides these loans into small amounts and sells them to mem­
bers of the Catholic church, of which he has a very large clientele, 
and to Catholic institutions which have reserve funds to invest in 
securities of that kind.

I do not know of any other trust company throughout the United 
States— there may be one or two—which engage in a similar line of 
business on an extensive scale, but trust companies throughout the 
country otherwise accommodate a certain amount of real estate bor­
rowers by loans upon real estate, proportionate to the amount of 
fixed deposits not subject to check and deposits on time, which they 
feel it is safe for them to lend out on unliquid security such as a real 
estate loan.

If that idea is thoroughly established in your minds as the general 
practice of trust companies without taking a particular case as an 
indication of a general practice, or what might be done by trust com­
panies, I think you will more clearly have in your mind the duties and 
functions that a trust company can perform with perfect safety in 
proportion to its deposits. I merely make that explanation, because 
1 feel that Mr. Wade’s institution is loaning to a great extent in a 
particular branch of this business peculiar to itself.

Mr. W a d e . I am very much obliged to you for explaining my line 
of business.
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Senator R e e d . I think we ought to proceed with Mr. Wade. I 
want to get the views of each of these men. When Mr. Wade gets 
through, if somebody else wants to take the other side of the ques­
tion, I would be glad to hear them then.

Mr. W a d e . Senator, I would like to have the privilege of answering 
Mr. Wexler.

Senator R e e d . I did not hear what he said.
Mr. W a d e . I am very much obliged to Mr. Wexler for making an 

explanation of my business and advertising it so well, but if he would 
confine himself to facts, which I am sure he would if he understood, 
then it would be more interesting.

The facts are that we have loans on a few Jewish synagogues. 
^Laughter.]

Mr. W e x l e r . That would not be a contradiction of what I said, 
You might sell them to your Jewish clientelle.

Mr. W a d e . We have loans on the edifices of practically every de­
nomination extant. We have loans on Baptist churches and Meth­
odist churches and hospitals.

Senator N e l so n . Any on Lutheran churches ?
Mr. W a d e . On Lutheran churches; yes, sir. We even take the 

Presbyterian in purely as a philanthropic idea.
Mr. FdRGAN. It is the surest you have got. [Laughter.]
Mr. W a d e . Then we have the business buildings scattered all over 

the United States, and our clientelle are the people of the United 
States and is not confined to any class or creed, color or nationality.

Senator P o m e r e n e . But the class that have the money?
Mr. W a d e . Yes, sir; Mr. Cash.
I distinctly said, however, that it was the institution over which 

I presided that I was describing and not trust companies in general.
Senator N e l so n . That is general.
Mr. W a d e . I do not think there is any deviation there.
Senator N e l so n . Y ou think that is commercially different?
Mr. W a d e . I rather think so. I think if you loan on the collateral 

©f stocks or bonds of a manufacturing industry, or an irrigation plant, 
or a railroad, or the stock of a commercial establishment itself, that is 
certainly aiding commerce in the country to be making such loans. 
I can not see the differentiation between the loaning to Marshall 
Field & Co. on its notes—if they borrowed, which they do not, I 
understand— and loaning to the Chicago & Northwestern Railway, 
which developed Marshall Field’s business. It is all the commerce 01 
the country.

Senator R e e d . Mr. Wade, you are getting away a little from what 
I had in mind. At the present time the law prohibits the national 
bank from loaning money upon real estate; that is to say, it can 
loan m  ̂ individually $1,000 upon my note, back of which it has 
nothing but mv general credit and whatever honoi or ability I might 
possess; but ii I was to give it a mortgage on a piece of property 
worth $100,000, it can not take the loan. Now, I want to know, 
whether in your opinion, such a restriction as that is necessary ?

Mr. W a d e . I thmk it is, Senator. If you are going to continue the 
operation of your national banking system, as it has been operated in 
the past 50 years.

Senator R e e d . I am speaking about a proper national banking 
system.
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Mr. W a d e . Yes. If you are going to have different classes of 
banks— that is, the commercial bank and the trust company and the 
State banks and the savings------

Senator R e e d . D o you want them all brought in  together, Mr, 
Wade?

Mr. W a d e . Yes, but I will explain that. The national bank is what 
is primarily known as a commercial bank. The national bank is pri­
marily known as a commercial bank, as a general proposition. They 
loan on what is known as “ commercial” paper generally and on col­
lateral security, which moves the commerce of the country in one form 
or another, whether it be on railroad stock, or whether it be used in 
shipping cotton, wheat, or corn from the centers of growth to the 
centers of consumption; and to throw the door open to them to loan 
on real estate generally, without limitation, I thmk would be a mis­
take.

Senator R e e d . Because of the class of security, Mr. Wade?
Mr. W a d e . N o .
Senator R e e d . But of because of the length of the loan ?
Mr. W a d e . Because of the class of security, unless they had an 

avenue for the rapid disposition of it they would not have sufficient 
money to move tne commerce of the country, and therefore the well- 
regulated national bank endeavors in all accomodations to confine its 
loans to the length of time, as a maximum, to six months.

Senator R e e d . That is a little different question. That goes to the 
question of the length of time of the loan. I attempted to go to the 
question of the amount of loans under certain conditions. I am talk­
ing about the principle, whether banks should be absolutely barred 
from taking real estate security. I understand you do this right along 
in national banks. I go down and I want to borrow some money. 
They say, “ Well, we need some collateral.” I say, “ I have a mort­
gage on John Smith’s home. I will put that up as collateral.” And 
then I get my money. Of course, that is a mere matter of circum­
locution. The result is exactly the same ?

Mr. W a d e . Yes.
Senator R e e d . And yet it is done every day in national banks, is it 

not ?
Mr. W a d e . Yes. In the first place, there is nothing prohibitory in 

the national banking law that I could find against loaning on real 
estate. It is a practice and it is a ruling of the department against ifr; 
not a specific law.

Senator R e e d . R u lin g  of the department ?
Mr. W a d e . A ruling of the department against it.
Mr. F o r g a n . There are decisions of the courts against it.
Mr. W a d e . There maybe decisions; I am talking about the statute.
Senator P o m e r e n e . Regulations of the Comptroller of the Cur­

rency ?
Mr. F o r g a n . Confirmed by decisions of the court.
Senator P o m e r e n e . I knew that was the rule.
Senator R e e d . The act itself excludes it, in this way, under the 

rule or expression of one power or the expressions of the number of 
powers to exclude powers, and here is the language: “ To exercise by 
its board of directors/’ etc. “ By loaning money on personal secur­
ity.”
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Mr. F o r g a n . The courts have decided in accordance with your 
ideas.

Senator R e e d . I think so. I am very much in earnest about this 
matter, as a broad proposition, because the principle, if it is sound, 
might go into this bill, or it ought to go into some bill; if it is unsound 
it ought not; and, in view of your statement that you had so readily 
handled and made flexible these real-estate loans, and in view of the 
further statement that you thought this bill ought to be so drawn as 
to invite in and induce to come in the State banks and trust companies 
which do this kind of business we are talking about, namely, loans, 
largely upon real estate, I want to know now just what your views 
would, be about how that class of business should be handled by 
national banks, when under this bill or any other bill.

Mr. W a d e . First, Senator, I do not believe that the bill as it is 
now framed, with a few amendments—by adding the words “ trust 
companies ” or “ member banks,” would interfere with my business 
one iota. I would still conduct my general business on the same 
lines that I am conducting it to-day, but if* I wanted to discount 
and if I wanted to acquire any of the notes of these reserve banks, 
then I ought to be required to put up the same class of security as 
the national banks, to wit, commercial paper.

And again, I want you to thoroughly understand the statement 
made by me in your absence that our institution in handling loans 
in the way we do is an exception. It is not the rule of trust com­
panies. I was stating a personal experience rather than a general 
proposition; in fact, ours is the great, exception.

Senator R e e d . But you find it is successful ?
Mr. W a d e . Yes; but I would not advocate that the door be thrown 

open to national banks for the loaning on real estate without limita­
tion, but I would put this limitation on it, that a national bank 
might loan a certain percentage of its capital or its deposits------

Senator N e l so n . Time deposits ?
Mr. W a d e . N o ; deposits to a certain percentage of its capital, or 

its deposits might be invested in real estate owned or upon real 
estate loans. The reason for that is this, that under the national 
banking act, while it is against the ruling of the department, and 
Mr. Forgan says the decisions of the courts are against the loaning 
on real estate, they may own their own building and their own office. 
That has been carried to such an extent, I think the records of the 
comptroller’s office will show, that about 20 per cent of the capital 
of national banks is invested in real estate,* and I maintain there 
should be a limitation there, and I further maintain that if I am 
permitted to invest 20 per cent of my capital in a building—call it 
what you may—that my neighbor across the street in the national 
banking business should be permitted to invest the same percentage 
in good, clean, real estate loans.

Mr. W e x l e r . Suppose you invest your surplus ?
Mr. W a d e . I do not care what the percentage may be, whether it 

be surplus or capital, whatever you would call it, 1 maintain that 
$1,000,000 invested in 100 loans of $10,000 each are infinitely more 
liquid as an asset than $1,000,000 invested in a palatial office build­
ing. Therefore, I would permit the national banks to loan a per­
centage of their capital or their deposits or own real estate, but I
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would not let it be both; in other words, when they get up to that 
percentage I would cut it out.

Senator R e e d . Whenever they get to a ceitain percentage in 
real estate loans or in buildings, then they would have used up that 
privilege.

Mr. W a d e . That privilege, yes.
Senator P o m e r e n e . Did Mr. Wade indicate the per cent?
Mr. W a d e . N o, Senator, I did not, because I have not given the 

matter consideration. I am answering these questions without any 
deliberation.

Senator W e e k s . I want to ask Mr. Wade one or two questions 
upon this particular subject, but I think perhaps as long as you are 
questioning him I had better defer.

Senator R e e d . I have to leave here in about 10 minutes, and 
would like to take up just one other matter. ‘Otherwise, I would 
yield in a moment.

Mr. Wade, your proposition is that we should still have the national 
banks go on—I am taking up another subject now, and we will make 
this bill so that State banks and trust companies can come in by 
simply saying they may come in. Then, that would let the State 
bank go on and do business as it is now, and the trust company go on 
and do business as it is now, and the national bank would go on and 
do business substantially as it does now. Then we would have under 
one system three classes of banks, would we not?

Mr. W a d e . Yes.
Senator R e e d . And then we would have two of those banks, to wit, 

the State banks and trust companies—concerns with as many dif­
ferent powers as there are variations in State laws. So that you 
would have this sort of a system: First, the national banks, with cer­
tain prescribed and limited powers; second, a trust company in the 
State of Missouri with very broad powers; third, a trust company in 
the State of Illinois with larger ana different powers, and now I want 
to extend that—you can extend it to every State, as you might have 
48 classes of trust companies, because they would be companies with 
48 different sets of power, and they have 48 systems of State banks, 
with 48 different sets of power, and all these elements are to be con­
solidated into a bill, and all of them become a part of a system. I 
want to ask you if that is not liable to introduce a great deal of 
confusion.

Mr. W a d e . Not the slightest, Senator. If you will follow the doc­
trine that I laid down, first, that the trust company and the State 
bank must put up the same amount of percentage on its capital that 
national banks do, as a contribution to the organization of the general 
bank or the reserve bank or five reserve banks that I have spoken of. 
They invest their money just the same as national banks, though 
they have no privilege of getting any of the benefits of the reserve 
banks over that that the national bank would have, namely, that if 
they require bank notes to meet the requirements of their business, 
they then have to be doing a commercial business, which woud be a 
branch of the trust company’s business and a branch of the business 
of the State bank, and they would have to bring up the same general 
class of commercial notes that the national banks would have ta 
bring up. Therefore, the national bank would be at no disadvantage 
under tnose conditions, because the national bank could not bring up
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its office building and say, “ Loan me $1,000,000 on this,” no more 
than the trust company could come up and say, “ Loan me a million 
dollars on my real estate notes.”

Senator R e e d . I understand your point.
I want to follow that central bank stock further. When the First 

National Bank of Kansas City comes to the central bank with its 
commercial note and wants to borrow $5,000,000, of course primarily 
the question is, Are these securities good ?

Mr. W a d e . Yes.
Senator R e e d . And to a large extent you depend, as the man­

ager now, of the central reserve bank or the regional reserve bank, 
upon that, but you require the First National Bank to indorse, do 
you not ?

Mr. W a d e . Yes.
Senator R e e d . And also to a large extent, knowing that bank to 

be a good, sound bank, you take that indorsement as of considerable 
value, would you not ?

Mr. W a d e . Yes, sir*
Senator R e e d . And that is because you know Mr. Sweeny; you 

know the kind of a banker he is; you know generally about his in­
stitution and because, too, it is examined and run under a certain 
system. I think we agree that far. Up comes the president of the 
trust company. He is loaning his money in an entirely different 
way. He is not subject to the same examination?

Mr. W a d e . He would be under my recommendation.
Senator R e e d . He might be subject to the same examination under 

your recommendation, but under the law of that State where he 
operates—it may be a very loose law—he may be perfectly within 
his legal rights and yet be doing a business not anything like as safe 
as the First National Bank of Kansas City.

Mr. W a d e . Then the Comptroller of the Currency and the manager 
of the bank would decline to loan him the money.

Senator R e e d . Even though his securities were good ?
Mr. W a d e . Absolutely so.
Senator R e e d . In other words, he would require that the State 

bank and the trust company, no matter what the laws were of their 
State, should conform to such regulations and be subjected to such 
examinations as to insure the stability of the institution as an 
indorser ?

Mr. W a d e . Absolutely.
Senator R e e d . Otherwise you would decline ?
Mr. W a d e . To admit them to membership.
Senator R e e d . That, put into effect, would mean this in its prac­

tical operation, would it not: That the State bank and the trust com­
pany would be practically wiped out as they now exist and would 
nave to transform themselves all into a system that would conform 
to the ruling of the Federal authorities and the managers of the 
regional banks ?

Mr. W a d e . Not at all, Senator. You have got the wrong con­
struction of the whole proposition.

Senator R e e d . Unfortunately, I probably have. You put me 
right.

Mr. W a d e . It is not surprising, because you are not coming in con­
tact with this business as I am each day.
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Senator R e e d . I am trying to get at this: This is a matter of 
whether it would not compel them to come to one class ?

Mr. W a d e . No. Let me give you a concrete illustration of how 
that can be operated in the most practical way. Chicago some years 
ago inaugurated what was known as a “ clearing-house examination/1 
and they joined together at the expense of each other and yielded to 
private examinations of the members of the clearing house. In the 
clearing house of Chicago, as in St. Louis and New York, there are 
State banks and there are trust companies and there are national 
banks as active members. They also go under exactly the same 
examination. They are all subjected to exactly the same rules, and 
their assets must be clean or they are put out of the clearing house, 
because we do not want to be in partnership with the loose banker 
that we are afraid of.

Senator O' G o r m a n . What happens to them when they are put out 
of the clearing house?

Mr. W a d e . Well, I have never known, Senator, when one was put 
out of the clearing house since this system was inaugurated, because 
when a National bank and a State bank or a trust company can not 
stand the test of a rigid examination there is something radically 
wrong with it, and it is because of its inherent financial weakness that 
they will object to it; but I have never known of a case of where any 
of them were put out. It operates in this way: There are a com­
mittee of five usually that go over these examinations. If a bank is 
checked out by the clearing-house examiners as being clean O. K., 
that examination is filed away and the committee never sees it, and 
it has nothing to do with it; but if the examination finds bad banking 
practices, loose methods, or bad loans in the bank it is then reported 
to the committee, and that report is then taken up, analyzed, gone 
into, and detailed examinations of the criticisms made, and if they 
concur in the view of the examiner, he files his report as he originally 
wrote it. If they find he is in error, they correct the error and file 
the report, with such suggestions to the management as they, in 
their judgment, deem wise to clear up the defects in that institution. 
The result is that each of us is examining the other and is a check upon 
the integrity of the whole system. I know if they would pass my 
institutions with bad loans that the examination would be futile, 
and there would be no use of my paying the expense of it; but it has 
been found to be most beneficial in all of these centers where it has 
been tried, and the very best kind of an examination. We get the 
very best kind of results for the purification of the different financial 
institutions, whether State or National.

Now, then, carrying that a little further, the same system could 
be incorporated that is contemplated in this bill. The Comptroller 
of the Currency would have the right— not only the right but the 
obligation— to come into our institution and every other State insti­
tution just as often as he went to the national banks, and we would 
have to agree to subscribe to all of the rules and regulations and 
examinations that are made of a national bank to ascertain whether 
our assets were clean and good, and if they were we would pass, and 
if not we would be turned out, which we ought to be.

Senator R e e d . Nevertheless,-we have in the system three different 
classes of banks. Two of those classes of banks are doing a business 
which you say the national banks should not do, unless it was
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restricted. They are loaning money upon real estate. They are, in 
addition to that, doing various kinds of business that the national 
banks do not do. The effect of this is to bring you into one system, 
and you have the same right to go and get money that the national 
bank does.

Mr. W a d e . On the sam e kind o f paper?
vSenator R e e d . On the same kind of paper, but if carrying these 

other classes or securities would be dangerous to the national bank, 
why is not the fact that you could carry the same class of securities 
in your trust company and State banks—why does not that impair 
your ability to meet your obligations to the reserve bank just the 
same as it impairs the national bank’s ability to stand upon its feet 
and transact business generally with the country and meet its obliga­
tions ?

Mr. W a d e . I do not lay down the doctrine, Senator, that I would 
restrict the national banks to any particular class of business. I did 
not say that. I said that if you were going to continue the national 
system as it has been continued, and most successfully for 50 years, 
that I would lift the embargo against their loaning on real estate 
and allow them to own real estate or loan a certain percentage on 
real estate.

Senator R e e d . Would you now extend their line of activity as 
rather indicated in your last answer?

Mr. W a d e . I think it would be ill advised. I think the national 
banks of the country themselves advise against it, but I personally 
would not have the slightest objection to it, nor do I believe the 
State banks would.

Senator O ’G o r m a n . Why do you think the national banks would 
advise against it?

Mr. W a d e . Because, through their operation and experience they 
are trained to handle the commercial business of the country on 
short-time paper, and they are not, as a general proposition, I take it, 
Equipped to handle long-loan business.

Senator O ’G o r m a n . Have not you heard national-bank men say 
from time to time there is no goodf reason why a State bank or trust 
company should enjoy banking privileges that are denied to national 
banks ?

Mr. W a d e . Yes; and I would not deny it to them. I have not 
advocated that.

Senator O ’G o r m a n . Yet I  gather from you that it is the judgment 
of the national-bank people that the present restricting limitations 
should be continued.

Mr. W a d e . I make that statement, because I have heard the sub­
ject, Senator, discussed before some of the best national banking men 
m the country, and I do not pretend to talk for the national banks, 
but I get from that discussion that as a whole—particularly the na­
tional banks that are doing a commercial business—would not care 
to do this; but if they did care for and desired those privileges, I 
would not make the slightest objection to them.

Senator R e e d . Mr. Wade, wnen you organized your trust com­
pany, with these manifold branches—I mean by that, branches you 
speak of—you took in those various’ branches of business because 
you thought they were lucrative, safe, and the proper thing for you 
to do ?
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Mr. W a d e . Yes.
Senator R e e d . And they are greatly in excess of those privileges 

the national bank ordinarily assumes, or, indeed, has; that is true, 
is it not ?

Mr. W a d e . Yes, sir.
Senator R e e d . If your trust company came in under this system, 

had the same right to belong to the reserve bank, to put up securi­
ties and had money issued or paid to you on those securities, had the 
same kind of examination and the credit of the same kind of an 
examination that the national banks would have, why is it that your 
trust company would not then possess so many advantages that every 
nationaL feant would at once want to incorporate under the State 
law as a trust company and come in and take the field of business ?

Mr. W a d e . There would be no reason why they would not, if they 
desired to; and there is no prohibition against them doing it to-day.

Senator R e e d . Why would not they all necessarily do that same 
thing ? You have branched out beyond their sphere of the activity 
touched by the national bants, because it is an inviting field for

Erofit. Now, give to you every advantage that the national bank 
as in addition, it seems to me you then, as a matter of mathematics, 

have every advantage they have, and you have the additional advan­
tages, and it would seem to me that inevitably, assuming your class 
of business to be safe and sound— and I know you think it is and 
most everybody else thinks it is who do business with you—we all 
feel safe with you in Missouri—why would not they all want to be 
trust companies instead of national banks, and why should not they 
be ? Why should not every member of this system have the same 
rights as every other member ?

Mr. W a d e . There is no reason in the world why they should not.
Senator R e e d . Then you have answered my question as you might 

half an hour ago, where I asked you if national banks should not be 
allowed to loan upon real estate, because that is now the lesser em­
braced in the greater.

Mr. W a d e . N o ; to answer your question more specifically, it would 
be this: That if it were now or even with the new law, or with the 
law as it is to-day, of any particular advantage to any national bank, 
there is nothing in the world to prohibit a national bank from chang­
ing into a State bank and having all the privileges we possjess now.

Senator R e e d . But, Mr. Wade------
Mr. W a d e . Pardon me just a moment.
Senator R e e d . Y ou would now have it to forfeit its rights as a 

national bank and the advantages of it.
Mr. W a d e . But they have no advantages. You have taken all 

advantages away from them.
Senator R e e d . Y ou keep saying, “ You have done this and that.” 

And I have not done anything, except occasionally to borrow some 
money from a bank, and when my banker cuts me off I am going to 
begin to draw.

Mr. W e x l e r . I s that a threat or a promise ?
Senator R e e d . Well, both. [Laughter.] Without joking about 

it, and I am very serious about it, the national bank has in the 
past had an advantage. You think that during the last year those 
advantages have been largely dissipated. Suppose we take whatever 
advantages they do have now and confer them upon the State
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bank and upon the trust company. Why, then, would not every 
national bank want to become a trust company, coming into this 
system with the additional and enlarged powers ? I can not see why.

Mr. W a d e . That can only be explained by the gentlemen who 
are primarily running national banks and in no way connected with 
trust companies. If they saw those privileges to be of such advan­
tage as you picture they would now go into the business, if they 
desired to.

Senator N e l so n . Let me interrupt both of you, if you will allow 
me. Is it not a matter of fact that a great many of these national 
banks have a loan and trust attachment, run by their officers ?

Mr. W a d e . Many of them see those advantages and have organ­
ized a trust company, either directly under or indirectly owned by 
the banks.

Senator N el so n . I think our big Chicago banks have that.
Mr. W e x l e r . We have it.
Senator N e l so n . I think our friend at the head of the table has a 

loan and trust company as an appendix to his regular bank.
Mr. F o r g a n . I am the originator of the idea.
Mr. W a d e . What I  wanted to get into your mind was this: That to 

have the banking power of the United States developed to its greatest 
strength------

Senator R e e d . I see the advantage of that.
Mr. W a d e . Permission should be given these State organizations 

to come under Federal control, supervision, and examination, and 
have an inducement to get them to do that; in order to conserve and 
bring up the strength of the whole system you should offer them some 
privileges.

Senator R e e d . And your idea is— and I take it you intend to urge 
that upon the committee—that they should come in and be entitled 
to become members with full rights and privileges as members ?

Mr. W a d e . Our committee practically recommends that.
Senator R e e d . I wish I might pursue this with you longer, Mr. 

Wade, because I am getting some light, but I shall have to go.
Senator M cL e a n . On what percentage of the present value of 

your real estate do you issue your notes ?
Mr. W a d e . Usually on a 50 per cent valuation.
Senatqp Sh a f r o t h . The papers in Washington gave an account of 

the proceedings of the convention at Chicago of the bankers, and I 
note that that paper stated that Mr. Forgan made the assertion that 
this bill would produce a great contraction of the currency. It was 
also stated by Mr. Dawes, formerly Comptroller of the Currency, 
that if this bill became operative, it would produce a great expan­
sion of the currency. Can you explain how, under the operations 
of the bill, it is going to affect the currency question, and which state­
ment, in your judgment, is correct?

Mr. W a d e . Mr. Forgan is here to answer for himself, and I hardly 
think it would be proper for me to interpret his remarks for him. 
Mr. Dawes is not here, and I would also hesitate to go into the matter 
of his interview.

Senator Sh a f r o t h . We would like to have your view of it.
Mr. W a d e . I would prefer, Senator, not to go into a discussion of 

the subject.
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Senator Sh a f r o t h . Well, I  wish to call to your attention this sit­
uation.

Mr. W a d e . I think you will agree with me that it would be im­
proper for me to try to express Mr. Dawes’s contention in his absence.

Senator Sh a f r o t h . Y ou decline, therefore, to make any statement 
in the first place because the man who is quoted in the newspapers 
is here to-day and in the other case because the man is away ?

Mr. W a d e . I will say this, speaking personally, as a member of 
this committee, that I believe they are both mistaken.

Senator Sh a f r o t h . I wish you would give us your view, because 
we want to get your view of this bill and what it is going to do when 
its provisions are placed in operation.

Mr. W a d e . I think the effect of this bill will be------
Senator N e l so n . A s it is, without any changes.
Senator Sh a f r o t h . Yes; as it is now, without any changes.
Mr. W a d e . I think the effect of this bill, as it is now, will be 

absolutely impossible to create the 12 or more reserve banks provided 
for.

Senator Sh a f r o t h . Suppose there are only five. What would 
you think would be the effect of the passage of the bill on the con­
traction or expansion of the currency with only five reserve banks ?

Mr. W a d e . I do not think it would have the slightest effect.
Mr. W e x l e r . Senator, the other gentlemen here have made 

accurate calculations on that.
Mr. R e y n o l d s . May I inject just a word here? I think it will 

answer the Senator’s question in so far at least as it was prompted 
by Mr. Dawes’s statement. In his absence he is of course unable to 
make any explanation for himself, but Mr. Dawes talked with me 
regarding this matter and he based the theory upon the fact that this 
bill, if enacted, would provide for an expansion of the currency upon 
the theory that in the open market for commercial paper it would 
be impossible to get credit from the Federal reserve banks through 
the use of this commercial paper and in that way would provide for 
expansion of the credit. That was the thought he had in mind, I 
am sure. Of course, I can not quote his exact words.

Senator Sh a f r o t h . Please explain that over again. I did not 
quite catch it.

Mr. R e y n o l d s . His theory is that the establishment of an open 
market for commercial paper in the bill would provide for the over­
expansion. That is what he had in mind. It is a matter which can 
be calculated definitely. We have figures as to what the reserves 
are, and what the deposits are, on the ratio of loans and cash reserve, 
etc., and I will submit them later on, when I appear before the 
committee.

Senator H it c h c o c k . Senator Weeks wished to ask some questions, 
and as Senator Reed has concluded the Senator may now proceed.

Senator W e e k s . This question of commercial banks loaning on 
real estate is one of a great deal of importance. It has been before 
Congress in one way or another many times, and I presume it will 
be some time definitely determined by legislation which is pending 
or will be pending providing a class of banks for that purpose. I 
think the country and perhaps Congress has reached the point where 
farm-loan banks will be established, as is done in Europe, but Mr.
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Wade seems to have had a different experience from most com­
mercial institutions, and I want to ask him two or three questions 
about his experience.

Twenty or twenty-five years ago there were organized a great 
many farm loan companies in this country. Their purpose was to 
loan money on farms in the West, pool the mortgages, making 
$100,000 of different denominations, we will say, and issuing de­
bentures against those mortgages. For a time they operated very 
successfully; the debentures were sold in $500 to $1,000 pieces to 
any purchaser who had the money for that kind of investment. The 
competition which developed as a result of this business led the com­
panies to loan more than they should on farms in many cases, so 
that they developed a large number of poor loans—bad loans— and 
the final result was that most of those farm-mortgage companies 
failed. They did, however, generally speaking, I think in all cases, 
generally guarantee the loans. Those loans were bought to a great 
extent by institutions in New England. I am not sure about the 
State, but I think Senator Hollis will recall that the State Bank of 
New Hampshire had many of those loans and made very large losses 
as a result.

Senator N e l so n . I want to call ĵ our attention, Mr. Reynolds, to 
the fact that that was not done by any regular bank, either National 
or State bank. They were sui generis and were established by 
speculators and promotors.

Senator W e e k s . I am simply stating what actually occurred. 
Mr. Wade testifies that he maKes those loans and sells them in the 
same general way, and, much to my surprise, he seems to base his 
loans largely on the property of these institutions. One question I 
want to ask him is this: Are your entire loans based upon the prop­
erties of these institutions?

Mr. W a d e . Oh, no; only a small proportion.
Senator W e e k s . D o you loan on farms?
Mr. W a d e . No; we do not make loans on farms.
Senator W e e k s . D o you loan on city blocks?
Mr. W a d e . Yes, sir.
Senator W e e k s . Improved and unimproved?
Mr. W a d e . Only on unimproved property in St. Louis.
Senator W e e k s . On unimproved property only in St. Louis?
Mr. W a d e . That is all.
Senator W e e k s . And on improved property in other cities ?
Mr. W a d e . Yes, sir.
Senator W e e k s . D o y ou  make these loans in  every State?
Mr. W a d e . Yes, sir; where we get an application for them without 

qualifications.
Senator W e e k s . What kind of machinery do you have to deter­

mine the values which shall be placed on them ?
Mr. W a d e . We never make a loan, Senator, without a personal, 

examination by an officer of our company; and frequently, if the 
loan is large, by two or three officers; and frequently by two or three 
visits to check up one another; and then we never make a loan with­
out a percentage of the loan paid off annually. For instance, if we 
make a 10-year loan we exact a 10 per cent annual payment, and 
then we make the notes mature annually. As a tenth of the loan is 
paid off the security remains the same, and as 30 per cent is paid off
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the security still remains the same and the loan is getting better. 
The purpose of that is to avoid changing of values in any locality. 
We never make on outside loans—we did in St. Louis—but we never 
make, on what we call our serial plan, a loan without annual maturities 
and sometimes semiannual maturities.

Senator W e e k s . Mr. Wade, would you recommend banks generally 
engaging in that kind of business ?

Mr. W a d e . I would have no objection to it, Senator; not the 
slightest, provided they have the necessary experience in handling 
that class of loans and the machinery to conduct it.

Senator W e e k s . Of course, that is true. It must be operated 
with great caution and with great judgment or it would be a pretty 
bad piece of business, would it not ?

Mr. W a d e . So it would be with any other line of banking.
Senator W e e k s . But there are a great number of men who have 

good judgment as to commercial credit who have not the machinery 
and probably would not have the capacity to pass upon real estate 
values in all sections of the country.

Mr. W a d e . And that is why I have heard the national banker 
object to that plan. As I have stated, however, I have had some 
business experience along that line.

Senator N e l s o n . Senator Weeks, as I understand this system it 
is something similar to a railroad mortgage. They have one blanket, 
mortgage and issue a lot of bonds. They have one bond of one de­
nomination, another of another, and those bonds are scattered all 
around, but the security is one instrument.

Mr. W a d e . Except that we have annual payments and the rail­
road mortgage matures all at one time.

Senator rTelso n  . You have one mortgage, but the notes will be 
in different hands. It is in principle the same as a railroad bond 
and mortgage.

Senator W e e k s . You would not advocate banks doing this unless 
they were going to resell the mortgages in some form, except in a 
limited way, would you ?

Mr. W a d e . I would not have any objection to that, Senator, if 
they do not put all their money into that line of loans.

Senator W e e k s . Where would you draw the line?
Mr. W a d e . By judgment and experience—let me qualify that 

statement ?
Mr. F o r g a n . Would you not draw the line on the difference be­

tween time deposits and check deposits ?
Mr. W a d e . Not necessarily so.
We have about 25 per cent of our loans in what we call our bond 

account, a real estate loan account—25 per cent of our deposits I 
should say. I have never yet heard of a national bank or a, State 
bank or a trust company failing if their mortgages were sound. If 
their mortgages were absolutely good, clean paper, and were made 
with care, I never heard of a failure of any kind of a bank from that 
cause.

Mr. W e x l e r . Mr. Chairman, will you allow me to make a state­
ment? I do not want to interfere with Mr. Wade's statement at 
this time, but I want to make this statement: Upon the fundamental 
principles of this bill and the suggestions which this committee have 
made there is no difference among the members of the committee, 
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but with regard to certain details of the bill there is some little 
difference of opinion, which is created to some extent by the training 
of one banker which may be different in a State bank or trust com­
pany and another banker who might have been trained in a national 
oank. There is a great difference with regard to what is a trust 
company. The original idea of a trust company was that it should 
perform trusts, should act as trustee for mortgages and bond issues, 
administrator of estates, administer property of absentees, and 
various quasi-financial duties of that character. Out of the inception 
of that business has grown a general banking business on the part 
of the trust companies which they should never have been permitted 
to do, but which the trust company of the type of Mr. Wade’s com­
pany is now doing. These companies do all of the business that 
a national bank does; they handle commercial accounts, buy and 
sell exchange, foreign and domestic, and they are engaged in every 
branch of the business that a national bank does, and in addition 
to that they do all the business of a trust company. The business 
of a State bank of deposit is no different from the business of a national 
bank except that they loan a certain reasonable proportion of their 
deposits upon real estate.

Senator Reed asked some very pertinent questions with regard to 
the organization of these banks and with regard to lending of money 
on real estate, and my ideas are so different from what Mr. Wade has 
stated that I feel that in justice to myself I should set them forth at 
this time. I think that the State banks, accepting the deposits of 
the public, and subject to check, should be permitted to come into 
this organization provided they comply with all the rules governing 
the management of the national banks, because the business which 
they do is identical.

Senator N e l s o n . Would you have them do that in every locality?
Mr. W e x l e r . No; I will come to that. I think that the banks 

located out of central reserve cities and reserve cities should be per­
mitted to make a proportion of their total loans upon real estate, but 
not more than 50 or 60 per cent of the value; but the banks located 
in reserve cities, central reserve cities, do not need it, because that 
business can be taken care of by savings banks and by banks carrying 
deposits not subject to check. Further than that the central reserve 
cities and the reserve cities are the great avenues of credit for the 
commercial life of the country and their funds should be left there for 
that purpose.

Senator W e e k s . What percentage of their loans would you say 
should be devoted to that purpose ?

Mr. W e x l e r . I should say a percentage of 25 or a maximum of 30 
per cent of their total loans. I think it has no relation to the capital 
and no relation to the surplus of the banks. That question of course 
must be determined by the character of the loans and the business 
policy of the banking house.

Senator Sh a f r o t h . What limit of time would you suggest; or 
would you limit the time ?

Mr. W e x l e r . Yes, sir; I would limit the time to the seasonal 
period for borrowing for making crops.

Senator N e l s o n . That hits your country but not ours.
Mr. W e x l e r . I am going to come to that in a moment. We are 

.going to have in this country—we are bound to have in this country—
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a farm-lending credit bank which will loan on farms for 5, 10, 15, or 
20 years just as they have in foreign countries, and such loans should 
be taken care of in a bank of that character, and not out of the liquid 
funds of the country with which we carry on the commerce of the 
country. Such loans should not be made out of any money left on 
deposit and subject to check. If such loans are made upon money 
subject to check sooner or later you are bound to involve yourself in 
trouble and for two reasons: First, You can not always find a market 
for those notes. There is a very limited market for mortgage notes 
in certain sections of the country. In Minnesota and Wisconsin I 
understand there is a good market for them, but in our section there 
is not any market. Again, if you foreclose on your mortgage and 
want to sell the property there is not always a buyer for it. My con­
ception of the organization of this bank is that the State banks should 
be permitted to come into the organization, provided they do exactly 
the same character of business as the national banks. They should 
be permitted to loan a certain percentage, say not more than 30 per 
cent on real estate, and I think on loans maturing in not more than 
one year; but I would be willing to concede that. I think the trust 
company, performing the functions of a trust company, should be 
left entirely out of this system, because trusts are administered under 
the particular law of the particular State in which the trust company 
is located. If our trust company is appointed executor of a will or 
administrator of an estate we are governed entirely by the laws of the 
State of Louisiana, and whatever law should be made by the Federal 
bank act for the government of the trust company would not apply.

Mr. F o r g a n . What would you do in the case of Illinois, where all 
the trust companies and all the State banks are organized and the 
same law governs them all ?

Mr. W e x l e r . I think that ought to be corrected, Mr. Forgan. I 
think the State banks and trust companies are as separate in their 
functions as one class of commercial dealers is separate from another.

Senator N e l so n . Y ou overlook this fact, however: It is all very 
good to say that that should be done in a large city and that you 
should have a separate bank doing one kind of business and a loan 
and trust company doing another kind of business and a commercial 
bank doing another kind of business. But you can not have those 
three kinds of institutions in a little country town of 2,000 or 3,000 
people. You can not organize three separate institutions. One bank 
must do all kinds of business.

Mr. W a d e . A s y ou  know , I  stayed  over to be here to -d a y  and to 
be interrogated, and I  w ou ld  like to get through.

Senator H it c h c o c k . Senator Bristow is here and would like to 
ask ,a few questions.

Mr. W a d e . Certainly.
Senator B r is t o w . I was interested in one remark which Mr. Wade 

made, and that was in connection with issuing one note on credit 
of another note. I think Senator Hitchcock was asking questions 
and you objected to the present national-bank note because it was a 
currency based on credit.

Mr. W a d e . Based on a fixed obligation.
Senator B r is t o w . I understood that you objected to that kind 

of currency and I could not see why the currency recommended in
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this bill and why the plan which you suggest is not a currency based 
on credit. It is, is it not ?

Mr. W a d e . Yes; but there is quite a difference there, Senator. 
We recommend as a committee that notes be based on what is known 
as commercial paper; that is to say, paper that is issued for the 
purchase of the products of the earth, of the farm, of the factory, 
of the mine, of the commercial establishment. That represents the 
commerce that is gradually consumed within a year or within a 
six-month period, as against the fixed obligation such as your Gov­
ernment bond. Under the present law the 2 per cent bond never 
becomes due and is based on a fictitious credit.

The market value of those bonds is fictitious. This country is 
not and never has been on a 2 per cent basis, but by the operation of 
law and the assistance of the national banks we have sold six hundred 
or more million dollars of 2 per cent bonds, and they are apt at any 
time to depreciate in value to an extent that might affect the value of 
the notes, or at least greatly injure the national banks.

Senator B r is t o w . I realize that; but I understood your objection 
to be against a currency based on credit.

Mr. W a d e . N o, Senator; just the reverse. It must be based, first, 
on a 40 or 50 per cent gold reserve, at least 100 per cent of commercial 
short-time paper that matures within 90 days at the very outside, 
also secured by all the assets of the reserve banks.

Senator B r is t o w . I understand you now; you object to the 
national-bank note being based upon Government bonds which has a 
secured circulation, as I understand it—of course you understand that 
I am not an expert at all on these matters. The distinction you 
make is that one is a fixed obligation and the other is a rapidly 
maturing obligation?

Mr. W a d e . Yes, sir. Every bale of cotton that is ginned is con­
sumed within a short period of time. Every bushel of wheat is con­
sumed within a short period of time, every bolt of calico on an active 
merchant's shelf gradually goes into consumption, and they issue, ha 
order to move that commerce, what is known as commercial paper, 
which matures within a short time, and it consumes itself, and there­
fore brings back from the Nation all over the money to meet the 
obligation of these short-time notes.

Senator B r is t o w . That is theoretically true, but as a matter of 
fact does not a very large part of the notes of a bank practically con­
stitute a continuous loan ? They are renewed every 90 days over and 
over again ?

Mr. W a d e . Not the commercial paper. The well-regulated com­
mercial house never renews its paper.

Senator B r is t o w . But are you not speaking of the practice in a 
very limited part of the country ?

Mr. W a d e . No; it is universal.
Mr. F o r g a n . It constitutes the great majority of the paper handled 

by the banks in the cities of the country.
Senator B r is t o w . I know; but that is one of the things I think 

this bill is being framed for—for the banks in the cities.
Mr. W a d e . We went over that very thoroughly yesterday. 

Unfortunately you were not here.
Senator B r is t o w . I was engaged in the Senate Chamber. I 

know that the bank in the small communities—the national bank— 
necessarily carries a great deal of paper that is renewed—
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Mr. W a d e . We admit that.
Senator B r ist o w  (continuing). From time to time. It is not 

merely a temporary loan, but it is in fact part of the capital of the 
business.

Mr. W a d e . We admit that. On yesterday it was explained to 
your committee that that class of banking is always taken care of by 
the reserve bank, the individual bank in the individual locality where 
they carry their reserve account, and they carry their reserve account 
for that purpose.

Senator B r is t o w . It strikes me that that is the theory; that that 
class of banking—meaning the country banks—is taken care of.

Senator N e l so n . It is not taken care of.
Senator B r is t o w . It may or it may not be, depending upon the 

will of the fellow that has to take care of that bank, and Senator 
Hitchcock has brought out that feature in his questioning far better 
than I can in the questions I am asking— as to the independence of 
the small banks of the larger bank— and I wiill not pursue that.

Mr. W a d e . The answer to that, Senator, is this: That no country 
bank that I ever heard of has ever failed, if it was sound, for want of 
accommodations from the reserve cities of the Unites States. They 
never fail for that reason. They fail usually from shiftless manage­
ment or from dishonest management, and one is just as bad as the 
other.

Senator B r is t o w . I am sure that is true.
Mr. W a d e . The country bank, so called, gets all of the accommo­

dation that it is entitled to by reason of its stability, and its require­
ments are necessarily small. Many banks, Mr. Forgan will tell you, 
he loaned from $1,000 to $100,000 and $500,000 to meet the require­
ments of the commerce of the country in that locality.

Senator H it c h c o c k .  At the present time the country bank has the 
privilege of selecting any bank in a reserve city near by to do business 
w ith.

Mr. W a d e . Yes, sir.
Senator H itc h c o c k . And if it is not accommodated at one bank 

it will transfer its loan to another ?
Mr. W a d e . Absolutely.
Senator H it c h c o c k .  Under this system  proposed  it w ould  be de­

pendent on  one single bank and one single m anagem ent ?
Mr. W a d e . No.
Senator H it c h c o c k . It would very largely.
Mr. W a d e . No.
Senator H i t c h c o c k .  Y ou th ink the banks in the reserve cities 

w ould  continue to take care o f the cou n try  banks ?
Mr. W a d e . Absolutely.
Senator H itch co ck . When they are compelled themselves to 

discount paper in the central bank ?
Mr. W a d e . A bso lu te ly  so.
Senator H itc h c o c k . I doubt it.
Mr. W a d e . Senator, the answer to it is that they are doing it now 

and why should they not do it when they have the greater facilities? 
The trouble experienced by the country banks in times of stress is 
the inability of reserve banks to provide the sinews of war to take 
care of the country banks, and we are trying to get you to provide 
those sinews of war so that we can take care of them. If I were to

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



176 BANKING AND CURRENCY.

tell you that the national banks in reserve cities—central and reserve 
cities—spend thousands and hundreds of thousands of dollars a year 
to develop customeis from country banks you might not doubt my 
statement. But almost all of these large institutions have three, 
five, and some of them seven or eight men traveling 365 days in the 
year. For what ? To solicit country bank accounts.

Senator H itch co ck . Is it your opinion that country bank accounts 
will fall off under this bill ?

Mr. W a d e . No; only those classes of country banks that will go 
into a reserve bank in its particular locality. There may be some 
diminution of deposits in the large centers, but it will not be to any 
appreciable extent and it will not be to any serious injury, if you put 
the reserve in a proper way where you do not require them to carry 
too much cash in their vaults.

Senator B r is t o w . When Senator Hitchcock was interrogating 
you, you spoke abouts the inflation of the currency and you said it 
would not be inflated, and that only so much currency would be had 
as the needs of the commerce would require. How would you ascer­
tain what commerce required ?

Mr. W a d e . By the demand for loans. If I had a deposit account, 
the only way I can find out what the commerce of that community 
requires is the demand made from my customers for loans.

Senator B r is t o w . There is no limit to the demand for loans, is 
there ?

Mr. W a d e . Oh, yes. One of the greatest hardships that the 
banker has to go through at times is to find safe loans. After the 
panic of 1907 money went begging; 12 or 14 months ago money was 
selling very low, so low that it required a great deal of effort by 
many of the banks to make loans, and there was a decided contrac­
tion of loans, and this is particularly true when there is a redundancy 
of credit and money in the United States.

Senator B r is t o w . Then when there is no demand for loans or a 
slight demand for loans you would retire the money—the circulating 
currency ?

Mr. W a d e . Absolutely.
Senator B r is t o w . What would be the effect of that ?
Mr. W a d e . The effect would be to bring things down to a normal 

condition.
Senator B r is t o w . What do you mean by a normal condition?
Mr. W a d e . A condition by which a bank could loan its money 

and live.
Senator B r is t o w . Not an increased rate ?
Mr. W a d e . Not to any unreasonable extent— only to an appre­

ciable extent. You understand, Senator, under any bill you inaugu­
rate here you can not get money like you would take coal out of a 
coal cellar. When you get bank bills you have to give something 
for it, and that something has to pay interest, and therefore you are 
not going to part with tne bills receivable bearing a rate of interest 
unless you can use the money and use the currency. Currency is of 
no more value than a bale oi hay if you can not make it earn some­
thing. Therefore you are not going to pick out things just for the 
privilege of doing it and separate with your profitable business and 
pile it up in your vaults. There would be no object in that.
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Senator B r is t o w . Of course you understand that I am not a  
financial expert, and do not pretend to be.

Mr. W a d e . Neither do I.
Senator B r is t o w . What harm is there in having plenty of money 

and low interest ?
Mr. W a d e . By creating an inflation if you had too much of it.
Sens:' r B r is t o w . N o w , we have quite a stable amount in circu­

lation now. We will say that some times it is hard to find loans and 
other times very hard to find money to make the loans. When money 
is plentiful and interest rates are low, is that any detriment to the 
country in any way ?

Mr. W a d e . Usually when money is in action or loaned it is because 
of the inactivity of the commerce of the country, and stringencies are 
not brought about in the United States by conditions usually arising 
in the United States but chiefly by conditions abroad, and through our 
unfortunate financial system as it now exists when such times arise as 
the panic of 1907 and 1893 Europe contracts its credit to protect its 
gold reserves, and it is in the contraction of that credit from the 
United States either through the sale abroad of securities which come 
back to us or checking off the export goods that we send to them, 
that we as bankers must contract our loans, and what we want is 
not more currency to conduct the business of to-day, but we want 
a currency that when fear and panic goes over the land we can go and 
put up our securities in the form of commercial paper and get the 
necessary currency to do business on it.

Senator B r is t o w . Have you not got it now ?
Mr. W a d e . No; we have not, and if fear and panic should strike 

this country to-day you would go through the same disgraceful 
experience as you did in 1907.

Senator B r is t o w . Why ?
Mr. W a d e . Because of the contraction of currency and credits. 

In the first place, Senator, 95 per cent fully of the money loaned in 
this country and in all other countries is loaned on credit and not on 
money. Credit is the great thing; not the currency or money.

Senator B r is t o w . Y ou spoke of the panic of 1907, and said we 
would have the same thing over again. Why not use the $500,000,000 
provided in the Aldrich-Vreeland bill ?

Mr. W a d e . The answer to that would be, Why have not we used 
it during the past year when money was close and the interest rate 
high ?

Senator B r is t o w . I supposed the interest rate had not been high.
Mr. W a d e . Yes; they were high. That law is so impracticable, so 

cumbersome in its operation that if a bank in St. Louis were to make 
application to exercise the privileges of that law it would be sub­
jected to severe criticism. First it must go to its competitors and 
tell them “ my condition is so-and-so, and I want you to join with 
me as a member of the reserve association to make an application 
to Washington to get money.”

Senator B r is t o w . Well, I have heard that criticism. It gives too 
much publicity. But could not that be changed ?

Mr. W a d e . All laws can be changed, yes. But you have not 
changed that law in five years and we opposed the enaction of such 
law.
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Senator B r is t o w . If agreeable to the chairman I would like for 
you, if you will, to submit a statement to be incorporated in your 
hearing before the committee which you are now making, as to what 
changes should be made in that law to make it useful in the event of 
a panic or tight money market such as you say we have had in the 
past six months.

Mr. W a d e . I would not presume to do that, Senator. I would not 
want to arrogate to myself the wisdom of the banking fraternity. 
I am here as a member of a committee and if the chairman of the 
commission should direct us to work along those lines I have no doubt 
we would be glad to do so.

Senator B r is t o w . That is too much like the Democratic policy.
I think we are entitled to your judgment as well as the collective 
judgment of all the gentlemen who are associated with you.

Senator H it c h c o c k . The committee will take a recess until 2.30 
p. m.

(Thereupon, at 12.55 p. m., the committee took a recess until 2.30 
p. m.)

AFTER RECESS.

The Ch a ir m a n . The committee will come to order. I  think that 
the Senator from Kansas desires to ask some further questions of 
Mr. Wade.

Mr. W a d e . May our chairman make a statement first ?
The Ch a ir m a n . Certainly.
Mr. F o r g a n . Mr. Chairman and gentlemen, I  wish to assure the 

committee that we gentlemen who have come from different parts 
of the country are putting our time entirely at your service, and we 
wish to meet you just as you wish to have us meet you. We are 
going to presume, however, to make a suggestion. There are seven 
of us, and we each have one or more branches of this subject to place 
before you. We feel that if we had been allowed to do so, 50 per 
cent of the questions that have been asked would have been answered 
by us in the regular course, as we came to them. We are charged 
with the responsibility of representing to you here the reasons why 
the conference held in Chicago made these suggested changes in the 
bill. We are perfectly willing that each of us should be cross- 
examined as to his individual views on the whole subject, and we 
will be very glad to be called for that purpose; but we feel that if 
we are allowed to get our views before you gentlemen you will get 
answers to your questions. So that it will save your time and save 
ours by obviating the necessity of asking questions which we will 
answer in the course of our taking up the subjects as we come to them.

For instance, the next question that comes up, after we are through 
with Mr. Wade—and of course we do not want to interfere with Mr. 
Wade's cross-examination at all—is to be taken up by Mr. Chapman, 
and he is prepared to address you in regard to the next important 
change which occurs in section 12 , paragraph B, on page 16, and he 
will explain to you why, in the opinion of our conference, the Federal 
reserve board should not be given power to require but only to permit 
Federal reserve banks to rediscount the paper of other Federal 
reserve banks. Every one of us has already answered that question
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individually, and he, having come prepared, we want to have him 
heard, and he would answer it, just as we have all answered it, and 
the time of the committee would be saved.

There is this further reason why I ask your consideration in this 
matter: Some of us who are here are employees of institutions, and 
our time is not our own. Some of us have duties to perform at home, 
and some of us left home having made arrangements to return by 
about this time. Mr. Chapman, for instance, would like very much 
to leave this afternoon. He has made his arrangements, he has got 
his reservations made, and he would probably not take more than 10 
or 15 minutes to place the subject before you.

Mr. Maddox comes from Atlanta. He is going to take up two 
questions that have been materially changed in the proposed measure 
since he prepared his address. He will have to adapt his address to* 
the changed conditions; but they are all subjects that you are ques­
tioning every one of us on. If you will let us finish and then call 
us before you individually to get our individual views on the subjects 
that we have not addressed you on we will be very glad.

The Ch a ib m a n . The substance of your suggestion is that you wish 
to suggest to the committee that the cross-examination should be 
confined to the topic upon which the witness is speaking ?

Mr. F o e g a n . Either that, or else finish that subject before you 
cross-examine us generally. Get our opinion on each specific subject 
before you cross-examine us. Then we will stay here and be ex­
amined individually on the general questions. If the reason given 
by our specially delegated member is not a satisfactory explanation 
of our reason, then you can hear the rest of us afterwards.

The Ciia ie m a n . If there is no objection by any member of the 
committee to that policy, I think it would be very valuable to us.

Senator B r is t o w . Of course, I realize the desire of a methodical 
business man to proceed with a thing like this as he would with a 
business matter; but when a party appears before the committee 
and makes a statement it naturally is fruitful of suggestions, and 
when questions are asked it leads from one thing to another, and 
the result is that you have a diversity of views which, to me, is very 
much more useful than a carefully prepared paper may be; and while, 
as far as I am concerned, I would be very glad indeed to accommodate 
myself to the convenience of these gentlemen, I think they could 
be of much more use to us members of the committee if they would 
allow us to pursue the usual method in eliciting opinions on hearings 
of this kind.

Senator P o m e r e n e . I agree with Senator Bristow. We are here 
to get at the truth, and that is what we need—cross-examination. 
While I do not mean to criticize any of these gentlemen—I tliink they 
are going to tell us the truth as they see it and as they understand 
it—when it comes down to these details it is very apparent that they 
differ, as honest men do differ, on these subjects, and that is the most 
illuminating part of this cross-examination, to me, I want to know 
the truth about this, and I do not care how long it takes. It is a 
pretty serious problem, both for bankers and the public; I understand 
that very thoroughly; but you can not elicit information by having 
each man come in and testify in chief and then recall each one for 
cross-examination.
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The Ch a ir m a n . The committee must exercise its discretion with 
regard to the matter of cross-examination.

Mr. R e y n o l d s . I feel, Mr. Chairman, that we are here by the 
courtesy of this committee, and while Mr. Forgan has expressed what 
would be most convenient to us, yet we are entirely subject to your 
call, and we hope you will proceed in whatever manner as will best 
satisfy your purpose, to solve this problem, as you believe, correctly.

Mr. W a d e . Provided you will let me go, sir.
Mr. F o r g a n . I only made the suggestion thinking it would save 

the time of the committee.
Senator R e e d . There is this to be said about it, Mr. Forgan; 

You make some remarks, and at the time you are making them the 
very thing a man wants to know occurs to his mind, and if he puts it 
aside and lets it get cold, a chain of ideas is broken and may not come 
back again, partly because of the limitations of the members of the 
committee. I know it is, as far as I am concerned. But I think we 
can well take into consideration the statement of Mr. Forgan, that 
others are to follow, and therefore perhaps we may abbreviate some­
what the examination.

Senator P o m e r e n e . If some of the other witnesses here present 
want specially to get away we will try to accommodate them.

Mr. F o r g a n . There are at least two that have only one subject 
each.

The Ch a ir m a n . The committee will try to accommodate those 
gentlemen. Mr. Wade, the Senator from Kansas desires to ask you a 
question or two.

Mr. W a d e . Very well, sir.
Senator B r i s t o w . Just before the lunch hour I asked you if you 

would submit, as a part of your statement, your judgment as to what 
changes ought to be made in the Aldrich-Vreeland bill in order to 
make it respond to the demands of the country during panics or hard 
times, and I thought you rather hesitated to do that. I think it is 
entirely pertinent, because it had been suggested by a number of 
Members of the Senate, and of the House as well, that a temporary 
change might be made in the Aldrich-Vreeland bill which would 
answer any immediate purpose without taking up the more elaborate 
provision of the currency legislation, and it was with a view of having 
your views, and views of the gentlemen who are here, upon that 
question that I asked that it be incorporated in the record. I think 
that anything that relates to the present law and proposed changes 
would be useful to us, and I would like very much, if you could, to 
have you submit your criticism of the bill as to its impracticability 
so that I might have it for consideration.

Mr. W a d e . Senator, in the first place it has been six months or 
more since I have read that bill. I know in a general way it is 
impracticable, but to attempt to tell you offhand, or to try to criticize 
it m a meeting such as this, I would not care to attempt it, because 
I do not believe I could do the subject justice; and then again, 
I would not like to be singled out as one of the committee of seven 
who were invited here to prepare in concrete way a criticism of such 
a bill. I would rather take counsel and have the benefit of the counsel 
of my associates.

Senator P o m e r e n e . That is what this committee is trying to do 
now.
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Mr. W a d e . If that were the judgment of our committee I think 
no doubt the chairman of our committee would be glad to call us 
together for the purpose of taking up that subject and giving you 
the general opinion on that subject after it is discussed by us.

Senator B r is t o w . When I made this request, I was inquiring as 
to how you would ascertain when more money was needed, when the 
need of commerce, as you expressed it, would demand a larger circu­
lation, and you said it would depend upon the demand for loans. 
Now, do I understand by that that whenever a bank had more 
demands for money than it had the money to supply such demands, 
it would then take a part of its assets to the central bank in one 
instance and the board of control in the other and secure additional 
currency for the purpose of meeting such demands ?

Mr. W a d e . Yes, sir; your understanding of that is correct.
Senator B r is t o w . And that additional currency which this bank 

secures is issued according to your plan by the central bank, and 
according to the plan of the bill by the Federal board, through the 
regional bank ?

Mr. W a d e . Yes, sir.
Senator B r is t o w . And your suggestion is that the regional bank 

have 40 per cent of gold as a guaranty fund, a reserve fund, against 
this, as well as its credit ?

Mr. W a d e . Yes; 40 per cent gold reserve against all notes issued 
and 100 per cent commercial paper plus the total capitalization of the 
bank.

Senator B r is t o w . This 100 per cent commercial paper comes from 
the bank seeking the additional money ?

Mr. W a d e . Currency, bank notes; yes, sir.
Senator B r is t o w . The interest on that, of course, goes to the 

regional bank ?
Mr. W a d e . Yes, sir.
Senator B r is t o w . And the bank puts out the money and forfeits 

that?
Mr. W a d e . Not necessarily the interest on those particular notes. 

You take your paper to the reserve bank and discount it. Your notes 
might bear 4 per cent. They might bear no interest, because they 
might have been discounted themselves, or they might bear 6 per 
cent, and you have to pay the rate for the use oi that currency that 
was fixed by the Federal reserve bank in the district in which you 
were located. The rate might be higher or it might be lower.

Senator B r is t o w . Suppose the notes, the majority of those notes, 
draw 6 per cent.

Mr. W a d e . I think not.
Senator B r is t o w . I am just supposing that. In some parts of 

the country they would and in other parts of the country they 
would not ?

Mr. W a d e . Yes.
Senator B r is t o w . Suppose they do draw 6 per cent. What would 

the regional bank charge this local bank for the use of the money ?
Mr. W a d e . Depending entirely upon the demand that was made 

on the Federal reserve bank, if it was properly managed.
Senator B r is t o w . Suppose it said 4 per cent. What becomes of 

the margin of 2 per cent ?
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Mr. W a d e . Just exactly the same condition would exist as now, 
without this bill being in force. We would take $100,000 worth of 
paper;and I would go to Mr. Forgan and say, “ I would like to sell 
you $400,000 worth of paper.” If I discounted the note at 4 of'#  
per oe&i and sold it to him on a 6 per cent basis, I would make 2 per 
cent a»d, on the other hand, if I discounted it at 4 per cent, I would 
lose 2 per cent in the transaction.

Senator N e l s o n . If you sold it to him at 6 ?
.Mr. W a d e . Sold it to him  at 6.
Senator B r is t o w . I understand; and the bank discounts that 

paper and uses it as it would any fund ?
Mr. W a d e . Yes, sir; the only way now we could discount a note 

at the banks is by dealing with the fellow we discount with just to 
that extent We take from him the amount that we discount.

Senator N e l s o n . Take the interest in advance?
Mr. W a d e . Yes, sir.
Senator B r is t o w . You spoke, when Senator Hitchcock, I  think, 

was interrogating you, of the fictitious reserve. What do you mean 
by “ fictitious reserve” in referring to the plan suggested by Senator 
Hitchcock ?

Mr. W a d e . I do not remember making that statement.
Senator B r is t o w . Y ou used the term “ fictitious reserve.” I  

wondered at the time just what you meant by it.
Mr. W a d e . If you would tell me the whole interrogation, I think 

I could answer your question.
Senator H it c h c o c k . Was it on the occasion of my questions rela­

tive to currency that might be furnished by the Government of the 
United States ?

Senator B r is t o w . Secured by bonds.
Senator H it c h c o c k . N o. I suggested for your consideration a 

plan that the Treasury of the United States might furnish currency 
to the banks or to currency associations, and it might protect those 
notes by selling bonds and then procuring a gold reserve. I think 
you termed it fictitious reserve. I am not sure as to the language.

Mr. W a d e . N o. In that connection I  said the 2 per cent Govern­
ment bonds were maintained on a fictitious credit and not on a real 
credit as to the market value of those bonds------

Senator N e l s o n . That is the way I understood it. He meant 
the 2 per cent bonds at a fictitious credit, because they were available 
for banking, and without that they would not be worth their par, 
drawing only 2 per cent interest.

Senator B r is t o w . I do not know just what Mr. Wade had in his 
mind, but Senator Hitchcock was speaking of the Federal Govern­
ment issuing to the bank that money and the Federal Government 
placing behind that currency 50 per cent gold reserve, similar to the 
system which we now have in regard to greenbacks, and it was in con­
nection with that discussion that the term1 ‘ fictitious reserve ” was used. 
I did not understand just what you had in your mind, and that is 
what I wanted to bring out, what you meant by the fictitious reserve, 
because it seemed to me that it was a better reserve than had been 
suggested up to that time.

Mr. W a d e . I think you probably must have misunderstood my 
answer, or I must have answered not understanding the question 
asked.
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Senator B r is t o w . Possibly you used some other word than “ re­
serve.” It might have been a “ fictitious value” as to bonds.

Mr. W a d e . The market value of the bonds.
Senator N e l s o n . I understood it as referring to the 2 per cent 

bonds.
Senator B r is t o w . Another remark which struck me as very inter­

esting, which has not a direct bearing and still has an indirect bearing 
on the subject, was when you spoke of Marshall Field borrowing money 
of a railroad which had made the business of Marshall Field.

Mr. W a d e . Contributed to the development of Marshall Fields 
business.

Senator B r is t o w . The way you used the terms at the time indicated 
that you believed that the railroad had been responsible for Marshall 
Field’s success, and I wondered just what you meant by that.

Mr. W a d e . I was trying to illustrate, in answer to a question of 
Senator Nelson, I believe, that it was perfectly legitimate for a national 
bank in New York or in San Francisco or anywhere else to loan on 
call the money of its depositors secured by bonds and stock.

Senator N e l s o n . Collateral.
Mr. W a d e . Collateral. And while it was perfectly legitimate for 

them to loan on call or on time its money on collateral notes, secured by 
stocks and bonds not only of railroads and manufacturing industries, 
it would not be the class of security that should be put behind Federal 
reserve notes. That is what I was trying to illustrate and what I 
meant by the railroad contributing to the development of Marshall 
Field’s business. The building of any railroad into any community 
contributes to the commerce of that community.

Senator B r is t o w . Gives it commercial facilities ?
Mr. W a d e . Yes. It permits the transportation of all the products 

of the land, and it sends back the articles that are purchased irom the 
sale of those products.

Senator B r is t o w . Y ou would not say that the railroad made that 
community, any more than you would say that the community made 
the railroad ?

Mr. W a d e . Oh, no; the one contributes to the development of the 
other.

Senator B r is t o w . The two work together.
Mr. W a d e . And therefore to attempt—-which the question rather led 

me to believe was in that direction—to say that you should only loan 
or should make any discrimination in loaning on the railroad stocks 
and bonds, or the manufacturing corporation stocks and bonds, or the 
securities of a commercial establishment, or improvements built upon 
land for the purpose of creating factories, would be a mistake. But 
that was not the kind of security that we are advocating to put 
behind Federal reserve bank notes.

Senator N e l s o n . I would be very glad if the committee would 
hear Mr. Chapman. There are some questions that I should like to 
ask Mr. Wade here, but Mr. Chapman, from Minneapolis, president 
of the Northwestern Bank, is here, and is a member of this committee, 
and I should be very glad if you would give him a hearing, in order 
that he may go home this evening.

Senator P o m e r e n e . I also would like to ask Mr. Wade a few ques­
tions.
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The Ch a ir m a n . If there is no objection, Mr. Chapman will be 
heard by the committee.

Senator N e l s o n . Mr. Wade wants to go home, too.
Mr. W a d e . I wrote a man in New Hampshire and one in New York 

to meet me in New York to-day. I telegraphed that I would be 
there to-day.

Mr. Ch a p m a n . Finish with my friend, Mr. Wade. I do not go until 
6.45.

Mr. W a d e . Y ou could finish with me in a few m om ents.
Senator N e l s o n . I will waive my questions to Mr. Wade.
Senator Sh a f r o t h . I intended to ask him one or two questions, but 

I will waive mine.
Senator P o m e r e n e . In view of one matter to which he addressed 

himself, I have one question, and for that question it will only take 
a few minutes, if you have no objection.

The Ch a ir m a n . Proceed.
Senator P o m e r e n e . I assume that it goes without saying that the 

success of the plan embodied in this subject depends largely upon 
the extent to wnich the banks of the country avail themselves of its 
privileges ?

Mr. W a d e . Naturally.
Senator P o m e r e n e . And the same may be said of the plan as 

amended by the committee of the American Bankers’ Association?
Mr. W a d e . Naturally.
Senator P o m eren e . Y ou called attention yesterday to the fact 

that in certain of these regions which it is proposed to lay out that 
if 10 per cent of the banks, and perhaps more accurately speaking, 
10 per cent of the capital in that region should fail to avail itself of 
the privileges contained in this measure, they could defeat the pur-

fose of the bill or the legislation. I understood you that way, did 
not?
Mr. W a d e . Yes, sir.
Senator P o m e r e n e . If the proposed plan became a law; that is, 

if the proposed plan as amended by the bankers became a law, and
10 per cent of these bankers with banking capital should refuse to 
avail themselves of the piivileges of the bill, it would very seriously 
embarrass the scheme. Is not that true?

Mr. W a d e . No. In the first place, I said one-tenth of the banks 
that could be selected in any district or division of States, if they 
did not go in, would make it impossible to organize 12 reserve banks, 
because the remainder of them would not have sufficient capital to 
create a capitalization of $5,000,000 multiplied by 12 or more. If 
you adopted the suggestions that we have made here you would re­
duce the number of reserve banks to three or five, and therefore 
reduce the capita] to be gathered together, just as 3 or 5 is to 12 , and 
you ought not, in my judgment, in the initial stages of banking and 
currency reform, to attempt to create so many reserve banks at one 
time. If five proved to be successful, there is nothing to prevent you 
from extending it later if it is found to be practicable.

Senator P o m e r e n e . The general purpose—I am speaking now of 
the amended scheme of the American Bankers’ Association—is prac­
tically the same as the purpose of the orginal bill ?

Mr. W a d e . Our general purpose, gentlemen, is to help the Govern­
ment of the United States to create a sound banking plan that can 
be workable and that can be put through in a practicable way.
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Senator P o m e r e n e . Suppose that either the orginal plan or the 
the amended plan should be adopted, and 10 per cent of the national 
banks would fail to go in, would not that materially hamper the success 
of the system ?

Mr. W a d e . No; I think not.
Senator N e l s o n . Let me suggest to you if you will allow me: It 

might, if amended, be so practicable that many State banks would 
go in to make up the deficiency.

Mr. W a d e . I will tell you why it would not, in my judgment. 
Take, for instance, the New England States. If I remember it cor­
rectly, the total capitalization of all of the national banks in the 
six New England States is $105,000,000. If they did come in you 
could have two reserve banks in the six New England States. In the 
Eastern States, roughly speaking, there are $337,000,000 of capital. 
If they all come in you could have six reserve banks; because you would 
have $300,000,000 capital to draw from. But if half of the banks in 
New England did not come in, and half of the banks in the Eastern 
States did not come in, there would be nothing left than to try one 
reserve bank in each of these different districts; and the reason 1 said 
one-tenth of the banks would be that if one-tenth of the national 
banks I could name would not join, then you would only have capital 
enough remaining to have one reserve bank. The smaller institutions 
I do not believe are going to flock into this reserve association, because 
I do not think they will get the benefit from it that would justify 
them in doing so.

Senator P o m e r e n e . If the Congress should decide to provide for 
12 regional banks, in your judgment it would be necessary to have 
the national banks go in in order to make it a success ?

Mr. W a d e . Yes; I  think so.
Senator P o m e r e n e . That being so, I wish you would point out 

why, in your judgment, Congress ought not to say to these banks, if 
it is going to adopt this scheme, “ You shall go in” ? I am speaking 
of national banks now.

Mr. W a d e . You mean compulsory, without representation?
Senator P o m e r e n e . Yes.
Mr. W a d e . I thought I covered that very fully yesterday, Senator. 

I would only be repeating myself.
Senator P o m e r e n e . The point I am trying to bring out is this: 

That if it were decided to make 12 regional banks, and you did not 
compel them to go in, then, necessarily, it would fail, according to 
your theory?

Mr. W a d e . Yes, sir; if they did not come in.
Senator P o m e r e n e . If they did not come in. Now, you have 

stated that you came here------
Mr. W a d e . Let me answer you further, Senator, before you ask me 

that further question ?
On the other hand, if you keep this bill in its present form, with the 

clause compelling the national banks to go in or go out of business or 
out of the national banking system, I then do not think you would 
accomplish your purpose; but I do believe that you will drive some of 
the very best national banks out of the national system by sending 
them into State systems, where they can get all of the benefit they can 
now get by doing a banking business.
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Senator P o m e r e n e . Your answer is dealing with prophecies rather 
than with facts.

Mr. W a d e . Absolutely so. I do not pretend to say who will come 
in or who will go out. I am giving my opinion.

Senator P o m e r e n e . I saw a statement the other day that if this 
bill should become a law they would surrender their franchise or char­
ter and incorporate under the State banking laws.

Mr. W a d e . Yes, sir.
Senator P o m e r e n e . I s it your belief that that would be done to 

any material extent ?
Mr. W a d e . I think it would, Senator, I am sorry to say, But I be­

lieve that the banks would have to look to their own interests and to 
the protection ol their own stockholders, and not turn over 10 per cent 
of their capital and 50 per cent of their reserve money to become 
stockholders in a corporation the stockholders of whom would have no 
voice in its management or direction.

Senator P o m e r e n e . That is discussing another branch that I do 
not care to develop just now, although I have no objection to your 
answer at all, of course.

The statement was made here yesterday that there were something 
over 25,000 banks, I believe, in the country, and about 7,000 of them— 
I am not giving the exact number------

Mr. W a d e . That is approximately correct.
Senator P o m e r e n e . About 7,000 of them were national banks; 

so that you have this bill as presented to the Congress making it obli­
gatory on 7,000 of the banks to go into this scheme, leaving it op­
tional with the other 18,000, and you here largely represent the 
18,000.

Mr. W a d e . No, no; I represent myself. I can not do that.
Senator P o m e r e n e . Well, you are speaking in behalf of the State 

institution.
Mr. W a d e . Speaking as an officer of a State institution—put it that 

way.
Senator P o m e r e n e . Yes. So that, so far as you are concerned 

and your bank is concerned, you have no objection to this bill------
Mr. W a d e . I am also a national banker, you know, too.
Senator P o m e r e n e . I am speaking of you as a State banker, now.
Mr. W a d e . N o . Speaking as a State banker, it would not make 

any difference to us, because you could not force us to do anything.
Senator P o m e r e n e . And you still have the opportunity to avail 

yourself of the provision ?
Mr. W a d e . Yes, sir. But, speaking as an American citizen, I think 

it is improvident; I think it is a mistake; I think it is un-American; 
I think it is unjust to pass a law compelling these banks to subscribe 
to this stock or go out of a system that they have helped to build up.

Senator P o m e r e n e . Well, if the success of a system is to depend 
npon whether we shall compel them to do a thing or to leave it to 
their discretion to do it, would you not have a good deal of misgiving 
about the success of it if you had to depend entirely upon the volun­
tary duty of certain institutions ?

Mr. W a d e . N o . But if Congress can not draw a bill that will be 
sq attractive in its operation, so practicable in its working, without 
forcing the banks to come in, then I think Congress would make a 
mistake.
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Senator P o m e r e n e . Speaking for myself, I want this bill to be so 
attractive that they will all want to come in; but at the same time 
it is my present judgment, and I state this with an open mind, that 
after we make it as attractive as it can be made they ought to be 
compelled to go in.

Senator O 'G o r m a n . The national banks alone?
Senator P o m e r e n e . The national banks alone. I think it ought 

to be made so attractive, however, that they would all want to come 
in. If there are any changes to be made in that respect I would liko 
to hear what they are.

Senator R e e d . There would not be a bit of difficulty in getting 
them in if you make it attractive enough. There might be some 
question about how the people of the country would receive it.

Senator P o m e r e n e . I mean by that I doubt the wisdom of pro­
viding for a system and then letting individuals say whether they 
will abide by it or not.

Senator S h a fr o t h .  Y ou had better let the witness go, or somebody 
else will get to asking him questions and he will not get away at all.

Mr. W a d e . I am very much obliged to you, gentlemen.

STATEMENT OF JOSEPH CHAPMAN, VICE PRESIDENT OF THE 
NORTHWESTERN NATIONAL BANK, MINNEAPOLIS, MINN.

Mr. Ch a p m a n . Mr. Chairman and gentlemen of the committee, I 
have a very small thing to call to your attention, and I will do it 
just as briefly as possible. It is in the section of the bill which says 
“ at the present time to permit or in times of emergency require Fed­
eral reserve banks to rediscount the discounted prime paper of other 
Federal reserve banks.”

At a meeting of these bankers in Kansas City some time ago, where 
they were discussing agricultural matters, Mr. Jordan, of Pettis 
County, Mo., one of the real assets of that county in Missouri, made 
this statement. He said he was talking to a farmer and he said:

John, do you test your seed corn?
The farmer replied:

Certainly not. I don’t believe in any of these new-fangled ideas.
Mr. Jordan said:
I want to tell you something. Every farmer tests his seed corn, either in the seed 

box or in the field.
I take it that the object of this meeting is that we want to test out 

this bill and see that when we get it planted out in the field whether 
it is really going to germinate and grow into something useful to the 
American people.

I want to call your attention to that clause, “ or in times of emer­
gency require,” which we ask to have stricken out. I would like to be 
mformed, for one, if there is in any civilized country in the world 
or ever has been any means devised by law to compel any man to 
loan money to another. In the medieval times history says that 
they used to boil the Jews alive in oil and torture them to try to force 
hose men to loan them money.

Senator R e e d . Did they get it ? [Laughter ]
9328°—S. Doc. 232, 63-1—vol 1------13
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Mr. Ch a p m a n . But it was impossible. They could confiscate their 
property, but they could not get a loan unless the Jews were willing 
to loan the money.

Now, gentlemen, times have been changed very much in free 
America along that line. We have never considered it possible to 
force a man to loan money to another. That clause in the bill, 
whether it is constitutional or not I am not lawyer enough to say, 
but that it is un-American and uncivilized is absolutely correct. It 
harks back to the stone age, when a man went out with a club and 
took what he wanted.

Senator O ’ G o r m a n . What are the objections to that proposed 
system ?

Mr. Ch a p m a n . We want that eliminated, and have the clause, 
Senator, to read: 
to permit Federal reserve banks to loan.

I will show you the reason why that will accomplish exactly what 
this reading at the present time will, with the objectionable matter left 
out.

In Minnesota Senator Nelson has a farm. It would be just as proper 
for the State Legislature of Minnesota to pass a law appointing a 
committee of seven citizens of Minnesota whose duty it should be to 
require or to compel Senator Nelson to loan his teams and his harvest­
ing machinery to his neighbor when his neighbor was taking in his 
crop. It is just as reasonable to compel Senator Nelson to loan his 
teams and his harvesting machinery as it is to require or to compel 
one bank to give credit to another against its free will. I take it 
that none of you gentlemen considers the necessity of putting that 
in—that is, from a legal standpoint. It would appear to us that it is 
absolutely illegal and un-American, as I said before. What will the 
objection be to that bill without that clause in it? That is what 
interests us.

In the bank with which I am connected we have over 9,000 checking 
accounts. Of those, over 50 per cent are accounts of $100 or less. 
We loan those people $100 or less. We look them up just as carefully 
and are glad to extend the credit to those people just as much as we 
are to loan a corporation or a firm $100,000 or $500,000, which is the 
most we can loan. There is no law that requires us or compels us 
to loan that money. That is what we are a bank for. That is what 
our business is, to loan that money.

Senator Hitchcock, I think, yesterday or the day before spoke 
about the continental banks in Europe and compared them to these 
12 regional banks. There certainly is no law requiring those con­
tinental banks of Europe to discount the paper one for the other. 
Yet they do it. They do it because of the law of supply and demand. 
They do it because there is money in it for them to do it, and that is 
what the success of these regional banks is‘ going to depend on— 
not on any force which will compel them to do it, but for the same 
reason that prompted Robert Morris to loan money to the Continental 
Army to carry on the war. Nobody forced him to loan that money; 
nobody forced the national banks to come into existence and buy 
those bonds. These gentlemen do it willingly and gladly. And, 
gentlemen, if you will leave that phrase out of that bill you will 
accomplish more in getting a friendly attitude toward all of the
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banks of the United States and toward your purpose in establishing 
this bill than you will by including in it something that is absolutely 
unnecessary to the working success of your plan and something 
that may be so unconstitutional as to absolutely make your whole 
law invalid and void.

That is about all I care to say on that subject. I am willing to 
answer any questions you gentlemen may have to ask me.

Senator N e l s o n . I would like to ask a few questions. You have 
one of the largest banks in Minneapolis, and I would like to have you 
tell this committee what you know about farm loans, real-estate 
loans on improved farms, and how you look upon that kind of loans 
and that kind of security. I know you are familiar with the subject, 
and I know the committee will be glad to hear you.

Mr. Ch a p m a n . Well, sir, as a national banker, I am not familiar 
with the loans, because our national bank can not, by law, make them; 
but for years I have been an officer of the Minnesota Bankers7 Asso­
ciation, an association of about 1,000 banks. The national banks in 
that State, outside of the reserve cities, have talked this matter over, 
and they are anxious to have the privilege of loaning part of their 
resources on first farm mortgages loaned on a conservative valuation.

Senator N e l so n . Of how much, 50 per cent?
Mr. Ch a p m a n . Forty to fifty per cent; not over that.
Senator N e ls o n . How do they regard that kind of paper— farm 

mortgages ?
Mr. Ch a p m a n . That paper is regarded as the best in the world, of 

its class. There is no better paper made than first farm mortgage 
properly made.

Senator N e l so n . If a man came to your bank to borrow money on 
his note, you would rather have as security a good farm mortgage of 
that kind than the ordinary class of stocks and bonds—outside of 
Government and State bonds, I mean ?

Mr. Ch a p m a n . Outside of Government and State bonds, if I knew 
that loan was safely made., I would just as soon have it as any rail­
road bond ever made. But not in a reserve city, Senator.

Senator N e l so n . N o. Your idea, then, is, Mr. Chapman, that the 
privilege of loaning on farm lands or, rather, the privilege of loaning 
on real estate, should be limited to farm land ?

Mr. Ch a p m a n . That is right.
Senator N e l so n . On improved farms, and should be limited to 

what are classed as country banks ?
Mr. Ch a p m a n . Yes, sir.
Senator N e l so n . Not banks in reserve cities, central reserve cities I
Mr. Ch a p m a n . No, sir; I would not give them the privilege.
Senator P o m e r e n e . Why not ?
Mr. Ch a p m a n . Because we act as reserve agents for 1,000 banks. 

We must keep our assets in such shape that we can take care of k 
sudden call. A farm mortgage is not necessarily a liquid asset.

Senator N e l so n . I s it not very nearly the unanimous feeling 
among national banks, outside of the Twin Cities, that they are in 
favor of amending the law so that they can loan on real estate farm 
mortgages ?

Mr. Ch a p m a n . Yes, sir; I  should say so.
Mr. N e l so n . It is the universal sentiment.
Senator R e e d . In Minnesota ?

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



190 BANKING AND CURRENCY.

Senator N e l so n . In Minnesota.
Senator R e e d . There has been mentioned several times the ques­

tion of whether the Government could compel one of these Federal 
reserve banks to transfer money to another, and the question of the 
constitutional rights that was raised has entered into it, and you 
likened it in your illustration to Senator Nelson’s farm, whe3*e the 
Government would provide that a board of directors should compel 
him to loan his farm tools and machinery. Let me call yotir atten­
tion to this: No bank exists as a matter of right. There is not a 
single bank in this country but what exists because the law provided 
the plan for its existence. If the Government were to provide a sys­
tem of banking, and in the law creating the system it was to provide 
that every bank coming into the system should have certain privi­
leges, they would have those privileges, would they not ?

Mr. Ch a p m a n . Yes, sir.
Senator R e e d . And if it provided that it should also assume 

certain duties and obligations, they would have those duties and 
obligations, would they not ?

Mr. Ch a p m a n . Yes, sir.
Senator R e e d . And if they failed to respond to the duties and obli­

gations, the Government would close their doors, would it not ?
Mr. Ch a p m a n . Yes, sir.
Senator R e e d . D o you not think that disposes of the constitutional 

question ?
Mr. Ch a p m a n . Absolutely not—not unless you want to go back 

to the times when they boiled the Jews.
Senator R e e d . I am talking about constitutional questions. I 

am not talking about boiling Jews; I have always been opposed to 
that. [Laughter.] You have already answered about the farm 
mortgages, which is illuminating; and I want to ask you this: In the 
large banks, even in these big cities, do they not have an organization 
that is pretty closely affiliated with them to take care of farm loans?

Mr. Ch a p m a n . Yes, sir; we have a trust company.
Senator R e e d . Right in the same building ?
Mr. Ch a p m a n . N o, sir; adjoining the building—but there is a 

connecting door. [Laughter.]
Senator R e e d . Does it have the same officers ?
Mr. Ch a p m a n . No, sir.
Senator R e e d . It has some of the same officers ?
Mr. Ch a p m a n . None of the same active officers. No officer of the 

national bank is connected in any way with the making of those 
farm mortgages.

Senator O’G o r m a n . The same interest controls them both?
Mr. Ch a p m a n . Yes, sir.
Senator R e e d . Somebody controls them.
Mr. Ch a p m a n . Yes, sir.
Senator R e e d . There is one man there, I  take it, and he is probably 

the president of the bank ?
Mr. Ch a p m a n . Yes, sir.
Senator R e e d . S o that even the large bank in reserve cities does 

not want to let go of that class of business, but he wants to keep it in 
a separate till ?

Mr. Ch a p m a n . He wants to keep it separate from his demand 
obligations, from where they do not belong.
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Senator R e e d . What do you think about the proposition, or the 
plan, that was suggested by Mr. Wade this morning of these mortgages 
taken by a reputable firm being a pretty easily convertible thing when 
we want to convert them ?

Mr. Ch a p m a n . I should say that that would depend absolutely on 
the integrity and the ability and the experience of the company mak­
ing those loans.

Senator R e e d . That is pretty nearly true of every bank; your 
bank depends on that.

Mr. Ch a p m a n . Yes, sir; but every bank does not sell paper and 
does not sell mortgage notes to individuals of that kind.

Senator R e e d . But I think the proposition that the business must 
be properly conducted goes with every bank?

Mr. Ch a p m a n . Yes, sir.
Senator R e e d . I want to ask you this, whether you agree with the 

statement that was made here by Dr. Johnston, that the money is 
flowing out of the Bank of France now because of the war conditions, 
that the people are drawing the money out of the Bank of France and 
putting it into hiding, thus reducing its assets. Do you know whether 
that is the situation ?

Mr. Ch a p m a n . I only know what I read, and that is to the effect 
that—of course we must take into consideration that the average 
peasant of France is a wealthier man than the average citizen of this 
country; that is, the average business man of America. They have 
more money in the banks. The Frenchman is naturally thrifty. 
The reason for that is that when this Balkan War was closed and there 
were securities offered at a high rate, Mr. Thrifty Frenchman wants 
to be ready to get it; he wants to have his money where he can get it 
and sell it and make more money on it.

Senator R e e d . Could he not draw a check on the bank for it ?
Mr. Ch a p m a n . He might.
Senator R e e d . Do you agree with Dr. Johnston that this war con­

dition having obtained, the money is being drawn from the Bank of 
France ?

Mr. Ch a p m a n . Yes, sir; it is due to the war condition; certainly.
Senator R e e d . D o you think that that comes because of the fact 

that he is hiding his money or investing his money ?
Mr. Ch a p m a n . I think both.
Senator R e e d . Both ?
Mr. Ch a p m a n . Yes, sir; he is getting ready to invest his money.
Senator R e e d . So that the theory that has been advanced here, 

that if the bank is entirely separate and distinct from the Government, 
the bank stands alone, like a Rock of Gibraltar in time of war, does 
not seem to be quite borne out ?

Mr. Ch a p m a n . Absolutely; there is no question of the integrity of 
the Bank of France to-day.

Senator R e e d . I am not talking about the ability to break it, but 
the question of inspiring this implicit confidence that remains through 
all the terrors of the long war and leave the bank absolutely standing 
out in the sunlight untarnished and unharmed.

Mr. Ch a p m a n . I do not think that. In Europe the banks are 
coming out of this stronger than ever------

Senator R e e d . D o you think the Frenchman is drawing out all his 
money from the Bank of France to-day any slower than he would be
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drawing it out under the same circumstances if that bank was actually 
owned by the French Government ? France is not in any danger.

Mr. Ch a p m a n . That is a pretty hard question to answer. I do not 
know about the diplomatic conditions in Europe; I do not know 
whether France is in danger or not.

Senator N e l s o n . I have understood that it is not as common for 
the peasantry of France to deposit their money in the bank as it is in 
this country. They like to keep it at home. That is the custom of 
the country.

Senator Sh a f r o t h . That is the reason it takes a larger circulating 
medium for that country.

Mr. F o r g a n . All of the peasants of France that have money in the 
bank also have a little pile besides, generally.

Senator Sh a f r o t h . France also has a limitation as to the quantity 
that can be deposited there by one individual.

STATEMENT OF ROBERT F. MADDOX, VICE PRESIDENT OF THE 
AMERICAN NATIONAL BANK, ATLANTA, GA.

Mr. M a d d o x . Mr. Chairman and gentlemen, I have been requested 
to bring to your attention the recommendation of the convention of 
bankers in Chicago in connection with the last paragraph of section 17 
of the bill in regard to par points of checks. For your information I 
will read it.

Senator Sh a f r o t h . Section 17?
Mr. M a d d o x . Yes, sir; that is, in our printed form. It was 

adopted at the meeting in Chicago.
Tne Ch a ir m a n . Page 32.
Mr. M a d d o x  (reading):
It shall be the duty of every Federal reserve bank to receive on deposit, at par and 

without charge for exchange or collection, checks and drafts drawn upon any of its 
depositors or by any of its depositors upon any other depositor and checks and drafts 
drawn by any depositor in any other Federal reserve bank upon funds to the credit of 
said depositor in said reserve bank last mentioned.. The Federal reserve board 
shall make and promulgate from time to time regulations governing the transfer of 
funds at par among Federal reserve banks, and may at its discretion exercise the func­
tions of a clearing house for such Federal reserve banks, and may also require each such 
bank to exercise the functions of a clearing house for its shareholding banks.

The convention discussed that paragraph at length, and finally 
adopted as a recommendation, respectfully, that the paragraph be 
changed to read as follows:

It shall be the duty of every Federal reserve bank to receive on deposit t par 
checks and drafts drawn upon any other Federal reserve bank.

From the last annual report of the Comptroller of the Curren v we 
find that of the 7,397 national banks in operation in the United 
States more than 2,000 were banks in small cities operating with only 
$25,000 capital and 4,706, or 63 per cent, had capital less than 
$100,000. It was largely the consideration of this great number of 
small national banks and the small State banks throughout the 
United States that undoubtedly prompted those in attendance at the 
recent convention to respectfully recommend the change in that 
paragraph of section 17.

The small banks of the country have performed and are performing 
a great service to the Nation. They encourage thrift in their com­
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munities and facilitate trade; they are the kindergartens of commerce. 
Especially in the South and West these small banks have been of 
great benefit. In the spring they have made advances to the farmer 
which enabled him to pay cash for his supplies, and they are gradually 
emancipating him from the burdensome system of trading on long 
time, with its accompanying high prices.

In the operation of the smaller banks of the country the exchange 
received is a considerable portion of their annual profits. To make 
the regional reserve bank receive at par all checks drawn upon any 
member would, it is believed, in time force all banks in that district to 
cash at par all checks drawn in that district. The check deposited in 
the regional bank, drawn upon any member, would immediately be 
charged against the reserve deposit of such member, and thereby 
enforce its collection at par and eliminate from the member bank any 
possibility of collecting a reasonable rate of exchange. As the 
member bank would never know what amount of checks drawn upon 
it would be deposited in the regional reserve bank nor when they 
would be deposited it would force the bank to carry a large amount 
to its credit with the regional bank above the reserve required, for 
which the bank would receive no interest, and frequently require the 
member bank to ship by express at considerable expense currency to 
meet these checks which are drawn payable at the counter of the 
member bank.

As there are more than 25,000 banks in this country, ot which only 
7,372 are national, and the success of the new banking and currency 
bill must depend upon the cooperation of a laige number of banks of 
all kinds, the importance of the proposed revolution in collecting 
checks and the enormous labor, expense, and risk imposed upon the 
regional reserve banks, together with the loss of revenue to a large 
percentage of the other banks, should not be underestimated.

As is generally known, the clearing houses in certain cities have, 
through mutual cooperation of banks in other cities, been able to work 
up a system by which checks upon certain banks and cities are now 
received at par. This has proven successful in a measure in the 
thickly settled sections of the country, especially New England. In 
other cities banks have cooperated in having their out-of-town items 
collected jointly through their clearing houses, thereby reducing some­
what the cost to the city banks.

In New York City the clearing house has been working on a plan of 
cooperation for a par basis with outside cities for some time, but not­
withstanding the large number of banks which carry accounts in New 
York City, they have been able to get only the banks in the following 
number of cities in five States to remit at par: In New York, 43; 
in New Jersey, 34; in Connecticut, 14; in Rhode Island, 9; in Massa­
chusetts, 74; while in 15 States the banks will not remit at less than 
one-tenth of 1 per cent, and in 30 States the banks find it necessaiy 
to charge one-fourth of 1 per cent. It is therefore clearly shown that 
the question of exchange charges is one to be regulated by local con­
ditions, and not one which warrants at present national control.

The development of the above-mentioned systems of collecting 
checks is progressing satisfactorily to both the city and the country 
banks, and as its operation is based upon voluntary cooperation it is 
likely to continue. We believe that after the regional banks are 
organized they can reach some agreement with the member banks in

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



regard to a uniform rate of exchange which will be mutually satis­
factory.

While the collection feature of the proposed bill may be considered 
favorably by some of the large cities, we do not believe the country 
is ready for a national enforcement of free collection of checks, as 
proposed in the present bill.

At a recent group meeting of bankers in a prominent southern State 
resolutions were adopted, from which I quote the following:

Resolved, That if paragraph 6 of section 17 of the proposed bill is intended to cause 
universal parring of all checks and drafts and thereby destroy the present source of 
income country banks derive by making reasonable charges for collecting and remit­
ting to cover checks and drafts, that the said provision is pernicious and will result 
disastrously to the earnings of country banks.

Resolved further, That this question of exchange is a local question, involving 
different considerations in the several communities of the United States, and should 
not be regulated by national legislation.

Resolved further, That the forfeiture of exchange earnings would so penalize the
State banks o f ---------as to prohibit their becoming members, and that it would force
country national banks to retire from the system, and thereby cause the financial 
power of the country to remain in the centers without relief to the conntry districts.

As the checks upon the small country banks are usually drawn by 
country merchants, who trade largely with their nearby wholesale 
merchants, a large majority of their checks circulate within a radius 
likely to be included in the Federal regional reserve district. In con­
sideration of the trade of these country merchants, we have not heard 
of the city merchant seriously objecting to paying the small exchange 
charged by the city bank and never exceeding one-fourth of 1 per 
cent to reimburse it for the charge made by remitting by the country 
bank. I say reimburse it, but the city bank does not, as a rule, 
charge an amount which does reimburse it. The city bank allows 
its depositors to “ bunch” their out-of-town items, and they are of 
course collected individually. The rate for remitting by the country 
bank being more on small amounts than on large.

In the city of Atlanta, for instance, the clearing-house banks collect 
through their clearing house a large amount of their miscellaneous 
country checks payable in Georgia, Alabama, and Florida. The 
average cost to the Atlanta banks to collect these items is $2.07 per 
thousand, while they only charge their customers $1.25 per thousand, 
showing a net loss of 82 cents a thousand. Tha operation of the par 
feature, of the proposed bill would virtually mean that in order to 
collect every check in the United States at par a member bank would 
only have to open a reciprocal account with one other member bank 
in each of the Federal reserve districts.

We believe that there is now existing a most encouraging spirit of 
cooperation between the banks of the various cities and towns of the 
country, each willing to accord to the other every due consideration, 
and they are all working for the benefit of their communities and to 
the prosperity of the Nation.

Tne banks are now satisfied with the existing arrangement, and 
their patrons are pleased. Under such conditions, we believe the 
amendment we propose would be to the best interests of the regional 
reserve banks and satisfactory to the people. It virtually makes 
12 par points, representing every section of the country, which would 
be all that is needed and furnish a sufficient basis of exchange at bar. 
It would leave the Federal reserve banks, at least for the present,
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free to perform the function for which th§y are most needed; that is, 
to control the reserves of the Nation and furnish to our people a 
wisely secured circulating currency receivable in gold.

Senator Sh a f r o t h . What does this cost that you refer to con­
sist of ?

Mr. M a d d o x . I do not believe I quite understand you, Senator.
Senator S h a f r o t h . I mean exchanges.
Mr. M a d d o x . In dollars and cents ?
Senator Sh a f r o t h . Yes.
Mr. M a d d o x . You mean to the country at large?
Senator Sh a f r o t h . No; I do not mean the country at large. I 

mean what does each item amount to ? Suppose I brmg a check to 
you, and charge you me one-fourth of 1 per cent. You say that it 
costs the bank that much or perhaps a little more.

Mr. M a d d o x . The city bank ?
Senator Sh a f r o t h . The city bank. What does that cost consist 

of?
Mr. M a d d o x . We take the check that we receive over the counter 

to-day at Atlanta. I will use Atlanta for illustration. It receives 
the check deposited by one of its customers on Valdosta, Ga. We 
send that check to Valdosta, and the bank in Valdosta will remit us 
an Atlanta exchange for $1,000, if that were the amount of the check, 
less one-fourth of 1 per cent. We have the use of that money for 
probably two or three days. But the city banks, as a rule, only 
charge their customers exactly what the country banks charge them 
for remitting the checks back to the counter from which they were 
taken and deposited.

Senator R e e d . Why should that bank make that charge?
Mr. M a d d o x . I t  is just a source of revenue for them. They have  

to keep their m oney in A tlanta and frequency have to send it by  
express to the different parts of the country

The Ch a ir m a n . There is postage and clerk hire also.
Senator R e e d . I  am trying to get at the reason. You are a banker 

in Atlanta ?
Mr. M a d d o x . Y es, sir.
Senator R e e d . I  live in Kansas City. I  go dow;n to Atlanta and I  

give you my check for $1,000 upon my bank in Kansas City, and 
you give me $1,000.

Mr. M a d d o x . Y es, sir.
Senator R e e d . I readily understand you have got to lose the use 

of that money until you can get it from Kansas City. You lose that 
much of your funds. When that check gets back to Kansas City, to 
my bank, my bank pays the face of it.

Mr. M a d d o x . Certain cities of the country are recognized as par 
points. The city of Atlanta is one. The city of New York will take 
any number of checks at par. Take Kansas City and New Orleans 
and Louisville and Cincinnati and Baltimore and Chicago at par. 
If my bank can collect that check at par in any way it would charge 
you for it.

Senator R e e d . Why, in all instances, does the check not go back to 
the bank upon which it is drawn ?

Mr. M a d d o x . It does.
Senator R e e d  That bank proceeds to discount the checks ?
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Mr. M a d d ox . N o, sir. It is willing to pay out the currency at par 
value for the check over the counter, and it does it every hour of the 
day; but when I receive that check and see that it was drawn in 
Kansas City, that it was not a check on New York or Atlanta, it costs 
the bank m Kansas City something to maintain that balance in 
Atlanta, and therefore the bank in Kansas City charges a certain rate 
of exchange for furnishing me that piece of exchange instead of the 
currency.

Senator R e e d . Going back to the transaction between yourself 
iind myself, you sent the check to my bank in Kansas City where I 
have an account now, and they send a draft to you upon New York. 
It is justified in making a charge to you for that draft, because it has 
to keep a large sum of money in New York and it is out that much 
interest; and that is the reason it keeps that account in New York. 
Does it not get anything on this account there ?

Mr. Ma d d o x . Usually the New York banks pay 2 per cent interest 
on balances.

Senator R e e d . But that does not compensate it for money that it 
might get. It might get 5 or 6 per cent. I see. Then there is occa­
sionally money actually shipped all over the country ?

Mr. M a d d o x . We do it. From Atlanta we have to ship it at large 
expense.

Senator Sh a f r o t h . Where you do not charge between points it is 
because they have correspondent accounts ?

Mr. M a d d o x . Yes, sir. The city banks never attempt to collect 
the exchange out of a check, but they can collect the par. All the 
banks throughout the country try to collect them from their cus­
tomers as reasonably as possible, and we voluntarily make par points; 
<and under the present theory, for instance, if New Orleans would be 
our regional reserve, we would have to keep money going to New 
Orleans all the time, and we would have to keep an excess there to 
meet the demand, and I would have to send currency there to meet 
it unless it was payable on the counter of my bank in Atlanta.

Senator S h a fr o t h .  D o you know how many par points there are 
in the United States!

Mr. M a d d o x . I have no idea; but 1 think New York is in a better 
position to create par points, because of the large number of recip­
rocal accounts kept there, and the banks find it absolutely necessary 
to make these charges or they would not do it. It would be a serious 
handicap to the success of this measure, in my opinion, when you 
realize that 4,700, 63 per cent, of the national banks are operating 
with less than $100,000 capital— and that is an important part of a 
small bank’s profit. In my State there are 600 more State banks 
than National banks, and they are mostly smaller banks. I suppose 
there are over 200 State banks, with $15,000 capital, which could 
not possibly come into this system.

Senator N e l so n . What proportion of the $25,000 national banks 
have you ?

Mr. M a d d o x . There are only 13 in the State of Georgia, whereas 
there are 1,700 banks altogether. In some States there are banks 
operating with $10,000 capital. Under this proposed law no bank 
-can come into the system with less than $25,000 capital.

Senator B r is t o w . Y ou say  it costs more in some regions of the 
country than in others ?
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Mr. M a d d o x . Yes, sir.
Senator B r is t o w . Why should it cost more ?
Mr. M a d d o x . Because exchange on the leading cities is less avail­

able, and it is more necessary to express.
Senator B r is t o w . In what sections of the country is the expense 

heavy ?
Mr. M a d d o x . In certain parts of the South, when cotton bales 

are moving, and the cotton merchants are trading on Europe and in 
New England. It is necessary, in order for us to buy New York 
exchange, to pay a very large premium for it; and that applies in 
the different sections of the country. New York is the par point 
that America remits upon for all checks.

Senator B r is t o w . In some sections of the country the banks in 
one town charge more for the collection of checks than in other 
towns, do they not?

Mr. M a d d o x . That is due to local conditions.
Senator B r is t o w . The cost is just the same?
Mr. M a d d o x . It is just the same. It is for the same reason that 

one merchant in a town will sell goods at a much less price than 
another one will.

Senator B r is t o w . A s far as m y  knowledge goes, the banks have 
the same rule governing these charges.

Mr. M a d d o x . They usually have some agreement about it that 
will meet the conditions of the town itself.

Senator B r is t o w . But if in one town they make a charge and in 
another town they do not, that would indicate that it was not 
very important factor in the revenues of the bank, would it not ?

Mr. M a d d o x . There may be some special reason why that bank 
particularly wants to encourage a certain means of collection from 
a certain section, and do it somewhat as an advertising feature; but 
it does it at a loss, I think. The country banks are really entitled 
to some exchange, in my opinion, after these regional reserve banks 
are organized, and the country banks come m. If the regional 
reserve banks will make some equitable arrangement with the mem­
ber banks for a uniform rate, I believe it will be less than the prevail­
ing rate. I believe it is one-tenth of 1 per cent. It would be uniform 
throughout the regional reserve. Here in our bank, say, it would 
cost a man $6,000 to $10,000 a year if his checks were forced to be 
cleared at par. A small country bank------

Senator S h a f r o t h . In the illustration of Senator Reed giving you 
a check at Atlanta on Kansas City for $1 ,000, you would send that 
check to New York, would you not?

Mr. Maddox. No, sir. Of course there is a different system by 
which different banks collect their out of town checks, but I think 
any such amount as that, the banks would send it there. All the 
larger banks would.

Senator S h a fr o th . Y ou having a balance in New York and the 
Kansas City bank having a balance in New York, they would offset 
each other ?

M r. M a d d o x . That might be, if Kansas City was collecting at par. 
If that is the case, I would not charge the customer who came in with 
the check and wanted $1,000 clearance. The banks are all anxious 
to protect their par points as much and as liberally as possible for 
the accommodation of their customers. The other matter------
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Senator H it c h c o c k .  Before you leave that, Mr. Maddox, I  want to 
ask you a question along th&t line. Suppose this provision should 
stand in the bill as it is, it would, be easier for e$*eh ba*nk to make these 
collections if there were a large number of reserve banks than if there 
were a small number, would it not %

Mr. M a d d o x . I think not; for the reason that while a small number 
of regional reserve banks would necessarily include a little larger ter- 
rifcory if there'were 5 instead of 12, yet the bill says each bank shall 
receive on deposit at par the checks of any member of that distiict; 
in other words, one bank in the entire South must receive at par 
ch^ks of every other member in the entire South.

Senator H it c h c o c k .  These checks do not have to go through a 
remote center if there are a large number of regional reserve banks.

Mr. M a d d o x . That is true.
Senator H itc h c o c k . If they had to go through a remote center 

would not that complicate the matter of collection somewhat rather 
than having more centers ?

M r. M a d d o x . I t  would be a little longer distance from  the remote  
center.

Mr. W e x l e r . Instead of a reserve bank they would have branches,
M r. M a d d o x . I believe it is contemplated that the reserve bank 

would have branches. Of course, we do not know how largely that 
branch feature would be developed.

Senator H itch co ck . Have you any of showing what per cent of 
profit come back, we will say, to a bank of $75,000 capital, from 
charges upon the collection of checks.

Mr. M a d d o x . I am not prepared to answer that. I should say, 
roughly speaking, 20 per cent. Mr. Wexler, would that be out of the 
way?

Mr. W e x l e r . That would depend upon deposits of the banks. I 
should think more than that. I should think: nearer 35 to 50 per 
cent.

Mr. R e y n o l d s . I might say that there is a vast difference in charges 
made for the collection of these checks in the different sections of the 
country. You take the northern and western banks in the small 
towns, and the exchange feature, the selling of exchange checks over 
the counter has dwindled down to almost nothing, whereas in the 
South, where Mr. Maddox is. I think you still maintain a fair rate of 
exchange on those items; so that while the South will get a very large 
revenue and income from this, in some other sections of the country 
it is very materially reduced.

Mr. M a d d o x . I t  is purely a local matter.
Senator N e l so n . Has not the practice grown up among banks to 

issue drafts in such cases without charge for their customers who 
are depositors in the banks—those who do business with the banks 
as depositors—without exchange ?

Mr. R e y n o ld s . A very large percentage of the. banks in the North 
and Northwest do that, but not many in the South.

Mr. F o r g a n . Before Mr. Maddox proceeds to the next subject, 
I would like to say that this subject—the exchange charges on 
checks—was more hotly debated than any other feature of the bill 
in our meeting at Chicago. It was brought up especially by the 
representatives of the small banks in the South, who protested most 
vigorously against that provision of the bill. I want to draw your
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attention to that, because if you want to make the bill popular with 
tte smaller banks of the South, you will find that that is the prominent 
sticking point that they are objecting to.

Mr. K e y n o l d s . I  think, if I  may, I  can give you a little idea as to 
what this means in dollars and cents, as one Senator here suggested. 
By quoting from an average of perhaps a dozen letters that! have 
received from southern correspondents bearing upon this subject, 
as I recall these letters, and I should say offhand, without having gone 
over the figures to justify it, that the banks from which I heard would 
have a capital averaging perhaps $150,000 apiece; and in their letters 
protesting against this clause being inserted in the bill, the amounts of 
the loss that each of these bankers claimed their banks would incur 
in event of its passing ranged all the way from $7,000 to $20,000.

Senator Sh a f r o t h . A year ?
Mr. M a d d o x . A year.
The Ch a ir m a n . The volume of these exchanges as shown by circu­

lar 34, an abstract of the condition of the national banks, July 3, 1913, 
is that these checks and cash items run from $250,000,000 to 
$296,000,000, during the year, on daily account current.

Mr. M a d d o x . Outstanding all the time.
The Ch a ir m a n . Outstanding all the time, and it, of course, makes 

a very large business.
Mr. F o r g a n . Right there I  would like to give you a little bit o f 

statistics to show you that this is no small matter that we are talking 
about. It might seem a small matter when the individual check is 
considered, but when I inform you that we have a department in our 
bank in which we keep more than 60 men doing nothing else but 
handling these checks, and that we handle 25,000 a day, and send them 
to their destinations from Chicago alone, and that Mr. Reynolds here 
must have at least 30 per cent more than that, you will realize the 
volume of business that is done along that line.

The C h a i r m a n . I would like to ask you, Mr. Forgan, in that case 
whether a large part of those are not checks passing through your 
bank for collection ?

Mr. F o r g a n . Oh, yes.
The Ch a ir m a n . And would not those checks if they were on de-

Eosit on a Federal reserve bank be canceled at the Federal reserve 
ank, and therefore make unnecessary the sending of that check 

down to the correspondent and back again to be simply charged 
against him ?

Mr. F o r g a n . That could be done, but it would be very bad, as 
the banks would have absolutely no control of their balances, and 
that is what we are running across every day now. There is not a 
bank correspondent on our books that will permit us to charge $1 
to their account until we have got their signature to a check or order 
telling us, “ You are authorized to charge it,” so we have to send 
every check on every correspondent to that correspondent and wait 
until we get back an order to charge.

The Ch a ir m a n . It would, however, be an economic advantage, if 
it could be done ?

Mr. F o r g a n . If it could be done; but by doing it you complicate 
the management of each individual's business to such an extent that, 
for instance, he has no knowledge of what checks his customers are
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drawing on him, and if his balance with his reserve agent is impaired 
by charging to him checks which are not honored, and sending them 
back to liim before he has provided for them, he has to keep a very 
much larger balance in order to protect his reserves against such 
charges, of which he knows nothing until after they have been made.

The Ch a ir m a n . But the premises upon which you proceed in the 
case of a Federal reserve bank which dealt along with banks of a 
qualified class as members of a Federal reserve bank would be a dif­
ferent premise from that which now forms a just basis upon which 
an objection would be made by a correspondent bank and yourself.

Mr. F o r g a n . I think not, because the reserves would be kept by 
the Federal reserve banks.

Mr. R e y n o l d s . By way of completing the record with reference 
to this and giving you a little better idea, perhaps, as to the magni­
tude of this business, and which I hope to touch upon a little later, 
I will only say that in our institution we handled last year 19,000,000 
checks and items of this kind, checks and items on points outside of 
Chicago and New York City. We have in one department 200 men 
doing this business alone. We have in transit in process of collection 
an average of about $13,000,000 the entire time.

When you undertake, Mr. Chairman, to have those go through the 
Federal reserve bank and cancel them as you suggest, you overlook 
one of the most important things necessary in the handling of checks 
of that kind, and that is that you do not know the genuineness of 
the signature of the maker of the check, nor do you know that he 
has the balance in the bank upon which it is drawn. If those things 
could all be put in the hands of the Federal reserve banks, if they 
could know that every check that comes through their office is signed 
by a genuine maker, and that the balance which that man would 
have in that particular bank upon which he would draw the check 
was sufficient, your theory would be a good one; otherwise it would 
be fraught with much danger.

The Ch a ir m a n . I would like to have it appear in the record in 
this connection that if there were established 10 reserve banks, 
involving 27,000 banks, there would be 2,700 banks on an average 
in each of these 10 Federal reserve districts. Each one of these 
2,700 banks would have its signature of record at its Federal reserve 
bank, and I take it also, if necessary, at the other Federal reserve 
banks. I am not talking about private checks—I am talking about 
checks sent by the members of the banks; and therefore when any 
one of these member banks draws a draft upon any other member 
bank or any member bank of another Federal reserve bank, the 
process would be that such checks going into the reserve bank No. 1 
would be there canceled and sent as vouchers to member banks, who 
would be carrying deposits with such bank, and in like manner such 
bank would be itself credited with checks drawn on other member 
banks belonging to that particular Federal reserve bank. If, how­
ever, the checks were drawn upon a member bank of another Federal 
reserve bank it would be transmitted by the Federal reserve bank 
No. 1 to Federal reserve bank No. 2, and a like process of cancellation 
obtained, and therefore there would be an obvious economic advan­
tage. I would be glad to have the record show in that particular 
that process is wrong.
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Mr. M a d d o x . There is just one thing I  would like to add, referring 
to your comment of a moment ago: The convention recommendea 
a substitute for that paragraph, to be that—

It shall be the duty of every Federal reserve bank to receive on deposit at par 
checks and drafts drawn upon any other Federal reserve bank.

In other words, any member in any district could draw a check on 
the Federal reserve bank in that district and that check would be 
collectible at par at any other Federal reserve bank, which would 
merely make, as I said before, as many par sections of the country 
as there were Federal reserve banks. I could draw a check on the 
reserve bank in which my city was located, lor illustration, and it 
would be taken at par, and also all over the United States in any 
other Federal reserve banks.

Senator R e e d . Let me ask you if that would work out this way: 
The customer of a country bank desiring to pay a bill, say in Atlanta, 
and that country bank was a member of the reserve association or 
the reserve bank, and could go to that bank and draw his check to the 
bank and get a check from his bank drawn upon the Federal reserve 
bank, and use that check to pay his bills.

Mr. M a d d o x . All over the United States.
Senator R e e d . And then that would avoid the payment of any 

exchange.
Mr. M a d d o x . Y es, sir.
Senator R e e d . And if he drew his own check directly you want it 

so he would still have to pay no exchange?
Mr. M a d d o x . That was the ob ject  of this provision.
Mr. F o r g a n . That is the milk of the coconut. You have brought 

it all out right there; that is what the country banker objects to. I 
do not want to reflect on the country merchant, but the not infrequent 
practice of some country merchant is to issue his check on his own 
bank, knowing that it is going to be three days going and three days 
coming back, and he does not make his deposit until he figures it has 
had time to get back.

Senator P o m e r e n e . Perhaps you ought to modify that and say 
“ some country merchants.”

Mr. F o r g a n . I say “ some” ; I did not say all. That is the feature 
that the country bank objects to.

Mr. W e x l e r . The customer of the country bank in paying a bill 
in St. Louis, instead of going to the counter of his local bank and 
buying a piece of exchange on St. Louis, as he ought to do, and 
remitting that to the merchant in St. Louis in current funds of St. 
Louis, he will draw his check on the local bank and send it to the 
merchant in St. Louis, and it takes that check probably three days 
to go and a day in St. Louis, and three days to come back, so that 
he need not have the money in bank to protect that check for sev­
eral days while it is in transit; and further than that he is generally 
interested in the local bank, and he thereby enables the local bank 
to make a collection charge upon the St. Louis hank that received 
it from its customer, so that he is benefiting again by it.

I do not think you are going to get the small country bank into 
this system unless you eliminate this clause to which they object, as 
Mr. Maddox has said; and I think it is a proper subject to leave for 
adjustment and working out after your bank has been established*
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I  think it would be m ost wise and politic to do that, because, as I  
heard one banker say:

Even though the country perish, we must keep our collection charges.

Senator Sh a f r o t h . Is there not this advantage in drawing a check 
of that kind; that is, you get the receipt direct of the man to whom 
you are going to pay the money? He can do it by going to the 
bank, but it is a round-about way. That is the reason I pay my 
bills by check, because I write on each check what the bill is for and 
it answers for the receipt; and that is of great value to me, because 
I do not have a very big account.

M r. M addox . There is one other thing, which I  do not think is 
hardly necessary to dwell upon, but I  can see the effect if every  
regional reserve bank were compelled to take at par the check on 
every member bank that it m ight encourage what we call “ kiting.”  
I t  would facilitate that very bad feature that some customers of 
banks practice. I  will not go into that, because I  do not think it is 
necessary at this time.

Senator W e e k s . Mr. Maddox, do you not think it would be well 
to explain just what you mean ?

M r. M a d d o x . I f  a concern had a branch office in another part of 
the section of a regional reserve district and they both had accounts 
in the different towns where those branches were located, those 
checks would have to circulate at par, do you not understand, in any

Kart of that district, and one branch could draw the check on his 
ome bank and they could draw a draft on that member and they 

both would be taken at par, which is just keeping it in circulation 
until it came back and then the regional reserve bank would nob 
know whether the check was good upon the issuing bank until it 
came back. There would be no way of the regional reserve bank 
knowing if those checks were good. In every bank in the larger 
cities—certainly in Atlanta, although I do not call Atlanta a large 
city—every day there are probably 25 or 30 checks thrown out of 
the bank that come through the clearing house that are not good. 
Those checks would have been cashed by the regional reserve Dank 
and charged to our account, and in some instances those checks 
aggregate a large amount and it would have reduced our reserve by 
that amount, although we did not know that the man who drew the 
check did not have the money sufficient to his credit to pay it.

Senator R e e d . Would you object to this clause if it was amended 
so that it was the duty of a Federal reserve bank to cash without 
charge the check of any member bank ?

Mr. M a d d o x . I f  I  get your question, it is what the provision is we 
are now complaining about ?

Senator R e e d . D o you think that would be identical with the 
present provision ?

Mr. M a d d o x . Practically the same.
Senator R e e d . This reaas:

And without charge for exchange or collection, checks and drafts drawn upon any 
of its depositors or by any of its depositors upon any other depositor.

Mr. M a d d o x . That word “ depositors” means members, because 
no depositor can be a depositor without being a member.

Senator R e e d . I see, we get back to the same place.
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Senator B r is t o w . A moment ago there was an indirect criticism 

made on drawing a check for bills, and figuring on the time incident 
to .the return of the checks, in order to prevent overdraft on the local 
bank, and when that check comes back, the man who drew it makes 
a deposit and not when it was drawn; instead of that, if he had to 
buy a draft and deposit that with the local bank, would not the local 
bank have the use of the customer's money before its obligation was 
met; but as it is now the country merchant has the use of the bank's 
money ?

Mr. W e x l e r . That is correct.
Senator B r is t o w . Why should not the merchant have the use of it 

as well as the banker ?
Mr. W e x l e r . We do not say that he should not, we are just sim­

ply stating the cr„se.
Mr. M a d d o x . The point is simply this, to boil it down, that the 

present system of collecting checks, while a little bit onerous upon 
the city banks—and they would benefit more than any other class 
by this bill—we believe, and our committee that considered this 
feature were nearly all city banks, but they sincerely and conscien­
tiously believe in the interest of this bill that it would be unwise 
to put this burden upon country banks, or, rather, to withdraw 
from the country banks the profit that for years they have been 
accustomed to earn through exchange.

Senator W e e k s . Mr. Maddox, you have just said that this bill 
would be more beneficial to the city banks than to the country 
banks ?

Mr. M a d d o x . I said this provision.
Senator W e e k s . Y ou said “ bill.”
Mr. M a d d o x . I beg your pardon.
Senator W e e k s . Y ou meant “ provision” ?
Mr. M a d d o x . I m eant “ prov ision .”
Senator R e e d . You think this provision has got to be limited, 

practically, to simple transactions between the reserve banks ?
Mr. M a d d o x . Yes.
Senator R e e d . That takes away one of the advantages claimed 

for the bill. It occurs to me, as we proceed, that the bill is some­
thing like I heard a young lady say about her good looks. She said 
she would be good looking herself if it wasn't for her nose, her eyes, 
her mouth, and her complexion. [Laughter.]

Mr. M a d d o x . Gentlemen, our committee has conscientiously— 
and I happen to be a member of the committee that revised this 
bill, or rather suggested some of the resolutions in the committee, 
and worked harmoniously with the committeee—and I believe that 
we should work in the interest of the whole country in suggesting 
these amendments, and if there are any features of the bill that ap­
pear to favor one class of citizens, it was not the intention of the 
committee.

Senator H itch co ck . Mr. Maddox, you make no distinction in 
your objection between a check drawn by a country merchant drawn 
on one bank and a draft drawn by one bank on another bank, they 
both being members of the reserve association ?

Mr. M a d d o x . Yes. The provision is that any check of any mem­
ber drawn upon any regional reserve bank shall be taken at par by 
all the regional reserve banks.

9328°—S. Doc. 232, 63-1—vol 1------14
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Senator H itch co ck . But a check drawn by one member bank 
upon another member bank shall not be taken at par ?

Mr. M a d d o x . No. A check drawn by one member bank upon 
another member bank may not be good, and the regional bank might 
cash the check for $10,000 when one member bank might not have 
it in another bank.

Senator H itch co ck . Are there any cases like that ?
Mr. M a d d o x . Frequently banks draw upon Atlanta a check 

where they have not sufficient funds. They probably expect to get 
them there, and maybe the train will be late, and sometimes they do 
it without any expectation of having it there, just to obtain circula- 
tion.

Senator H itch co ck . I supposed that individuals did that, but I 
did not suppose that banks ever did.

Mr. M a d d o x . I have heard of it having been done, have you not, 
gentlemen ?

Mr. W e x l e r . Yes.
Mr. M a d d o x . The next feature, gentlemen, if you have finished 

with that, to which I would like to call your attention, is the feature 
of savings banks in the national banks or the national banks doing 
a savings-bank business. When the convention met in Chicago, 
the bill stood as it appears in the printed report------

Senator B r is t o w . Before entering upon that, there is another 
feature I would like to inquire about. If a merchant, we will say, 
here in the city of Washington is making a remittance to New York, 
and he sends his check on his local bank here to New York, the party 
to whom the check is drawn in New York deposits that check in his 
bank. Is that check cleared there in New York and charged to the 
account of the bank correspondent, or does it always come back to 
the city from which it was drawn ?

Mr. M a d d o x . If I catch your question, I will repeat it so that I may 
be sure that I did: A merchant in Washington will send to a mer­
chant in New York a check on a Washington bank, the merchant in 
New York deposits it at his New York correspondent, and that New 
York correspondent will forward that check to his correspondent in 
Washington, the same as a check drawn to a merchant in Washington, 
and charged to that bank’s account in Washington; but if it happens 
not to be a check on the Washington bank it might or might not 
charge it— as far as Washington and New York are concerned. I 
have no doubt that all Washington checks are taken at par in New 
York, and the exchange feature does not enter into that transaction 
at all.

Senator B r is t o w . That is what I  wanted to know, whether the 
bank simply charged it in New York to the account of the bank here 
and then the bank was out nothing.

Mr. W e x l e r . I would like to say that that practice does not gen­
erally prevail. For instance, we have a large number of correspon­
dents and receive a great many accounts on those banks that keep 
accounts with us, and none of them permit us to charge those checks 
to their account. We assemble all checks on a particular point 
during the day and at night they are put into a letter and listed, and 
they are sent to the particular point, to our banking correspondent 
in that*town. He collects them from the various banks in the town 
and sends us the check to cover; that is the usual procedure.
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All banks endeavor to get their bank correspondents to permit 
them to charge these items up to them, and in former years there was 
considerable of it done, but nowadays the banks will not let us do it; 
they insist that we send the item to them and let them challenge the 
signature and ascertain if the check is good, and then send us their 
exchange, usually on ourselves, if it is our correspondents, or some­
times on New York, Chicago, St. Louis, or Kansas City, or wherever 
it might suit their purpose.

Senator H itc h c o c k . Mr. Wexler, is that true, of a draft drawn 
upon one bank by another bank ?

Mr. W e x l e r . Yes; if, for instance, a bank in the city of Shreve­
port sends us a check on the bank in Monroe for the credit—that is, 
for the Shreveport bank—we have got to take that check just the 
same and send it up to Monroe and collect it.

Senator H itc h c o c k . An individual check, you are speaking of ?
Mr. W e x l e r . I am speaking about a bank check. For instance, 

the bank at Shreveport, La., has a credit in Monroe which it desires 
to get out of there and get into a reserve city, like New Orleans. 
I am its correspondent—that is, of the Shreveport bank—and it draws 
a check on Monroe and sends that check to me at New Orleans. 
I in turn send it to my correspondent at Monroe, and he mails me 
New Orleans exchange, or Chicago exchange, or St. Louis exchange, 
or New York exchange, which we call current funds, and then the 
Shreveport bank has the money to its credit with me in a reserve 
city. The Monroe bank charges us at the rate of $1.50 for collect­
ing that item, and we in turn charge the Shreveport bank the same—  
$1.50—that we have been charged by Monroe for collecting it.

Senator H itc h c o c k . Suppose both of those banks have accounts 
with you, why could not you credit one and charge it to the other?

Mr. W e x l e r . Because they won’t let me; in the first place, because 
they do not know how many checks are out, and they do not want 
to impair their reserve; and another thing is that they want the 
checks to come back to their counter so as to ascertain whether it 
was good or not; it may not be good.

The Ch a ir m a n . Suppose the Shreveport bank sent you at New 
Orleans a check on the Monroe bank and it went to the Federal 
bank; you would take it and put it right in the Federal reserve 
and take credit, and the Federal reserve bank having an account 
with the banks in that region, would then charge the Monroe bank 
and credit you, and you would credit the Shreveport bank, and the 
transaction would be economically completed there, without this 
sending back and forth; and therefore it would be an economic 
saving in the matter of time and postage and clerk hire and use of 
the money ?

Mr. W e x l e r . Absolutely, and it would be extremely desirable.
Of course the next step would be that the regional bank would 

send the item to Monroe, which it would have to do for verification 
of the signature and to ascertain whether it was good, and the credit 
it would give you would be subject to being charged back if it was 
not good.

The Ch a ir m a n . That would be the result in any event.
Mr. W e x l e r . That would be a step in the right direction. It 

would be economy if that could be done, but that would not affect 
the various collections of the small country bank.
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Mr. M a d d o x . The question of exchange is more or less local, and 
it is very difficult to pass one rule that would apply all over the 
country.

The Ch a ir m a n . The present system would go on in any contin­
gency, I take it ?

Mr. M a d d o x . Yes.
The Ch a ir m a n . Because all of these banks have at present and 

will continue to have large accounts with other banks where they 
keep their reserves ?

Mr. M a d d o x . Y es, sir.
The Ch a ir m a n . At present the country banks keep 10 per cent 

more than the legal reserve now ?
Mr. M a d d o x . Y es, sir.
The Ch a ir m a n . I believe you will concede that to be the case ?
M r. M a d d o x . Y es, sir.
The Ch a ir m a n . And that that system would still go on; they 

would not be obliged to send their remittance through the Federal 
reserve bank; they would still have the opportunity of using the 
present system, which is possible in the way of exchange.

Mr. M a d d o x . B ut if the amendment stands as at present, any  
check of any member, you understand, will come into the reserve bank  
at par some time, very likely.

Mr. R e y n o l d s . Mr. Chairman, I think I can clarify that just a bit 
for the members of the committee by making this statement: In its 
practical application the parring of checks, as the chairman has indi­
cated, would be decidedly to the advantage of the city banks; it 
would at the cost of present income of the country bank; that is 
exactly what it would mean when put into force. It would, however, 
as the chairman has stated, make available for reserve purposes very 
much more quickly a very large amount of money, and it would be 
an enormous economic saving m the collection of the funds.

The Ch a ir m a n . It would relieve approximately a part of the pres­
ent volume of $250,000,000 to $298,000,000 which are daily current 
in these exchanges.

Mr. R e y n o l d s . If the national banks would all join the association, 
I should estimate it would relieve 70 per cent of it.

Mr. W e x l e r . I would advise you to leave it out of the bill, because 
these country banks will not come in.

The Ch a ir m a n . I think they will.
Mr. W e x l e r . I have talked to 100 of them, because I advocated 

that it should remain in the bill— that it was in the direction of eco­
nomics. I tell you they will not come in, and I would advise leaving 
that for adjustment after you get the banks started.

Senator P o m e r e n e . I think they would come under your persua­
sive argument.

Mr. W e x l e r . That was when they said they would rather see the 
Nation perish than to lose their collection charges.

Mr. R e y n o l d s . I agree with Mr. Wexler as to its practical applica­
tion, though I want to be frank enough to have you understand that 
from my viewpoint it would be a decided advantage to my institution 
to have that remain in the bill, although for the very reason Mr. 
Wexler has stated there is a prejudiced opinion against it by the small 
country banks.
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Senator B r is t o w . Mr. Chairman, you spoke of $200,000,000 or 
$300,000,000 being carried here as though it were a loss— as though 
losing the money. Who is losing the money ?

The Ch a ir m a n . The country .
Senator B r is t o w . Who, in the country?
The Ch a ir m a n . The individuals.
Senator B r is t o w . What individuals are losing this money?
The Ch a ir m a n . Those who are entitled to the active use of the 

money and who are compelled to carry it.
Senator B r is t o w . Who are they ?
The Ch a ir m a n . I leave that for my friend Maddox to answer. I 

could answer it.
Senator B r is t o w . It is the banks ?
Mr. Ma d d o x . I do not know.
Senator B r is t o w . I s it not taking from the public a facility which 

it now has, which is a convenience to it, because it costs the bankers 
something to carry this ?

Mr. R e y n o l d s . There is, however, a very large exchange charge 
made by the banks against this very practice which ultimately must 
be charged back to the people.

Senator R e e d . Senator Bristow, you are not laying the pleasing 
unction to your soul that these bankers really lose this money 
themselves ?

Senator B r is t o w . If they are charging the people and get the 
advantage of a higher rate than they would have to pay otherwise, 
of course they are making profit by it.

Senator R e e d . That is just it; they are charging these customers 
ultimately at one end of the line or the other. Either the man who 
draws the check or the man to whom it goes in payment has to pay 
these exchange rates.

The Ch a ir m a n . The economic loss must rest on the commerce of 
the country, and that is where it belongs. You can not charge it up 
to any other source.

Senator H itc h c o c k . I would like to ask you whether this practice 
that country banks have of charging for the collection of these checks 
has not actually been promoted by the banks in the large cities them­
selves as a means of securing country depositors ?

Mr. M a d d o x . No; I do not think so.
Senator H it c h c o c k . And has it not been offered as an inducement 

to these country banks ?
Mr. Maddox. I do not think so. That is one of the features the 

banks recognized when the bank was chartered and organized and de­
veloped; it was existing then and is existing now.

Senator H it c h c o c k . A s far as crediting at par the checks of one 
bank against another bank, they both being members of the reserve 
bank, while a bank would Lose in one case, would it not gain in another 
case, and would not the offsets be reasonably equal ?

Mr. Maddox. Well, I do not think so, sir. The difficulty about 
having the regional reserve bank cash any check except the check the 
signature of which it has on file and a knowledge that the funds are 
available if that check is bad-------

Senator H itc h c o c k . I am speaking now of the check of the one 
bank against another bank, they both being members of that reserve 
association or another reserve association.
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Mr. M a d d o x . The regional reserve bank cou ld  have no w a y  o f 
know ing w hether or n ot the check  was draw n b y  an authorized  
officer, m  the first place, or w hether the check  o f one m em ber was 
good  upon  another bank, bu t im m ediately  w ou ld  charge it against 
the m em ber’s reserve account when it cam e in to the reserve bank, and
I  do n ot see the necessity fo r  it.

Senator R e e d . I did not understand that.
Mr. W e x l e r . Let me explain that.
Senator R e e d . I do not understand why the central reserve bank 

could not have the signature of the cashier of each member bank.
Mr. M a d d o x . It could.
Senator R e e d . Then it could tell when it got the check.
Mr. M a d d o x . I t  w ould  n ot know  w hether it was g ood  or not.
Senator R e e d . The check of the bank which is a member bank ?
M r. M a d d o x . Yes.
Senator R e e d . N ow , it has some ot the funds of that member bank 

on hand, and that member bank has some investment in the central 
bank, and it draws its checks in serial numbers. I do not see why you 
can not verify the signatures.

M r. M a d d o x . If, for instance, one member bank in Atlanta draws 
a check upon a bank in Savannah, your idea is to have the regional 
reserve bank in New Orleans cash tnat at par?

Senator R e e d . N o ; I was talking about the bank in Savannah 
drawing its check payable to me—its own check— and my taking 
that, I putting the money in my own bank, and my bank transmitting 
it to the regional reserve bank. When it gets there, you have got 
books in which you have the signatures of the 600 or 700 cashiers of 
these banks. You would have, of course, to verify the signature. 
You would not have any difficulty about that, would you ?

M r. M a d d o x . T hat is a feature that m ight be in corporated— as I  
ca tch  you r idea, it  is such as w e call “ cashier’ s checks.”

Mr. W e x l e r . For the transfer of funds.
Mr. M a d d o x . Drawn by any member bank upon any other mem­

ber bank would be redeemable at the regional reserve bank at its face 
value at once.

Senator R e e d . Yes; that is wnat x mean.
M r. M a d d o x . I do not see any objection to that.
Senator R e e d . What 1 have in mind is just this sort of a transac­

tion: A merchant in Atlanta, Ga., wants to pay a bill to a wholesale 
house in Chicago, say $10,000. He comes to your bank and draws

^  hereupon issue him a check of

y  take it and deposit it in  their 
bank, and their bank is a m em ber banK.

Mr. W e x l e r . That is just what they recommend, Senator Reed.
Senator R e e d . And the member bank thereupon------
Mr. W e x l e r . I s charged up with it.
Senator R e e d . Thereupon collects it through the central reserve 

bank.
Mr. M a d d o x . That is exactly what we recommended.
Senator R e e d . That is all right, is it ?
Mr. M a d d o x . We recommend that with this distinction. As I get 

your question, Senator, it was the check of the bank upon itself— a

reserve bank in Chicago. It
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cashier's check, you said. You said a merchant would go to a bank 
in Atlanta and get a cashier’s check.

Mr. W e x l e r . He said a check upon a regional bank in Chicago.
M r. M a d d o x . I did n ot understand him  to  say that.
Senator R e e d . Why not a check upon itself if it had all the time 

money to its credit in the regional reserve bank ?
Mr. M a d d o x . T hat is entirely satisfactory , and this provision  covers 

that feature, or it w ould  be very  easily in corporated .
Senator R e e d . Then, if a merchant did not want to “ kite” a 

check—I guess that is a correct term—that is, send the check in, as 
was described here by Mr. Wexler, who seems to be something of an 
expert on that------

Mr. W e x l e r . On stopping them. [Laughter.]
Senator R e e d . On stopping them; yes. If he did not want to 

send the check when he really did not have any money, and thus gets 
the benefit of three, four, or five days' time; but I mean if he really 
had the money and was willing to use it at once he could, under this 
suggestion we are now talking about, draw his check to his own bank 
and could save the exchange, and he would not be out anything. 
You do not object to that sort of thing?

Mr. R e y n o l d s . That would be a common practice.
Mr. W e x l e r . That is exactly what it should be, but what the 

country bank wants is to add:
Nothing in this clause shall be construed to compel the country banker to collect 

items drawn upon him free.
That has no relation to items drawn upon the regional banks, but 

items drawn upon the country banks, free. I think that should be 
put in in order to encourage the country bank to come into this 
system.

Senator B r is t o w . Mr. Maddox, on that point, if I am in business, 
we will say, at Bradford, Nebr., and I remit by check to pay a bill 
in Chicago, and the check makes its rounds and comes back to my 
bank, and it is charged to my account. I get a check from some one 
in some other town in my favor, and I take it and deposit it. At 
Bradford the bank may charge me for collecting that check.

Mr. W e x l e r . Yes, sir.
Senator B r is t o w . If there is any bank in that community which 

will not make the charge, that bank will get a great deal of business 
which it would not otherwise get ?

Mr. W e x l e r . Yes.
Senator B r is t o w . So the banks m ake an agreem ent that they all 

w ill charge or none w ill charge.
Mr. W e x l e r . That is right.
Senator B r is t o w . If some bank in the town wants to go in and 

not charge, they will get the business, and all the rest will go in and 
be each tumbling over the other to do it.

So you do not have to give them the guaranteed right to charge, 
because if one goes in they will all go in. They want to guard against 
our forcing them to come in and forcing them to handle these items 
for nothing; that is, they do not want to give up this line of profit 
because another community has already given it up.

Mr. W e x l e r . Senator, there are a great many small banks that 
really could not exist without the collection charge, they could not
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earn a dividend. Take a bank with $25,000 and $50,000 deposits, of 
which there are thousands throughout the South I know. They câ n 
not earn enough upon their smaS deposits to pay their dividends if 
they did not make this large collection charge. The collection charge 
collected by the State of Mississippi, as shown by a very respectatne 
and trustworthy representative of that State, is that it amounts to 
$650,000 a year, collected by all the banks in the State of Mississippi 
for the collection of checks held by banks or individuals outside of 
the State of Mississippi on banks located in the State of Mississippi. 
They realize that the establishment of this system of banks will reduce 
that charge very materially, and should do so; but they do not want 
any provision in here under which the entire charge can be eliminated, 
and I tell you that it is a good policy to put nothing in the bill that 
will indicate that that entire charge is going to be eliminated, because 
they will fight you, and their representation is enormous, and you will 
have a great deal of difficulty in putting the bill through if you 
antagonize that very large class of banks throughout the country.

Senator B r is t o w . If we are making a bill wholly for the benefit of 
the banks, your argument is very good, but I do not understand that 
the purpose of this currency legislation is wholly and simply in the 
interest of the banks; I think the whole country is interested.

Mr. W e x l e r . I agree with you, and banks located such as mine 
and Mr. Reynolds's and Mr. Forgan's, and the banks in all the large 
cities will benefit tremendously by having any such charge elimi­
nated entirely. Therefore, we are talking against our own personal 
interest in the suggestion to you not to interfere with this as far as 
concerns the country banks. You will have to work out a great 
many other things m connection with this currency and banking 
scheme after it is once in operation, and you recognize that policy 
must govern you to some extent. You want to pass the bill, and 
you do not want the antagonism of this vast number of small banks 
scattered all over the United States which are to-day earning money 
from this source, and you can therefore just as well let a subject 
alone that will be too hot for you to hold, if you attempt to solve it at 
this time. [Laughter.]

vSenator R e e d . There is one trouble about your logic, and that is 
that it does not follow that we want to pass this bill.

Mr. W e x l e r . I am presuming that you do.
Senator R e e d . And if you keep on raising objections to it, I am 

going to think it is about the worst bill I ever heard of.
Mr. W e x l e r . The objections that we have raised are only to a 

small part of the bill. There are a great many excellent features 
which we have not referred to.

Senator R e e d . I am getting interested in knowing what some of 
them are.

Mr. W e x l e r . We will get to that subsequently. It is merely a 
matter of policy that I am referring to in regard to getting these banks 
with you m this proposition.

Senator H itc h c o c k . Y ou answered Senator Reed's question, but 
there is still another question I would like to have cleared up. Is 
this merchant in Atlanta buying a draft for the payment of his 
bill ? As I understand it, he buys a draft on the St. Louis bank and 
it is sent to the wholesale house in St. Louis, and the wholesale house 
in St. Louis takes that $10,000 draft and deposits it, say, with Mr.
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Forgan’s bank in Chicago, and Mr. Forgan’s bank deposits it with 
the reserve bank located in Chicago. Now, he has deposited a draft 
drawn by an Atlanta bank upon a St. Louis bank.

Mr. W e x l e r . Yes, sir.
Senator H itch co ck . Are you willing to have that received at 

par?
Mr. M a d d o x . The provision we recommended did not contemplate 

that.
Senator H itch co ck . That is what I want to get clear.
Mr. M a d d o x . The transaction that you refer to could be very much 

simplified under our provision. The gentleman doing business in St. 
Louis could come to a bank in Atlanta in order to pay the merchant 
in St. Louis for a bill of goods. There would be no reason under our 
provision for him buying a draft on St. Louis. He would simply buy 
the bank’s draft on the regional reserve bank in our district, which 
would go at par in St. Louis.

Senator H itch co ck . You are the bank in Atlanta. His bank in 
Atlanta is privileged to keep a part of its reserve not only in a reserve 
bank but in a private national bank, and it may prefer to draw its 
draft on that bank. So that is bound to occur. What I want to 
clear up is whether your association objects to having the draft of one 
bank upon another bank received at par by the regional bank.

Mr. M a d d o x . I do not think that that would be wise. I think 
the regional banks of those districts—there could be no reason why a 
bank in Atlanta would draw a check on a bank in St. Louis if it could 
draw a check on the regional bank and have it cashed at par in St. 
Louis to accommodate its merchant.

Senator H itc h c o c k . It might be either. It might be that the 
bank in Atlanta had $20,000 in one of the national banks in St. Louis, 
and it might have a small amount------

Mr. M a d d o x . It would still draw its draft on the St. Louis bank and 
ask the St. Louis bank to send its check on the St. Louis regional bank, 
which would immediately go at par in the Atlanta district. That is 
exactly what you say.

Senator H itc h c o c k . Your answer is that your association objects 
to having the draft of one bank on another bank received at par by the 
reserve bank?

Mr. F o r g a n . We do not object to any check being received at par.
Senator H itc h c o c k . Y ou advise against it ?
Mr. F o r g a n . N o ; we do not advise against it. What we object to 

is the removing of the charges made by these small country banks at 
the present time, and that is all. These transactions that you are 
giving as an illustration would all go at par now.

Mr. R e y n o l d s . We are perfectly willing to have that.
Mr. M a d d o x . T he rem oving o f the charges m ade b y  the small 

cou n try  bank is the ob jection .
Senator H itc h c o c k . I s the check  o f the individual on  the country  

ban k ?
Mr. M a d d o x . T hat is the interest o f the cou ntry  bank in it, and 

that is the o b je c t io n ; and as they num ber 63 per cent o f all the national 
banks, you  can  see at once if they do ob je ct  it w ould  be very  serious.

Senator H it c h c o c k . I understood 3̂ 011 to object to a draft by one 
bank on another bank because you could not tell if it was good. 
And one bank might not have a balance.
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Mr. M a d d o x . All objections along that line are not insurmountable.
The Ch a ir m a n . Mr. Maddox, do you interpret the language of the 

bill with reference to individual checks and not bank checks ?
Mr. M a d d o x . What was your question ?
The Ch a ir m a n . I asked whether or not you construed the language 

of the act as found in the last paragraph of section 17, to which you 
have been referring, as intended to par private checks on individual 
banks, or whether it related alone to checks of member banks?

Mr. M a d d o x . The paragraph reads:
It shall be the duty of every Federal reserve bank to receive on deposit, at par and 

without charge for exchange collection, checks and drafts drawn upon any of its de­
positors, or by any of its depositors upon any other depositor.

That is, any bank.
The Ch a ir m a n . They are exclusively banks, are they not ?
Mr. M a d d o x . Y es.
The Ch a ir m a n . Therefore this section relates alone to checks on 

banks and on member banks ?
Mr. M a d d o x . N o , checks upon  any membfer.
The Ch a ir m a n . Upon any of its depositors ?
Mr. M a d d o x . D epositors, when m em bers; no depositor can  be a 

d ep ositor  w ith ou t being  a m em ber.
The Ch a ir m a n . Therefore it only relates to member banks ?
Mr. M a d d o x . Absolutely—on checks on members, Mr. Chairman.
The Ch a ir m a n . I see the point you are making.
Mr. W e x l e r . If our bank gets a whole lot of items from its cus­

tomers, drawn on little country banks, and we take------
The Ch a ir m a n . Y ou do not object to checks of member banks 

being taken at par upon another member bank or upon any regional 
bank ?

Mr. W e x l e r . Not at all.
Mr. M a d d o x . Mr. Chairman, the other subject is the question of 

the savings feature of the national banks. You will see from the 
printed report that there is a long provision controlling the savings 
departments of national banks.

Senator H it c h c o c k . What section is that ?
M r. M a d d o x . Section No. 27.
The Ch a ir m a n . Page No. 29.
Mr. M a d d ox . The provision  seeks to  con tro l the savings deposits 

o f national banks, and after a very  fu ll discussion o f that feature, it  
was unanim ously suggested that the prov ision  be stricken entirely  
out, and no further recom m endation  in regard to savings banks than 
at present; in other w ords, to  perm it the national banks to continue 
to  operate their savings departm ent at present under the ruling o f 
the com ptroller.

At the recent convention of bankers in Chicago a resolution was 
unanimously adopted urging Congress not to incorporate in their 
new banking and currency bill section 27, covering savings depart­
ments of national banks, but recommended that the national banks 
be permitted to continue to operate this feature of their business as at 
present.

The last annual report of the Comptroller of the Currency showed 
that of the 7,397 national banks, 3,268 had savings departments, and 
that 2,709,048 depositors had to their credit $748,247,183, or an 
average deposit of $276.20. The savings deposits in the national
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banks is less than 12 per cent of the total deposits in all national 
banks.

In the 25,195 banks in the United States in 1912 there was de­
posited $17,024,067,000, exclusive of bank deposits. Of this amount 
there were $6,496,192,000 in savings deposits, showing that of the 
total deposits in all the banks in the country 38 per cent consisted of 
savings.

Out of the 25,195 banks in the country the 7,374 national banks held 
practically one-half of all the individual deposits, while only 630 
mutual savings banks held 55 per cent of all the savings deposited in 
the Republic.

The amount of savings deposits per capita in the United States in 
1912 was $67.77, and for each geographical section was as follows:

New England States........................................................................ $237. 00
Eastern States................................................................................. 129. 23
Pacific States...................................................................................  82. 43
Middle Western States....................................................................  46.13
Southern States...............................................................................  9. 89
Western States.................................................................................  8. 56

The average dividend of the national banks upon their capital and 
surplus last year was less than 7 per cent.

Senator H it c h c o c k . I s that for savings banks strictly ?
Mr. M a d d o x . All savings accounts.
Senator H itch co ck . It is not for building and loan associations, 

is it?
Mr. M a d d o x . I took  that from  the com ptroller ’s figures. I pre­

sume he figured it in that w ay.
State institutions doing a savings business in some o f the States 

o f the country are required to segregate savings deposits, and the law 
specifies into what investments they shall be placed. The wisdom 
o i this method of handling savings accounts has been discussed by 
the officers of State banks, trust companies, and national banks at 
their various State and national conventions for several years, but 
owing to the rigid rules and regulations controlling national banks, 
it has not been thought necessary to apply this system of segrega­
tion of deposits and further regulation of investments for the savings 
deposits of national banks.

While the mutual savings banks have by far the larger part of the 
savings of this country, they operate principally in the larger cities, 
and the State banks and the national banks in other sections have 
opened savings departments in order to encourage saving and ac­
commodate their customers, and they have attracted many deposits 
which otherwise might have been hoarded. The operation of a 
savings department provides an incentive to thrift and brings to the 
community an increased supply of capital and therefore benefits the 
banks and the people by furnishing increased deposits available for 
loan.

The opening of the United States postal savings banks has brought 
out $25,000,000 from persons who were too timid to let their funds 
run through existing banks into the channels of trade, and has 
proven to be a wise movement on the part of the Government.

It has been generally believed that about the best asset a bank 
can have is a good short-time paper made by a solvent individual or 
corporation. It is upon this class of paper we are about to base the
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new circulating notes of the Nation. It is into this class of paper 
that the national banks have largely invested their savings deposits 
and against which they have earned the reserve required for demand 
deposits.

While in New England, New York, and Pennsylvania the local 
securities may be attractive for investment of savings funds, their 
low rates of interest are not so attractive in other sections. In 
Massachusetts, with its $800,000,000 in mutual savings banks, it is 
said that 90 per cent are invested within that State.

In Michigan 51 per cent of the savings must be invested in mort­
gages and bonds, 15 per cent held as reserve and the remaining 34 
per cent may be invested as the directors see fit. In Massachusetts 
one-third may be invested in commercial loans and the remainder 
held in cash or mortgage loans.

While there are but few reasons for national banks segregating their 
savings deposits, we believe there are none why they should be forced 
to purchase bonds and mortgages. The investment question is purely 
a local one and what might be practicable in one section would be 
wholly impracticable in the other. We believe the requirement to 
set aside 20 per cent or one-fifth of the national banks’ capital for 
their savings department and to require that such an amount shall 
be invested in bonds and mortgages is especially burdensome, as the 
banks now pay full taxes on this amount to the State, city, and county. 
We believe that the restriction as to the purchase of bonds of cities 
with a minimum population of 25,000, and also limiting the list of 
bonds of cities to those having bonds outstanding of only 5 per cent 
of their assessed valuation, will force the banks to purchase bonds 
of a very few cities. The interest on bonds of the United States and 
the different States is so low that there would be but little margin, 
if any, between the rate of interest paid savings depositors and the 
available income from such investments.

While this section of the bill does not so specifically state, it is 
presumed that the savings depositors will rely upon the segregated 
assets of that department, or will have a first claim on those assets, 
and if there is a deficiency they will have a further pro rata claim upon 
the other assets of the bank. We have seen in the recent past a 
great decline in the market price of bonds of all kinds and especially 
those which are available for use in savings banks, while commercial 
paper is still worth its full value.

If to meet a heavy demand on the savings department of the 
national banks in times of distress, the banks are forced to sell these 
bonds on a declining market, it would seem that this would likely 
produce a deficit in the savings department, but if the short-time 
commercial paper was held it would liquidate the savings accounts 
at par.

The preference of the savings depositors and the danger above re­
ferred to might seriously affect the confidence of the depositors in the 
commercial departments of the national banks, while all depositors 
are now mutually sharing responsibility in the solvency of the insti­
tution.

The bill proposes that about $750,000,000 now on deposit in 
national banks and doing their full duty to facilitate trade by being 
turned over three or four times a year in the currents of commerce 
shall be withdrawn from that service and locked up in long-time
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bonds and mortgages. Business would be shaken as credits were 
withdrawn. Loans would be called and the borrowers would be 
forced to make loans elsewhere. There would be a hardening of 
rates, and many sections of the country would be seriously affected.

The demand for money in the United States has grown in propor­
tion to its commercial development, which has been astonishing in 
the past two decades. The growth of the South and West has been 
wonderful, and these two splendid sections of our country are now 
throbbing with new life. The banks in those sections, aided by 
banks in the North and East, are doing much to promote this condi­
tion of agricultural and commercial activity, and their efforts have 
added to the credit and glory of the Nation.

To force the national banks to withdraw the amounts of their 
savings deposits from their present investment and convert them into 
bonds at this time would be hurtful, and we believe it is unnecessary. 
It would reduce the earnings of the banks, curtail credit, and the 
wage earners, who are the principal savings depositors, would cer­
tainly suffer. It would mean that large amounts would be with­
drawn from the communities where they have been earned and 
taken to the large cities of the East or Middle West to find the 
character of securities prescribed in the new law. It would mean 
that the rate these investments now earn in the channels of commerce 
would be materially reduced if they are converted into low-rate 
bonds and mortgages. The banks would be compelled to reduce the 
rate they are now able to pay in their savings departments, or it 
would mean that the profits in the commercial side of the bank would 
have to go to make up the loss in the savings side.

The withdrawal of the loans from the customers of the national 
banks to meet the new law would force many of their patrons to other 
State banks and trust companies, which are now permitted to invest 
their savings deposits in commercial paper. In certain sections it 
would be impossible for the great mass of merchants and business 
men to obtain sufficient accommodation for their business in their 
own State.

At present, by encouraging the wage earner to save a portion of his 
earnings and deposit it in the home bank, the bank is enabled to 
again put it back, through loans to the merchant and manufacturer, 
into the business from whence it came and enable them to continue 
to pay the wage earner and by this process keep the wage earner 
busy and thrifty and keep the wheels of commerce moving.

To take the wages of the workingman out of the community where 
it was earned and where it is needed for commercial purposes and 
purchrse bonds and mortgages in other parts of the country is a 
direct restraint of local development.

So far as we know, there is no demand from the savings depositors 
in the national banks to have their deposits segregated and the in­
vestment of their funds restricted to bonds and mortgages.

The present splendid law regulating the operation of national banks 
and the rigid governmental supervision of their action has given to 
the country a safe system of banking, protecting the depositor and 
benefiting the people.

We believe that the officers and directors in control of the national 
banks of the country can be trusted to continue to carefully safeguard
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the interests of all their depositors; for their interests are mutual 
and inseparable.

The national bankers of this country have played an important part 
in the upbuilding of our Republic and are a credit to the Nation. 
They are as patriotic as can be found in any other profession, and as 
few have been found unfaithful to their trust as have been found in 
the other walks of life. The continued prosperity of our country is 
of vital interest to the bankers, not alone because they are bankers 
and have other large outside investments, but because they are Ameri­
cans. Their interest in this bill and theirpresence here to-day is but 
an evidence of their patriotic and unselfish desire to assist as best 
they can, through their practical experience, in framing a banking 
and currency bill which will meet the needs of the Nation and pro­
mote the prosperity and happiness of all our people.

Senator R e e d . Mr. Maddox, that is a very beautiful and inspiring 
peroration, and I congratulate you, but I would like to know how 
you make it jibe with the remark of the gentleman quoted by Mr. 
Wexler, who said—

Let us have our exchanges though the Government fall.
Mr. M a d d o x . He probably was not included in the class I  referred 

to. There are some patriotic bankers, I believe, in this country.
The Ch a ir m a n . Mr. Maddox, what is the present actual cash re­

serve against the savings deposits of the savings banks of the country ?
Mr. M a d d o x . Well, I  think that varies in different sections, 

Senator.
The Ch a ir m a n . Take it as an aggregate.
M r. M a d d o x . I am  n o t prepared to answer that— the tota l reserve 

required.
The Ch a ir m a n . I think it can properly be said to be 1 per cent 

cash.
M r. M a d d o x . I know in some States that it is very small.
The Ch a ir m a n . Can you give the average of the distinctively 

savings banks of the country ? I say that it is 1 per cent cash, while 
the reserves of the national banks at present is 25 per cent cash in the 
central reserve cities, 12  ̂per cent cash net in the reserve cities, with 
12J per cent as open accounts with reserve stations in the central 
reserve cities, and 15 per cent for the country banks, although the 
country banks carry 25 per cent of actual deposits.

Mr. M a d d o x . Yes, sir; they carry the same reserve now.
The C h a ir m a n . I was going to ask you this question: If it would 

not be feasible as to the savings deposits of the national bank system 
to require against the savings deposits a small amount of cash reserves, 
since the savings deposits are peculiarly stable in character ?

M r. M a d d o x . I think it would. The objection the banks make at 
the present time—and I mean the savings deposits of national banks. 
There are a large number of them in the large cities, but they are 
mostly in the smaller cities. I am not prepared to give the figures 
as to the section, but I do know that in some of the southern cities 
they have developed good savings banks and the amount brought 
back into the channels of commerce.

The Ch a ir m a n . If they were required to have a smaller cash reserve 
most of these savings departments would release a portion of the 
capital for the service of the country.
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Mr. M a d d o x . I think they w ould. I think if the national banks 
were allow ed to  carry a sm aller reserve in  their savings departm ent 
it  w ould  be a d istinct im provem ent.

The Ch a ir m a n . Would you think it advantageous to the national 
banks to carry these savings accounts now, to permit them to use a 
part or a considerable part of these savings deposits for loans upon 
farm mortgages ?

Mr. M a d d o x . Well, I  think that the national banks, some of them, 
would like to invest their money prooably on real estate loans, but 
they would not like to be told to do that.

The Ch a ir m a n . I mean, of course, if they are given permission to 
do that, which now they do not have. You think it would be well 
to give them that permission?

Mr. R e y n o l d s . I think if you reduce the commercial deposits and 
then allow them the privilege that it would be a good thing.

Senator R e e d . Do you restrict that answer of yours that you just 
made to the savings bank departments; that is, the savings depart­
ments where they receive money for a stipulated period of time ?

Mr. M a d d o x . Yes, sir.
Senator R e e d . And you think that department could properly 

engage in loaning money upon farms or other real estate ?
Mr. M a d d o x . Well, in some sections it might; in others they might 

prefer to continue to loan on commercial paper.
Senator R e e d . Do you think it would be proper for them to have 

that authority ?
Mr. M a d d o x . I think they ought to. I think national banks 

should be permitted to make loans on real estate if they so desire.
Senator R e e d . H ow abou t a bank that did n ot have a savings 

departm ent ?
Mr. M a d d o x . Well, that is a very much mooted question. Some 

national bankers think it ought to be confined to commercial paper 
and others think they ought to be permitted to loan on real estate. 
In my own State I do not think that if that permission were granted 
the national banks would make any loans on real estate.

Senator P o m e r e n e . That, of course, depends on financial condi­
tions in the particular community.

Mr. R e y n o l d s . Mr. Chairman, may I have just one word ? In this 
connection the employment of savings deposits must be looked at 
from two different standpoints; first, the standpoint of the benefit 
to the local community which has just been outlined by Mr. Maddox. 
But there is the other theory, which prompted, no doubt, the writing 
of the original bill, was for the protection of the savings bank de­
positors on account of the business of loaning money in the banking 
business generally, because of the inability to discriminate between 
good and bad banks. I think those are the two points and I think 
they ought to be both borne in mind in the formation of this bill.

Senator M cL e a n . These savings bank departments generally exer­
cise the privilege of notice—require notice ? v

Mr. M a d d o x . Nearly all of the savings bank departments, I think, 
have that provision in their savings book. But of course you can 
understand that it is very seldom that that is ever taken advantage of.

Mr. R e y n o l d s . They could not do it under the law.
The Ch a ir m a n . Are there any other questions, gentlemen ?
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Senator W e e k s . Speaking of reserves on savings bank deposits, 
do you think it of any great importance whether there is any material 
reserve or not in a community where there are banks where they can 
obtain the cash for their daily transactions ?

Mr. M a d d o x . I think it would be an advantage to the banks if the 
savings department could carry a little less reserve. In some States 
this reserve constitutes a large proportion of the total receipts. At 
present under the national banking law they are required to carry 
16 per cent reserve.

Senator W e e k s . Savings banks in Massachusetts do not have to 
carry any reserve whatever. They simply have to have a daily 
balance on hand to take care of the current business.

Mr. W e x l e r . Under the law of Louisiana we are required to 
carry 5 per cent.

Senator W e e k s . I move, Mr. Chairman, that we adjourn to meet 
at 11 o’clock to-morrow morning.

The Ch a ir m a n  (after putting the motion). The motion is carried, 
and the committee will now adjourn to meet to-morrow morning at
11 o'clock.

(Thereupon, at 5.20p. m., the committee adjourned to meet to-mor- 
ow (Friday) morning at 11 o'clock a. m.)
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FRID AY, SEPTEMBER 5, 1913.

Co m m itte e  on  B a n k in g  an d  Cu r r e n c y ,
U n it e d  Sta te s  S e n a t e ,

Washington, D. C.
Present: Senators Owen (chairman), Hitchcock, Shafroth, Nelson, 

Bristow, Crawford, McLean, and Weeks.
The Ch a ir m a n . I wish to say to the members of the committee, 

and to those whom we have expected to hear this morning, that there 
is a conference going on now of the members of the Democratic Party 
in the Senate, which may take some little time; but I think that the 
committee may proceed with the hearing, with the understanding 
that when the full membership of the committee is present— or when 
we certainly have a quorum present— those gentlemen who are 
making statements before the committee will be available for cross- 
examination. If that is agreeable to the committee we will proceed.

Senator B r is t o w . I suppose that is the best we can do, Mr. Chair­
man—unless we postpone the hearing.

Senator W e e k s . I think that will be all right, Mr. Chairman.
The Ch a ir m a n . Then we will proceed. Mr. Wexler, Senator 

McLean would like to ask you a question.
Senator M cL e a n . Yes; 1 would like to ask just one question.
Mr. W e x l e r . Yes; certainly.
Senator M cL e a n . I think one of the members of your committee 

the other day said that, no matter what bill might be finally passed 
by Congress, he thought that, owing to the condition of credits in 
February and March, it would be a better time to adjust the banking 
and currency system of the country by the proposed currency legis­
lation than at any previous time.
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And I want to ask you, if you could get this bill amended as is 
suggested by your committee, would you prefer to have it become 
a law immediately (or as soon as possible), or do you agree with the 
gentleman who testified the other day that there is a time in the 
spring of the year when this revolution in the system could be better 
adapted to conditions than at present ?

FURTHER STATEMENT OF SOL. WEXLER, OF NEW
ORLEANS, LA.

Mr. W e x l e r . My answer to that question would be this: That 
even if the bill were adopted at the present time with these sugges­
tions embodied in it it would probably take several months before 
the organization would be sufficiently complete to have the bank in 
proper operation to do business, and we have been striving for bank­
ing and currency reform for so many years, and we feel that we are 
probably nearer to it now than we have ever been, if the amendments 
that we have suggested should be adopted by your committee and 
passed upon favorably by the Senate and become enacted into law, 
that we think it would be better not to take the chance of anything 
happening to prevent the legislation by deferring it until some 
months after date.

It is a fact, of course, that money is easier, under ordinary circum­
stances, in the spring than it is in the fall; but, after carefully work­
ing over the figures to see just how this will work out if these amend­
ments are adopted and the bill passes with the suggested changes we 
have made, we do not think it will give us any trouble whatever in 
paying over to the Federal reserve bank the necessary capital and the 
necessary reserve.

Senator M cL e a n . Well, would the enactment of the law by the 
1st of January next be as satisfactory as it would to have it enacted 
the 1st of November1?

Mr. W e x l e r . If we are certain to have it enacted, I do not think 
the matter of two or three months makes any difference at all.

Senator M cL e a n . Well, in the event that these amendments are 
approved by the committee? But you must anticipate the enact­
ment of this bill as reported to the House. What would you have to 
say as to the wisdom of immediate action ?

Mr. W e x l e r . Well, I should think that it would be very advisable 
for the Senate to defer action upon a bill as imperfect as that bill is; 
because if they should decline to accept our suggestions and should 
pass the House bill as reported by the House committee, you would 
simply have a shell; you would have a bill that would never come 
into operation, because the banks would not go into the system.

Senator M cL e a n . But suppose you have got to go into it?
Mr. W e x l e r . Do you mean assuming that the bill will pass in its 

present form ?
Senator M cL e a n . Yes; we are assuming that this bill, as reported 

by the House committee, should become a law ?
Mr. W e x l e r . Yes.
Senator M cL e a n . What would you say as to your preference in 

the time of its beginning to operate ?
Mr. W e x l e r . Well, I can not conceive of the bill ever coming into 

operation in that form, even if you pass it. You can not make the
9328°—S. Doc. 232, 63-1—vol 1------15
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18,000 State banks come into it, and you can not make the national 
banks come into it; consequently, you will not have any banks in it. 
You can pass all the bills you like; but if you do not have a sound 
bill, you have nothing but a bill; you have not got a bank.

And I can not answer that, because I know that if you pass the 
House bill without these changes which we have suggested, you will 
not have any bank. I am willing to stake my reputation on that 
proposition, that you will not have any Federal reserve bank, because 
you will not get any contributions to its capital. Therefore we need 
not argue on that point.

Now, going back to the other questions, as to passing the bill with 
the suggested amendments, if you are absolutely certain, or reasonably 
certain that you can pass a sound currency bill in January, and if you 
are not taking any risk of not being able to handle Democratic Repre­
sentatives as well in January as you could now upon a measure of this 
kind, why there is no objection to its going over to January. But if 
there is any danger on that score, I womd rather see a sound bill 
passed now.

Senator M cL e a n . Well, Mr. Wexler, I think it is a supposable 
thing that you may have to accommodate yourselves to the bill as 
reported to the House. I think that is supposable. If you will try 
to assume that such a thing is possible, I would like to have your 
views as to your preference as to the time it should go into effect.

Mr. W e x l e r . Well, admitting then, that we will be compelled to 
enter under any system that may be devised in such bill as you might 
j>ass, then I think the longer you could put it off, the better it would

Senator M cL e a n . That is all.
The Ch a ir m a n . Are there any other questions the members of the 

committee desire to ask?
Senator B r is t o w . Just let me ask Mr. Wexler a question, Mr. 

Chairman.
The Ch a ir m a n . Certainly, Senator Bristow.
Senator B r is t o w . Would you prefer that the bill which has been 

reported to the House should pass rather than to have no legislation 
at aH?

Mr. W e x l e r . I would prefer no legislation at all.
Senator B r is t o w . Y ou would ?
Mr. W e x l e r . Yes, sir; simply because I  do not think the banks 

would come into it, and it would be a wasted effort, and an oppor­
tunity lost of getting what the country really needs.

Senator M cL e a n . Y ou base you r op in ion  upon  cond itions in the 
South , largely?

Mr. W e x l e r . Upon conditions in the South and upon the conversa­
tions I have had with bankers all over the country. I have been 
identified with banking reform for about eight years very actively.

Senator M cL e a n . But you are exceptionally well informed as to 
conditions in the South ?

Mr. W e x l e r . I am. I do not think the bill as reported out of 
the House is a workable bill. There are a number of features con­
nected with it that are not workable.

Senator H itc h c o c k . I s som e m em ber o f you r  com m ittee o f bankers 
goin g  to  explain  w h y the bill is n ot w orkab le?
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Mr. W e x l e r . Why, all the objections we have raised and the 
changes we have recommended have been in the direction of making 
the bill a workable bill; they are based upon that idea largely. And 
if I might ask a question, the point was raised that we might be 
compelled to enter into any system, irrespective of the merits of the 
bill which might be adopted. Have you ever considered whether 
you could compel the banks to enter such a system1?

Senator M cL e a n . Well, no; I do not think that is necessary to 
reply to the question I asked.

Mr. W e x l e r . N o ; but it just raised my curiosity. I  thought 
you might have in mind some way by which this could be made 
operative, whether the banks wanted it or not.

Senator M cL e a n . N o .
Senator H itc h c o c k . Suppose the subscriptions to the bank were 

thrown open to the public; and the subscriptions of the banks were 
not absolutely necessary to the success of the measure; what would 
be your judgment as to the establishment of the bank ?

Mr. W e x l e r . Well, of course, the Government would have the 
power to go into the banking business in competition with the 24,000 
or 25,000 banks that are now doing business; and there would be 
nothing to prevent their doing so. But we are perfectly willing to 
stand that competition. We believe we can hold our own against it, 
and we believe that we could survive a bank of that character, and 
that its competition for such a length of time as it was in operation 
would not injure our business to such an extent that we could not 
recover. In other words, we are willing to take our chances.

Senator H itc h c o c k . But that bank would not be in the general 
banking business, but would only be a bank of banks; that is, re­
ceiving banks’ deposits and granting credit to other banks.

Mr. W e x l e r . But, suppose the banks would not do business with 
it? You could not compel us to do so. You could drive us to the 
trough, but you could not make us drink.

Senator H itc h c o c k . Well, is it your opinion that the banks would 
not rediscount your paper with such an institution if they wanted 
additional funds?

Mr. W e x l e r . Well, if the proper facilities were offered, they might 
do so—if the bank was properly managed and in proper shape to do 
business.

Senator H itc h c o c k . I s it not a fact that all the central banks of 
Europe are entirely independent of the commercial banking system ?

Mr. W e x l e r . They are independent o f it; yes.
Senator N e l s o n . Still, they do a commercial business; the Bank 

of England does a commercial business.
Senator H it c h c o c k . Yes; they do a commercial business, but it is 

not as large as that of the commercial banks. In fact, I understand 
that the Credit Lyonnaise is larger than the Bank of France, so far 
as the deposits are concerned, and commercial business.

Mr. W e x l e r . Yes; very much larger.
Senator W e e k s . Going back to that subject which you discussed 

of the directors of reserve banks. There are three characters—class 
A, class B, and class C—appointed by the Federal reserve board, one 
class of three elected by the banks in that district, and the other class 
of three elected from the business element ?

Mr. W e x l e r . Yes.
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Senator W e e k s . N ow , it is the last three over which there is a 
contention. You bankers desire to have those men so elected that 
they will be familiar with banking matters and in a sense represent 
the banking community.

The idea of the bill as it now stands would seem to imply that they 
should be entirely independent.

Now, could not those three directors be elected so as to answer 
both objections in this way: Have three directors appointed by the 
reserve board, three elected by the banks, and those six select three 
men from the business community who are not in any way connected 
with banks, or banking, or owners of stock in banks, or having any 
other affiliations than any business man would have in any commu­
nity?

Mr. W e x l e r . I don't think there would be the slightest objection 
to that. The objection that we raised was as to the right of the 
Federal reserve board to remove, at their pleasure, these three men 
whom we have elected to represent the agricultural and commercial 
interests. We did not object to their personnel; we did not object 
to the class of business which they represented. We merely objected 
to the right of the Federal reserve board to remove them.

Now, the method which you suggest for electing them, would suit 
the banks throughout the country just as well as the method pro­
vided in the bill.

Senator W e e k s . Well, you think that would give a fair and impar­
tial board do you ?

Mr. W e x l e r . I do.
The Ch a ir m a n . Are there any other questions, gentlemen ? The 

Senator from Kansas.
Senator B r is t o w . I have got an impression from the hearings—it 

may be erroneous, but it is my impression— that your principal objec­
tion to the bill is that it does not give the banks a representation on the 
Federal reserve board of their own selection ?

Mr. W e x l e r . Yes, sir.
Senator B r is t o w . And you ask that you be permitted to name 

three of the seven. And you also maintain that there are too many 
regional banks— that there should be 5 instead of 12; and I got the 
impression that these two were the major objections that you had; 
that the others were matters of detail and of less consequence ?

Mr. F o r g a n . N o, sir; there are two gentlemen who are going to 
address you now on two other serious objections, or rather, as soon as 
they get the opportunity. They are here for that purpose.

Senator B r is t o w . Well, we will hear them upon the subject.
Senator N e l s o n . There are two other serious objections. One is 

compelling the banks to become members of the regional reserve banks, 
and the other is compelling one regional bank to discount for another, 
whether it wants to or not.

Mr. F o r g a n . Then there are two other objections still to come that 
have not been brought out.

Senator B r is t o w . Well, your objections to compelling banks to 
become members whether they want to or not is dependent, is it 
not, upon your ability to have these three representatives on the 
central board? If you have three representatives on that board 
you would not object to that, would you?

Mr. W e x l e r . Yes; we would.
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Senator B r is t o w . Would your objection be just as serious?
Mr. W e x l e r . Yes, sir.
Senator B r is t o w . Even if you had representation on the board?
Mr. W e x l e r . Yes.
Senator B r is t o w . I had not gained that impression.
The Ch a ir m a n . Mr. Wexler, the committee has been carefully 

attending the objections that have been raised to the bill. I will 
ask you, before you leave, if you observed anything in the bill that 
was meritorious ?

Mr. W e x l e r . Yes, sir. I observed a good deal in the bill that is 
meritorious.

The Ch a ir m a n . I should be glad to have you enumerate the points 
which you think are meritorious.

Mr. W e x l e r .  Mr. Chairman, do you want that now, or would you 
not rather wait until these two other gentlemen—Mr. Reynolds and 
Mr. Hill—of our committee have finished their discussion. I have 
had a great deal to say upon the subject that has been allotted to 
me; but if you desire me to go into this question after they have 
finished I will be v e r y  glad to do so.

The Ch a ir m a n . Will you be still available for that purpose at 
that time ?

Mr. W e x l e r . Yes, sir; and very glad to do it.
Mr. F o r g a n . Mr. Wexler is to appear before you again.
Senator N e l s o n . Before you start in I just want to call the 

attention of all of you to this: Do you not think it is a good feature 
in the bill that no interest is paid on deposits by regional banks ?

Mr. W e x l e r . Excellent.
Senator N e l so n . And do you not think that it will be a good 

plan to carry it further and provide that the other banks should not 
pay any interest on bankers’ deposits ?

Mr. W e x l e r . Well, if the law passes as drawn, we would not have 
any deposits from banks to pay interest on.

Senator N e l so n . I mean why would it not be a good thing to pro­
vide that banks in reserve cities or central reserve cities should not 
pay any interest on deposits of other reserve banks ?

Mr. R e y n o l d s . For the simple reason that the reserves are 
fixed------

Senator N elso n  (interposing). I do not mean just the reserves, I 
mean all bankers’ deposits, whether they were reserves or not.

Mr. W e x l e r . If you would reduce the requirement as to the 
reserve, I would subscribe to that theory; otherwise I would not.

Senator N e l so n . Are you aware of the fact that after the panic of 
1873, resulting in the Cook failure, the clearing house of New York 
had an investigation thoroughly made into that panic, and one of the 
chief reforms that they recommended after that investigation was 
that there should be no payment of interest on deposits, and that the 
majority of the banks coincided in that report; but there was a small 
fragment that would not agree to it, and hence it could not be carried 
out?

Mr. F o r g a n . I think we are about in the same position.
Senator N e l so n . N ow , as you gentlemen here are public-spirited 

enough to want to assist the public, why not apply the same principle 
of payment of interest to your banks that you would apply to reserve 
banks ?
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Mr. W e x l e r . Senator, we are in the position of paying interest, 
and not receiving interest, and it is the small country banker who 
carries his account with us who gets his interest.

Mr. R e y n o l d s . We are not the men who receive interest on 
deposits, but the men who pay interest on them.

Senator N e l so n . I will, by and by, call your attention to some 
other things in connection with this. I want you to discuss the 
good things, and I want you to be a little unselfish and say what you 
think we ought to do in the way of reform, not merely what you want 
to do.

Mr. F o r g a n . If we could get the deposits------
Senator N elso n  (interposing). And was it not from bad banking, 

rather than from bad currency legislation, that we had the financial 
panic of 1907 ?

Mr. R e y n o l d s . It was from both.
Mr. W e x l e r . Yes; from both. We had not the machinery to 

check the panic when it occurred. That made the panic. If we had 
had the proper machinery, we would not have had the panic.

STATEMENT OF GEORGE M. REYNOLDS, PRESIDENT CONTINEN­
TAL AND COMMERCIAL NATIONAL BANK OF CHICAGO, ILL.

Mr. R e y n o l d s . The question of good or of bad banking can not 
alter or be applied to public opinion, and public opinion, in times of 
depression, is the difficult thing with which the banks have to 
contend.

Senator N e l s o n . D o you not think that that panic of 1907, which 
leaves a bad taste in our mouths, because the country was prosperous, 
and it came like lightning in the midst of a sunshiny day; it came 
upon the country right there from New York, and the money interests 
were to blame for it, and not the law ?

Senator H it c h c o c k . Mr. Reynolds, do I  understand you to say 
that the Chicago National Bank receives no interest upon the bal­
ances of their deposits in New York?

Mr. R e y n o l d s . I did not say that; but the balance upon which we 
get interest is very small, compared with the balance upon which 
we pay interest.

Senator H itc h c o c k . Oh, yes, I see your meaning.
Mr. F o r g a n . If the suggestions should be carried out that there 

should be no interest paid upon any bank balances, the First National 
Bank of Chicago would be saved an expense of $1 ,200,000 a year.

Mr. R e y n o l d s . It would save us an expense of over $2,000,000 a 
year; and you can readily see that we would not object if it could be 
put into operation and operate fairly with us as compared with 
everybody else.

The Ch a ir m a n . Mr. Reynolds, would the passage of an act of that 
character, providing that banks should not pay interest on deposits, 
would that interfere, do you think, with the deposits which you have, 
in any material way ?

Mr. R e y n o l d s . I could not say that it would interfere so much 
with deposits in centers like New York, or Chicago, or St. Louis, as 
it would elsewhere. But there is one thing which must be borne in 
mind in connection with this problem, as well as every other problem;
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and that is, that any system which is economically expensive, the 
expense must be borne by the public.

Now, if you take away from the banks of the country the right to 
draw $10,000,000 interest on their balances with their reserve corre­
spondents— as they are doing to-day— and give them nothing to 
compensate them for that, either in the way of reduction of reserve 
requirements, or something else which would bring them some 
profit, then the rates of interest will have to be increased proportion­
ately to give them a moderate return upon the investment in the 
capital stock of various banks, which will result in higher rates of 
interest, which in turn will increase the cost of living that we hear so 
much about.

All principles must go back to the people, and it makes no differ­
ence whether it is beneficial to the banks or otherwise in its effect it 
must work back to the masses.

Senator N e l so n . N ow , let us go back to the practical ideas. Is it 
not a fact that when money is plentiful in the interior of the country 
the country banks and the banks in the reserve cities send the 
money to New York, to the banks in New York, for the sake of getting 
their 2 per cent interest on the deposits? The banks in New York, 
at that season of the year, in order to utilize that money and make 
that interest, instead of investing it in what I call commercial loans 
or commercial strictly they invest it in call loans on stock collateral 
on the stock exchange, in those gambling contracts; and there is 
where the money comes from to do that. And then, in the fall of the 
year when there is a demand for the money in order to move crops 
and so on, their money is tied up in those stock collaterals.

Now, would it not be safer to keep that money at home instead of 
getting that 2 per cent interest on it—would it not be better for the 
whole country ?

Mr. R e y n o l d s . I do not think, Senator, there is any question about 
that at all. That does not, however, change the force of my state­
ment to the effect that it would reduce the income of the banks from 
their present status of a little over $10,000,000 a year, which must 
be borne at some place by somebody else. Now, if you want to ask 
whether, as a principle of economy, if it would be better to take 
that $10,000,000 and spread it in higher interest rates which the 
people would have to pay, that is another proposition.

Senator N e l so n . Well, would it not be better, so far as the ques­
tion of safety is concerned ?

Mr. R e y n o l d s . I do not think there is any question about that.
Now, let me in the same connection make a statement as to how 

I regard this thing of the investment in the so-called stock exchange 
loans. If that money would be kept at home, Senator, and be 
invested ‘by the local bankers in such loans as they can get over 
their counter, the liquidity of the assets of banks to that extent 
would be reduced, because I think you will agree that if the farmers 
of the country borrow this money and are called upon to pay it back 
before their crops have matured or before their live stock has been 
fattened for the market, it could only be done at a sacrifice.

Now, the whole tendency of sending money to New York for loans 
upon stock-exchange collateral is not because the banks of the West 
want to do it, but because, under existing conditions, it is the only
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place to which they can go and invest their money in a class of paper 
that can be collected immediately upon call.

Senator N e l s o n . Now, let me read you here from Mr. Sprague’s 
report from the monetary commission upon the panic of 1907:

Among the many lessons which may be drawn from the study of the experience of 
the national banks during the crisis—

And then he goes over the crises of 1873 and 1893, and then comes 
to this crisis—

The entire absence of liquidness and call loans, so far as the New York banks are 
concerned, is the most certain, and by no means the least important. And out of a 
total loan of $63,000,000, the call loan account was $54,000,000, and, furthermore, the 
time loans with collateral securities were stock exchange loans, to the extent of 
$4,000,000. The only kind of loan which was reduced at all was the ones of the variety 
of commercial loans, a time loan on paper with a single individual.

Now, during the panic the call loans were not reduced; it was the 
commercial loan which was reduced.

Mr. R e y n o l d s . I agree with that as to the commercial loans. 
And in order that I may be understood clearly, let me state that it is 
a fact that the institution with which I am connected makes no loans 
in New York upon stock exchange collateral, either on call or on time, 
with the exception of very minor loans occasionally, where it is done 
for some particular purpose.

I might say that during the past six or seven years we have never 
had more than $1 ,000,000 or $2,000,000 loaned m New York at any 
one time against stock-exchange collaterals, very largely for the rea­
son, first, that we can not afford to; the rates are low. And secondly, 
for the reason that commercial banks in my city, almost uniformly, 
try to employ their money in commercial enterprises in an effort 
to develop the commercial and industrial enterprises of the com­
munities from which we draw our money.

Senator N e l so n . Mr. Reynolds, do not understand me as charging 
your Chicago banks with the responsibility for that condition. I 
think you are immune. The guilt is at the door of the New York 
banks.

Mr. R ey n o l d s . But I want to put what I say as forcefully as I can, 
because I am not interested in it, personally, one way or the other. 
Applied to normal times, the statement you have made is literally true, 
because the man who borrows money on stock-exchange collaterals in 
New York, and who wants to realize on them quickly, must depend on 
the ability of the borrower to reborrow that money immediately else­
where or upon the sale of same. Now, if the condition is so bad that 
the banks of New York City are unable to extend the accommoda­
tion, the result is that there is a very violent break in the values of 
securities, and we are in the midst of a panic.

Senator N e l so n . Yes.
Mr. R e y n o l d s . N ow , that is what actually happened in the panic 

of 1907; and the illustration you have made is literally true; and that 
is the reason that in all the discussions I have had on the subject of 
currency legislation I have insisted that the security for bank notes 
should be in a character of paper which naturally liquidates itself, 
and thereby forces to that extent notes which are issued against it.

Senator N e l so n . You are undoubtedly right. N ow , you remem­
ber that in the panic of 1907—excuse me for interrupting you.
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Mr. R e y n o l d s . Y ou are perfectly free to do so. That is what we 
are here for.

Senator N e l s o n . In the panic of 1907 we imported nearly 
$100,000,000 of gold. I think it was some ninety-odd million dollars 
of gold, between ninety and one hundred million. How did we get 
that gold? We did not get it on financial bills; we got it on com­
mercial bills; we got it on commercial bills accompanied with bills of 
lading, and it was American wheat, American flour, American cotton, 
and the commodities of our country which brought this ninety-odd 
million dollars worth of gold into the country.

Mr. R e y n o l d s . Yes, sir; that is true.
Senator N e l s o n . And in addition to that our banks during that 

time—there was a suspension of 2 months and 10 days—increased 
their circulation some fifty-odd million dollars, and the Treasury 
deposited fifty-seven-odd million dollars in the banks. Four million 
dollars went to New York and was used for the stock-exchange loans, 
and two banks got most of that money.

Ought we not to provide for an emergency like that ? Ought we 
not to legislate for panicy times and meet that situation when it arises ? 
In easy, good times we do not need any law.

Mr. R e y n o l d s . I think that is what you contemplate in your bill 
here. As bankers we do not contemplate that there is going to be a 
great necessity for a very large expansion of credit, but we regard this 
as the means to the end you suggest.

Let me take the matter you have just referred to, Senator. What 
would have been the result in the importation of the gold we have 
referred to had that panic occurred at a time when our crops were 
not ripening and had not been harvested ? We would have had none 
of those commodities the exportation of which brought us gold. 
What would we have done in that contingency ?

Senator N e l s o n . We would have had a hard time to get the gold.
Mr. R e y n o l d s . That is the point exactly; and that is what I 

submit we should keep in mind in the matter of carrying the reserves 
in the banks at home. I agree with you fully in the principle, but 
in the adoption of that principle you must take into consideration 
the question of credit or exchange and the effect upon business; and 
you must try to modify the requirements of reserves within the limits 
of safety always, so that you will not lock up more money than is 
actually needed.

Senator N e l so n . D o not misunderstand me as limiting my ques­
tion simply to reserves. Most of the banks in the larger cities for 
exchange * AT v  1 St. Louis, and Chicago—have the

have this nonpayment of interest apply to deposits of the country 
banks. These reserve banks are paying interest.

Ought we not to legislate in these piping times of peace and not 
let this matter drift along until another situation similar to that in 
1907 arises?

Mr. R e y n o l d s . What is the cause of the panic? Is not the panic 
and the hoarding of money always subsequent to an inability of 
solvent and responsible firms to borrow money ? What leads to the 
hoarding of money and the lack of confidence in times of panic ? It 
is the knowledge of the fact that the best men of the community,

reserves carry under the law. I would
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who are known to be financially responsible, are unable to get the 
credit necessary for the proper conduct of their business. If you 
provide a proper system of banking and currency, forming the organi­
zation through which credit can be extended to any reasonable re­
quirements of business you are going to take away from the banks 
the liability of that fear which prompts the public to want to take 
their money out of the hands of the banks and hoard it.

Let me illustrate just a little how that works from the stand­
point of the man in the city who carries these reserves. I can do it 
perhaps better by taking an example from my own business and my 
own experience during the panic days of 1907. At that time one 
of my junior officers came to me and said, “One of our customers is 
here, and he is very boisterous and he is very excited and he says he 
wants to get what he put into our bank.” I said, “ Well, there is no 
trouble about that.” He said, “ Well, this man is very much exer­
cised, and I think you would better see him,” and so they showed the 
gentleman in.

I said to him, “ What can I do for you?” He said, “ What is the 
matter with this bank; what is the reason I can not get out of this 
bank what I put into it?” I said, “ Why there is no trouble about 
that. I am sure your idea must be entirely erroneous.” “ Well,’’ 
he said, “ this is the first intimation that I have had of any encourage­
ment at all along that line.” I said, “ Sit down, and let us see what 
the trouble is.”

I investigated the matter and found that his bank had $67,000 on 
deposit with us, and then I said to him, “ Very well, we will give you 
back what you gave us.”

I found that in the make-up of that $67,000 there was $13,000 of 
sundry items payable all over the country in his cash letter just 
received. Then I said, “ By way of doing what I said we will do, 
here is your letter and your $13,000 of sundry items. Now we owe 
you $54,000. Now we will prepare a bundle of checks, indiscrimi­
nately, because that is the sort of checks you gave us, aggregating 
$54,000, and we will give them back to you, and we will then have 
given you what you deposited with us.”

He said, “ I don’t want that; I want the money.” I said, “ I beg 
your pardon; your statement was that you wanted what you put 
into this bank.” “ Well,” he said, “ what I want is the money.”

I said “ What you want me to do is to let you and your community 
accumulate these checks, no matter what they may be, and you want 
to send them to us, and in times of emergency you want me to be a 
magician and turn these checks into bank notes, because every 
avenue through which we could hope to realize on them in cash is 
absolutely closed through public fear and distrust of the banks.”

Now, gentlemen, let me first briefly as I can illustrate what 
I believe is necessary in considering this legislation. I believe the 
prime necessity is the passage of a law that will enable me as a banker 
to exchange these forms of credit sent to me in this way in the natural 
course of business, and of which we are getting millions every year, 
into some other form of credit to meet the requirements of tne man 
who makes the deposit. In the first place, a man in the country sells 
a horse for $100, and I am taking this merely as an illustration. He 
takes a note of the man who purchases the horse upon the theory 
that he is not going to need the money; yet a little later on he finds
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that he wants to use a part of that money and he goes to the bank 
and discounts it. He has converted the individual credit into a 
bank credit for the note upon the books of the bank.

Another process in the exchange of credit of that note into some 
other form of credit is when he issues his check upon the bank. He 
is known to be solvent in his community and his check is acceptable 
there, but suppose he has business transactions away from home. 
He is not known there and he fears perhaps his check will not pass 
current because they would not know it would be good. Conse­
quently he goes to the bank and says, “ I want to draw my check for 
your bank draft.” He sends that bank draft to you in Minneapolis 
or any other city and it is deposited in your bank without any dis­
cussion whatever. You in turn have deposited that credit in the 
bank in Minneapolis or in some other place and you wish to go 
abroad, and you say, “ Your bank draft will not be known there; I 
want currency for it.” And what do you do? Through these 
processes you have converted or exchanged that credit through the 
various forms of credit which it represents into bank notes, which 
after all are only another form of credit.

If in this legislation you will provide an ability on the part of the 
bank to make these exchanges of the forms of credit from the nature 
in which they are deposited at the bank counters into such other forms 
of credit as the various customers of their banks may require in the 
daily transactions of their business, you will have solved the whole 
problem.

Senator N e l s o n . Excuse me for interrupting you so much. I  
did not want to break into your statement.

Mr. R e y n o ld s .  Y ou do not interrupt me in the slightest.
Senator N e l s o n . I was merely going to say that you might go on 

with your statement.
The Ch a ir m a n . I would like to ask you a question with regard to 

the panic of 1907. Do you remember whether or not in the months 
preceding the panic, beginning in January, February, April, May, 
there was any constriction of credit by the banks of New York City?

Mr. R e y n o l d s . I do not think there was, Senator, except as it 
was required by their declining deposits.

The Ch a ir m a n . Would not the constricting of credits and the 
declining of assets necessarily go hand in hand ?

Mr. R e y n o l d s . They must necessarily go hand in hand, but if the 
ability is not present to extend credit to the community when the 
community needs it because our reserves are insufficient we must 
decline to grant that credit or take the chance of having our charters 
revoked.

At this point I want to impress upon the committee the fact that 
the bankers of this country are not shirking their duty. As a matter 
of fact they are taking more responsibility than they have any right 
to do under the law in undertaking to maintain a free exchange of 
credit throughout the country, but as bankers we are deeply inter­
ested in this and we are very frequently forced either to decline to 
extend the credit desired or we are forced to make temporary impair­
ment of our reserves. The average banker in a commerical city goes 
as far as he feels it is possible for him to go consistent with safety to 
provide the credit necessary, and I think my friend Mr. Forgan 
will bear me out in the statement that the most worrying thing we
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have in the conduct of our respective banks is the floor walking nec­
essary for us to do in our effort to accommodate the public, as we fre­
quently do. We must impair our reserves below the legal require­
ments, and we are never certain that we are going to be able to meet 
the full requirements of the community even then.

The Ch a ir m a n . Was there any voluntary contraction of credit 
preceding the panic of 1907, as far as you recall?

Mr. R e y n o ld s .  No, sir. I am frank to say that in our city the 
demand for money was not very severe before the 1st of July. In 
our own institution we had been quite full handed due to the fact 
that there was a lack of demand for money earlier in the year which 
had enabled us to make very large investment in commercial paper, 
so that on the 1st of July, 1907, even though our deposits were only 
$75,000,000 we had a maximum of $20,000,000 of outside commercial 
paper. The result of that was that in practical operation during the 
iali we were able to extend credit to our correspondents almost without 
censoring the amount. I mean by that without asking them to take 
a smaller amount than they asked for, so that if the balance they had 
carried with us was sufficient to justify the loan to the full amount of 
their application we gave them that amount of money. That was 
not true with banks generally where they had a larger percentage of 
borrowing customers, and during the months—I should say the four 
months preceding the panic of 1907, banks generally were obliged 
to restrict the granting of credit they extended to their correspond­
ents because of the impairment of their reserves.

The Ch a ir m a n . Was there not a tendency, beginning in January 
and February, of the banks of the country to enlarge their reserves 
as far as possible, and did not the country banks particularly under­
take to enlarge their reserves ?

Mr. R e y n o l d s . I do not think so, Senator, not as early as that. 
I should say perhaps beginning in August or the middle of September. 
You will remember that the clearing-house certificate basis was not 
declared until the 26th day of October.

Senator N e l s o n . I think: you are right.
Mr. R e y n o l d s . And my remembrance is that the tendency of the 

banks in the country to increase their holdings of legal money as 
reserves did not manifest itself, not to any extent, until September.

Mr. F o r g a n . There was, if you will remember, 10 days’ suspension.
Senator N e l s o n . I was under the impression that the Chicago 

banks would never have been obliged to suspend if you had not been 
tied up by New York.

Mr. R e y n o l d s . I do not think I would be fair to my friends in 
New York if I did not make this statement and let it go into the 
record, and I make it in all candor and frankness. I know that in 
1907, through pride, perhaps, many of the bankers of the country 
gave as a reason for their failure to pay cash their inability to get 
their money out of New York.

Primarily that was true, but when I tell you that so far as our own 
institution was concerned after the first four or five days of the panic 
we had extreme difficulty in securing New York exchange enough to 
meet the wants of our customers, it probably will present a different 
aspect to you. In fact, during the panic of 1907 I can recall very dis­
tinctly that there were four or five days when we were unable to 
remit balances to New York when our friends requested us to do so,
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for the express reason that we were unable to buy in the city of Chi­
cago exchange on New York, even though in some instances it sold 
as high as $5 or $6 a thousand premium.

Senator H it c h c o c k . What do you argue from that?
Mr. R e y n o l d s . I argue from that that they did not have the 

money there.
Senator H it c h c o c k . Where ?
Mr. R e y n o l d s . In New York. If our correspondents were asking 

us to send balances to New York the inference naturally would be 
that they had not sufficient New York exchange, and if we in turn 
had not sufficient exchange to sell to remit there and could not buy 
it in the market the inference naturally would be that there would 
be a shortage of New York exchange in all the banks.

Senator H it c h c o c k . At that time were the deposits of the country 
banks not about $300,000,000 ?

Mr. R e y n o l d s . They were; scattered, of course.
Senator H it c h c o c k . That would seem to be a large balance.
Mr. R e y n o l d s . When you scatter that amongst 25,000 banks it 

does not mean so much as you would think. Then, too, you must 
bear in mind that the figures given by the comptroller show balances 
due from reserve cities representing $250,000,000, I think Senator 
Owen said yesterday, of what we call the floating or transit. It was 
not in New York, although charged on the books of outside banks as 
being in New York. The moment a bank in Omaha enters upon its 
books a check and charges it to our account the books immediately 
show a credit with the Continental Commercial National Bank of 
Chicago of that amount.

Senator H it c h c o c k . But the figures given by the Treasury De­
partment give the showing of the books in the banks of New York, 
and when I say $300,000,000 I mean that the books of the New York 
banks showed that they held that amount.

Mr. R e y n o l d s . That might be true. I would not undertake to 
discuss it, as I am not familiar with that particular matter. I have 
no doubt that your statement is correct.

But I would answer it this way, then— the small banks of the 
country do not require much New York exchange. If a bank in Colo­
rado or California carried $10,000 with us and we needed New York 
exchange we could not ask them to sell us New York exchange, 
although they may have had $25,000 of this amount to which you 
refer. I am "trying to illustrate the difference between their demand 
and the demand in the commercial centers, because that is the only 
knowledge we have.

Senator H it c h c o c k . What, in your opinion, was the effect of with­
drawals by local depositors; was the market really depressed by 
reason of the fact that country banks were taking out their balances ?

Mr. R e y n o l d s . I should say both. In Chicago, I think, that we 
must have shipped to the country in the 10 days preceding the date 
upon which we went upon the clearing house certificate basis—  
$15,000,000 altogether. During that time we could not get money 
in New York of any kind, due to the fact that public confidence had 
been disturbed in New York and both banks and local depositors 
were trying to withdraw their money.

Senator H it c h c o c k . The local demand on the New York banks 
only related to a few concerns. The great clearing house banks were
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not suffering from the local withdrawal but were suffering from legi­
timate withdrawals which came from banks from other parts of the 
country.

Mr. R e y n o l d s . You will bear in mind, of course, that the season 
when this occurred was the season of greatest activity in the move­
ment of crops and fall business generally. Naturally I should sup­
pose that the greater majority of their withdrawals were to the West.

Senator H it c h c o c k . Mr. Reynolds, let me ask you your opinion 
on this question: Suppose the New York banks— the national banks—  
were prohibited from allowing interest on balances of banks from 
other parts of the country. Do you think the banks of the rest of 
the country would keep on depositing there $300,000,000 constantly?

Mr. R e y n o l d s . Well, not that amount probably, but they would 
be obliged to keep on deposit fairly large amounts, because when 
you take into consideration that the exchange transactions of this 
country amount to about $1 ,000,000,000 a day you will readily 
see that banks must have fairly large working balances in all the 
centers, and inasmuch as New York is without question the financial 
center of this country everybody nearly must do some business with 
that city. The tendency, however, in the West is for the banks to 
carry their chief reserve balances with the nearest by-reserve city 
correspondents. For example, at Fullerton, Nebr., a bank would 
carry its largest balance at Omaha. Omaha in turn carries their 
largest balance with Chicago. It works that way all the way through.

Senator N e l so n . Mr. Reynolds, I  want to call your attention to the 
fact that from the 22d of August to December 3, 1907, the New York 
banks increased their-loans to the extent of $63,000,000 and out of this 
$63,000,000 over $54,000,000 was stock-exchange call loans.

Mr. R e y n o l d s . Yes.
Senator N e l so n . And there is where the money went ?
Mr. R e y n o l d s . Yes, sir; but I maintain that that did a world of 

good, because it helped to create a serene public confidence when con­
fidence had been seriously disturbed.

Do not misunderstand me; I do not mean to say that under normal 
conditions that would do so much good, but whenever public con­
fidence is disturbed and whenever solvent people are unable to borrow 
money anywhere in the country, anything which shows that there is 
money for investment has a wonderfully quieting effect upon public 
opinion. That is what I mean, and in that way it helps public opin­
ion materially.

Senator N e l so n . What right have those banks to cry out every 
fall and say “ We need money for moving crops,” when they put such 
an enormous quantity into these stock-exchange loans, instead of 
holding it for the purpose of moving the crops ?

Mr. R e y n o l d s . I cfo not know what they do.
Senator N e l so n . That is what they did on that occasion.
Mr. R e y n o l d s . I have heard a great deal of that sort of talk. I 

think there is a wrong impression in the minds of the people with 
reference to that.

Senator Cr a w f o r d . Mr. Reynolds, you spoke about the impair­
ment of reserves, particularly when these stringencies occur such as 
the one in 1907. Of what good is a reserve if we do not impair it ?
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Mr. R e y n o l d s . I  quite agree with you, Senator; but the trouble is 
that the law does not give us that right.

Senator Cr a w f o r d . But should not the law give you the right ?
Mr. R e y n o l d s . In the bill which you have under consideration 

you provide, as it now stands, for an impounding of $520,000,000 of 
reserves, and you say the minimum must be so and so. Is that a 
reserve when you do that ? If we are unable to use it in case of an 
emergency is not that an absolute impounding of money and is not 
that in reality capital rather than reserve ?

Senator Cr a w f o r d . It seems to me that it is a mistake to do that, 
to provide for these reserves and then when the crisis comes and the 
full power of the banks should be used to ease the situation, to have 
an ironclad bar there to prevent the use of those reserves. It is like 
refusing to use water to put out a fire because you are afraid you will 
use up the water.

Senator N e l s o n . Senator Crawford, will you allow me to say one 
thing there— excuse me for breaking in.

Mr. R e y n o l d s . I  hope you will break in whenever you desire. 
That is what we are here for.

Senator N e l s o n . If you abolish the payment of interest on bankers’ 
deposits I would be quite willing, speaking for myself, to leave this 
question of reserves to the banks, to their own judgment.

Mr. R e y n o l d s . Y ou have taken the words out of my own mouth. 
I want to discuss with you the question of reserves. I am going to 
conform to the recommendations made by our committee; but in the 
meantime I am here to express my individual opinion on that point. 
So far as I know America is the only place in the world where there is 
any requirement by law for reserves. I believe that the basic prin­
ciple of reserves is that we should have a proper reserve and it should 
be gold. I believe the quantity to be kept should be left to the ex­
perience, judgment, and the skillful management of the bankers 
themselves, and if you are going to allow me to arrange that in what 
I regard the most scientific way I would let the banker carry what he 
thinks he ought to to protect himself.

If you were a merchant or manufacturer or jobber you would of 
course carry money on hand. Is there any law to tell you how 
much you must carry? Are not the requirements of your business 
and the precedents under which you work in that business the tiling 
that should be taken into consideration ?

One of the objections to this bill, which I wish to take up later 
on and which I will briefly touch upon at this point, is that we believe 
that they are asking for too much money to be put into the Federal 
reserve banks at the beginning, for the express reason, as we believe, 
that the minimum amount required there ceases to be a reserve if it 
can not be withdrawn in time of emergency. It is a good deal like 
a hospital bed in a city hospital endowed but with the understanding 
that it is always to be held in reserve.

Senator N e l s o n . Or like a spare bed in the founder’s house.
Senator Cr a w f o r d . Mr. Reynolds, is it not also a mistake to begin 

to curtail loans and refuse to extend credit when these trying times 
come? Is not that the time when, so far as possibly can be done, 
accommodations should be increased ?

Mr. R e y n o l d s . If you will allow me to be somewhat personal in 
answering these questions and take incidents in my own experience
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and business as the basis of my replies I think they will mean more 
than if I entered upon a strictly theoretical discussion.

Senator Cr a w f o r d . Yes; I  think that is the best plan.
Mr. R e y n o l d s . I will answer your question by saying that I 

believe the only way in the world to allay panics once started is to 
do all you can to feed out credit, because, as I said a moment ago, 
the desire to hoard money is only because of disturbed public con­
fidence and distrust in the banks, and that occurs only when there 
is an inability on their part to extend credit.
. Senator Cr a w f o r d , is it not a fact that in New York those peo­
ple have done great injury in these periods of stringency by holding 
on to these reserves and contracting credit when they ought to have 
used the reserves and extended credit ?

Mr. R e y n o l d s . I think, if you will study the records themselves, 
you will find that they have used it very frequently. On the other 
hand, I might answer you by saying that they can only conform to 
the requirements of the law in that respect.

In 1907, during the 60 days of the panic, our own institution made 
$16,800,000 new loans. During that time we used our credit more 
freely with the clearing house in Chicago than some of our friends did, 
but that was what I conceived the purpose of going on a clearing-house 
basis, and I exercised the functions as I regarded them proper to ex­
ercise and extended credit to my customers to the fullest extent to 
which I felt justified. I borrowed freely from the clearing house, 
using the clearing-house certificates as the basis for settlement of our 
transactions between the banks. The result was that the man who 
felt that he would need credit later on and had the assurance that he 
could get it did what he could to cooperate with us to allay the 
panic. The result was, too, that our deposits increased. If a banker 
carrying a reserve balance in three different cities writes to all of them 
that he may need some accommodation and two of them say to him:

These are peculiar times; we can not let you depend upon us for anything, and you 
must stand upon your own bottom, because we have nothing with which to meet this 
emergency;
and the third one to whom he writes says:

If you are consistent and careful and do not loan money for speculative purposes and 
do not borrow money to build up a balance against which we must carry a reserve, 
certainly we will do what we can for you, and we think we can take care of your needs—
the result would be that he would transfer as much of his balance 
as he could to the bank which promised most certainly to give him 
assistance, and naturally he would reciprocate by cooperating to the 
best of his ability.

Senator H itc h c o c k . Y ou think that if the law prohibited banks 
in reserve cities and central reserve cities from accepting deposits 
of country reserve banks it would result in keeping the money nearer 
home.

Mr. R e y n o l d s . Well, I  think it would to some extent, but that 
money would be invested at home. Then the question of whether 
it would be invested in liquid assets and could be readily gotten 
at when needed is a question that would have to be considered. Of 
course, the exchange requirements would make it necessary to carry 
balances in large centers.

The actual working of that situation in 1907, for the first 10 days 
of the panic we city bankers were besieged by personal visits from
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our correspondents in the country, many of whom came with their 
carpet bags, and some of them with clubs. They were going to have 
the money they had on deposit with us. They would send us checks 
from all over Christendom, and they wanted us by the stretch of our 
imagination to turn them into money or currency, which we were un­
able to do. There was a good deal of criticism the first 10 days, and 
bankers were abused pretty severely, but two weeks later those same 
men wrote back to us and said that by the application of the same 
principle of conserving their resources that we had applied they 
were running into more money than they needed, but they said 
“ Please, will you not lend us some money to make exchange?” 
That is the way it worked out with the man who in the first instance 
was worried about his balance with us, who in the second instance 
plead with us to give him some credit, in order that he might keep 
the channels of commerce open through the selling of exchange.

Senator H it c h c o c k . If these balances were kept nearer home and 
if they did not drift into New York and other great centers, where 
they become scources of danger in times of stringency, would it not 
be better for the country as a whole?

Mr. R e y n o l d s . I do not know that I caught the full meaning of 
that point.

Senator H it c h c o c k . Would you think we would have had any 
panic in 1907 if there had not been those great balances of country 
banks which were being withdrawn, to the embarrassment of the 
city bank?

Mr. R e y n o l d s . Absolutely the same. It was a disturbed public 
confidence, and if you can pass some legislation that is sure to keep 
men from becoming frightened and disturbed and suspicious of each 
other, then you will prevent any disturbance of that kind.

In this connection I want to say that I do not believe you could 
pass any law the strict adherence to which would take care abso­
lutely, under all conditions, of business. This disturbing of the 
public confidence would go too far. If a disturbed public confidence 
would have been noted only in the vicinity of New York, I would 
answer your question “ Yes” ; but how was it created? It was 
created because men like Mr. Wexler and brother bankers of his in 
the South, who had been promised lines of discount in New York 
City at the cotton-moving season, went there to get their lines of 
credit, and the New York banks, by reason of reduced deposits and 
reserves, had to say to them, “ Gentlemen, we are sorry, but we can 
not keep our promises.” What was the result? The result was 
that those men went back home thoroughly imbued with the idea 
that we were going into a very serious time financially; and with our 
present expeditious way of transmitting information it went all 
over the country in 24 hours, and it had almost as instantaneous an 
effect as the exploding of a dynamite bomb. It affected the whole 
country everywhere, and that is the reason we had to ship to our 
correspondents $10,000,000 or $12,000,000 in a week.

Senator H it c h c o c k . Let me ask you, would it not have been 
quite possible that Mr. Wexler might have procured the money which 
he needed for the cotton-moving if it had not been for the fact that
10,000 or 15,000 western banks were drawing balances out of New 
York at that time ?
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Mr. R e y n o l d s . I do not think they were, Mr. Hitchcock. I think 
if you would study the records of that closely you would find that 
they only drew their balances after the condition in New York had 
reached a point where they were unable to do it. I know the first 
notice we had of it was from the South, from the people to whom we 
had loaned money. We had extended their usual lines, and had 
loaned money, in many instances, in amounts as large as $500,000 
and $750,000, and many of those people came back to us and said:

We must ask you for additional credit, because we can not get it in New York. 
They have shut down on us.

Senator H itc h c o c k . Let me draw your attention to times in New 
York.

Mr. R e y n o l d s . Yes.
Senator H itc h c o c k . Liquidation had been going on there since 

spring.
Mr. R e y n o l d s . Yes.
Senator H itc h c o c k . There had been a run on three or four differ­

ent banks ?
Mr. R e y n o l d s . Yes.
Senator H itc h c o c k . There had been meetings of the clearing 

houses and conferences. The result of those meetings had been tele­
graphed all over the country. Do you not think that these 5,000 
or 6,000 or 15,000 or 20,000 banks over the country which had bal­
ances in New York were reading the papers, and do you not think 
that they were withdrawing their balances because they realized that 
New York was in difficulty?

Mr. R e y n o l d s . They did, to an extent, but to what extent the 
best record would be to take the report of the comptroller. Of course, 
that all had a tendency to help increase that state of distrust which 
was gradually growing, and which a little later burst forth in a storm 
so fierce that everybody wanted their money.

Senator H itc h c o c k . let me ask you another question. Is it a 
fact that your own bank is much more apt to be embarrassed by 
withdrawals of country bank deposits than by local deposits in 
Chicago ?

Mr. R e y n o l d s . Yes, sir; if there was a fluctuation, very much 
more so, sir.

Senator H it c h c o c k . The demand comes much more suddenly, 
however, because of stringency and attempt to readjust credit?

Mr. R e y n o l d s . There is no argument on that. On the other hand, 
the serious question in all this discussion is as to how efficient 
you want your money to be. You could with more propriety say 
that you are very much safer in making the trip from here down 
to your hotel on foot than you would be to take an automobile. 
There are a great many ramifications that must necessarily affect a 
discussion of a question of this kind. If you have your reserves at 
home and have only the idea of their utmost safety in mind, you will 
necessarily impair their efficiency as reserves. By which I mean that 
it will be necessary for you to reduce the amount of credit that you 
can extend against those reserves. They are all factors in this 
proposition.

But what I hope to accomplish most by the little I can say is to 
impress upon this committee that this is the most important problem 
of legislation in this country since the Civil War. The ramifications
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of the passage of currency legislation are so many and so great that it 
is only by discussions of this land and the free interchange of opinions 
that is going to bring put the facts that will give everybody a proper 
viewpoint of the whole situation.

Senator McLean. Mr. Reynolds, in that connection, what are the 
resources of your bank ?

Mr. R e y n o ld s .  About $225,000,000 in the national bank.
Senator McLean. Y ou probably have correspondents in a great 

many States ?
Mr. R e y n o l d s . In every State in the Union.
Senator McLean. Now take, for instance, the Dakotas.
Mr. R e y n o l d s . Well------
Senator McLean. In the time of stress, have you any tendency to 

discriminate against the small banks, say, in the country—in an agri­
cultural community like the Dakotas ?

Mr. R e y n o l d s . Absolutely not. The contrary is the case, because, 
as practical and experienced business men, we know that their require­
ments are such that $1,000 or $2,000 may mean life or death to them, 
and so they are considered first.

Senator N e l s o n . We people of the West, Senator, have never felt 
that our banks were discriminated against.

Mr. R e y n o l d s . We have about 5,000 correspondents, located in 
every State in the Union, and at the present time we are carrying a 
little over $100,000,000 in balances of those banks.

Senator Cr a w f o r d . Those people out there know you, and they 
know Mr. Forgan, and they simply enioy your confidence completely. 
Now, I want to ask you------

Mr. R e y n o l d s . Thank you for the compliment.
Senator Cr a w f o r d . I want to ask you, knowing that banking busi­

ness out in that country, what there is in this system for rediscounting 
that really justifies compelling them to furnish capital for these big 
reserve banks— those little banks out there, as you know them ?

Mr. R e y n o l d s . If I may be frank with you------
Senator Cr a w f o r d . If you will just permit me to finish this ques­

tion. Have they that class of paper which to any large extent would 
be recognized in the rediscounting done in these reserve banks ?

Mr. R e y n o l d s . Well, I think, Senator, answering the last part of 
your question first, that they are all somewhat mistaken as to that. 
They say they loan their money for six months. That means that 
even though the majority of their loans may be for six months or 
longer, that in the ordinary course of business they make one loan 
to-day, another loan to-morrow, and another the next day, and so 
on, so that in the last analysis they have a certain amount of paper 
maturing every day. In the natural practices they send to their 
correspondents in the centers everywhere such checks as come in 
and accumulate every day. If they would apply the same principle 
to their notes, sending in to the Federal reserve bank for discount 
every day the notes that would mature in 45 days, they could find 
a great deal of paper that would be eligible for discount.

Senator Cr a w f o r d . That is the point I  wanted to be informed on
Mr. R e y n o l d s . Answering the rest of your question, I  do not see 

any reason in the world how they can be benefited more than they 
are. I do not believe that with the exception of a few days early in 
the panic of 1907 there was a single case where our bank declined to

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



238 BANKING AND CURRENCY.

extend credit to any correspondent who has asked for credit, provided 
their balances with us were of a character that we were warranted in 
doing so, and provided also we felt that the character of the bank and 
the collateral which they offered justified a loan. In other words, 
we have never declined to loan our correspondents, except during a 
few days in the panic of 1907, and even then such loans as we declined 
the first four or five days were recalled by telegraph and discounted.

That being the case, the banker in your State, Senator Crawford, 
who has his account with Mr. Forgan's bank or with mine, knows full 
well that if he is in good standing ne can get what discount accommo­
dations he requires. Therefore, he says:

Why should I go into this? Why should I be asked, in the first place, to put up a  
part of my capital, and why should I be obtiged to lose the interest on my reserve?

They think they are getting all they want. I believe if a canvass 
were made among the corresponding banks of all of the reserve 
centers in the West—and that does not limit it to Chicago—I believe 
if the bankers throughout the country could be written to and asked 
where they keep their accounts, and how many disappointments they 
have had, and now many times they have been badly treated, that 
you would be amazingly surprised at how few criticisms you would 
get, because, so far as I know, they have no occasion for complaint. 
We have something like 375 bank correspondents in South Dakota, 
and I can not recall ever having declined to loan to any of them if 
we felt they were good for it. Sometimes we are asked for loans by 
banks that are not in good repute, where we think their collateral is 
sufficiently liquid, or where they would be unsafe people to loan to, 
but even those instances are very rare.

Senator N e l s o n . We must not lose sight of the fact that in spite 
of these regional reserve banks that probably the bulk of the business 
of the small country banks would be with the banks in reserve cities 
after all.

Mr. R e y n o l d s . Yes; there is no doubt about that. Let me illus­
trate another point.

Senator Cr a w f o r d . Just there, before you go to another point—  
I do not know that you have made it very clear— they are getting 
all the accommodation they need ?

Mr. R e y n o l d s . Yes.
Senator Cr a w f o r d . They are not making any complaint; they 

can rediscount the paper they have with your bant and Mr. Forgan’s 
bank?

Mr. R e y n o l d s . Yes, sir.
Senator Cr a w f o r d . They are not only asked to but they are 

simply required to------
Mr. R e y n o l d s . They resent it; that is all.
Senator Cr a w f o r d  (continuing). To give up this capital to a 

reserve city bank which they do not need ?
Mr. R e y n o l d s . They resent it; they say they won't go into it.
Senator Cr a w f o r d . I s it really a fair proposition ?
Mr. R e y n o l d s . I  do not think it is. I  do not think the proposition 

of compulsory entrance into the system is fair from any viewpoint, 
and I do not think that the establishment of Federal reserve banks 
under this bill can be accomplished in anything near the time by the 
adoption of that as would be the case if left free to do as they please.
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Senator N e l s o n . I s it not necessary to get this new system com­
plete and effective and in working order that State banks should be 
taken in ?

Mr.R e y n o l d s . I think so; indeed I do; because there are two to one.
Senator N e l s o n . And why should the national bank be treated in
different manner than we treat the State banks ? Why should we 

make it compulsory in one class of banks and not in the other simply 
because in one case we may have the power to do so and in the other 
we have not?

Mr. R e y n o l d s . My dear Senator, that is just what we are here 
appealing to you not to do.

Senator Sh a f r o t h . What advantages could you give or what 
inducements to any bank to come into this voluntarily ?

Mr. R e y n o l d s . Why, if you adopt all the suggestions we have 
made here it would correct the bill. This question of inducement and 
all that sort of thing gets down in the last analysis to a question either 
of profit or a question of doing something which will not entail a loss, 
and that I think enters very largely into the discussion of this whole 
question of not paying interest on reserves. That is not going to 
stop the inclination of people to use that money at a profit in some 
direction or other. 1 think that so long as men want to make a profit 
there is going to be speculation, and so long as there is speculation 
there is bound to be various forms of it. Of course, as bankers, we 
all want to encourage the system and policy which will permit of 
the least speculation possible.

Senator Sh a f r o t h . D o you believe that the national banks would 
come into this system with considerable unanimity if the compulsory 
part of it were eliminated ?

Mr. R e y n o l d s . I would hardly want to say they would do it from 
that one thing alone. If we eliminate that, and could have some 
representation, I should say, “ Yes,” because other things objected 
to may be made workable through a process of evolution.

Senator Sh a f r o t h . So the only suggestions you make us are 
those two things ?

Mr. R e y n o l d s . That is not the only suggestion 1 make. There are 
many suggestions. But I regard them as infinitely the most im­
portant, because they are most repulsive to the people, and because 
we think they are unnecessary. We do not think we ought to be 
compelled, in the first place, to buy anything we do not want to buy, 
and, in the second place, we do not think we ought to enter anything 
in which we have nothing to say about the management.

Senator Sh a f r o t h . If this provision were amended just as you 
suggest there, what percentage of the national banks do you think 
would go into this voluntarily ?

Mr. R e y n o l d s . I think, if you make the modifications we have 
recommended, a very large percentage—I believe practically all of 
them—would go in; all of the larger banks especially. I am not 
prepared to say that the small banks would, because, as I have tried 
to illustrate here, they have been given such satisfactory service, 
generally in the reserve centers where they have carried their bal­
ances, they are satisfied, and for the time being they would be a 
little cautious. They know, on the other hand, that we would have 
the facilities for giving them the very thing they need—rediscounts 
in emergencies— and they say, “ What is the use of our joining?”
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Senator Cr a w f o r d . Would it be necessary for the success of this 
system for all of these little country banks to go in?

Mr. R e y n o l d s . It is not. I would not have suggested that 
voluntarily, and I do not regard it as at all necessary, but, .gentle­
men, if you must know the truth of it, the reason we recommend only 
five Federal reserve banks was because we did not feel that the

treat majority of these little banks would go in at the start, and we
o not believe that it is necessary that they should. We believe 

that they should be given the same rights that you give larger banks, 
and I believe if you start out on a proper basis that in time they 
will gradually come in until most all will avail themselves of the 
privilege, unless, of course, you force them out of existence.

Senator W e e k s . There is a sentiment in Washington, which I  hear 
frequently referred to, to the effect that little banks are really in 
favor of the plans of the provisions now pending before the House, 
and that any expression that comes from them that they are not in 
favor of it is influenced by the larger banks. What have you to say 
about that?

Mr. R e y n o l d s . I do not think there is anything in that at all. In 
the first place, I should question the correctness of that statement, 
because 1 have yet to find the first small bank that is in favor of the 
legislation.

Senator N e l so n . That has not been my experience.
Mr. R e y n o l d s . On the other hand, I  want to say, unqualifiedly, 

I have seen nowhere evidences of any large banker trying to urge, 
coerce, or compel people to stay out.

Senator Sh a f r o t h . Mr. Reynolds, how many banks or what pro­
portion of banks do you think, if the bill were enacted in its present 
form, would dissolve their national charters and take State 
charters ?

Mr. R e y n o l d s . I am afraid a very large percentage. Of course, 
that is a difficult question to answer. No man can definitely foretell. 
It is a question of opinion, of viewpoint, and that viewpoint is made 
up of the consensus of opinion of men in banking with whom we come 
in contact. So far as the expressions which I hear are concerned, 
they are of a character which will justify me in saying that the bankers 
generally would not come in.

Senator Sh a f r o t h . Would that percentage be very largely among 
small banks or city banks ?

Mr. R e y n o l d s . Well, both, I  should say. That represents a 
principle, they feel, Mr. Shafroth—it is a principle that they do not 
think should be applied to force them into the system and not allow 
them representation.

Senator H itc h c o c k . Just before you pass from that point. 
Under the terms of the bill, they have a year in which to reach that 
decision ?

Mr. R e y n o l d s . Yes.
Senator H itc h c o c k . How much of that time do you think would 

be occupied in discussion and consideration ?
Mr. R e y n o l d s . I should hope all of it, because I should preach 

moderation myself. Sometimes men change their viewpoints when 
they come closer to a proposition and look it fairly and squarely in 
the face, and sometimes tilings which do not appeal to them just as 
the moment look more acceptable later.
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Senator H it c h c o c k . Take your own bank; would it be submitted 
to your stockholders ?

Mr. R e y n o l d s . Yes; it would have to be, because we could not 
take any action anyway that would not make that necessary.

Senator H it c h c o c k . Would there likely be a diversity of opinion?
Mr. R e y n o l d s . There would no doubt be that.
Senator H it c h c o c k . Would that be true in the case of most 

banks ?
Mr. R e y n o l d s . I do not think I or any other bank president can 

tell you what the attitude of his stockholders would be.
Senator H it c h c o c k . That discussion or uncertainty might go on 

for the better part of a year ?
Mr. R e y n o l d s . That is it, and we do not, as bankers, think there 

is any necessity of taking that chance without modifications such as 
we have recommended. Unless you have no faith in us as honest, 
well-meaning American citizens, who would formulate a system of 
banking and currency that would be successful, and I can not under­
stand why we should take a chance in it at all, when it seems to me so 
easy to work out something that would be just and fair if we could 
only reach that point of view.

The Ch a ir m a n . Mr. Reynolds, why should any of the country 
banks join this system at all if they get no corresponding benefits?

Mr. R e y n o l d s . That is what I do not know.
The Ch a ir m a n . Why should the country banks, who at the pres­

ent keep on an average of 25 per cent of their deposits, a large part 
of it, with their reserve agents, not be profited by a system which 
would give stability to them and which would enable them to carry 
a much more reserve and invest their resources at a profit of 8 or 10 
per cent instead of 2 per cent; is not that an advantage?

Mr. R e y n o l d s . Y ou do not provide for that. There is an indirect 
advantage, Senator, in anything that is established that is good as a 
principle— an indirect advantage. It would make the position of the 
country banker very much more secure if this bill were enacted and 
the larger banks would go in it, whether or not he comes into it, be­
cause he would get an indirect advantage in a greater measure of

Protection and safety, even though he might not be conscious of it. 
t would be an unconscious insurance against his being unable to meet 

the demands made upon him for money.
The Ch a ir m a n . Would it not be both direct and indirect insurance 

against any undue demand upon him to meet his deposits ?
Mr. R e y n o l d s . Absolutely so.
The Ch a ir m a n . It would be both direct and indirect advantage to 

him in that particular, would it not ?
Mr. R e y n o l d s . It would, indeed; there is no question about that.
T he Ch a ir m a n . Then, where he now carries an average of 25 per 

cent of his deposits as a reserve, because of his fear of some demand, 
because he, like any other of the 25,000 banks, is concerned to protect 
himself independently of protection that might be afforded to him 
through his correspondents------

Mr. R e y n o l d s . Well, now------
The Ch a ir m a n . Let me finish my sentence. Since that is true, 

would he not therefore be justified, under this bill, in keeping a much 
smaller reserve than he is now?

Mr. R e y n o l d s . Yes, sir; I  agree to that.
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The Ch a ir m a n . And if he did keep a smaller reserve, he would be 
able to loan that amount which now is in reserve at 2 per cent at the 
rate of 6 or 8 or 10 per cent; is not that true?

Mr. R e y n o l d s . Absolutely that difference, whatever it would be.
The Ch a ir m a n . If he did do that, Mr. Reynolds, would it not with­

draw a large volume of deposits from your bank ?
Mr. R e y n o l d s . Yes, sir; it certainly would, but it would not hurt 

our earnings when he withdrew it. I want to make that statement 
perfectly clear.

The Ch a ir m a n . I would like you to explain why.
Mr. R e y n o l d s . It would be the character of business upon which 

we pay interest. It is the most expensive part of the business we 
have, on account of the immense number of these checks, which 
require a large clerical force; and I say in all candor and with all 
frankness that if this bill is adopted to-day, I honestly believe it 
would make our bank $300,000 to $400,000 a year more than it is 
making to-day; and yet, notwithstanding that, I am here pleading 
with you not to pass the bill, for other than selfish reasons, because 
I am afraid that in the process you are going to create a condition 
under which business will suffer.

Let us take our own business as a basis for argument.
The Ch a ir m a n . Just a moment.
Mr. R e y n o l d s . All right.
The Ch a ir m a n . You say that now you carry hundreds of millions 

of dollars of deposits, mostly of country banks ?
Mr. R e y n o l d s . Yes, sir.
The Ch a ir m a n . Do you wish the committee to understand that 

you are doing that business at a loss ?
Mr. R e y n o l d s . Because we are going to do it under this condition—  

an entirely new condition.
The Ch a ir m a n . I am talking about the present conditions.
Mr. R e y n o l d s . No; we are not doing it at a loss.
The Ch a ir m a n . What is the average profit upon that business, 

for your bank?
Mr. R e y n o l d s . It is about one-half of 1 per cent, net.
The Ch a ir m a n . One-half of 1 per cent net?
Mr. R e y n o l d s . On the business itself, but we have the indirect 

benefit which would apply in this way, that the bankers who have 
$100,000,000 with us are the biggest percentage of deposit customers 
to the smallest percentage of borrowers for we will not loan to banks 
to exceed 10 or 12 per cent of that money because they will not need 
it. They furnish the basis of loans which enables us to make loans 
of a million or two millions, and we get our indirect benefit there.

The Ch a ir m a n . What are the current rates ?
Mr. R e y n o l d s . Current rates fluctuate. It may be 3J to 6 per 

cent. It is 6 per cent at the moment, and at the moment we are 
making more than one-half of 1 per cent on these balances. I am 
figuring on the basis of 5 per cent. When we loan a man $500,000 
we get $100,000 free balances from him, on which we make some 
profit. I am not now referring to banks but to firms and corporations.

When you follow that to its finality, the indirect advantage that 
comes to us is quite considerable, but I am giving figures based 
upon the employment of money at 5 per cent, the average rate during
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any period of five years. There will be times when we will not be 
able to get more than 4J; there will be other times it will go as high 
as 6 per cent, but under the law of averages in any five years we are 
able to employ our money at an average of 5 per cent.

The Ch a ir m a n . What is the estimated cost of handling this vol­
ume of money we are speaking of, the hundreds of millions of deposits, 
where reloaned in part ?

Mr. R e y n o l d s . 1 could not give you that. I have no estimate of 
that.

Mr. F o r g a n . Including interest, a small fraction over 2 per cent.
Mr. R e y n o l d s . About 4 per cent. When you take into considera­

tion that banks like ours in central reserve cities carry 40 per cent, 
loaning only 60 per cent, it is only a mathematical proposition; but, 
through the exercise of a function of banking, that money is more or 
less centralized, where it can be used in the channels of business, at 
other places where the money is needed and where the borrower could 
not go directly to the source. It is because of this centralizing that 
we can make large loans.

I am objecting to the passage of this bill in its present form for the 
reason that most of these other gentlemen are. Because of this 
enforced entrance and the lack of representation in the control; but 
there is another reason that I am objecting to it, and that is as the 
representative of the country banker. I was born and raised in the 
country, had my early experiences in bahking in a town of 850 people, 
and I believe I am fairly well qualified by reason of that experience 
and of later experience in Chicago and other cities, where my horizon 
has been somewhat widened out to see this situation from the view­
point of the country banker. Having 5,000 correspondents, and hav­
ing had almost a unanimous protest go up from them, I feel it is my 
duty to come down here and protest for that great class of bankers 
who are so closely related in a business way with my own bank. I be­
lieve every banker who has appeared before you to-day has such sense 
of regard for his citizenship that he is imbued with that spirit of a 
desire to do what he can to work out this plan along some lines that 
will be absolutely fair to everybody, and 1 want to tell you that the 
only basis upon which a bill of the importance of this can be reached is 
without prejudice and without animus, and it must be met with a 
determination of trying to do justice to everybody and to every class 
and give no one any advantage; and when you can convince me that 
you have a bill of that character I will be the first who will join you in 
adopting it, no matter how it affects my institution or myself.

The Ch a ir m a n . Just a moment, Mr. Reynolds. You do not wish 
the committee to understand that your arguments heretofore have 
not been heard by those who have been working upon this bill ?

Mr. R e y n o l d s . N o ; I do not wish to convey that impression at all. 
The people with whom I have had contact in this matter have been 
extremely courteous and have impressed me with an honest desire to 
try to work out the best bill possible.

The Ch a ir m a n . Have you not appeared before the House com­
mittee—last January or February?

Mr. R e y n o l d s . Yes; I  did .
The Ch a ir m a n . Did you not appear before the Secretary of the 

Treasury ?
Mr. R e y n o l d s . Yes, sir.
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The Ch a ir m a n . Before the President of the United States also ?
Mr. R e y n o l d s . I referred to your committee. I think every utter­

ance I have made, publicly or privately, has attributed to every man 
who is trying to solve this problem the best of motives, and I would 
like to have it go into the record here that way. I am only trying to 
show that the ramifications of this great problem are so many and so 
varied and so great that we must be pretty careful that we make no 
mistake in what we do.

Allow me to go on with my illustration. We have $100,000,000 of 
balances. If you get a currency law that is going to be effective and 
accomplish what you want, you are going to have to make a law that 
will bring in the State banks. If you bring into it the State banks 
and National banks------

Senator B r is t o w . May I  interrupt you there a moment ?
Mr. R e y n o l d s . Certainly.
Senator B r is t o w . I have been listening with very great interest, 

but it seems to me that this discussion is â  question of banking and 
not of currency. There is no criticism here as to the present 
currency condition, except what we heard the other day as to 
currency as a base of credit, but the complaint that we hear refers 
to the matters of banking as to the stability or desirability of our 
currency.

Mr. R e y n o l d s . I am trying to discuss the banking end of it right 
now, and to show what happened------

Senator B r is t o w . Y ou referred to currency legislation.
Mr. R e y n o l d s . I m ean banking legislation.
Senator B r is t o w . I s not there quite a distinction between legis­

lation affecting the banks such as we have been listening to here 
this morning and a general question of a currency ior the country ?

Mr. R e y n o l d s . Let the record show that I  mean in every instance 
banking and currency.

Senator B r is t o w . Excuse me for interrupting. It seems to me 
there is a very great distinction.

Mr. R e y n o l d s . I do not want you to have any misconception 
yourself.

If the rule of taking the reserves of banks from the centers were 
followed to its finality, it would mean that our institution would 
have to give up over $100,000,000 of bank balances. Since we 
carry 40 per cent of cash against our deposits it would mean 
that we would have to reduce our loans $60,000,000, less dif­
ferences in reserves required, difference in amounts of money that 
we might have to carry in other centers, and for a more expeditious 
and economic handling of whatever part of our items now m transit 
would be handled through these banks, all of which are important 
factors; but the point I want to make is this: If by giving up our 
reserves we must reduce our loans so largely, where will the large 
borrower go for his money. I can not conceive where the man who 
borrows $1,000,000 from us now is going to go to get that money 
when we must make him pay it, for he can not go to the Federal 
reserve banks and get discounts.

The Ch a ir m a n . Just a moment, Mr. Reynolds. Do not these 
big concerns now, when they want a large volume of money, divide 
their notes up into notes of $1,000 and $5,000 and $10,000?

Mr. R e y n o l d s . Yfes.
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The Ch a ir m a n . And send them through your bank to other 
banks for discount?

Mr. R e y n o l d s . Well, they do not quite send them through them­
selves. They sell them in the open market. Note brokers handle 
such notes. There is a very large business already done, and I think 
it would augment that business, but when you take into consideration 
many big concerns must borrow $30,000,000 to $50,000,000, I think 
you will readily see that it will be a physical impossibility for those 
people to finance their entire needs in that way. That is the point 
I want to make. I am not making it in captious criticism at all; I 
am making it because I can not see how that class of business, that 
is now so important to our country, is going to be accommodated; 
I can not figure it out.

The Ch a ir m a n . The point you seemed to be making was that these 
men, notwithstanding big business might not be able to stand a 
change, they would withdraw so large a volume of deposits it would 
result that way. I do not really think it will result that way.

Mr. R e y n o l d s . I do not mean that.
The Ch a ir m a n . I was trying to point out to you the means by 

which at present they were using the resources of the country banlts 
from one end of this country to the other, and was trying to ascertain 
from you as a witness if that was not true.

Mr. R e y n o l d s . Yes.
Senator W e e k s . A s a matter of fact, when they get money from 

small banks in the country they get it very largely through your 
recommendations, do they not ?

Mr. R e y n o l d s . Almost wholly.
Senator W e e k s . In other words, the country bank which does 

business with you asks you to recommend ?
Mr. R e y n o l d s . Absolutely.
Senator W e e k s . And they do not make the loan unless you do ?
Mr. R e y n o l d s . With rare exceptions. They ask us about it and 

do not make the loan unless we O. K. the paper. The note brokers, 
of which we have a dozen, come to our office every day, and it is a 
part of our daily routine to assemble letters where we have orders 
from purchasers, and we try to divide that business as evenly as we 
can among the various brokers and as fairly among the different 
lines of paper which they have to sell as possible, keeping in mind, 
of course, safety and its ultimate payment.

Senator Cr a w f o r d . These deposits which might be withdrawn 
from that bank, nevertheless, are not absolutely obliterated. The 
money is somewhere. These people could borrow it from the people 
who have it ?

Mr. R e y n o l d s . Would it be practical for some large concern that 
needs to borrow $40,000,000 or $50,000,000 to write to a thousand 
banks in the Dakotas and see how much of surplus money in the 
Dakotas they could borrow ?

Senator Cr a w f o r d . Of course not. The question is this------
Mr. R e y n o l d s . I am only putting it to you as a matter to think 

over. I want to get it into the record, and I want you to give care­
ful consideration to it. In our city and all over this country there are 
industrial enterprises that have been assisted in their development 
and growth very largely by the dependence on these lines of credit 
received through the larger banks throughout the country, and if we are
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left in a condition that we must discontinue that, then it is a matter 
for you to decide how best to solve the problem so that they can go 
ahead with their business. I know you want to solve it for them. I 
am only bringing this point up as one that I have not seen any solu­
tion for in the bill. I have no doubt but it can be worked out.

Senator H itc h c o c k . D o you  mean to take the position, Mr. 
Reynolds, that this would be a permanent embarrassment to the 
banks and to the borrowers or only a temporary embarassment 
while the new system is being put into operation ?

Mr. R e y n o l d s . I did not describe it by the words “ permanent 
embarrassment.” I hope you will not get it in the record as putting 
me quite in that light. It will be no embarrassment to the banks, 
because the banks will very quickly adjust themselves to changed 
conditions, if they are a party to this plan. Then the public itself 
will have to adjust itself to the new conditions. If those people who 
have had to borrow $50,000,000 under the new order of things, are 
only able to borrow a part of that amount they will have to restrict 
their business. If that is best, that will be satisfactory to me. But, 
as I say, it is a matter that will have to work itself out, and it gets 
back to the public, as I have said two or three times before. What­
ever you do, the bankers are going to be all right, because they are 
going to adjust their affairs to conditions, but I hope general business 
will be protected.

Senator H it c h c o c k . Let me ask you some serious questions for the 
purpose of developing this thought.

Mr. R e y n o ld s . Yes, sir.
Senator H it c h c o c k . The Treasury statement shows there are at 

the present time about $400,000,000 of country-bank deposits in the 
city reserve bank. A large portion of this would be withdrawn, under 
the terms of this bill, in the 12 reserve banks. Where would the 
reserve city banks get the $100,000,000 or $200,000,000 which they 
would be compelled to turn over to the reserve banks ?

Mr. R e y n o l d s . I think I can anticipate all of the questions along 
that line. I intended to go ahead a few words and sit down, but 
Mr. Hill urged me to go ahead.

I will say that, in the consideration of this matter, I have prepared 
some figures which I want to put into the record, containing my esti­
mates as to just what the effect of putting this bill into operation 
would be, after the full transitory period had passed.

Senator H it c h c o c k . The bill without amendment ?
Mr. R e y n o l d s . Yes. We have in the banks of the country as of 

date June 4, 1913------
Senator N e ls o n . Do you mean the city banks ?
Mr. R e y n o l d s . No; national banks only.
The deposits on June 4, 1913, are divided as follows----- - .
Senator N e ls o n . Do you mean State banks ?
Mr. R e y n o l d s . No; national banks only. Country banks, 

$3,610,000,000.
Senator N e l s o n . That is in the reserve banks or regional banks ?
Mr. R e y n o l d s . I beg your pardon.
Senator N e l s o n . Y ou mean the deposits in the regional banks?
Mr. R e y n o l d s . No; I am talking about our present system now 

for the purpose of making a comparison.
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Reserve city banks..................................................................................  $1,945,000,000
Central reserve city banks......................................................................  1,569,000,000

7,124,000,000

Reserves carried....................................................................................... 1,455, 700,000

Of which—
Lawful money was....................................................................  913,000,000
Amount due from banks...........................................................  542, 700,000

Total........................................................................................ 1,455,700,000

Detailed statement.
Country banks, 15 per cent:

Cash...................................................................................................  $266,000,000
Due from banks................................................................................  310,000,000

576,000,000

Reserve city banks, 25 per cent:
Cash...................................................................................................  242,000,000
Due from banks................................................................................  232, 700,000

474, 700,000

Total reserve, city banks, 25 per cent, cash...............................  405,000,000

Total.
Cash in vault. Due from banks.
$266,000, 000 $310, 000, 000
242.000.000 232, 700,000
405.000.000  
----------------- 542, 700,000
913,000, 000 
542, 700,000

1,455, 700,000
This amount equals 20.95 per cent.
Actual lawful money reserve, 12} per cent.

Assuming deposits with our present banks would continue the same as 
they now are and deducting amount to meet the changed conditions 
on account of change in reserve requirements when the plan would 
be fully operative, three years after the passage of the bill, deposits
would be...............................................................................................  $6, 581,000,000

Divided as follows:
Country banks............................................................................ 3, 610,000,000
Reserve city banks....................................................................  1, 635,000,000
Central reserve city banks........................................................  1,336,000,000

6, 581,000,000
Now, I am taking present figures as to volume of business, with 

only such changes as the law would make, and I only offer them as 
my belief as to the condition that will exist at that time.
Reserve that would be required.................................................................$968,220,000

As follows:
Lawful money in vault................................................................. 447, 890,000
Credits with Federal reserve bank-;...........................................  520,330,000

Total...........................................................................................  968,220,000
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Detailed statement:
Country banks, 12 per cent—

Cash................................................................................................  $180,500,000
Federal reserve banks...................................................................  252, 700,000

Total............................................................................................ 433,200,000

, Reserve city banks, 18 per cent—
Cash................................................................................................  147,150,000
Federal reserve banks...................................................................  147,150,000

Total..........................................................................................  294,300,000

Central reserve city banks, 18 per cent—
Cash................................................................................................  120,240,000
Federal reserve banks...................................................................  120, 240,000

Total............................................................................................ 240,480,000

Totals.
Credit in 

Federal reserve 
Cash in vault. banks.

$180, 500, 000 $252, 700, 000
147,150, 000 147,150, 000
120, 240,000 120,480, 000

Cash...................................  447, 890,000 520,330,000
Federal reserve banka___  520,330,000

Total.......................  968,220,000
Reserve required in lawful money, 6.8 per cent.

Senator H itc h c o c k . That is a loss of $650,000,000 in reserves %
Mr. R e y n o l d s . It is not a loss of that much— $465,000,000 actual 

money. I will come to that here. Counting reserve of 33J per cent 
in lawful money, which Federal reserve banks would be obliged to 
carry, against the $520,330,000 that banks would carry with them, the 
reserve in lawful money against deposits in both classes of banks 
would have to be $621,300,000, or 8.7 per cent. As a minimum, it will 
be seen that the amount of lawful money banks would then have on 
hand would be $447,900,000, as compared to $913,000,000 under 
existing laws.

Senator H itc h c o c k . That is, the banks instead of turning over 
cash would turn over new paper ?

Mr. R e y n o l d s . Customers’ notes to that extent.
Senator H itc h c o c k . Under their endorsement ?
Mr. R e y n o l d s . Yes, sir.
This would release $465,100,000 in lawful money, which banks 

could use in depositing their reserves in Federal reserve banks. 
Assuming that all the national banks would go into the systems, they 
would be obliged to place with those banks the following amounts:

On account of subscriptions to capital in Federal reserve banks, 
$105,000,000; reserves, $520,330,000; total amount to be controlled, 
$625,330,000.

Now, in addition to this amount we will assume the Government 
would have on deposit with national banks an additional $75,000,000, 
which they would no doubt have to give up, since it is estimated there 
would be $200,000,000 of Government funds deposited in the Federal 
reserve banks. The total amount necessary for national banks to
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furnish by time plans would become fully operative would be 
$700,330,000.

Just how such a vast sum could be paid into the Federal reserve 
bank and the effect it would have on business has been the cause of 
much speculation. It seems to me that the most natural as well as 
practical way would be as follows:

Inasmuch as under the new requirements for reserves that will 
have been made effective, the amount of lawful money now carried 
by banks in excess of amount that will then be required, or 
$465,100,000, can be turned over to the Federal reserve banks without 
inconvenience, and the balance of the amount necessary to furnish 
the $700,330,000 required can be rediscounts of $235,230,000. A t . 
that point the Federal reserve banks would have $465,100,000 in 
lawful money against which they would have loaned to national 
banks $235,230,000.

The Government in completing its deposit of $200,000,000 will pay 
into the Federal reserve banks an additional $125,000,000 in gold. 
That will make the holding of gold, or lawful money, by the Federal 
reserve banks $590,100,000, and the combined statements of those 
banks would be about as follows:
Liabilities:

Capital................................................................................................... $105,000,000
Deposits—

Banks.............................................................................................. 520, 000, 000
United States Government........................................................... 200, 000,000

825, 330,000

Resources:
Loans.....................................................................................................  235,230,000
Cash.......................................................................................................  590,100,000

825, 330. 000
This would give the Federal reserve banks a lawful money «reserve 

of 81 per cent, and with a reserve requirement of 33J per cent would 
give it an ability to extend credits to banks on rediscounts of 
$810,000,000 in addition to the $235,200,000 above referred to.

That is my deduction of the result as to how this bill would work 
out in actual practice.

Senator H itch co ck . That is, providing for the issue of no notes ?
Mr. R e y n o l d s . I do not care anything about the issuing of the 

notes; that has nothing to do with the statement. I give the figures
I want to draw my facts against.

Senator H itch co ck . It would make a difference in reserves if you 
figure 80 per cent there.

Mr. R e y n o l d s . For $200,000,000 or $300,000,000 it would be left 
with that percentage—81 per cent reserve over all liabilities to that 
point. If it issues $300,000,000 of notes, it would have less of 
reserves.

Gentlemen, I have been delegated to ask you to make a modifica­
tion in the section of the bill relating to these reserves, and our com­
mittee adopted the resolution authorizing us to present it to you for 
the reason that the claim was so insistently made by the bankers 
from country towns that it would have to be done to make the plan 
fair to them, and I appear before you for that purpose.
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Fearing that the withdrawal of such a large sum from the banks 
will seriously disturb the credit relations between them and their 
customers, and believing there is no necessity for the Federal reserve 
banks to lock up so much money at the start, thereby impounding it 
and rendering it not available for public service, except through 
indirection of rediscounting by the banks, and with a view of making 
the plan less onerous to the banks in the country towns and ordinary 
reserve cities, the conference recommended that section 20 be stricken 
out and a new section be substituted providing that reserves shall be 
held against net deposits according to the present system and against 
time deposits maturing in 45 days, according to the following system:

Country banks: Reserves of 12 per cent, 4 per cent in vault, 4 per 
cent witn Federal reserve banks, and 4 per cent with approved 
reserve agents, as at present.

Reserve city banks: Reserves of 18 per cent, 6 per cent in vault, 
6 per cent with Federal reserve banks, and 6 per cent with approved 
reserve agents.

Central reserve cities: Reserves of 20 per cent, 10 per cent in vault, 
and 10 per cent with Federal reserve banks. The changing over of 
reserves to be accomplished gradually as follows: One-third in 60 
days, one-third in 14 months, and one-third in 26 months. Under 
this plan the following would be the result:

We recommend that reserves in central reserve cities be increased
2 per cent, for the reason that if you adopt our recommendation, we 
would still act as reserve depositary for a considerable amount of 
money, and we felt that in justice to the situation that our own 
requirement in central reserve cities should be increased 2 per cent. 
If you do not grant our petition in this respect, then we do not see 
any necessity for making any distinction between the ordinary and 
the central reserve cities. The distinguishing difference between 
our recommendation and the plan as it is provided here is that we 
have asked that you allow one-third of the 12 per cent of country 
banks, and one-third of the 18 per cent of ordinary reserve city banks 
to be continued as reserve balances for those institutions rather than 
to require that it should be held in their own vaults and in the vaults 
of the Federal reserve banks.

Senator N e l so n . May I ask you a question right there ?
Mr. R e y n o l d s . Yes, sir.
Senator N e l so n . Why would it not be better to limit the reserves, 

making it a good deal smaller and to have each bank retain its own 
reserves—make it a small amount, and not have a reserve in other 
banks ?

Mr. R e y n o l d s . Divide the efficiency, or rather you impair the 
efficiency of money when you do that. You get closer and closer to 
the old practices when you paid a hundred cents on a dollar in actual 
money m every transaction.

Senator N e l so n . Suppose you only require country banks to 
keep 5 per cent reserve and to keep it in their own vaults, and sup­
pose you let banks in the central reserve cities keep only 10 per cent 
and keep it in their own vaults ?

Mr. R e y n o l d s . That would overcome that objection.
Senator N e l so n . Suppose you had at the central reserve banks 

15 or 20 per cent, as you might say. If you reduced it you would
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have a real reserve; each bank would carry its own reserve and would 
not have to be dependent on any other bank. There would not be 
any interlocking of reserves.

Mr. R e y n o l d s . Y o u  mean b y  that, then, not to provide some sys­
tem  to which they could go in emergencies for additional help ?

Senator N e l s o n . If country banks were depositing with city banks, 
and city banks were depositing with central reserve city banks, there 
would be no impediment; they would have to keep exchange moneys 
just the same, but why not, if you want a reserve, make it an actual 
reserve in the bank ?

Mr. R e y n o l d s . Senator, will you let me finish, and I will try to 
answer your question ? It conforms to an idea that I want to express 
along this line anyway.

I have made a sketch of the plan as I believe it will be, so far as 
the banking condition would be concerned, at the end of three years 
after this system would become entirely operative, to show what con­
ditions would be at that time, and without going into details I would 
say that it would result as follows:
Deposits would be..................................................................................  $6, 800,000,000

As follows:
Country banks......................................................$3, 610, 000, 000
Reserve city banks..............................................  1, 800, 000, 000
Central reserve city.............................................  1, 390, 000, 000

----------------------  6, 800, 000,000
Reserve required....................................................................................  1,034,700,000

As follows:
Lawful money in vaults......................................  391, 200,000
Due from Federal reserve banks......................... 391, 200, 000
Due from national banks.....................................  252, 300, 000

----------------------  1,034, 700,000
Detailed statement:

Country banks, 12 per cent—
4 per cent cash...............................................  144, 300,000
4 per cent Federal reserve bank.................. 144, 300,000
4 per cent national banks............................. 144, 300, 000

----------------------- 432, 900, 000
Reserve cities, 18 per cent—

6 per cent cash..............................................  108, 000, 000
6 per cent Federal reserve bank.................. 108, 000, 000
6 per cent national bank..............................  108, 000, 000

----------------------  324, 000, 000
Central reserve cities—

10 per cent cash............................................  138, 900, 000
10 per cent Federal reserve bank................  138, 900, 000

----------------------  277, 800, 000

Total cash. Federal reserve 
banks.

National
banks.

£144,300,000
108,000,000
138,900,000

$144,300,000
108,000,000
138,900,000

$144,300,000
108,000,000
252,300,000

391,200,000 391,200,000

The lawful money required as reserves for national banks wmild 
be $391,300,000, which would release $521,800,000 of the $913,000,000 
lawful money now carried.

9328°—S. Doc. 232, 63-1—vol 1------17
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National banks would be required to furnish funds as follows:
Capital stock................................................................................................. $105, 000, 000
Reserves at Federal reserve banks.............................................................. 391, 200, 000
Assume Government deposits.....................................................................  75, 000, 000

571, 200, 000

Turning in lawful money of $521,800,000 would require rediscounts 
of $49,400,000, add to cash of $521,800,000 the amount of Govern­
ment deposits in gold, $125,000,000, and the Federal reserve banks 
will have $646,800,000, and the statement of the Federal reserve 
banks would be about as follows:
Liability:

Capital....................................................................................................$105,000,000
Deposits.................................................................................................  591, 200, 000

696, 200, 000
Resources: = = = = = = = =

Loans...................................................................................................... 49, 400, 000
Cash........................................................................................................  646, 800, 000

696, 800, 000
Thus being able to expand credit $1,291,000,000.
This plan differs from that covered by the bill in that under it 

banks in country towns and reserve cities would have the right to 
count as reserve $252,000,000, upon which they would get 2 per cent 
interest or $5,040,000 per annum.

Senator N el so n . I s not that really the result of adopting the 
present system ?

Mr. R e y n o l d s . Yes; it reduces pyramiding of reserves, and I say
pyramiding” to conform to the general phraseology, because people 

discuss it in that way—about $290,000,000, or about 55 per cent.
Senator N el so n . Still it keeps up the system ?
Mr. R ey n o l d s . Yes; to a certain extent. My theory and the 

theory of the people who made this recommendation was that while 
we might agree with you in principle that the pyramiding of reserves 
was not a proper banking principle, still we have a condition and not 
a theory, and our theory in asking for this change is that we may be 
given more time to comply with the change which is being provided 
for in this bill as it now stands.

Answering your question about the concentration of these balances 
at central points I want to diverge a little and say what I had not 
intended to say, namely, that I believe the reason for the greatest 
measure of efficiency that we have had under this national banking 
system, which was organized with a dual purpose of providing a 
banking system on the one hand and a market for the (government 
bonds on the other, has been because of the growing use of what we 
call “ country checks,” which are instruments of credit in our business. 
The tendency for the use of checks rather than money has grown to 
such an extent that we are to-day doing our business on 95 per cent 
of credit and the use of less than 5 per cent of actual money. In 
practice that has worked about as follows:

Formerly in the movement of the wheat crop from the Dakotas 
and the Northwest, or the cotton crops of the South or the wheat of the 
Southwest, it was necessary to send to those sections through central 
reserve banks, large sums of money to be paid out when those crops
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were brought into the market. As the growing use of checks was 
adopted in the communities where a development was taking place 
all the time and where more land was being brought under cultiva­
tion, the local people organized little banks ail through those sections 
of the Dakotas, Kansas, Missouri, Iowa, Nebraska, and you will find 
scattered all over those States a large number of small banks. Those 
banks number among their stockholders the doctors, merchants, 
and also the farmers of their communities. The result is that almost 
every farmer of any consequence in those neighborhoods is a stock­
holder in some of those banks, and through the process of evolution 
in the handling of our business, through which credit instruments 
have taken the place of the use of actual money, the farmer in Dakota 
who sells his wheat to-day goes to the bank in Senator Crawford’s 
town and exchanges it, not for money, but for credit. He accepts 
a check on a bank for his wheat. The farmer in turn takes the 
check and deposits it to his credit at the bank, and pays his bills by 
checking against it. The value of his account in that bank to him at 
least depends upon whether or not his check will pass current where 
he wants to use it.

The natural tendency has been that the banker has gone into an 
active, energetic campaign to make those checks circulate just as 
widely as he can, thereby encouraging and increasing nondeposits and 
encouraging every farmer that he could to come in and open an 
account. In undertaking to do that he has tried to have his checks 
cover the whole area of the country, and through this process we 
are now handling hundreds of millions and billions of dollars worth 
of products of the soil of this country entirely by the use of these in­
struments of credit. The country banker believes that if you take 
away from him the right to make these checks available as readily 
as they are to-day for reserve and other purposes, that you are going 
to hurt him in the conduct of his business m his community and in 
his relations with the farmer.

As I have said before, we come to you and ask you to make these 
modifications very largely at the request of the country banker 
himself.

Senator N e l s o n . Mr. Reynolds, let me interrupt you.
Mr. R e y n o l d s . Yes.
Senator N e l s o n . The country banker can not check against the 

reserve money. He must have other deposits in the bank to check 
against.

Mr. R e y n o l d s . I wish that were true, because if it were we would 
not have any trouble.

Senator N e l so n . I s not that a matter of law—can he check against 
reserve money and withdraw his reserves ?

Mr. R e y n o l d s . Yes------
Senator N e l s o n . Suppose this country banker has all his re­

sources, except what he is required to keep in his own vault, in your 
bank and that was all he had on deposit, and he should draw that 
out by check.

Mr. R e y n o l d s . Yes; he would do it in this way.
Senator N e l s o n . He would be violating the law, would he not?
Mr. R e y n o l d s . I agree with you—technically but not literally. I 

think I can explain that to your satisfaction. Here is what would be 
done: He would go to the bank and say, “ I want a $10,000 Chicago
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draft.” The banker would have $10,000 or $12,000 at Chicago, and it 
might be $2,000 or $3,000 more than the legal requirement would 
make it necessary for him to carry, but he would nave to carry a 
reserve of $2,000 or $3,000 in order to give you that check. He goes 
to the grain merchant that night and he says:

I have got to have some Chicago exchange, and you are owing me some money, and 
I am carrying that grain. I will have to realize against your note. You must load 
up two or three cars of grain and send it into Chicago and draw your draft against the 
commission merchant, attach bill of lading, and make some exchange for me.

The minute he gets that draft attached to that bill of lading it is 
entered on his books, and in the meantime the cars of grain are started 
on their way to Chicago, which may be from one to four days’ distance 
from the shipping point, and it is a reserve, under the law, the moment 
he enters it on his books.

Senator N e l so n . But does it not after all amount to this in the 
long run, that in order to have a permanent checking account he must 
have some more deposit than his mere reserve ?

Mr. R e y n o l d s . As I say, it is a question of efficiency of reserve. 
If you can maintain through the enactment of law or through the 
establishment of some policy in business, which will establish a 
greater source of confidence in the community and in our business 
institutions, whv, yes; but, on the other hand, you can not reduce 
your reserve, Senator Nelson, to a point that will be dangerous 
without taking chances.

Senator N e l so n . Let me put you a case there. Take a country 
bank. Suppose he requires a country bank to have 5 per cent 
reserve, and no more, but keep it in his own vaults. All the other 
funds of the bank would be at his command, and it could keep as big 
an account with the bank as it saw fit—checking account. If, in 
addition to that, you required a country bank to put 7 per cent 
moie, in addition to the 5 per cent, with that bank, as a reserve fund, 
that is tied up, if the law is complied with; that is now available; 
it is only a benefit to your bank, but it is not a benefit to the country 
bank. Would it not be better for the country bank to say to it:

All but 5 per cent of your liability you can use freely; deposit it wherever you like 
and check against, but whatever little reserve you have you must keep it in your 
own vaults.

Mr. R e y n o l d s . I think you will recall that I made the statement 
that in my belief the scientific method of handling those reserves 
was to make no requirement. I would accept your amendment as 
not requiring that amount, because I think that every country bank 
should keep 5 per cent reserve in its own vaults.

Senator Cr a w f o r d . Would not Senator Nelson be assuming just 
directly the opposite of the whole theory of this proposed legislation, 
where it is claimed that all the reserves of the country could be in 
one central reservoir, mobilized so that they could be used to 
strengthen the weak spots here and there?

Mr. R e y n o l d s . Yes, sir.
Senator Cr a w f o r d . So that you could concentrate all of them ?
Mr. R e y n o l d s . Yes, sir.
Senator Cr a w f o r d . If Senator Nelson’s idea was carried out, that 

each bank’s reserve should be kept in its vaults and held there alone, 
would not that be just the opposite of this theory of mobilizing all of 
these reserves in one big central reservoir ?
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Mr. R e y n o l d s . It would; but in my opinion that would materially 
contract the amount of credit that could be extended safely. Any 
system that does not have some outlet for expansions of credit in 
times of need will be deficient.

Senator N e l so n . Mr. 11 1 ‘ecting, and rightly I

requiring the banks to enter the system; the other is the compulsory 
feature requiring the central reserve banks to supply the demand 
for money. Is there not some compulsion in this system of reserves 
in requiring a country bank to deposit this money with your city 
banks for the purpose of giving you a larger loanable fund and a larger 
workable capital? Is not that a compulsory law in principle as 
against the country bank?

Mr. R e y n o l d s . There is no such law. They may do it.
Senator N e l so n . Would they not do it?
Mr. R e y n o l d s . They may do it, if a man is conservative and 

applies your theory of maintaining reserves.
Senator N e l so n . Y ou do not come to the point. Under the law 

when you require a country banker to keep a certain amount of his 
reserves with you or some other bank, when you require the bank to 
do that whether it is willing or not, to enable you to gather up more 
funds to run your big banks and make your big million-dollar loans, 
is it not a species of compulsion as against the country bank ?

Mr. R e y n o l d s . N o ; because he does not have to do it to-day. 
There is no law that makes him keep it with the reserve correspondent, 
but he has the right.

Senator N e l so n . He can keep it in his own vault ?
Mr. R e y n o l d s . Absolutely; if he pleases, he can do so to-day. 

The bill under consideration is compulsory in that respect, so far as 
our deposits of these reserves go.

I must cease here, because Mr. Ilill wants to be heard, and we want 
him to be heard, but before doing so I want to touch one phase of 
this matter that has not been taken up, and I want to make a sug­
gestion for the consideration of the committee. It is this: Whether 
or not some of these questions—I don't want to be understood as 
saying I could pretend to settle them—but whether or not some of 
these questions might not be minimized through the adoption of 
something along this line, namely, that the national banks in taking 
stock in these Federal reserve banks, instead of taking all of their 
subscription of stock in the Federal reserve bank in the community 
in which it would be situated, or in the zone in which it would be 
situated, that they take a proportionate interest in all of the Federal 
reserve banks, wherever they are located.

In the first place, would it not take away something at least of 
the sting in not being allowed representation; would it not also do 
away to a certain extent with the onus of one Federal reserve bank 
being obliged to rediscount for another? For instance, if I own or 
my institution owns stock in all the Federal reserve banks in propor­
tion to my holdings of $105,000,000 of the entire capital of all and 
a condition would exist in this man's section at New Orleans where 
they needed more money, I would feel the need of protecting that 
just as much as the local man would; on the other hand, in Chicago 
or New York, where we would have a plethora of money which we 
would be glad to put out if it were safe to do it, would feel the same

think, to two features compulsory feature
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anxiety to loan that money to the Federal reserve bank voluntarily 
that I would if I was dealing with these banks on an individual 
basis. I only offer that as a suggestion. I would like you to think 
it over. I have nothing more to say now in favor of it.

Senator N e ls o n . That is a very good suggestion, Mr. Reynolds, 
but you overlook the fact that it would neutralize that theory to 
keep away from Wall Street and a central bank. If you allowed the 
big banks of New York to subscribe in these other regional banks of 
the country, there would be great danger that Wall Street might 
dominate it.

Mr. R e y n o ld s . Of course, I have a pair of glasses that can not 
give me a focus of that viewpoint, I am sorry to say, and I have been 
33 years in banking, and I have the first time-------

Senator N e ls o n . Y ou must take this in a Christian spirit.
Mr. R e y n o l d s . Certainly I will. [Laughter.] We will do that as 

far as we are able, but I have yet the first time to have anybody to try 
to influence me in the conduct of my business in its relations to some 
one else. I know that is a much-discussed question, and it is probably 
not best for me to try to discuss it here.

Senator N e ls o n . I do not want you to understand that that idea 
is bothering me.

Mr. R e y n o l d s . I understand. In the organization, we will say, 
5 of these Federal reserve banks which we have discussed and the 
problem of control, but if there was a general ownership, every bank 
that would go into the system would have a little ownership in each 
one of these banks, and the Federal reserve board should be made up 
of 11 instead of 7, of which the Federal reserve banks, 5 in number, 
should elect 5, the President appoint 5, and the Secretary of the 
Treasury should be a member ex officio.

I just wanted to put that in the record and have you think about it. 
I have nothing more to say on it.

Senator N e l s o n . Y ou could modify your plan so as to have each 
bank have one representative ?

Mr. R e y n o l d s . Yes; That would be a good idea. I feel I have 
already taken up a great deal more time than I should. You gentle­
men have been very patient this ^eek.

Senator N e l s o n . Y ou have been more patient with us.
Mr. R e y n o l d s . It has been a pleasure for us to be with you, I am 

sure, because we recognize the immenseness of the problem which 
you are trying to solve, and we believe you are doing, and we hope 
you will believe we are, the best we can to help work out something 
which will be absolutely just and fair in all respects, and which will 
be workable and which will reflect credit upon not only the adminis­
tration, but upon the American people, ana which will insure a con­
tinuation of tne prosperity that this great country enjoys. Possess­
ing as we do to-day 40 per cent of the banking power of the world, 
we are not beginning to wield the influence or exercise the prestige 
that we should in the world's business, and with the modification of our 
tariff law, which, if I interpret it correctly, will mean we must depend 
more upon our ability to do a world business than we have ever done 
before, it seems to me that we ought to correct our system of banking 
and currency so as to put us in a position where we could compete
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with the world financially. We ought not to pay tribute to England 
on every pound of coffee, tea, every pound of wool, and everything 
else that we import into this country.

Senator H it c h c o c k . If this bill is passed in anything like its present 
form, should there continue to be the distinction made between cen­
tral reserve cities and reserve cities ?

Mr. R e y n o l d s . There should be none if this bill passed in its 
present form.

Senator H it c h c o c k . If it is passed in its present form, a bank will 
be allowed to count in its reserve four-eighteenths of what is required 
in Chicago, St. Louis, or New York ?

Mr. R e y n o l d s . That is, after 36 months. My figures are based 
on the ultimate period.

Senator H it c h c o c k . What is the ultimate period ?
Mr. R e y n o l d s . Thirty-six months.
Senator H it c h c o c k . After 36 months, then, all of the reserve of 

the bank must either be in its own vault or with its central reserve 
bank?

Mr. R e y n o l d s . That is my understanding—regional reserve banks.
Senator B r is t o w . It is about lunch time, and we will want to ask 

Mr. Reynolds a good many more questions.
Mr. R e y n o l d s . I am very anxious, if I can, to get away at 3.10. 

I do not know what the prospect will be. I should be very much 
disappointed if I do mot. I have checked my baggage.

Senator B r is t o w . Y ou never ought to do that wnen you are attend­
ing a hearing, until after the hearing is over.

The Ch a ir m a n . I am sure the members of the committee, Mr. 
Reynolds, will not be here, on account of the conference which is to 
take place, and we particularly wish to hear you.

Mr. R e y n o l d s . Of course I will remain if you wish. I am not 
generally regarded by my friends as being a quitter; so, if I am 
wanted, I will remain.

Senator N e l s o n . Y ou are giving us much valuable information, 
and I  feel very much obliged to you, and I  hope you will stay with us.

Senator H it c h c o c k . In view of the fact that the Senate is to meet 
at 2 o’clock, and there will probably be some debate on Senator 
Weeks’s resolution, I move that we adjourn the hearing of this com­
mittee until 3 o’clock, with the possibility that we might not convene 
until 3.30.

(The motion was carried.)
The Ch a ir m a n . The committee will now take a recess until the 

hour stated in the motion.
(Thereupon, at 1.35 p. m., the committee took a recess until 3 

o’clock or 3.30 o’clock this afternoon.)

AFTER RECESS.

The Ch a ir m a n . The committee will come to order. Mr. Forgan, I 
understand that Mr. Hill will be the next witness. Mr. Reynolds 
will be heard after Mr. Hill gets through. It will only take a few 
moments, and then he will be open to cross-examination.
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STATEMENT OF HON. E. J. HILL, VICE PRESIDENT NATIONAL 
BANK OF NORWALK, NORWALK, CONN.

Mr. H il l . Mr. Chairman and gentlemen of the committee, the two 
topics which I have been requested to present to you are different 
in character, yet having some relation to each other. The first refers 
purely to the mechanical part of the bill. It is found in section 
16, and again referred to in the bill in section 21, the two provisions 
being somewhat in conflict with each other. The committee desir­
ing to assist in the preparation of this bill in every way that it 
could, thought it was their duty to point out this inconsistency. I 
will be but a moment or two in doing it.

The law was changed in 1874. It now provides that the 5 per cent 
redemption fund for national-bank notes, which previously had been 
held as an entirely separate fund, should be put into the general funds 
of the Treasury. This section 16 which you propose provides that 
all of the funds of the Treasury which are now classed as general 
funds shall be transferred as deposits to these reserve banks which, 
of course, would take the 5 per cent redemption fund, it now being a 
part of the general funds of the Treasury.

It is true that this redemption could be carried on by some one of 
the Federal reserve banks acting as the fiscal agent of the Govern­
ment. I will give you the statistical position of the fund in a moment, 
and without any argument submit the proposition on the statistics of 
the fund, that it would have to be by the Federal reserve bank, which 
is to be located in the city of Washington, or, much better still, 
continued as now by the Treasury Department with the present 
organization.

The Ch a ir m a n . Mr. Hill, in fact the demands on the Treasury at 
times exceed $35,000,000, do they not?

Mr. H il l . That is just what I am going to show. I am satisfied 
that your judgment will be that conditions make it impossible to 
divide up this fund among the banks, and have the work done with 
the economy and satisfaction which now characterize it. The pro­
posed bill distributes the fund but provides no new plan of redemp­
tion. The makers of this bill admit the necessity of its continuance 
when they require precisely the course of procedure for the redemp­
tion of the Federal reserve bank notes which is now going on with 
regard to the national-bank notes. But in the same bill they take 
out of the Treasury the machinery for carrying on national bank 
note redemption which they insist upon being put in operation by the 
Treasury with reference to the new notes. The two things are in 
conflict with each other.

The condition of that fund during the past year has been as fol­
lows—and I quote from the report of the Secretary of the Treasury:

The average amount of national-bank notes in circulation during the fiscal year was 
$739,940,744, and the amount of such notes presented for redemption was $649,954,710, 
or 87.84 per cent of the average amount ou tstanding. The national-bank notes assorted 
and delivered during the year amounted to $645,011,311, of which $198,550,800, or 
30.78 per cent, were returned to the respective banks of issue for farther circulation. 
Redemptions of national-bank notes during the year have been constantly in excess of 
the 5 per cent fund required under section 3 of the act of June 20,1874, to be kept by 
the banks on deposit in the Treasury of the United States for the redemption of their 
notes. Consequently that fund has been overdrawn during the whole year and the 
Treasury has had to advance payment for notes as they were presented out of the 
general fund. The largest overdraft was $26,927,389.52, on February 3, 1912.

Senator H it c h c o c k . This overdrawing is something new, is it not ?
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Mr. H il l . N o, sir. It has been overdrawn 12 years out of the past 
21. It is utterly inadequate to meet the requirements for the re­
demption of national bank circulation. I am going to show that.

Senator P o m e r e n e . What do you mean by that statement, “ dur­
ing 12 years out of 21 years it was overdrawn” ?

Mr. H il l . Yes, sir. If the gentleman desires to see the figures------
Senator P o m e r e n e . Oh, no; I  do not ask that.
Mr. H il l . I have the report of the Treasurer here, showing that 

for 12 years out of 21 years this fund has been overdrawn.
The Ch a ir m a n . Fifteen millions has been overdrawn, has it not ?
Mr. H il l . Oh, yes; twenty-six millions.
Senator Sh a f r o t h . The large amount that you have specified 

there as having been presented to the Treasury for redemption; was 
that presented to the Treasurer for the purpose of retiring the cir­
culation ?

Mr. H il l . I will give you exactly what was given to the owners 
as a substitute for that circulation. I have it all here.

Senator H it c h c o c k . Before you leave that point I would like to 
ask what per cent would be adequate if 5 per cent is inadequate?

Mr. H il l . I will take that up, too, under the new note provision, 
which will be my next subject.

There is to-day—or was a month ago—$43,889,222 of national- 
bank notes down here in the Treasury to be paid for by the banks, 
and I presume the condition is the same to-day.

Senator N e l s o n . What Mr. Hill means, Mr. Chairman, is with 
reference to notes of banks which have gone out of existence.

Mr. H il l . No; the notes of such banks are carried in what is 
known as the national bank note redemption fund. I am referring 
only to the 5 per cent redemption fund.

The Ch a ir m a n . Yes; I understand.
Mr. H il l . It is an important part of this to show where these 

redemptions come from. Three hundred and twenty-seven million 
and a little more have come from New York City, 47 million from 
Boston, 43 million from Philadelphia, 13 million from Baltimore, 
71 million from Chicago, 14 million from Cincinnati, 29 million from 
St. Louis, 6 million from New Orleans, and 95 million from all other 
places.

Senator H itc h c o c k . Do you mean they represented the notes of 
banks ?

Mr. H il l . Presented by those banks.
Senator H itc h c o c k . Were they the notes of those banks ?
Mr. H il l . Oh, not at all; there is no distinction made until the 

notes get down here. That would be one of the troubles in connec­
tion with the 12 reserve banks.

Senator H itc h c o c k . They send in indiscriminately notes from all 
over the country ?

Mr. H il l . Yes, sir. With more than 7,000 national banks and 
with the enormous transactions shown, it is manifest that all redemp­
tions must be in one place. Each bank when national-bank notes 
are received over the counter separates its own and bulks all others 
for exchange for reserve credit with its reserve agent, and the reserve 
agent forwards them in bulk for redemption and exchange for legal 
tender. That is your process, is it not, Mr. Forgan ?

Mr. F o r g a n . Yes, sir.
Mr. H il l . And yours, Mr. Reynolds 1
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Mr. R e y n o l d s . Yes, sir.
Mr. H il l . T o distribute this 5 per cent fund among the Federal 

reserve banks and require them to make redemptions would enor­
mously increase the redemption charges. Of the 645 millions 
assorted during the year less than 200 millions were in good condition; 
417 millions were destroyed and reissued. The reissued notes 
were taken from the stock .printed here and kept on hand at the 
Bureau of Engraving and Printing, and the supplementary process 
completed in the Treasury Department and the record made. 
Twenty-eight millions destroyed and finally retired. It shows the 
necessity for the retention of the necessary funds for doing this work 
by the Government or some one central agency. Indeed, as stated, 
in providing for the redemption of the new Federal reserve notes, 
this bill calls for a 5 per cent redemption fund to be kept in the 
Treasury. The necessity for its continuance in the case of the present 
national-bank notes during the remainder of their life is manifestly 
far greater.

I want to call your attention to one other thing. The Senator 
from Minnesota (Mr. Nelson), so far as I can judge, during these 
hearings has advocated the reduction of the reserve, and I think the 
Chicago conference advocated the reduction of the reserve, and the 
bill itself advocates the reduction of the reserve. To the New 
England banks it does not make any difference whether you reduce 
it or not. You are looking at the question from one standpoint and 
we look at it from another. We have got to keep a larger reserve 
than is provided for in the bill. You can not say to a New England 
bank in a manufacturing community with its pay rolls made up 
every week that that bank can allow itself to run down to 10 or 12 
per cent. It has got to keep 20 or 25 per cent in a country bank 
m a manufacturing town with pay rolls weekly. The situation is 
entirely different from what it is m a farming community.

Senator H itc h c o c k . I want to ask you a question before you get 
away from that point. I want to ask you whether the presentation 
for redemption during 12 months of 87 per cent of this bank currency 
does not indicate that it is an inferior currency ?

Mr. H il l . It indicates that it is a rigid currency, not elastic. The 
first thing I ever had to do with a bank was when I was a boy. I 
had to sweep the bank out and count redemptions. Our redemptions 
averaged------

Senator H itch co ck  (interrupting). And under this bill we could 
naturally expect that the redemptions would run up to about 87 per 
cent ?

Mr. H il l . Oh, they would be once in six weeks.
Senator H it c h c o c k . Would be what ?
Mr. H il l . About once in six weeks.
Senator H itc h c o c k . So that they would be constantly presented 

for redemption?
Mr. H il l . Yes. Without redemption you have a perfectly rigid 

currency.
Senator H itc h c o c k . It simply goes in and comes right out again, 

I understand?
Mr. H il l . It comes in and goes out again to perform a new trans­

action. It might perform a transaction in Kansas and the next day 
perform a transaction in North Dakota.
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Senator H it c h c o c k . But all through the year we still have about 
$700,000,000 of national-bank notes ?

Mr. H il l . Oh, yes; either in use or idle in the vault of the bank.
Senator H it c h c o c k . Because the banks do not want them and 

want to get rid of them and want reserve money ?
Mr. H il l . Yes; they want to keep their own notes in use and ex­

change the notes of other banks for reserve money. Mutilated cur­
rency also must be exchanged for new notes.

Senator H it c h c o c k . Does not that argue in favor of providing an 
increase of the reserve money instead of providing an increase in 
inferior currency?

Mr. H il l . That is another matter. I  am merely giving the statis­
tical position of the 5 per cent fund now, and leave its disposition 
to the judgment of the committee. The facts will show as they are 
submitted here and you will find them in full detail in the Treas­
urer’s report. I thmk you will find that it will be impossible to 
make the change in the national-bank redemption business called 
for under the terms of this bill. I doubt the wisdom of changing 
the present plan.

Senator H it c h c o c k . The reason they are sent in for redemption 
so rapidly is because they are not legal tender ?

Mr. H il l . N o . That is only one reason.
Senator H it c h c o c k . What is the reason ?
Mr. H il l . They are not sent in fast enough. They go in to get 

legal tender and to keep their reserve credit at their reserve bank.
Senator H it c h c o c k . Yes. Now, if you provide legal tender------
Mr. H il l  (interrupting). That is only one reason. The other rea­

son is this: Each national bank, of course, wants to keep its own notes 
in circulation, and one of the inspiring causes for sending others in, 
aside from legal tender, is that if they can get rid of the other bank’s 
circulation it makes a gap to insert others.

Senator H it c h c o c k . But there has not been any increase in the 
legal tender; it is a nominal increase during the year. The banks can 
easily put out more legal tender, if they desire. All they have to do 
is to buy more bank notes, if they desire.

Mr. H il l . I do not want to exhaust m y  time on the 5 per cent 
redemption fund which I consider a comparatively unimportant 
topic; but let me call your attention to the terms of this bill, which 
I am sure you will amend in some way, where you propose to cut 
down the reserve of the country bank from 15 to 12 per cent. 
As a matter of fact, in most country banks you actually increase 
it, notwithstanding your proposed reduction from 15 to 12 per cent. 
Take a bank of $100,000 capital and deposits around $150,000 
to $200,000—certainly $150,000 would be fair for most New England 
country banks. You take away the privilege of counting this 
redemption fund as a part of our reserve, and yet we have got to 
keep it in lawful money.

Senator N e l s o n . But that is only 5 per cent on circulation.
Mr. H il l . But I have made the calculation on the basis of a bank 

with $100,000 capital.
Senator N e l s o n . The country banks have not taken out their 

circulation.
Mr. H il l . Most of the banks have. The city banks have not.
Senator N e l s o n . The country banks have ?
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Mr. H il l . But the city banks have not. The country banks, most 
of them, have taken out the circulation to the full amount of their 
capital; and it depends entirely on the ratio of their deposits to their 
capital as to whether you reduce the reserve or not, notwithstanding 
you have cut down the required amount from 15 to 12 per cent.

Senator H itc h c o c k . This redemption of their notes would be enor­
mously increased, would it not, it it were not for the fact that the 
State banks can hold them as reserves ?

Mr. H il l . Yes; the State banks do that. The trust companies can 
hold them. I do not think there are many States in the Union that

Erescribe that the reserve of State banks and trust companies shall 
e in legal tender. I do not think our law requires that New Eng­

land savings banks shall have legal-tender reserves. I think there are 
three savings banks in the town in which I live, a town of 26,000 
people, ana their deposits will run up to five or six millions. I 
think they are required by law to keep a 3 per cent reserve, but I do 
not think it specifies that it shall be in either gold, silver, green­
backs, or bank notes. That law has been enacted within five years. 
They were not required by law to keep any, formerly; but, of course, 
they are not institutions organized for profit; they are purely mutual, 
without any stock, the depositors ownmg them.

The Ch a ir m a n . Do you happen to know what percentage of these 
national banks' currency is sent in for redemption in a mutilated 
condition ?

Mr. H il l . Yes, sir. I  think 28 millions out of that lot was destroyed 
as unfit for circulation last year.

Senator Sh a f r o t h . H ow  much was sent in for retirement ?
Mr. H il l . There is now, I think, something like $20,000,000 of 

lawful money which could go into the Federal reserve banks with 
perfect propriety. Still, I think it would be better to keep it where 
it is. Twenty million dollars of lawful money reported in thi$ 
statement of July 1, which represents retired national-bank circula­
tion paid for in lawful money, and the fund is held here as a trust 
fund waiting for it to come in. A good deal of it never will come in, 
and the Government will get the profit of the loss or destruction. 
Whatever went down on the Titanic will be profit to the Government. 
The money has been held as another trust fund under the name of 
“ The national bank note redemption fund” .

The Ch a ir m a n . Under the Suffolk plan, which required this con­
stant redemption, to which you referred as the New England plan, 
there was no way provided for the redemption except sending it back 
to the bank and having it redeemed ?

Mr. H il l . It did not go. to the bank at all direct. It all went to 
the Suffolk Bank in Boston. There it was assorted, made up in 
bundles once a week and the notes of each bank sent home. It was 
my business to count these, and take out the soiled and torn notes, 
and do them up again according to the denominations ready to be 
paid out again over the counter.

The Ch a ir m a n . Under this bill, it being provided that the volume 
of the currency issued as Treasury reserve notes shall be limited to 
the commercial paper of like volume transferred, and that when 
that commercial paper is retired, like money, it shall be restored, 
would not that automatically retire such notes ?

Mr. H il l . Absolutely, unless other commercial paper was substi­
tuted, as the bill provides may be done.
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The Ch a ir m a n . Therefore that system would also serve to retire 
such outstanding notes, would it not—the system of retiring this 
commercial paper ?

Mr. H il l . Yes; unless substitution was made as stated. I  am 
going to talk along that line now.

My second subject is:
Why the notes should be issued by, and be in fact the obligations of, the Federal re­

serve banks instead of the Government.
I tried to boil this argument down to 15 minutes. It ought to 

take 30 days. [Laughter.]
In my judgment, the Government has no right to issue them in the 

form and manner which the bill proposes.
Under its sovereign power it can, through Congress, borrow money 

on the credit of the United States, coin money, regulate the value 
thereof and of foreign coin, and provide for the punishment of counter­
feiting the securities and coin of the United States.

These new notes are not money, not legal tender; they are to be 
loans of the credit of the whole people, for a usage charge paid by 
12 or more specific banks which are to be created.

Senator W e e k s . They can be made legal tender by act of Congress.
Mr. H il l . I do not think that would alter the situation materially 

if the same use was made of them; but under the terms of the bill—  
and I am discussing this proposition from the basis of the terms of the 
bill—they are obligations of the Government for which the United 
States has received nothing and for the payment of which at any 
time it assumes the responsibility looking to the Federal reserve bank 
to recoup itself. The notes, under the terms of the bill, would be 
unquestionably good if issued by the banks alone. Why should the 
burden of current redemption be placed on the Government and the 
banks also and the cost to the people greatly increased for both the 
loan and its responsibilities? Irredeemable Government demand 
notes are robbery and redeemable ones are dangerous and expensive.

The nations with which we will have to compete in the future have 
long since stripped themselves of the very burdens which we propose 
to assume needlessly. Why should we not profit by their experi­
ence? Great Britain coins gold as full legal tender, silver as sub­
sidiary coin, and stops there. The Bank oi England issues its notes 
and is bound, by redemption in gold, to maintain their parity.

Germany, with true German persistence and thoroughness, has dug 
herself out of the morass of the different State system of fiat money 
and, like England, is now coining full tender gold and limited tender 
silver, and the Imperial Bank issues bank notes and maintains their 
parity by gold redemption.

The Bank of France issues the circulating notes, and redeems them 
in the coin of the realm. .

They stand on solid ground, stripped to the waist for the keen con­
test which is sure to come under our new revenue policy, throwing 
upon the banks the burden of securing and maintaining a sufficient 
supply of the world's redemption money—gold. ^

What we ought to do, in my judgment, and do it now, is to adopt a 
like policy here, and so meet them face to face with a footing as sure 
as their own.

This bill puts the Government squarely into the banking business, 
as a business for profit, and every cent of the cost of the business and
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profit as well will in the end be paid by the consumer of foreign and 
domestic products.

A bank is organized to loan credits. A government is not. A  
bank has convertible assets to meet its liabilities. A government has 
nothing but its taxing power. A bank note is in effect a check at 
sight upon the bank reserve, and in practice is exchanged as a demand 
credit mstrument for the promissory notes of its customers, payable 
at fixed dates.

A wise adjustment of due dates of loans, coupled with long expe­
rience as to the life of the bank note, fixes the amount of reserve 
necessary to be held against them. The security for their payment 
is the reserve, the distributed payment of customers’ time notes, and 
the capital and surplus of the bank as a margin.

A government possesses no such margin of safety in the form of 
capital and surplus. It has no constantly inflowing stream of assets, 
except its revenues, which have, by appropriations, been pledged in 
advance to other uses. It possesses none of the functions of a bank, 
and there is no reason why it should have them, for it deals with past 
expenditures of its own, while banks handle future commercial trans­
actions of its customers.

The authors of this bill, evidently desiring to put the general credit 
of the Government behind the credit instruments which the Federal 
reserve banks may use, have invested the Federal reserve board with 
all the note-issuing power of a central bank and made them the judges 
of the pledged collateral security for the issues, and with the first lien 
on all the assets of the Federal reserve banks which the law gives the 
final payment of the Government notes will be unquestionably secure, 
for aside from the pledged security and capital and surplus of the 
Federal reserve banks every dollar of the reserve deposits of all the 
member banks becomes by that lien an additional guaranty of the 
skill, ability, good judgment, and banking experience of the Federal 
reserve board and of their intimate knowledge of the credit of the 
pledged collateral.

The final payment of the Government obligations will be certain, 
but it would seem to me that in an honest effort to reform our cur­
rency system and to make it more elastic and responsive to trade 
requirements the bill tends to a complete control by the Government 
of the individual credit of the people. Our people in New England 
look at it in that way.

Personally, I do not think this is necessary or wise, or that it is a 
proper function of Government under our system. Iii my judgment, 
the machinery by which the bill proposes to do this will not work 
in actual practice. The note issue must either be by the banks or by 
the Government. It can not be by both and maintain current 
redemption except at enormous cost; and without such current 
redemption a credit instrument put out .to circulate as money but 
without the legal tender quality is of little use, regardless of the 
certainty of its final payment and retirement.

In effect, as originally prepared and as last published in the papers, 
the currency note which the bill contemplates is a joint and several 
note of the General Government and 12 Federal reserve banks 
redeemable at the Treasury in Washington and by all of the Federal 
reserve banks in gold, on demand. It is a legal tender to any of them, 
by any individual and by all of the 25,000 banks of the country.
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The amount of the issue is unlimited except in the judgment of the 
Federal reserve board.

Is it not clear that each one of these parties to this obligation, 
regardless of their final responsibility to each other, must be ready at 
all times to currently redeem whatever portion of the entire issues may 
be presented in the ordinary course of business, and in times of 
stress and emergency to redeem in very much larger amounts ?

I think every one of you will admit that.
Under these circumstances the reserve provisions and redemption 

power of each of the parties becomes all important. What are they ?
First, the Federal reserve bank. The notes are loaned to it by the 

Federal reserve board on an interest charge fixed by them. Col­
lateral is segregated in the vaults of the bank itself, and no reserve 
is required until the notes are actually paid out, and then only to 
the amount of one-third of the notes paid out by it.

In those parts of the country where bank capital is superabundant 
and deposits are large, by reason of business being conducted on 
actual investment, rather than being based on future contingencies, 
it is fair to assume that the Federal reserve bank so located may see 
neither profit nor necessity for taking out notes, and consequently 
will have no need whatever for a note reserve in the performance of 
its duty toward its locality. And yet its responsibility in law for 
current redemption of notes issued by other banks is just as great as 
is that of the Federal Treasury, which compels all of the issuing 
banks to maintain a redemption fund of 5 per cent with it.

Second, no matter where located, each Federal reserve bank is 
only required to maintain a redemption reserve of one-third of its own 
actual note issues, but assumes the burden of responsibility of re­
demption of the notes of alt the other banks. Would not such a 
redemption system break down in the first approach of panic, or 
general liquidation of foreign and domestic credits?

Third, the Federal Treasury is also responsible for the payment in 
gold on demand of all of the nptes which the Federal reserve board 
may have authorized, reserving to itself the right to require a deposit 
in the Federal Treasury of 5 per cent of the amount so authorized, 
whether the notes have actually been paid out or not by the Federal 
reserve banks, or even if they are stored in their own vaults for 
future use.

I do not want to misrepresent anything. This bill as first brought 
out, gentlemen, was a straight gold-redemption bill and announced 
in the papers as an administration measure, and I held up both 
hands in joy. The redemption machinery was not satisfactory. The 
reserve provisions were changed and the new bill published in the 
Journal of Commerce in its issue of the 25th of July, and then changed 
again and published in the New York Evening Post of August 11, 
providing for redemption in lawful money, which means gold, silver, 
or greenbacks. I do not knoW why these changes have been made 
four times since the bill was drafted. I am simply discussing now 
the basis on which I hope this committee will finally put the bill 
through as it started, as an administration measure, with the notes 
redeemable in gold.

Senator H itch co ck . What does “ lawful money” mean?
Mr. H il l . Gold, greenbacks, or silver—nothing else.
Senator H itch co ck . Of course, greenbacks are as good as gold, 

are they not?
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Mr. H il l . Silver dollars are also the equivalent of gold if their 
parity is maintained by exchangeability for gold under a Treasury 
order, to which I shall refer before I get through.

Is 5 per cent enough? If so, why is the bank required to keep 
intact a 33J per cent reserve? With these notes made the direct 
obligation of the Government, instead of the banks, and redeemable 
on demand in gold by the Treasury, no man can point to any differ­
ence in the redemption responsibilities of the Treasury between this 
new greenback and the old one, of which we have 346 millions still 
outstanding.

Understand me, I am referring to current redemption.
The bitter experience of the past has taught us that a $100,000,000 

fund, or 29 per cent of the whole, was not sufficient to maintain their 
parity when the demand for gold became urgent, and $250,000,000 
of bonds marketed at great cost are a monument to the unwisdom 
of issues of Government demand obligations.

Senator N e l so n . But that was chargeable to the silver-purchasing 
clause.

Mr. H il l . Yes; and the deficiency in the revenues. Who knows 
whether there will be a deficiency again ?

Senator N e l so n . Y ou could not charge them to the greenbacks.
Mr. H il l . I  am saying that the current redemption responsibilities 

of these two classes of notes, so far as current redemption is concerned, 
is indistinguishable. By the gold standard act of March 14, 1900, 
the reserve against the 346 millions of the old greenbacks was in­
creased to 150 millions, or 43 per cent, and with it authority given 
for an unlimited bond issue besides. With identical responsibility 
for redemption at the Treasury, and with the Treasury stripped of all 
other current funds by compulsory deposit of them in the banks, who 
can justify pinning the credit of the Nation to a 5 per cent redemption 
fund, for the one issue, and the maintenance of 43 per cent reserve 
for the other? The 5 per cent redemption fund for national-bank 
notes is cited as such justification. The argument is not a good one. 
The conditions of that fund for the past year have been explained. 
There has not been a minute when it has not been overdrawn, the 
overdraft running as high as 26 millions in February and ending the 
year with an 8-million deficit.

The statements of August 1 shows almost 44 millions of national- 
bank notes in the Treasury to be redeemed by the banks, and only 
26 millions to the credit of the 5 per cent redemption fund. And this 
is in a normal business year.

Soon after the panic of 1907 and when currency had again become 
redundant, when studying the provisions of the Vreeland-Aldrich 
bill, I visited the redemption bureau of the Treasury and saw there 
a room full of national-bank notes, piled against the walls to the 
ceiling, sent back for redemption. My recollection is that there were 
more than $40,000,000, unassorted, paid for by the Treasury, waiting 
to be separated and charged up in the respective amounts, for which 
each of the 7,000 national banks was liable.

There is one trouble. They have got to assort them and separate 
them, and it may be weeks and weeks afterwards before they get their 
remittances from the banks.

Senator N e l so n . Suppose the notes are retired when redeemed, 
like the Bank of England notes?
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Mr. H il l . They have got to be assorted. There are 7,000 national 
banks, and it takes time to do it when they come in in bundles.

Why, Mr. Chairman, I saw bundles of notes down there in the 
original packages in which they were shipped, with the strings uncut, 
and with the Treasury seal on them, sent out in the latter part of the 
panic of 1907, and when the panic was over immediately returned for 
redemption, unused.

From the report of the Treasurer for 1912 I imagine the conditions 
are not very different now, for he strongly urges the necessity for 
increasing the fund. But the difference in the character of the two 
issues is very great. The national bank circulation is practically a 
loan on the Government bonds, by which they are secured and to 
carry the profit of more than 1 per cent above the normal discount 
rate. No reserve is required against it, and it has become a fixed 
and rigid part of our circulating medium. Its average life last year 
was 7 months. The issue under this bill is taxed at its source, and 
the redemption forced under the provisions of the bill. It is practi­
cally an emergency circulation, securing its elasticity by frequent 
redemption and retirement and reissue.

The gold standard act of March 14, 1900, made a dollar consisting 
of 25.8 grains of gold, nine-tenths fine, the standard unit of value, 
and declared that all forms of money issued or coined by the United 
States should be maintained at a parity of value with this standard, 
and that it should be the duty of the Secretary of the Treasury to 
maintain such parity.

No backward step should now be taken.
The requirements of trade will send the great bulk of these notes, 

as in the case of national-bank circulation, but with accelerated speed, 
through New York City into the Federal Treasury, and unless the 
gold-standard act is to be in effect repealed, they must there be 
redeemed by the Treasury in gold, and the burden of securing and 
maintaining the gold supply of the country, now borne by the Treas­
ury, very materially increased.

By making the note issues the obligations of the Federal reserve 
banks, and each one responsible for the gold redemption of its own 
issue, the burden would be placed where it belongs, upon the banks 
which receive the benefit and where the facilities for carrying that 
burden exist.

We have now, as Treasury obligations, in round numbers, green­
backs, $346,000,000, redeemable in gold; national-bank notes, $725,- 
000,000, redeemable in legal tender; silver dollars, $565,000,000, ex­
changeable for gold; making a total of $1,636,000,000.

Immediately after the passage of the gold-standard act, making 
it the duty of the Secretary of the Treasury to maintain the parity 
of all forms of money issued or coined, Mr. Gage was asked the 
question:

How do you propose to perform your duty with reference to the silver dollars?
His reply was that there was only one way in which it could be 

performed, and that was to make them exchangeable for gold on the 
demand of any citizen of the United States; and the order was issued, 
and my recollection is, or my impression is—and I would be glad to 
have the committee ascertain the fact—that it is still in existence in 
the Treasury Department, and the Treasury Department is per­
forming that function. That is responsible for 565 millions.
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Senator N e l s o n . I s there any record of silver dollars presented 
for redemption in gold ?

Mr. H il l . Are there any such cases ?
Senator N e l s o n . Yes, sir.
Mr. H i l l .  I do not know. I do not know whether any records 

have been kept by the Treasury Department. That could be ascer­
tained. I would be very glad if the committee would ascertain that 
from the Treasury Department.

This bill proposes an unlimited issue of further Government demand 
obligations to be superimposed on such a foundation as this.

Tne Bankers’ Association proposes that the Federal reserve banks 
make their own obligations, secured bv the same collateral, with a 
reserve of 40 per cent in gold instead of 33 J, and bear all the burden 
and cost of redemption.

These men ask it, not for profit to themselves, for not a dollar 
of these notes will be issued by them, but all will be the obligations of 
the one or more Federal reserve banks which the bill creates.

The existing banks ask it for the common good, and in the honest 
belief that the world's experience and our own for the past 50 years 
should not be ignored.

That is all I have to say, gentlemen.
Senator H it c h c o c k . The question was asked whether or not silver 

was sent to the Treasury for exchange in gold.
Mr. H i l l .  I do not know. But I will state to you, in my judgment, 

that with an unlimited issue of paper money, redeemable in silver or 
greenbacks, the first tendency or the gold now in the United States 
would be to leave the country, and silver dollars would very soon be 
presented for exchange for gold, if they are not now.

Senator H itc h c o c k . D o you think that any quantity of bank notes 
would be injected into the currency which would result in driving 
gold out of the country ?

Mr. H i l l .  Not under the terms of the bill proposed by the Bankers’ 
Association, for this reason: Under the terms of the bill proposed by 
the Bankers’ Association there is no more profit to the Federal reserve 
bank in discounting paper and paying notes over than there is in 
giving a book credit. Indeed, not quite as much. The only reason 
for issuing a note at all, Senator Hitchcock, is that there are times 
in the different seasons when a man can not pay off his cotton pickers 
and his orange pickers and his harvest hands in checks. He has got 
to have actual money or a substitute for it. This bill provides that 
you may take those substitutes in the form of currency, and if they 
are made absolutely safe, there is no difference to the bank or the 
borrower so far as the discount transaction is concerned. They would 
give him credit on it. Instead of his drawing his checks, they could 
give him bank notes if he preferred.

Senator H itc h c o c k . I want to ask you under what circumstances 
the Gresham law operates to drive gold out of the country ?

Mr. H i l l .  Simply that it is the most valuable thing as the world’s 
medium of exchange, and a man will want to hide it.

Senator H itc h c o c k . Let me ask you whether a gold certificate is 
not more valuable than a bank note?

Mr. H i l l .  N o ; not if the bank note is absolutely redeemable in 
gold. A Bank of England note is as good as our gold certificate 
anywhere in the world.
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Senator H itc h c o c k . Does not gold go out of the country if the cur­
rency becomes redundant ?

Mr. H il l . Yes, of course; if the currency becomes redundant.
Senator H it c h c o c k . What is to prevent the currency becoming 

redundant under the system where there is an unlimited bank issue 
of notes ?

Mr. H il l . It simply can not, because they can not issue any except 
they have a 40 per cent reserve, under the terms of this bill. They 
have got to pay gold, and the whole thing has got to respect the busi­
ness activities of the country, and be gauged by the supply of gold.

Senator H it c h c o c k . Not under the terms of the bill------
Mr. H il l . I am talking about the amendments which these gentle­

men propose, which I hope from the bottom of my heart will be 
accepted. That is my hope as a country banker, from a State that 
has not a reserve bank in it. When this bill came before the Asso­
ciation of Bankers of the State of Connecticut I think it was unani­
mously voted not to be accepted by them. The same thing has 
occurred in Vermont, I think. They are willing, under any safe and 
sane plan, to make the sacrifice for the general good, of uniting in 
massing the reserves of this country to meet the emergencies of the 
future. That is the sum of the whole business; that is all there is to 
it, if it can be done on a perfectly safe basis.

Senator H it c h c o c k . I want you to state specifically whether, if 
the currency became redundant by an excessive issue of credit money, 
gold would leave the country ?

Mr. H il l . I do not see how currency could become redundant 
under the bankers' plan.

Senator H it c h c o c k . I am not saying that. I am asking you to 
suppose it.

Mr. H il l . Oh, I think it would. That is the reason I voted against 
the Vreeland-Aldrich bill. I thought it would be inflation.

Senator H it c h c o c k . This bill provides no limit, and your measure 
provides no limit to the volume or credit currency which it is proposed 
to issue.

Mr. H il l . Oh, I do not think that this bill, even if drawn on the 
basis of the redemption features which are contained in your bill, 
would prove an inflation measure. I think it would be scientifically 
wrong. I think the trouble about the bill is that while it would not 
be an inflation measure it would break down in operation and would 
break the Treasury of the United States or else compel them at their 
expense to furnish the gold as the basis for redemption.

Senator H it c h c o c k . I quite agree with you that the failure to 
provide a redemption from the gold in the Treasury is a vital one in 
the bill; but I think, also, your scheme is defective, because you pro­
vide no limit upon the issue of a credit currency; and the result might 
be an inflation or a redundancy.

Mr. H il l . There is a limit of 40 per cent reserve. It can not go 
beyond two and a half times that reserve in gold.

There was a new feature which came to me at Chicago. I had 
never thought of it before. I had always believed that a perfectly 
safe measure would be a 50 per cent reserve in gold and the balance 
covered by good commercial paper—which, if I am not mistaken, is 
the German policy, is it not, Mr. Forgan ?

Mr. F o r g a n . Yes, sir.
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Mr. H il l . Y ou have 33+ per cent in gold. The banks* suggestion 
is 40 per cent, and both of you cover the entire amount of the paper 
by acceptable commercial credits.

Mr. W e x l e r . Accruing in 90 days.
Mr. H il l . Accruing in 90 days.
Senator H it c h c o c k . You spoke of 40 per cent gold reserve, and 

yet every bank of issue in Europe carries a much larger reserve.
Mr. H i l l . Yes, sir; as a matter o f choice.
Senator N e l s o n . But, gentlemen, will you allow me to state in 

this connection that the volume of currency should be measured, not 
by the gold reserve, but should be measured by the amount of com- 
mercialloans that are made ?

Mr. H il l . Both.
Senator N e l s o n . N o, no. This currency is issued on commercial 

loans, such loans as provided in the bill.
Mr. H il l . Let me ask you this question, Senator Nelson: How 

can the volume of currency with a 40 per cent gold reserve exceed 
two and a half times the reserve ?

Senator H itc h c o c k . That is another condition.
Mr. W e x l e r . Your statement is erroneous in this respect: The 

credit is covered by the amount of commercial credit, and the amount 
of notes is regulated by the amount of gold against it.

Mr. H il l . These gentlemen have great interests, which they have 
to look after. My time is my own. I will be glad at any time next 
week or after, if you desire to cross-examine me, to come down and 
submit myself for your examination, and I hope some word that I 
have said has had some influence upon your determination of this 
matter.

I want to say to the gentlemen of the committee that the reason 
I am here is that I went to that conference in Chicago as a delegate 
from the State Association of Bankers in Connecticut. These gentle­
men were strangers to me, most of them, at that time. I was ap­
pointed on the committee by which these resolutions were made. I 
do not know the politics of these gentlemen. There is not any 
political consideration in any recommendation that is given to you. 
There has not been during that Chicago conference any mention of 
politics.

The Ch a ir m a n . I do not think, Mr. Hill, that any intimation of 
that nature has been suggested by the committee.

Mr. H il l . No; but I  want to refer to the fair way in which this 
whole thing has been done.

There was one motion made on that committee, and I made it 
myself. When they said, “ We recommend one central national 
bank or, if for political considerations that can not be obtained”—  
and I moved to strike out “ for political considerations,” and it was 
stricken out. That is the only political reference that has been 
made in this conference, all the way through, straight down to the 
present time. And I believe, Mr. Chairman, that no man ever 
came before a committee of this kind with purer motives or clearer 
intentions to act for the best interests ana welfare of this whole 
country than these gentlemen here to-day.

The Ch a ir m a n . Y ou think that a redundant currency would 
retire gold or cause gold to go in hiding ?

Mr. H il l . I think that has been the experience of all mankind 
for the last 50 years, since the Gresham law was enunciated.
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The Chairm an. Y ou thought that the Yreeland-Aldrich bill 
would make a redundant currency, did you not ?

Mr. H il l . And I  voted against it— 1 of 16.
The Ch a ir m a n . Can you tell me how much redundant currency 

there would be under that bill?
Mr. H il l . I prophesied at the time, if the bill was carried out 

authorizing the issue of notes on the basis of existing debts without 
any reserve, that it was bound to result in inflation. Besides, the 
Vreeland part of that bill made a general partnership of all the banks 
of each district.

The Ch a ir m a n . That would have been impossible.
Mr. H il l . Absolutely impossible.
Senator H itc h c o c k . Do you not propose to have the banks go 

into partnership ?
Mr. H il l . Only to the extent of a limited joint partnership; not a 

general partnership.
1 want to correct another statement made here. That bill did not

1>ass as a result of a Republican caucus. There never was a RepuV 
ican caucus on that, or any other legislative question during the 18 

years I was in Congress. Every man stood as an independent 
representative to vote as he saw fit, and 16 of us voted against the 
Yreeland-Aldrich bill.

The Ch a ir m a n . Will you not sit down and let me ask you a few 
questions ?

Mr. H il l . Certainly. I  thought you were through with me and 
wanted to let these other gentlemen take my place.

The Ch a ir m a n . No; I want to ask you a few questions, if you will 
permit me to do so.

Mr. H il l . I would be glad to.
The Ch a ir m a n . I s it not a fact that the Bank of England, whose 

stock is owned by private persons, that the Bank of Germany—-the 
Reichsbank, so called—whose stock is owned by private persons, 
that the Bank of France, whose stock is owned by private persons, 
issue legal-tender notes ?

Mr. H il l . Yes, sir.
The Ch a ir m a n . I s it not a fact that the Supreme Court of the 

United States has declared that Congress has the right to issue 
legal-tender notes ?

Mr. H il l . Yes, sir; as a war measure.
Senator N e l s o n . Oh, no.
Mr. H il l . I differ with you.
Senator N e l s o n . That was the case at first, and then, afterwards, 

it was given as a peace measure.
Mr. H il l . But the Government would not get value received for 

this legal tender, and they would not get a cent except for the use 
of it. You can not loan our credit as individuals to 12 banks. That 
is a legal proposition that I do not care to discuss, however.

The Ch a ir m a n . I am not discussing it; I am merely asking for 
your evidence as a witness. I am not asking you for the reasons, but 
for the facts, desiring that the facts show on this record from you.

Mr. H il l . I will answer that, so far as the German bank is con­
cerned, it is organized in no such way as this is.

The Ch a ir m a n . That is not the question. Do they issue legal- 
tender notes ?
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Mr. H i l l .  They have the right to issue legal-tender notes.
The C hairm an. Does the Bank of France ?
Mr. H i l l .  Yes, sir.
The C hairm an. Is not that true, then, of the Bank of England and 

Gc ?

The C hairm an. That is the point I wished to have in the record.
Mr. H il l . These notes would be legal tender for the banks char­

tered by the United States Government, but I do not believe the 
Government would ever attempt to make them legal tender between 
individuals. They have the right absolutely to make them legal 
tender between their own creatures.

The Ch a ir m a n . I am not speaking of the right, I am speaking of 
the fact.

Mr. H il l . Somebody will raise the question of right before this 
matter is finished.

The Ch a ir m a n . Probably; and I have no objection to your raising 
it before you get through. I would like to ask you if it is not also a 
fact that nineteen-twentieths of the redemption of the national-bank 
notes is due to the fact that these notes in gold get legal-tender 
money ?

Mr. H il l . No, sir; I do not think so at all. I think you are en­
tirely mistaken. I think the bulk of the redemptions is shown by 
the statements here that the banks send their notes through the New 
York, Chicago, and other reserve centers’ to get reserve credit on 
them, and they send them to Washington to get reserve money.

The C hairm an. What is reserve money ?
Mr. H il l . Reserve money, under the law, for a national-bank note, 

is a greenback. In fact, it is now gold, silver, and greenbacks.
Tne Ch a ir m a n . Then you have answered my question affirma­

tively ?
Mr. H il l . Yes, sir. The Government has an absolute right to 

make any requirement that it sees fit concerning its own creatures. 
But you do not for a moment think they could make regulations 
concerning the operations of State banks and trust companies, which 
constitute two-thirds of the banks of the United States ?

The Ch a ir m a n . I am trying to elicit certain facts from you, as a 
witness.

Mr. H i l l .  Yes, sir.
The Ch a ir m a n . Y ou said a few moments ago that 28 millions out 

of 600 millions of national-bank notes were redeemed on account of 
their being mutilated currency ?

Mr. H il l . I said that as a matter of memory.
The Ch a ir m a n . That is near enough to serve the purpose of my 

inquiry.
Mr. H il l . I think it was 28 millions destroyed and retired.
The Ch a ir m a n . So that, out of 600 millions, 28 millions were re­

deemed and canceled because mutilated ?
Mr. H i l l .  Yes.
The C hairm an. That is less than 5 per cent, is it not ?
Mr. H il l . Yes, sir; less than 5 per cent. Let us be correct. That 

was simply because it was destroyed and mutilated. Four hundred 
millions were destroyed and canceled because of their condition and 
reissued. But the 28 millions which I have referred to were mutilated
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notes sent in by the Subtreasuries whose duty it is to select them 
out whenever they come into the Sub treasury; and they were destroyed 
and retired. The business of the Subtreasury is to clean up the note 
condition, so far as it comes to them.

The Ch a ir m a n . Y ou spoke of these notes as being unlimited. 
Are not these Federal reserve notes proposed by this bill really limited 
in volume to the amount of a certain commercial paper, or the 
qualified notes turned over to the Federal agents ?

Mr. H il l . Some people disagree in regard to that.
The Ch a ir m a n . So that it does not go beyond that limit ?
Mr. H il l . Oh, not at all.
The Ch a ir m a n . And when that commercial paper is retired, 

these notes can be returned to the Federal agent for retirement from 
circulation ?

Mr. H il l . Yes, sir. I said in the beginning that the notes under 
this bill are absolutely good. I started with the proposition that they 
were absolutely good, just as good as the proposition submitted by 
the Bankers' Association.

Senator N e l so n . There is one thing that is not clear to my mind. 
Where are these Federal reserve banks to get the gold ? What provi­
sion is there for them to secure the gold ?

Mr. H il l . That is their business. Do not shove it onto the United 
States Treasury. They have got to get it.

Senator N e ls o n . No; but whether it is the United States or the 
banks, in either case what provision is there in here for it ?

Mr. H il l . The gentleman from New Orleans will buy bills o f 
exchange on cotton, if it is to his advantage to do it. The gentleman 
from Chicago will buy bills of exchange on some other commodity. 
It is the business of the banks, just as it is the business of the Bank o f 
England to get its gold from us or elsewhere. And why shove it 
onto the United States Treasury, already having 1,636 millions to be 
responsible for ?

Senator N e l s o n . H ow  m any o f these reserve banks will be trading 
on ly  in secondhand-------

Mr. H il l  (interrupting). Oh, they will trade in first hand, the 
principal banks. The reserve banks have it as a part of their 
business.

Senator N e l so n . But they do not trade in these products they 
bring in from abroad ?

Mr. H il l . They trade in the paper that represents the products, 
and in so doing practically trade in the products.

Senator Cr a w f o r d . Will these notes have to be redeemed in gold 
when they are presented to the Treasury of the United States ?

Mr. H il l . Absolutely, under the terms of this bill.
Senator Cr a w f o r d . Where is the United States to get it ?
Mr. H il l . That is where the machinery will break down.
Senator Cr a w f o r d . The bill does not specifically provide a 

method by which the Treasurer is to keep the gold there to redeem 
them when they are presented there.

Mr. H il l . That is precisely the point that I* am presenting to you. 
You have a 43 per cent reserve now for the old greenback, and this 
bill provides for a 5 per cent reserve for the new one, with the same 
redemption responsibilities.
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Senator Cr a w f o r d . Apparently that is a weak link or a missing 
link, in the bill.

Mr. H il l . I think that in operation it would prove a breaking link.
Senator N e l so n . What do you make out of this provision? I 

will read it:
Whenever the Federal reserve notes issued tbrorgh one Federal reserve bank be 

received by another Federal reserve bank, they shall be ret med for redemption to 
the Federal reserve bank through which they were originally issued.

Now, listen to this:
Or shall be charged off against Government deposits and returned to the Treasury.
They are charged off against the deposits that the Government 

has in these banks ?
Mr. H ill. They may be.
Senator N e l s o n . Without regard to the 5 per cent ?
Mr. H i l l .  Yes, sir. I  have looked at that with a great deal of 

care, and have said to myself:
How on earth will the Treasury at Washington, which is keeping these accounts 

by book accounts, know whether they can draw on a Federal reserve bank, when 
possibly two days before a million reserve notes have been charged up against their 
balance of a half a million and they are overdrawn already?

I have not attempted to solve that part of it.
Senator N elso n  (reading):

Or shall be presented to the Treasury for redemption.
In other words, when a reserve bank gets those notes, if they are 

the notes of another bank, they can do one of two things: Either 
charge it off against the Government deposits or forward it to the 
Treasury for redemption ?

Mr. H il l . Senator, you will find it all full of just such difficult 
problems for solution; and it all comes right down to this, that that 
note is a joint and several note of 13 persons or artificial persons.

Senator N e l so n . I should put it in another form: It is the note of 
the United States guaranteed bv the original reserve bank.

Mr. H il l . I am speaking of the redemption responsibilities only—  
the machinery part of it—that can not be carried out in the form in 
which it is proposed.

The Ch a ir m a n . What is the difficulty, Mr. Hill, if this note is to 
be charged against the Government deposit of a reserve bank? 
Suppose that the Government has no deposit there; then it has the 
option of sending it in for redemption. What is the difficulty about 
that ?

Mr. H il l . Oh, no difficulty, except the Government at Washington, 
where the accounts are kept, will not know anything about the con­
dition of their balance. Supposing a million dollars of notes came in 
to a Federal reserve bank in San Francisco and they were obliged to 
redeem them—or accept them, if you please—accept them at par, and 
due to the time consumed in the passing of the notes across the con­
tinent the bank at San Francisco would be overdrawn. If they had 
a deposit of a half a million, it would be overdrawn half a million.

The Ch a ir m a n . Then, you assume that the Government would not 
be advised of the matter ?

Mr. H il l . I assume it  w ou ld  be.
The Ch a ir m a n . They would not know it?
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Mr. H il l . I  should think that it was the business of the Federal 
reserve bank to notify the Government. I did not pay any attention 
to that; I do not call attention to it at all, and I think the other 
members of the committee in Chicago did not pay any attention 
to it, because they thought it was a matter for your committee 
to decide. But that is another weak link, it strikes me.

Senator N e l s o n . How do you construe this provision of the bill?
Notes presented for redemption at the Treasury of the United States shall be paid 

and returned to the Federal reserve bank from which they were originally issued.
Mr. H il l . That is all right. They would pay it if they had the 

money; and it would be their business to get the money.
Senator N e l s o n . The United States redeems them and sends them 

back to the bank from which they were issued. When they come 
back to the bank from which they were issued, what becomes of them ?

Mr. H il l . They can retire them if they see fit or reissue them. 
The whole trouble comes from the fact that this is a joint and several 
note with equal responsibilities, on the part of each one, except on the 
final pkyment.

Senator H it c h c o c k . I want to presume a case. Under the bill as 
it is, we will assume a reserve bank located in San Francisco. Sup-

Eose business is active, and it has been rediscounting paper until it 
as its reserve down to 33  ̂per cent, and other paper is presented for 

discount, and the reserve bank applies to Washington for, say, 
$1,000,000 of notes. How would the reserve bank at San Francisco 
place $300,000 reserve against that $1,000,000 of notes when its 
reserve is already reduced to 33 per cent ?

Mr. H il l . It can not take out a note, and it could not discount it 
under those circumstances.

Senator H it c h c o c k . That is what I would like to understand. I 
would like to have any banker answer the question.

Mr. H il l . Just a moment. Pardon me, I want to say this, that 
none of these problems have arisen because for the last 20 or 30 
years—I remember that far back—we have not had to have a reserve 
against note issues.

Senator H it c h c o c k . What have you to say about that, Mr.—  
I was going to say the Senator from New Orleans, but he is not that 
yet. I will say the banker from New Orleans.

Mr. W e x l e r . I did not quite catch your question, Senator.
Senator H it c h c o c k . I say, suppose that a San Francisco reserve 

bank has been rediscounting paper very actively until its reserve has 
been reduced to 33  ̂per cent, and there is still a strong demand by 
banks ha that region for the discounting of paper, and the reserve 
bank applies to the Treasury for $1,000,000 of Government notes------

Mr. W e x l e r . Government notes ?
Senator H itch co ck . Under this bill they would be Government 

notes, United States notes, which it desires to loan out to its banker 
customers. How can it then place the reserve or segregate the reserve 
of $333,000 against those notes without destroying its reserve?

Mr. W e x l e r . It can not do it.
Mr. F o r g a n . It will have to get an authorized loan.
Mr. W e x l e r . It has reached the limit of its loaning capacity, and 

it will either have to call on the Federal reserve board to force one 
of the other reserve banks to rediscount some of the paper or the 
banks would have to stop loaning and begin to call in the loans.
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The Ch a ir m a n . That is another check on these notes ?
Mr. W e x l e r . An absolute check.
The Ch a ir m a n . And therefore the danger of redundancy is dimin­

ished by that provision?
Mr. H il l . Unquestionably. There is no way in the world that 

you can have an inflation of credit if you draw this bill in the man­
ner that has been suggested. It will be beyond human power to ex­
pand the circulation beyond the limitation of the gold reserve required 
under the law. The only way you can increase it is if you have a 
tremendous era of prosperity, big crops which you will export, and have 
a large balance of trade and bring in more gold, circulation based on it 
will naturally flow from the banks. You can expand your credit, and 
in times like that you will need it.

The Ch a ir m a n . Suppose that the San Francisco reserve bank 
finds itself utterly unable under the terms of this bill to give to its 
customers the relief which the bill is supposed to give. Up to this 
time it has taken out no notes at all; it has not taken advantage of 
that provision of the bill, and yet when it comes to the point where it 
needs to do so it has absolutely no ability to do so.

Mr. H il l . But, Senator, you are supposing a perfectly impossible 
situation. I can not conceive that all the borrowers in San Fran­
cisco who would have to have discounts on these notes would all 
reserve nothing but book credits and none of them would have ever 
taken out a note. Your proposition would imply that all of the 
banks in San Francisco had taken book credits and none of them 
had ever needed these notes for circulating purposes. That condi­
tion could not possibly exist unless they are all dead out there.

Senator H it c h c o c k .  Let me show you how it can exist very well. 
When this bill goes into effect the reserve banks must begin at once 
to use notes. They will have the deposits in their banks. They will 
have $500 non r»f rlArinQit.a smrl t.ViAV will "hn.vA ffclOO 000 000 nf

Senator N e l so n . But there is nothing, Senator Hitchcock, to 
require either that subscription of capital or deposit of reserve to be 
in gold. Where does the bank start with its gold? The point I 
make is, where does this reserve bank start with its gold reserve for 
the redemption ? They can pay the subscription in any legal tender 
money, and their reserve may be in any legal tender money. How 
does the bank get its gold to start business with ? The first business 
comes from commercial paper. That commercial paper may or may 
not bring gold. Where does the bank get its gold, and how?

Senator H it c h c o c k . Not only that, but when the point is made 
that to require 400 banks in central reserve cities to turn over $300,- 
000,000 in cash to these reserve banks to begin business with, it is 
said that that would result in a contraction of credit in those reserve 
cities, and that in order to avoid that it is proposed to have these 
banks, instead of turning over cash to the reserve banks, to take it 
from commercial paper. So they will not only have very little in 
the way of gold, but they will have very little in the way of any cash.

Mr. F o r g a n .. May I say a word on this point?
The Ch a ir m a n . Certainly, Mr. Forgan.

reserve, 
is there.
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Mr. F o r g a n . I do not know who is the author of this [exhibiting 
a paper], but whoever the author is, he knows this subject. This 
was passed to me by some one in this corner.

Mr. W e x l e r . Mr. Roberts.
Mr. F o r g a n . He has cleared up this subject in a way that I  would 

like to bring before the committee.
Considering the case presented by Senator Hitchcock, the object 

that the bank would have in asking for these notes would be to 
liquidate its deposit liabilities, to exchange its deposit liabilities, for 
the convenience of the public, into notes; and that it could do without 
any change in its reserves as against its liabilities. So that what we 
have been saying was impossible is perfectly possible and perfectly 
practicable.

Mr. H il l . Yes, but this law requires a deposit of 5 per cent reserve 
in the Treasury before notes can oe taken out, and the question sug­
gested an exhausted reserve.

The Ch a ir m a n . The committee will stand- adjourned for eight 
minutes, until the members have an opportunity to vote, and the 
hearing will then be resumed.

(A recess was thereupon taken for eight minutes, after which the 
following proceedings were held:)

The Ch a ir m a n . The committee will come to order.
Senator Sh a f r o t h . I would like to ask Mr. Hill a question or two 

if I may.

FURTHER STATEMENT OF JAMES B. FORGAN, CHICAGO, ILL.

Mr. F o r g a n . Mr. Chairman, will you allow me to correct a state­
ment I made this morning for the record ?

The Ch a ir m a n . Certainly.
Mr. F o r g a n . When Mr. Reynolds was speaking he was asked by 

one of you gentlemen what the expense to a bank was on bank-deposit 
accounts, and as he did not readily answer and did not seem to have 
the figures right at his fingers' ends I volunteered that it was a fraction 
more than 3 per cent.

I want to correct my statement and say that when I said that I 
had in mind the cost to the First National Bank of Chicago of all 
deposits including the commercial deposits and the bank deposits, 
and my statement should have been, when it is confined to bank 
deposits, 4J per cent.

Senator Sh a f r o t h . Mr. Forgan, while you have the floor I would 
like for you to make an explanation as to your theory of this bill 
creating a contraction of the currency. I understand that your 
theory is that a contraction will follow if this bill is passed in its pres­
ent form. Therefore I would like to have you explain to the com­
mittee your reason for believing that.

Mr. F o r g a n . Not a contraction of the currency, but a contraction 
of credit in the banks.

Senator Sh a f r o t h . Well, a contraction of credit in the banks, then.
The Ch a ir m a n . Y ou said you had a table in respect to that ?
Mr. F o r g a n . Yes, sir.
The Ch a ir m a n . Will you have the table submitted to the stenog­

rapher to put it in the record ?
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Mr. F o r g a n . I will give it that way.
Senator Sh a f r o t h . Y ou may give it any way you wish.
Mr. F o r g a n . I would prefer to make the statement and to give it 

with qualifications.
Senator Sh a f r o t h . Y ou may proceed in any way you see fit.
Mr. F o r g a n . It will not take a minute.
The loans and bond investments of the national banks, exclusive 

of their Government bonds pledged as security for their note circu­
lation, amount, in round figures, to $7,336,000,000. The aggregate 
net deposits of the national banks on which their legal reserve is 
figured amount to $7,124,000,000. (See comptroller’s report of June 
4, 1913.) Thus the aggregate loans, including bond investments, of 
the national banks are practically an offset against the amount of 
their aggregate net deposits. In other words, these two items rep­
resent the amount of credits exchanged between the banks and the 
public, the amount owed by the banks to the public being practically 
offset by the amount owed by the public to the banks. This ex­
change of credits is based on and supported by actual money in the 
banks. The established relation between the amount of actual money 
held by the banks and the fabric of credits existing between the banks 
and the public is therefore in the ratio of $917,000,000 to $7,336,- 
000,000, or 12  ̂per cent of money to the amount of credits.

If from the amount of money on hand, $917,000,000, the national 
banks are required to make the following payments to the Federal re­
serve banks, viz, 10 per cent of their aggregate capital, $105,000,000, 
and 3 per cent of their net deposits, $213,000,000, they would have 
to turn over more than one-third of their entire holdings, or 
$318,000,000, and would have left money on hand amountmg to 
$599,000,000.

I might explain that in a very ready way by taking three articles 
this way [indicating]. Suppose these three articles represent a total 
amount of money m all the national banks, figuring on the net de­
posits and not on the gross deposits. The difference between the 
figures I give you and Mr. Reynolds’s figures is that he figures on 
the gross deposits and I figure on the net deposits.

Senator N e l so n . What is the difference oetween gross and net?
Mr. F o r g a n . My reason for figuring on the net is that when we 

are figuring the reserve deposits to be paid into the Federal reserve 
banks on the main reserves we will be allowed to figure, I presume, 
the same way as we are allowed to figure our legal reserves now. We 
are allowed to deduct from gross deposits balance due from banks 
against balances due to banks; the clearing-house checks are de­
ducted; all national-bank notes on hand are deducted from the gross 
deposits to produce the net deposits. Therefore our deposits are 
very largely reduced on which we keep our reserves, and I figure, 
there being nothing in the national-bank law to prohibit that method 
of figuring reserves and that system having been adopted by the 
comptroller’s department, the same practice will be continued in this 
case.

Now, if these three items represent $900,000,000 and you take a 
third of that away we have two-thirds left. And you have the same 
liability as you had before. You have the same fabric of credit in 
the banks left when you have $600,000,000 of cash that you had
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before when you had $ 9 0 0 ,0 0 0 ,0 0 0 ; so that the basis of the fabric 
of credit existing between the bank and the public has been changed 
from 12  ̂ per cent, as I have shown, which is $8 of credit for $1 of 
money. It has been increased to whatever that proportion is. It 
would be something like $12 of credit to $1 of money, and in that 
way the banks will be very much more expanded.

Senator N e l so n . You mean inflated.
Mr. F o r g a n . Yes; inflated. I would like to say right here, be­

cause it came up before: In our conference in Chicago there was a 
question raised by Mr. Dawes, ex-Comptroller of the Currency and 
now president of the Central Trust Co. there------

The Ch a ir m a n . Y ou are speaking of Charles G. Dawes ?
Mr. F o r g a n . Yes, sir; Charles G. Dawes; he made the statement 

that this would produce a great inflation and I followed him by say­
ing that it would cause contraction.

The Ch a ir m a n . H ow  much gross do you figure; $1,800,000,000, 
according to your estimates?

Mr. F o r g a n . Yes, sir; $1,800,000,000. My idea— and I want this 
to be put clearly before you, and as I show, the contraction was to 
bring the present fabric of credit existing on the banks down to 
the present ratio of $8 credit to $1 of money and would require the 
calling of loans and the contraction of credits to the public to that 
extent. He figured that this contraction would not be enforced and 
therefore there would be a great expansion, and he came to me 
after he had taken my figures home and said:

You and I are exactly on the same basis. You say that if the thing was put into 
effect—which could not be done—it would cause contraction. It would make con­
traction necessary, but the contraction would not take place. Therefore the banks 
would be placed in an expanded condition.

Therefore he and I were really on the same track.
As I was saying, taking that one-third of the money, or about 

one-third, would leave money on hand amounting to $599,000,000 
in the banks.

On the established basis of 12£ per cent of money to existing credits, 
which seems little enough, this would provide for credits between the 
banks and the public aggregating $4,792,000,000, calling for a com­
pulsory contraction in such credits of $2,544,000,000 from their 
present amount of $7,336,000,000. The Federal reserve banks, with 
a capital paid in of $105,000,000, and reserve deposits similarly 
paid in of $213,000,000, would have in money to start with, $318,- 
000,000, which, on the basis of the 33 J per cent cash reserve they are 
required to carry against their total demand liabilities would enable 
them to expend until they had assumed total liabilities of $954,- 
000,000.

Senator Cr a w f o r d . Y ou can not extend credit to anyone except 
to the banks ?

Mr. F o r g a n . N o , sir; as I  was saying, that would be $954 ,000 ,000 , 
of which they would have already assumed liability for the reserve 
deposits, $ 2 13 ,000 ,000 . Their net expansion capacity would there­
fore be $7 41 ,0 00 ,0 00 , and this would be the limit of their ability to 
rediscount for their member banks, whose compulsory contraction 
of credits as shown above if they are to be kept in their present basis 
would be $ 2 ,544 ,0 00 ,0 00 , showing that their ability to rediscount
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would fall short of the contraction of credits in their member banks 
by $1,803,000,000. After 14 months, when the minimum reserve 
deposits lequired are to be raised from 3 to 5 per cent, the contraction 
would be proportionately greater.

Senator H itc h c o c k . That would be without their issuing any 
notes. They could do that from the cash which they received from 
deposits ?

Mr. F o r g a n . It would make no difference what form the credit 
took; it would not make any difference whether it was deposit 
liabilities or note liabilities. Tney might be all notes or all deposits. 
There would not be a particle of difference, as they keep a reserve on 
both.

Senator H it c h c o c k .  Y ou figure, then, that there would actually 
be a contraction of $100,000,000 of actual bank credits of the country ?

Mr. F o r g a n . I have not finished my argument, Senator. Right 
there, however, I want to impress upon your minds that I did not 
want to give these figures to scare anybody, because it does not mean 
the thing can not be worked out. It does not mean that at all. It 
means that this $1,800,000,000 is the amount of contraction that 
would take place in order to continue the national banks on their 
present basis of $8 of credit to $1 of money, which I do not think 
necessary, but it produces a condition that has to be faced.

Now I will go on to explain. Such a contraction of the credits, if 
enforced, between the national banks and the public could not be 
accomplished without a cataclysm in business.

In order that these figures should not overstate the effect on the 
credits between the public and the national banks by such a diversion 
of money equal to one-third of all the money in the national banks, 
from these banks into the Federal reserve banks, the 3 per cent 
reserve deposit required on their “ total demand liabilities” has been 
figured on their net and not on their gross deposits, under the assump­
tion that the same offsets would be allowed them that are now allowed 
when figuring their legal reserve requirements.

These figures do not include the Government deposits which 
within 12 months are to be transferred to the Federal reserve banks. 
With the exception of the free money in the Treasury such deposits 
would be transferred from the national banks and would require them 
to part with a further amount of money, equal to the amount of the 
Government deposits they hold, which would still further proportion­
ately decrease their money reserve and increase the contraction of 
their loans necessary to maintain their present credit expansion 
basis. These transfers of Government deposits having to be made 
within 12 months, would have no effect on the above transactions, all 
of which must occur within 60 days.

Senator N e ls o n . Those Government deposits would be a checking 
account, would they not ?

Mr. F o r g a n . Yes. I do not wish to be misunderstood here, and 
I want you to understand my position. They say figures will not lie.

The Ch a ir m a n . Figures lie and then they prove it, as they say.
Mr. F o r g a n . If you rely on them you had better rely upon some­

thing that is fundamentally true.
 ̂I do not wish it to be understood that these figures forecast pre­

cisely what would occur were the Federal reserve act passed and were 
the national banks to operate under it. I am well aware that no
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calculation can possibly be made to correctly forecast what would 
actually occur in such an event. I am satisfied, however, that the 
figures portray as accurately as possible the situation which would 
be confronted were the 12 Federal reserve banks organized and 
should the national banks undertake to operate under the new law 
and maintain their present credit expansion basis of $5 credit to $1 
money.

The discrepancy between the loaning capacity of the Federal 
reserve banks and. the contraction of credits in the national banks 
shown in the figures may be further elucidated as follows: It is pro­
posed to transfer bodily from the national banks practically one- 
third of the actual money now lodged in their vaults and place it 
in the vaults of the Federal reserve banks. As we have seen, the 
money in the vaults of the national banks forms the basis of a fabric 
of credits existing between them and the public in the ratio of 12  ̂
per cent of actual money to the amount of such credits outstanding. 
This fabric of credits must be adjusted to the reduced holdings of 
actual money by the banks if the established ratio of 12J per cent 
of money to total credits is to be maintained, otherwise to a propor­
tionate extent there will be an overexpansion of credits in the banks. 
The credit expansion of the Federal reserve banks is fixed on the 
basis of a 33J per cent money reserve against their total liabilities. 
They are therefore restricted m their credit expansion to $3 of credit 
against $1 of money, while the national banks have been doing 
business on a 12  ̂ per cent money basis, or $8 oi credit against $1 
of money. As a basis of credit, therefore, the one-third of the money 
now in the national banks when transferred to the Federal reserve 
banks would lose nearly two-thirds of its present expansive power.

Senator Sh a f r o t h . Mr. Forgan, would it not be true that that 
partnership relation, if it might be so termed, between the Govern­
ment and the banks would produce a confidence in the public that 
would have a tendency to increase their deposits with the banks 
generally ?

Mr. F o r g a n . That is on the assumption that they have any more 
to deposit. I think they have deposited most of it now.

Senator Sh a f r o t h . Well, a part of the money is held in savings 
deposit vaults ?

Mr. F o r g a n . But I think it is comparatively a small part.
Senator Sh a f r o t h . Is it not a fact also that many of the banks, 

especially country banks, keep a very large reserve that they would 
not have to keep if they were permitted to discount their paper at 
one of the banks, and would not they have a tendency to overcome 
some of these objections?

Mr. F o r g a n . Yes, sir; I want that distinction understood. I do 
not consider the maintenance of the $8 to $1 basis necessary in the 
banks when they have these Federal reserve banks to go to to get 
rediscounts. I do not think it is necessary. I only put it before you 
as a condition produced by the operation of the plan which is pro­
posed. I do not think there is any doubt about the condition, and 
it is for you to consider what the effect of it will be.

Senator Cr a w f o r d . Well, would it be safe banking to have $12 
credit against $1 money?

Mr. F o r g a n  Well, it would not, under the present circumstances, 
certainly, because it would affect our reserves.

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



282 BANKING AND CURRENCY.

Senator Cr a w f o r d . Well, under what circumstances would it be 
safe?

Mr. F o r g a n . If we had a Federal reserve bank, established where 
we could always depend upon getting a satisfactory circulating medium 
to liquidate our deposits with when they were drawn upon, I think 
it would be safe at least to materially increase it.

It would not have to go to the full $12 limit, because we would have 
some rediscounts; but even if they rediscounted to that extent, it 
would be an additional expansion of the credit on the part of the 
banks.

Senator Cr a w f o r d . Well, you would not want this Federal reserve 
bank to do a general business with the public, and do it on a basis of 
$1 cash to $8 credit?

Mr. F o r g a n . No, sir; I would not; and that is one reason why, 
if it was a Federal reserve bank, and was running under competition 
with the banks and keeping a reserve of that kind, it could not do it.

Senator N e l so n . N ow , Mr. Forgan, I want to ask you a few ques­
tions bearing on this question of credits. Now, you have in your 
banks what I would call two different classes of deposits; what I 
would call book, or credit, deposits, and check deposits, have you not ?

Mr. F o r g a n . Yes.
Senator N e l so n . I mean by that, that if I come in and give you 

my note for $1,000 and you credit your books with that------
Mr. F o r g a n . Yes.
Senator N e l s o n . On one side you have $1,000 of deposits?
Mr. F o r g a n . Yes.
Senator N e l s o n . And on the other side you have my note as an 

offset against it? N ow , the bulk of your deposits in the large cities 
are of that character, are they not ?

Mr. F o r g a n . I should say yes, largely—or just the same thing 
when checks are deposited.

Senator N e l s o n . I want to call your attention to the fact—I ask 
you this question both in connection with this subject and in con­
nection with the interrogatories of Senator Hitchcock here to-day, 
speaking about the disproportion, or how the capital of the banks has 
grown less, as compared with the amount of deposits—and that is, 
that the capital and surplus of your banks would be an offset to those 
deposits that I call “ cash deposits,” would it not?

Mr. F o r g a n . Yes.
Senator N e l s o n . Well, the notes given for your credit deposits 

would be an offset for that, would they not ?
Mr. F o r g a n . Well, you could consider them so.
Senator N e l s o n . So that, as to your credit deposits, which are the 

bulk of your deposits, to have, in addition to your capital and surplus, 
you have in addition to that the notes of the depositors, the paper 
depositors?

Mr. F o r g a n . Yes, sir; but the depositor’s note does not lie in the 
bank concurrently with his deposit which he gives. He gives his note 
payable in three months; but he may check the money out the next 
day.

Senator N e l so n . But that is how you get such enormous deposits 
on your books in the large cities—that they are in the shape of credit 
deposits, are they not, as distinugished from cash deposits ?
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Mr. F o r g a n . Yes. But I do not distinguish, when you come to 
credit deposits; I do not see any distinction between the notes------

Senator N elso n  (interposing). Well, is that not the reason?
Mr. F o r g a n . Will you please wait a minute and let me explain. 

I do not think you understand what I was going to say. I do not see 
any distinction between the notes discounted which our customers de­
posit and other people’s checks on other banks, which they also 
deposit. They are alt credit deposits.

Senator N e l s o n . N o ; but I want to call your attention to one 
practical distinction that I have observed, and 1 think you know it. 
You take a small country bank, one of the $25,000 national banks in 
a rural community. Seventy-five per cent of their deposits consist 
of cash actually paid in over the counter. It is only a small bagatelle 
that comes in in the form of such credit deposits as you have in the 
large cities.

Mr. F o r g a n . Y es.
Senator N e l so n . S o that there you have a difference between 

countiy banks and large city banks in that respect. In the country 
bank it is cash that is deposited. With you it is simply a boot 
deposit.

Mr. F o r g a n . Well, if you take the other side, Senator, they pay 
out cash over the counter for most of the transactions, and we pay 
simply a balance to the clearing house, the difference between what 
we have against the other banks, every day, and what they have 
against us. So that we do not have to pay out nearly as much money 
proportionately as they do.

Senator N e l s o n . I know you do not have to pay out the cash, 
as the country banks do.

Mr. F o r g a n . I mean that proportionally we do not pay out as 
much cash or take in as much cash as the country banks.

Senator N e l s o n . You have the commercial paper, and they have 
the money, largely, and against that both you and they have the 
surplus and capital?

Mr. F o r g a n . Yes; in the statement I made just now, the first 
statement I made, you take all the banks together and the obligations 
of the public to the banks in the shape of loans is practically offset 
by what is called their net deposits.

Senator N e l so n . Yes.
Mr. F o r g a n . And that carries out your theory that the rest of it 

is represented by the capital.
Senator N e l so n . And surplus of the banks?
Mr. F o r g a n . Yes.
Senator W e e k s . Mr. Chairman, I want to ask Mr. Hill a question. 

I do not know whether he is going to remain in the city or not. 
You have been giving a good deal of attention and study, Mr. Hill, 
to the question of issuing bank notes or Treasury notes ?

Mr. H il l . I have in years gone b y ; I have not recently. This whole 
thing is a new proposition to me, during the last two weeks.

Senator W e e k s . Y ou have been looking up authorities, and all 
that sort of thing?

Mr. H i l l .  Yes.
Senator W e e k s . N ow , have you found any testimony or any 

authority which advocates issuing Treasury notes in preference to 
issuing bank notes?

9328°—S. Doc. 232, 63-1—vol 1------19
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Mr. H i l l .  No; I have not.
Senator W e e k s . Have you ever heard of any?
Mr. H i l l .  And I will state furthermore, that I have seen, within 

a month, the statement that even Spain has taken the same course 
that Germany took years ago, that England has always pursued, 
in throwing the responsibility for the maintenance of the gold basis 
of the country, upon the banks. I do not know how correct that is; 
but I have seen it in the newspapers— I will not go into the way in 
which they did it, because that would raise another question. I do 
not know of any country that has adopted the policy of government 
paper currency in recent years; and I know the leading countries of 
the world are getting away from it as fast as they can, and throwing 
the burden of maintaining the gold supply upon the banks, where, 
in my judgment, it ought to go, and where only it can safely go.

Senator N e ls o n . We have an evidence in our experience with the 
national-bank notes. They have not been the promises of the Gov­
ernment; they have been the promises of the bank. And yet the 
people have accepted them with as much confidence as any other 
part of our currency.

Mr. H i l l .  Because they are secured, dollar for dollar, by Govern­
ment obligations.

Senator N e ls o n . And with that past experience with our notes, 
we could not have any more difficulty with these new notes, if they were 
issued by the reserve banks instead of by the Federal Government ?

Mr. H il l . I think the notes are good under either plan, whether 
issued under the plan as it is drawn—I mean with the bill as originally 
drawn, with gold redemption, and not as it stands now, with u lawful 
money” redemption. But the note would be good under either 
plan. The bankers’ proposition, while it fixes the reserves normally 
at 40 per cent, leaves that 40 per cent untaxed. If the reserve falls 
below the 40 per cent, under the proposition which they suggest, for 
every per cent which the reserve Tails, the bank is taxed on that 
decrease of reserve, until it gets down to 33J per cent, the normal 
ratio of the pending bill.

So that, in either case, I think the notes are abundantly protected.
Senator N e ls o n . Y ou  would have that reserve in gold ?
Mr. H i l l .  Yes, sir. Gold is the world’s money. If we were by 

ourselves, and had no international trade (and everything points to 
an enormous increase in our international trade in the future), we 
might consider some other proposition. But the demand for gold is 
bound to be greater in the future against this country than it is now 
in my judgment ; and therefore I think we ought to fortify ourselves 
when we can do it without cost to us.

Senator N e ls o n . Y ou believe it is wiser to throw the burden of 
maintaining the gold reserve on the banks than to have it rest upon 
the Government ?

Mr. H i l l .  Why should that not be done ? Why should that burden 
be upon the Government, requiring the Government to tax it back on 
the people of the country ? These reserve banks are going to make a 
profit, or else they would not be incorporated. Why should it not 
come out of them ? The 25,000 existing banks do not make a cent 
out of it, they do not issue any notes under this bill. Why should not 
these reserve banks, whether they consist of but 1 or 12, take upon
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themselves the burden of furnishing the gold supply, as they do in 
every competing country in the world ?

Senator M cL e a n . Mr. Chairman, I would like to ask Mr. Hill a 
question.

The Ch a ir m a n . The Senator from Connecticut will proceed.
Senator M cL e a n . We have got $1,000,000,000 in gold which is 

represented by certificates.
Mr. H il l . I do not think we have, Senator. I will tell you that 

there are------
Senator Sh a fr o t h  (interposing). $1,100,000,000.
Mr. H il l . I do not think we have.
Senator Sh a f r o t h . That is the last report of the Treasury.
Senator M cL e a n . But according to the report, there is some 

$500,000,000 held in the banks ?
Mr. H il l . Exactly.
Senator M cL e a n . Nobody knows where the other $500,000,000 

are. Is it not possible that those gold certificates are, many of them, 
in Europe ?

Mr. H il l . I have seen them myself there, over and over again.
Senator M cL e a n . Did you ever find any greenbacks there ?
Mr. H il l . Rarely, if ever. I  have seen in almost every civilized 

country in the north temperate zone American gold certificates, 
our people knowing they can travel with them and foreigners know­
ing them to be gold receipts which can be held or transported with­
out loss by abrasion.

I asked Mr. Roberts a few moments ago if the Treasury Depart­
ment had anyway by which they could trace United States gold cer­
tificates in the vaults of the banks of Europe. There is $440,000,000 
of them missing somewhere. It may be in the pockets of this 
committee—I wish they were [laughter], but who knows where that 
money is ? Nobody knows where it is.

Senator M cL e a n . A s a matter of fact you do see the gold certifi­
cates abroad ? You do find them abroad ?

Mr. H il l . I have seen many of them abroad, and I have carried 
them abroad myself. You will find them in the hotels on every 
tourist line of Europe and around the world.

Senator Sh a f r o t h . Mr. Hill, you have explained the defects, very 
largely, of this bill. Now, I would like to have you state what kind 
of currency you think we ought to have ?

Mr. H il l . I will tell you what I think as to these banks that are 
to be created. In the first place, I would create one central national 
bank with complete supervision by the Government but without 
control by the Government, because that control means control of 
individual credit, and you can control it from the Federal reserve 
board straight down to the farmer who takes his note for discount 
to the smallest country bank in the United States.

Senator Sh a f r o t h . Now, then, you would have a great central 
bank—■—■

Mr. H il l . I would have a central reserve bank, or a reserve asso­
ciation, or whatever you choose to call it.

My general idea of this whole proposition is this: There is this 
great good that is going to come out of this legislation, and I con­
gratulate this committee upon being the parties who will bring it 
about, that the one thing to be secured is the massing of the reserves.
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But, gentlemen, it has got to be on a basis that makes it an induce­
ment to the country banks of this country to participate in it as a 
patriotic movement. There is nothing in either bill to-day—either 
as presented by your committee or by the bankers’ committee (and 
this bill is the more liberal). There is nothing in either bill to-day 
that would induce a country bank to go into this proposition, com­
pared with the advantages which they would get of nome supervision 
under their State law, except a patriotic desire for the good of the 
whole country and a sacrifice on their part to accomplish it. Now, 
that is my judgment.

Now, how are you going to do it? It is a matter of detail for you 
to work out. We must have the massing of the reserves for mutual 
support by all of the weak in times of stress. You do not need 
this massing at any other time. You do not need it except when 
the emergency is on you, but you have got to have it organized 
and ready and doing a fairly profitable business when you do not 
need it in order to have it when you do, and your problem is 
how to establish it at the least possible cost of maintenance and have 
it ready  when you want it.

And in my judgment—I do not quite say------
The Ch a ir m a n . Pardon me, I do not think you have answered the 

question proper.
Mr. H il l . What is that, Mr. Chairman ?
The Ch a ir m a n . It does not specifically answer the question of 

Senator Shafroth.
Mr. H il l . In my judgment, it is a mistake to attempt to go beyond 

that point. Let it grow by an evolution beyond that point.
Senator Sh a f r o t h . Would you have the central bank issue all of 

the currency?
Mr. H i l l . Absolutely.
Senator Sh a f r o t h . What limitation would you put upon the cen­

tral bank ?
Mr. H il l . None but the requirements of the business of the 

country. With prompt redemption, after it has done its first work.
Senator Sh a f r o t h . Would you leave that to the board of 

directors ?
Mr. H il l . With the limitations of a gold reserve and the security 

of commercial paper.
Senator Sh a f r o t h . What percentage of gold reserve would you 

have ?
Mr. H il l . I thought I would make it 50 per cent. These gentle­

men recommend 40 per cent. I concede tneir judgment is better 
than mine, for this reason: I stated 50 per cent in my study of this 
bill, and had the remainder of the note secured by collateral paper, 
accepted paper. They make it 40 per cent and the whole note secured 
by collateral. Consequently I think their proposition is better.

Senator Sh a f r o t h . Would the board of directors have the power 
to retire the currency at any time they wanted to do so ?

Mr. H il l . It would retire itself.
Senator Sh a f r o t h . Well, but would they, in fact, have that power 

under your plan ?
Mr. H il l . What difference would it make whether they retired it 

themselves------

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



BANKING AND CURRENCY. 287

Mr. W e x l e r  (interposing). They could not retire it themselves.
Senator Sh a f r o t h . Your theory is that the central bank would 

have the power to issue notes and borrow money ?
Mr. H ill. It would not make any difference whether it had the 

power to issue notes or not. The power to issue notes is a mere buga­
boo. There is no difference between the expansive power of a prop­
erly secured ifi|te circulation and that expansion put upon the 
books of the bank as a credit except in the form which the credit 
takes.

Senator N elso n  (interposing). Mr. Chairman, I would be glad to  
hear Mr. Forgan, Mr. Wexler, and Mr. Reynolds on this question o f 
the character of the bills, whether they ought to be the bills of the 
bank or the bills provided in this proposed legislation, the promises 
of the Federal Government. I would like to hear each of these gen­
tlemen discuss that question.

Senator P o m e r e n e . Well, it is half past 5 o’clock now, and that 
would take a long time.

The Ch a ir m a n . It has been suggested to the chairman that we 
adjourn now until to-morrow morning at 10 o’clock.

But before adjourning for the day I should like to ask one question 
of Mr. Hill.

Mr. H il l . Would you like to have me stay over until to-morrow, 
Mr. Chairman ?

The Ch a ir m a n . No; I do not want to keep you, so far as I am 
concerned. I just want to ask you this question: You stated, I be­
lieve, that you object to the Government*control of this bank?

Mr. H il l . Yes, sir.
The Ch a ir m a n . Because, in reality, it means Government control 

of individual credit ?
Mr. H il l . Yes, sir.
The Ch a ir m a n . Right “ down to the crossroads” ?
Mr. H il l . I think it does.
The Ch a ir m a n . Would you prefer to have that control, then, 

exercised by private persons ?
Mr. H ill. I would prefer to have that distributed, and you can 

not stop it.
The Ch a ir m a n . Why ?
Mr. H il l . No; it is not possible. There are 17,000 banks that are 

not under the control of the Government. There are private bankers, 
some of the largest institutions in the country. I do not believe it is 
possible, by legislation, to get such a control. You may control it, 
so far as tne national banks come into the system.

The Ch a ir m a n . I merely wanted to get your point of view, Mr. 
HUl.

(Thereupon, at 5.30 o’clock p. m., the committee adjourned until 
to-morrow (Saturday) morning, at 10 o’clock.)
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SATURDAY, SEPTEMBER 6, 1913^

Co m m itte e  on  B a n k in g  a n d  Cu r r e n c y ,
U n it e d  Sta te s  Se n a t e ,

Washington, D. 0.
The committee assembled at 10.15 o’clock a. m.
Present: Senators Owen (chairman), Hitchcock, Reed, Shafroth, 

Hollis, Nelson, and Bristow.
The C hairm an . Mr. Forgan, I  understand that you wish Mr. 

Reynolds to take the stand and answer questions by members of the 
committee ?

Mr. F o r g a n . Mr. Reynolds and Mr. Wexler are both here Mr. 
Chairman.

The C hairm an . All right. Mr. Reynolds, will you proceed now.
Senator S h a fr o t h .  Mr. Chairman, Mr. Milliken has some ques­

tions here in tabulated form which he would like to ask Mr. Reynolds; 
and it concerns a theory which he holds and which he understands 
very thoroughly; and I should be glad if you will allow Mr. Milliken 
to ask them directly. Is there any objection to that?

The C hairm an . I have no objections, if it is agreeable to the com­
mittee.

Senator H it c h c o c k .  If he desires simply to ask one or two ques­
tions, I have no objection.

ADDITIONAL STATEMENT OF GEORGE M. REYNOLDS, OF
CHICAGO, ILL.

Mr. M il l ik e n .  I would like to ask Mr. Reynolds about the Euro­
pean test of solvency, as compared to the American test of solvency.

Mr. R e y n o ld s .  Can you not put all of that in one question?
M r. M i l l ik e n .  I have g ot it on  one sheet o f paper here, M r. Rey­

nolds.
Suppose we should adopt the European test of bank solvency by 

requiring the national banks to state the liquidity of their portfolio 
(the portfolio being the portion of their assets which represents their 
deposits and other demand obligations) and its ratio to their deposits 
and other demand obligations, would that not tend to better banking 
in this country ? That is the question.

Mr. R e y n o ld s .  Yes; I am inclined to think it would. I think any­
thing that would be in the nature of greater publicity of actual sound 
or unsound conditions would be helpful.

M r. M i l l ik e n .  T he second  question  is : T o  illustrate, let m e sup­
pose there are tw o banks reporting under this test, one o f  w hich  we 
w ill call bank  A and the other bank B, and their portfo lios  sh ou ld  be 
as fo llow s:

The portfolios of both banks and the ratios thereof to their deposits 
and other demand obligations would be as follows: Now, the first I 
will give you is the amount of gold and other cash items, and then the 
the next is the commercial paper maturing.

Bank A has in gold 10 per cent of its deposits, and it has 45 per 
cent of commercial paper maturing within 15 days, 25 per cent of 
commercial paper maturing within 16 to 30 days, 15 per cent of com­
mercial paper maturing within 31 to 60 days, and 5 per cent of com­
mercial paper maturing in 61 to 90 days, and no commercial paper 
maturing after 90 days.
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Bank B has 20 per cent of its deposits in gold, 15 per cent in com­
mercial paper maturing within 15 days, 15 per cent in paper maturing 
in 16 to 30 days, 15 per cent of commercial paper maturmg within 31 
to 60 days, and 35 per cent of commercial paper maturing in 61 to 
90 days, and no commercial paper maturing after 90 days.

Now, is it not a fact that bank A is in a better position to meet its 
obligations than bank B, even though the latter, at the particular 
time this statement is made, has 100 per cent more gold in its 
vaults than bank A ?

Mr. R e y n o ld s .  I w ould say yes.
Mr. M il l ik e n . Therefore, our test of solvency, which requires the 

bank to state the extra liquidity—our test now requiring the bank to 
state the extra liquidity of the smallest portion of its assets is a 
fallacy, is it not, without stating the liquidity of the balance of its 
assests? It is a monetary fallacy, which is not required in any 
country of the world but ours; is not that true ?

Mr. R e y n o l d s . Yes; that is, practically, I  will not say it is not 
required in any country, but it is not required in most countries. 
That is upon the theory that the question of reserves should be left 
to the judgment and skill of the managers.

Mr. M il l ik e n . The managers of the bank ?
Mr. R e y n o l d s . Yes.
Mr. M il l ik e n . N ow , w hat other cou ntry  is there w hich requires 

a legal gold  test but ours ?
Mr. R e y n o l d s . I do not know of any, offhand.
Mr. M il l ik e n . There is not a country in the world; ours is the 

only one. Not a single European country. The European expert, 
Prof. Lazotti, of Italy, the great minister of finance of that country, 
the man who gave them the rural credit system, says that is the most 
dangerous feature in our whole banking system.

Mr. R e y n o l d s . If I understand you correctly, your whole theory, 
or question, is as to whether a very large percentage of your liabil­
ities covered by short-time maturmg commercial paper, with a 
small cash or gold reserve, is not better than a somewhat larger 
gold reserve with a very much smaller percentage of short-time com­
mercial paper ?

Mr. M il l ik e n . Yes.
Mr. R e y n o l d s . I certainly agree with you.
Senator N e l so n . But you will admit that, in one respect, their 

bills of exchange or commercial paper is different from ours. Ours is 
strictly in the form of notes ?

Mr. M il l ik e n . Yes.
Senator N e l so n . And theirs is mostly in bills or drafts.
Mr. M il l ik e n . Y es, sir.
Senator N e l so n . With the indorsers and acceptors on it?
Mr. R e y n o l d s . Senator Nelson, the value of their short-time 

commercial paper over ours under the present system could be illus­
trated in this way: That those banks, which are joint-stock banks, 
discount this paper and turn it into cash at any time; and they are 
more liquid by reason of that fact than under our present system; 
but no more liquid than we would be under the same conditions, if 
these Federal reserve banks were established as now contemplated. 
Is that not right?

Mr. M i l l ik e n .  I believe we could  have a better discount bank.
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Mr. R e y n o ld s .  Well, I am only trying to illustrate the point.
M r. M i l l ik e n .  Yes. But at present the banks have got no place 

at which to rediscount their commercial paper?
Mr. R e y n o l d s . The figures of foreign discount institutions show 

that the major portion of the discounts taken by them are very short 
time. You take in France, they will have an average from 14 days 
to 20 days. In London, they will average from 7 ,£o 15 days, illus­
trating by that that the average joint-stock bank calculates that a 
large quantity of liquid commercial paper of such a kind as is eligi­
ble for discount at the central bank is the thing they count upon 
most for their reserves.

Mr. M il l ik e n . Certainly.
Mr. R e y n o l d s . Credits there run for a very short time; a great deal 

of money runs over week ends, or from 5 to 7 days. So that if a 
joint-stock bank in London wanted to realize £1,000,000 they take 
out of their portfolio paper sufficient to get that amount of money.

Mr. M il l ik e n . T he shortest tim e paper?
Mr. R e y n o l d s . The shortest time paper they have. It may run

2 days or 5 days, or 7 days, with the result that the average discount 
over there runs from 7 to 14 days.

Mr. M il l ik e n . Yes.
Mr. R e y n o ld s .  That is the real test of it.
Senator N e l so n . Then, they have in these countries what they call 

“ accepting houses” ?
Mr. R e y n o ld s .  Yes, sir.
Senator N e ls o n . That makes a business of accepting bills of 

exchange ?
Mr. R e y n o ld s . Yes, sir.
The Ch a ir m a n . Mr. Reynolds, we have examined the pending 

measure at considerable length, in showing what the objections to it 
are. What features of the pending measure do you regard as of 
value ?

Mr. R ey n o l d s . Well, there are many advantages. I think the 
most important feature of all —and it is an extremely important one—  
is that it will provide with proper elasticity in credit ana currency. I 
think that it will have a tendency to mobilize reserves, to the extent 
that it will give greater efficiency to the use of all lawful money as 
reserves in the safeguarding and protection of our credit.

The Ch a ir m a n . Might these banks not also serve as a convenient 
method of transferring credits from one part of the country to another 
if they kept accounts with one another?

Mr. R e y n o ld s . Yes; if they kept accounts with one another. The 
difficulty with that is, that at certain seasons of the year, the tendency 
is all in one direction, and in certain other seasons of the year it is 
all in the other direction.

Now, that may be overcome partly with a common ownership of the 
assets in one point, which would make these transfers of funds purely 
bookkeeping entries; so far as the institutions would be concerned 
there would be no transfer of the money. But they could make these 
transfers, as you intimated, through keeping accounts with one 
another.

On the other hand, the more money there is tied up in banks carry­
ing balances of one of the Federal reserve banks with another, in 
order to meet the exchange requirements of the country, the less
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ability they would have for doing business, and the greater the 
contraction of general business would be.

The C h airm an . Well, might these reserves of the reserve banks 
not be kept with each other in cash, and in that way the matter of 
exchanges be facilitated ?

Mr. R e y n o l d s . Well, I  calculate that this bill, if it were put into 
effect, would require that the balances due from one Federal reserve 
bank to another should require 33£ per cent reserve in the bank to 
which it was due; so that the more balances you carry, the more 
reserves there would be necessary.

Now, you are getting back to the question of pyramiding. We can 
now run, in the reserve cities, on the basis of 35 per cent reserve. 
Now, if you undertook to bring about pyramiding by requiring them 
to keep balances with one another in order to accomplish the same 
thing the national banks are now doing, you would reduce the effi­
ciency of the reserve by raising it 25 to 33J per cent, because it re­
quires a larger amount of money against those balances.

The C hairm an . Upon that assumption, that is true.
Mr. R e y n o ld s .  Yes, sir.
Senator Sh a f r o t h . Have you finished your question, Mr. Chair­

man?
The Ch a ir m a n . Yes, Senator Shafroth.
Senator Sh a f r o t h . Mr. Reynolds, the currency which is provided 

in this bill consists of Treasury notes, and they are not made legal 
tender. In your judgment, would it strengthen the currency to 
make those notes legal tender?

Mr. R e y n o ld s .  No, sir; I do not think they should be made legal 
tender.

Senator S h a fr o t h .  Why? What objection is there to making 
them legal tender ?

Mr. R ey n o l d s . Simply because, in my opinion, a bank note should 
be created to serve only the purposes which a check would serve. 
They are not money; and I think the fundamental point in the con­
sideration of that subject is to keep in mind constantly that they are 
not money. They are obligations; they are credit instruments; they 
are a means of exchanging a credit into a general form which is 
known by everybody and accepted by everybody to such an extent 
that they will pass current everywhere, whereas oftentimes an indi­
vidual check or draft would not pass current.

Senator Sh a f r o t h . But these notes are notes of the United States, 
are they not ?

Mr. R e y n o ld s . Yes. They are the joint obligations of Federal 
reserve banks and the Government.

Senator S h a fr o t h .  But what is the objection if they are notes 
issued by the United States Government; is there any objection to 
making them legal tender?

Mr. R e y n o l d s . I think there is a decided objection. What value 
would the Government get if it issued these notes under these con­
ditions ? Does not the question of the creation of credit follow the 
same principles of economics applied to you as an individual, to a 
municipality, a commonwealth, or a nation ? Should not credit always, 
under all conditions, be created against the receipt of actual assets ? 
In other words, if I give an obligation I must get an asset for it.
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Now, I understand that it is not the purpose of this bill to provide 
that the Government gets an asset; but it creates a liability. Would 
you gentlemen sign a note which might come back upon you for pay­
ment without getting some asset as against the liability which you 
create with which you could liquidate the obligation ? It seems to 
me that it is the same principle.

The C hairm an . D o  you think, then, that the principle in use by 
the Bank of England is unsound ?

Mr. R e y n o ld s .  I did not understand that, Mr. Chairman.
The C hairm an . D o  you think the principle in use by the Bank of 

England is unsound; it makes its notes legal tender?
Senator S h a fr o t h .  And so does the Bank of France.
Mr. R e y n o ld s .  N o ; I do not say that, because the Bank of Eng­

land, in a great part, has its notes secured by gold— they are ware­
house receipts.

The C hairm an . But the Government’s promise to pay is also the 
basis of their notes, is it not ?

Senator Sh a f r o t h . To the extent of $90,000,000.
Mr. R e y n o ld s . Well, that is to the extent of the amount of bonds 

which they have back of those notes.
The C hairm an . I am speaking of whether you regard it as an erro­

neous system, the principle of the Bank of England— supplementing 
the question which the Senator from Colorado asked you ?

Mr. R e y n o ld s .  Well, I do not know that I could give a satisfactory 
answer to that question offhand.

Senator N e ls o n . In the case of Bank of England notes, you know 
that for every bill outside of these ninety millions of debt the Govern­
ment is backed by $1 in gold?

Senator S h a fr o t h .  Yes.
Senator N e ls o n . They simply serve the purposes of our gold cer­

tificates here. The bank of England has $1 in gold for every one of 
those notes ?

Mr. R e y n o l d s . No.
Senator S h a fr o t h .  There is a reserve of about 60 per cent in the 

Bank of England.
Mr. R e y n o l d s . The larger you make your reserve the more you 

minimize the danger against the issuing of those notes.
Mr. M il l ik e n .  Mr. Chairman, will you permit me to make a 

statement ?
The C hairm an . If the committee has no objection.
Senator H it c h c o c k .  Would it not be better to wait until Mr. Mil­

liken comes on the stand ? I think that ought to be a separate matter.
The C hairm an . Then, you may make your statement later, Mr. 

Milliken.
Senator S h a fr o t h .  D o  you regard the legal-tender character of 

the United States greenback notes as being a detriment or a benefit ?
Mr. R e y n o ld s .  Well, it is a benefit in that it can be kept in circu­

lation better; but it is a detriment in every other respect, because 
it requires the Government to do just exactly what the Bank of 
England does— carry an immensely large gold reserve against it—  
which must be extremely expensive.

Senator S h a fr o t h .  Well, if they were made a legal tender, they 
would have to carry a still larger reserve, would they not ?

Mr. R e y n o ld s .  I think th ey  w ould , then.
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Senator Sh a f r o t h . Well, then, the legal-tender character which 
is attached to the greenback note is really a benefit in the matter of 
strengthening the currency ?

Mr. R e y n o l d s . Well, it keeps them in circulation better. It en­
ables the banks to carry them in their reserves, and I think if you 
will take the statement of the Comptroller of the Currency you will 
find that those legal-tender notes are, to a very large extent now­
adays, locked up in the vaults of the national banks and kept there 
permanently as their reserves.

The Ch a ir m a n . Well, for that very reason------
Mr. R ey n o ld s  (interposing). Yes, I think it is for the reason that 

they are legal tender. But if you make the notes which it is pro­
posed to have these institutions issue—if you make them legal tender, 
then you provide for what I am afraid will be a violent inflation in 
credit.

Senator Sh a f r o t h . Then you think it would be a detriment to 
make these notes legal tender, even if they are Treasury notes of the 
United States Government.

Mr. R e y n o l d s . I do. I think it would provide for a greater 
inflation than necessary, and in explanation of that statement I will 
say that I think that, for the reason that it is only in rare intervals, 
now and then, under existing conditions that we need more credit, or 
more money.

I do not believe you want that any more than the bankers do.
Senator S h a fr o t h .  Do you think that to make the present national- 

bank note full legal tender for the payment of debts would be a detri­
ment or a benefit ?

Mr. R e y n o l d s . N o ; I do not. I differ from a great many of my 
colleagues as bankers on that subject, in this respect, that I have 
believed for some time that a national bank note issued by an insti­
tution other than my own should, in view of the fact, first, that it is 
obliged to pay par or more for the security which secures the note, be 
counted as reserves. In other words, I thmk the note of Mr. Forgan’s 
bank, secured as abundantly as it is secured, with the additional 
liability of his bank, and also the promise of the Government to pay 
it, should be counted as reserve in hand.

And, by way of illustrating how that works under existing condi­
tions, I have in my pocket a statement from our institution, received 
three or four days ago, and I find that we have due from the United 
States Treasury $1,437,000 against a requirement of 5 per cent of 
$450,000j leaving $987,000 as representing the amount of national 
bank notes which we have in process of transportation to Washington 
and return, in order to present those notes for redemption and get 
them into lawful money.

Senator Sh a f r o t h . And use that lawful money for reserves ?
Mr. R e y n o l d s . Yes. Now, every night we assort our money 

received during the day and every bank note of banks other than 
our own bank, which we are unable to pay out during the day, is 
forwarded to Washington for redemption. And on this statement 
which I have, if we had not been obliged to do that, but could have 
counted those notes as legal money, we would have had $987,000 
greater reserves, which would have been the basis of security for 
credit, on the basis we are now running, of 8 to 1 as Mr. Forgan 
showed, which would allow for a good deal of expansion.
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Senator Sh a f r o t h . Well, you think that if the present bank notes 
were made legal tender, that it would create an expansion of credit ?

Mr. R e y n o ld s . Yes; I think it would, to some extent.
Senator Sh a f r o t h . In the same way as if this Treasury note was 

made so ?
Mr. R e y n o l d s . Yes, sir; I do.
Senator Sh a f r o t h . That would be due to the fact that it could 

be counted as reserves, and would, therefore, be a safer currency to 
build on ?

Mr. R e y n o l d s . Yes, sir. I think the better policy is not to make 
either of them legal tender, but to go ahead ana legislate along lines 
that will provide for proper elasticity in these unusual times that I 
have referred to, through a private bank of discount, where an elas­
ticity in credit and an elasticity in note issue, which must be coinci­
dent with each other, can be accomplished.

Senator Sh a f r o t h . Mr. Reynolds, do you consider that action of 
the European banks—the Bank of Germany, the Bank of France, 
and of England—in making their notes legal tender has been a detri­
ment or a benefit ?

Mr. R e y n o l d s . Well, you have a very different system of business 
in those countries. I do not know that I am sufficiently posted to 
justify me in answering that and standing upon my answer.

But here is the difference as it appears to me at the moment: In 
this country banks are obliged to carry now about $1,500,000,000 in 
reserve, and it is specified in the law that those reserves—particularly 
outside of this $542,000,000 bank balances—must be in lawful money, 
or legal tender. Now, there is no such law as that in Europe. There 
is no law anywhere requiring joint-stock banks in England and in 
other countries to carry reserves, and I think when you take that 
into consideration you make the cases so dissimilar that they are not 
parallel at all.

Senator N e l s o n . Then there is another consideration, Mr. Rey­
nolds, that in the European country they have only one bank of 
issue.

Mr. R e y n o l d s . Yes.
Senator N e l s o n . And at present we have in the national system 

of this country over 7,000 ?
Mr. R e y n o ld s .  Yes; but the answer to the question as I meant to 

make it is to make the reserves carried entirely apart from the 
reserves for circulating notes or reserves against deposits. ,

We have to carry that $1,000,000,000 here under the law; and it 
ties up an immense amount of money in our vaults that can not go 
out—and that requirement does not exist in those countries.

If you were to go tp London and ask a joint-stock banker to tell 
you how much money he had in his till, or his own safe, he will not 
tell you. He will immediately tell you about his cash, and due from 
bank—he will tell you that his till money plus a balance in bank 
makes what he calls his “ cash means,” and what we call our reserves 
over here.

In 1908, when I was over there, the only question that the London 
banker would not answer very frankly was as to the amount of actual 
money in his vault. We made an estimate, however, as best we 
could from information gained on other matters and from conversa­
tions, and estimated the amount not to exceed 3£ per cent.

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



BANKING AND CURRENCY. 295

Senator Sh a f r o t h . In actual cash?
Mr. R e y n o l d s . In the vaults of the London banks. Now, in 

Berlin, some of the joint-stock banks boasted that they kept no 
money in their vaults. They claimed that they could do all the 
business of Germany safely and efficiently with less than 1 per cent 
of money in their till. That represented the other extreme. They 
boasted of that as an example of the efficiency of reserve money in 
their system, through the mobilization of all of their reserves in the 
Reichsbank.

Now, in the passage of this bill as proposed, you, in my opinion, 
only go half way toward what they have done in the mobilization of 
reserves in Europe.

Do not misunderstand me, for I do not mean to say that I do not 
think that what this bill proposes will not do good. I think it will 
do great good. Just in proportion as it does mobilize reserves and 
make them available for use, it will help the situation.

For example, if we have too much money in New York and too 
little money m the South and the West, it is only through the mobiliza­
tion of these reserves, where credit can be changed against them, that 
we can get relief. If we have to send the actual money and have the 
business done through the payment of money itself, we can not 
accomplish fully all that is needed.

Senator Sh a f r o t h . Then, your only objection to the legal-tender 
character of a United States note, or a Treasury note, such as is issued 
here, is not that it weakens currency, but that it has a tendency 
to inflate credit.

Mr. R e y n o l d s . Absolutely.
Senator Sh a f r o t h . And that is the only objection you see to it?
Mr. R e y n o l d s . Well, from that point of view; yes.
The Ch a ir m a n . Do you mean to say “ inflate” the credit or 

“ enlarge” the credit?
Mr. R e y n o l d s . Well, either one.
The Ch a ir m a n . Well, one is in a harmful degree and the other is 

not necessarily harmful.
Mr. R e y n o l d s . I would say “ inflate,” then, because I would 

think it would have a tendency to create more notes than there 
should be. That, I think, would answer your question.

The Ch a ir m a n . But I  was speaking of credits, not notes.
Mr. R e y n o l d s . Yes, sir.
Senator Sh a fr o t h  (interposing). Will you estimate the extent of 

inflation that would be brought about by the making of these notes 
legal tender ?

Mr. R e y n o l d s . I could not do that offhand. It would be a com­
plex mathematical problem, and this is too important a matter for 
me to make a mere guess of that character.

The Ch a ir m a n . Is it the general practice of the banks to send 
these national-bank notes in for redemption when they come into 
their hands ?

Mr. R e y n o l d s . I do not imagine it is, Mr. Chairman, with the 
smaller banks; but the national-bank examiners in an institution like 
ours insist on a separation of the money. Up to about two years ago 
they permitted us to count different kinds of money as lawful money. 
That is to say, we might have $100,000 in a package of $1,000,000
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that would be bank notes, and they would pass those notes without 
any criticism.

Mr. F o r g a n . Well, they took the percentage into consideration.
Mr. R e y n o l d s . They pretended to take the percentage; but they 

did not count it literally.
Mr. F o r g a n . No.
Mr. R e y n o l d s . But they now require us to separate and segregate 

the different kinds of money, and our reccfcds show every night what 
kind of money we have; ana in that way we are every day forwarding 
them to the Treasury Department at Washington as the only basis 
upofL which we can get legal money against those notes. As I say, 
we have $987,000 tied up at this moment.

Senator Sh a f r o t h . Do you send those notes to the Treasury 
Department by express ?

Mr. R e y n o l d s . JBy express, yes; and it is rather an expensive 
proposition. In the first place, it takes about three men in our insti­
tution to assort and count the money, and then we have to pay the 
express charges both ways.

The Ch a ir m a n . If that money was legal tender, it would not be 
sent in for redemption, would it ?

Mr. R e y n o l d s . It would not be sent in for redemption; no.
The Ch a ir m a n . That would at least be an economic advantage in 

that particular, would it not ?
Mr. R e y n o l d s . Well, you might save a quarter at one end and 

lose a dollar on the other end.
The Ch a ir m a n . What is the dollar that you would lose on the 

other end ?
Mr. W e x l e r . It might be legal tender and still not legal reserve 

money.
The Ch a ir m a n . It would under the law; if it were legal tender 

it would be lawful money ?
Mr. W e x l e r . It would not necessarily be counted as the national 

bank reserves. I think the two are quite different; that is, as to 
whether a note is legal tender and whether it is good to count as 
reserves.

The Ch a ir m a n . The two things need not go together, of course, 
but under the present law legal tender, being lawful money, would 
come within that rule ?

Mr. F o r g a n . But if they were legal tender you could force any­
body else to take them, so that they would be equal to gold.

Mr. R e y n o l d s . And that is very largely the explanation of the 
reason why the banks which issue a large amount of national-bank 
notes are glad to have State banks take their circulation and lock it 
up as a part of their reserves.

The Ch a ir m a n . Does not the legal-tender quality of the notes of 
the Bank of France and of the Bank of Germany relieve to that extent 
the need for actual gold ?

Mr. R e y n o l d s . No; I would not say that.
Mr. Sp r a g u e . Mr. Chairman, might I be permitted to make a state­

ment at this tme ?
The Ch a ir m a n . Yes. Gentlemen, this is Prof. Sprague, of Har­

vard University.
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STATEMENT OF PROF. 0. M. W. SPRAGUE, OF HARVARD 
UNIVERSITY, CAMBRIDGE, MASS.

Prof. Sp r a g u e . The issues of the Reichsbank of Germany were 
made legal tender only three years ago, in the last revision of its 
charter. They had been accepted quite readily by the other banks, 
and the proposition to make them legal tender was in no sense a bank­
ing proposal.

They were made legal tender because it was thought that in case of 
war the notes would be more serviceable for the Government, since 
in case of war a very large issue of Reichsbank notes will unquestion­
ably be made. It was thought desirable to insure the general accepta­
bility of those notes for that reason and for that reason alone.

Similar is the case of the Bank of France. The notes were made a 
legal tender at the time of the Franco-German War, in 1870, in order 
to secure their general acceptability throughout the country. The 
Government was at that time, through the Bank of France, making 
large loans, and the notes were going into circulation in enormous 
quantities, and were not, at the moment, redeemable in gold.

Senator Sh a f r o t h . That was considered, then, the strengthening 
feature to the currency, was it not ?

Prof. Sp r a g u e . Yes; but not for banking purposes at all.
Senator Sh a f r o t h . Yes; purely as a national currency?
Prof. S p ra g u e . Yes.
Senator B r is t o w . I understand you, Mr. Reynolds, from your 

remarks, to object to the greenback as a currency?
Mr. R e y n o l d s . Yes, sir.
Senator B r is t o w . What is your objection to it?
Mr. R e y n o l d s . Well, the objection to it is that it is an inflation 

through the creation of fictitious credits.
Senator B r is t o w . What is the difference in principle between the 

national bank notes and the greenbacks ?
Mr. R e y n o l d s . Just the difference that one is absolutely secured 

by specific deposit of specific collateral in one form or another, while 
tne other has nothing but a general promise to pay back of it.

Senator B r is t o w . Well, that is a Government obligation in both 
cases ?

Mr. R e y n o l d s . It is a Government obligation in both cases; 
yes, sir.

Senator B r is t o w . So that in principle it is the same, is it not ?
Mr. R e y n o l d s . Well, it is entirely different in principle, in that 

one is secured and the other is not. If you were to let the national 
bank issue its notes without any collateral deposit, they would be 
the same.

Senator B r is t o w . Mr. Chairman, there is a call for a vote, and 
we will have to go to the Senate; so I will continue this line of ques­
tions later.

(Thereupon, at 10.50 a. m., the committee took a recess of 15 
minutes, at the conclusion of which the following proceedings were 
had:)

The Ch a ir m a n . Senator Reed, did you desire to ask some ques­
tions?
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Senator R e e d . Mr. Reynolds, you have spoken of bank notes, and 
have said that back of every bank note there was security. Now, 
just what is back of a bank note?

Mr. R e y n o l d s . I am speaking about the notes that this bill con­
templates issuing. They have back of them, first of all, a gold re­
serve of 33§ per cent. They have, in addition thereto, a specific 
deposit of 100 per cent of that in commercial paper; and in addition 
thereto they have the entire liability or responsibility of the banking 
institution issuing the notes.

Senator R e e d . N ow , referring to this bill, there would be 33J per 
cent gold on deposit all the time in the vaults of the reserve banks—  
the regional bank. There would be no money issued unless it was 
backed by that 33§ per cent, in the first place ?

Mr. R eyn o ld s  (interposing). There could not be, under the law.
Senator R ee d  (continuing). And, second, there would be 100 per 

cent of notes of customers; and those notes would be indorsed, in 
turn, by the member bank—but, of course, these notes do not have 
to be indorsed by all the member banks ?

Mr. R e y n o ld s .  No, sir.
Senator R e e d . They would only be indorsed by the bank that 

wanted to obtain the money ?
Mr. R e y n o l d s . They would be indorsed by the bank that would 

rediscount the paper with the Federal reserve bank.
Senator R e e d . Yes. The method would, then, be that if the 

First National Bank of Oklahoma wanted to get $100,000 of notes 
issued to it, it would take $100,000 of securities which would consist 
of the promissory notes of A, B, C, etc., and carry them to the regional 
bank, and the regional bank would deliver to them $100,000 of 
currency. Is that correct ?

Mr. R e y n o l d s . Yes, sir. But it might be received by them, 
Senator Reed, through another process. Of course, in the natural 
transactions of business between banks, the Oklahoma bank might 
secure credits—I mean by that checks or drafts upon other member 
banks—which it could deposit with the Federal reserve bank, thereby 
increasing its balance with that bank to an amount greater than 
its required reserve, and whatever amount they would have to 
their credit in excess of the amount which they would be required 
to carry with that bank as a part of their reserve, they could get 
in bank notes by issuing their check upon the Federal reserve bank.

Senator N e l s o n . May I  put a question right there, in connection 
with that, Senator Reed ?

Senator R e e d . Certainly, Senator Nelson.
Senator N e l so n . N ow , the bank deposits its commercial paper 

and takes the currency of the regional bank, which supplies the reserve 
of 33J per cent. Is that supplied by the bank asking for the cur­
rency, or is it supplied by the regional bank ?

Mr. R e y n o l d s . It is supplied by the regional bank.
Senator R e e d . N ow , where does the regional bank get its gold?
Mr. R e y n o l d s . The currency?
Senator R e e d . The gold.
Mr. R e y n o l d s . Well, it must get it by assembling gold in its 

natural conduct of its business. It will have deposited with it 
various forms of credit, and it will have more or less deposited with it 
in the natural course of business. For instance, in the transaction
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of business our institution, if it should have a deficiency with the 
Federal reserve bank at the close of the day and it would be our duty 
to make that good, we might have an excess of reserve money in 
our vaults which we could deposit there and make it good.

Senator R e e d . Y ou would be required to send up gold, would 
you not ?

Mr. R e y n o l d s . We would not be required to send up gold. That 
duty, or the duty of maintaining the gold reserve, would devolve 
upon the management of the Federal reserve bank. They would 
have to look out for that in their transactions of business with the 
member banks. It could be done in many ways, chief among which 
would be by the converting, if it wanted the actual specie, of the 
gold certificates which would come into its hands.

Senator R e e d . Y ou have come to the very question I  was going  
to ask. The Government has $1,100,000,000 of gold certificates 
outstanding ?

Mr. R e y n o l d s . Yes, sir.
Senator R e e d . And back of that, it has the same amount of gold; 

and that, I believe, you bankers insist is not entitled to be signified 
by the name of money. You say it is a warehouse receipt. It is a 
pretty good one, however, is it not?

Mr. R e y n o l d s . Yes, it is.
Mr. W e x l e r . It comes nearer to being money than anything we 

have got.
Senator R e e d . N o w , about the first thing the banks would begin 

to do under this system  would be to lay aside all the gold certificates 
they could get, would it not ?

Mr. R e y n o l d s . That is what they would do, in my opinion.
Senator R e e d . And about the next thing they would do would 

be to transfer the present gold that is held back of those certificates 
into their own vaults, would it not ?

Mr. R e y n o l d s . Well, they might, or they might not.
Senator R e e d . Well, do you not think, Mr. Reynolds, in all 

candor— and that, of course, is what we all want to use— that that is 
practically inevitable ?

Mr. R e y n o l d s . I do not honestly believe that, Senator Reed.
Senator R e e d . D o you not think it is very likely ?
Mr. R e y n o l d s . N o, I do not, and for this reason, that there is a 

great abrasion in the use of coins, which ultimately brings a great 
loss to large institutions like ours, and so long as certificates will 
serve the same purpose as gold will serve, we much prefer the cer­
tificates.

And I might carry the illustration a little further, by stating that 
if we, in Chicago, were to fill the order of the ordinary country banker, 
or reserve city banker for currency by sending them gold, we would 
insult them mortally, because they say that they do not want it; 
they want currency, because it is more convenient to handle and to 
transport.

Senator R e e d . Let us look at it in another way. You would 
accumulate these gold certificates, at least, putting them into your 
reserves as gold, would you not?

Mr. R e y n o l d s . Not more than the legal reserve requirements would 
make it necessary.
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Senator R e e d . But the legal requirement would be 33 £ per cent 
of all the money that was issued by the banks. And as you want to 
issue enough money to transact the business of the country, how 
much will that be ?

Mr. R e y n o ld s . Well, but we need but little more m o n e y  now 
than we have now. It is only at certain seasons of the year, in the 
cotton season, or the season when we have an undue activity in 
business, that we need much more of a circulating medium.

Senator R e e d . N o w , you have to keep 33£ per cent of your  
deposits--------

Mr. R e y n o l d s  (interposing). I beg your pardon?
Senator R e e d . Y ou have to keep now 33$ of your deposits--------
Mr. R e y n o l d s  (interposing). You are speaking of Federal reserve 

banks?
Senator R e e d . Yes; I am speaking now of this plan— this scheme 

that is outlined in this bill.
Mr. R e y n o l d s . Yes, sir.
Senator R e e d . N o w , what are the aggregate deposits of all the 

national banks to-day ?
Mr. R e y n o l d s . $7,100,000,000.
Senator R e e d . Well, it is proposed to take into this bill— at least 

it has been advocated here—State banks and trust companies ?
Mr. R e y n o ld s . Yes, sir.
Senator R e e d . Very well. How much free gold, about, Mr. Rey­

nolds, is there now in the banks available for gold reserves ?
Mr. R e y n o l d s . I have not that at the end of my tongue, but there 

is somewhere around $500,000,000 and $600,000,000, I should say.
Senator R e e d . $500,000,000 or $600,000,000 ?
Mr. R e y n o l d s . Yes; I should say that. The report will show.
Senator R e e d . Well, there is $600,000,000 of free gold in the banks 

to-day. You are going to establish a system now which, without any 
emergency currency and without any inflation of any land, amounts 
to $7,000,000,000, m round numbers. You must have 33J per cent 
of that in gold. Now, where are you going to get that gold if you do 
not go down to the Treasury of the United States and get this 
$1,100,000,000?

Mr. R e y n o l d s . Well, Senator Reed, you were not here yesterday,
I believe ?

Senator R e e d . No; 1 unfortunately could not be here.
Mr. R e y n o l d s . I submitted then a statement showing what I 

believed would be the status of the reserves of the various banks of 
the country, and of the Federal reserve bank after this whole plan, 
if it is enacted into law as it is now proposed in the bill, should go 
into effect, and on the assumption that all the national banks would 
come into it; and that statement shows that after the plan should be 
put into operation that the requirements for reserves would be 
$968,000,000, of which $447,000,000 would have to be in their vaults, 
as compared with $913,000,000 at this time.

(Thereupon, at 11.18 a. m., a recess of 10 minutes was taken, after 
which the following proceedings were had:)

The Ch a ir m a n . Senator Reed, do you desire to continue your 
questions ?
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Senator R e e d . Yes, Mr. Chairman. Mr. Reynolds, I do not under­
stand how you can have $7,000,000,000 of circulation out, and 33 per 
cent of that gold.

Mr. R e y n o l d s . We have not $7,000,000,000 of circulation out; 
we have $7,000,000,000 of deposits.

Senator R e e d . I meant to say $7,000,000,000 of deposits, with 33J 
per cent back of it, unless you have over $2,000,000,000 of gold in 
your reserve.

Mr. R e y n o l d s . We do not expect to have that in this bill. It 
does not provide for that, Senator Reed.

Senator R e e d . Y ou do not expect to have what?
Mr. R e y n o l d s . $7,000,000,000, secured by $2,000,000,000 of gold. 

As a matter of fact. Senator, if 1 am correct------
Senator R e e d  (interposing). Oh, I am confusing two different 

things; I see the difference now.
Mr. R e y n o l d s . I think you are confusing credits and notes.
Senator R e e d . I see that very plainly now. I did not have my 

mind on this examination just then. Coming, now, to the question of 
circulation, what would be the circulation in normal times ?

Mr. R e y n o l d s . Well, it would be not a great deal more than we 
have outstanding now.

Senator R e e d . Yes; how much?
Mr. R e y n o l d s . I should say $700,000,000.
Senator R e e d . $700,000,000. Now, you say that a greenback is 

not good money------
Mr. R e y n o l d s  (interposing). No; I  do not want to say that it is not 

good money. The question of the security of it makes for its good­
ness or badness, in my opinion. And I want to say now, with the 
cash reserves—gold reserves—of 40 per cent, which is carried against 
greenbacks, we do regard that as good money.

Senator R e e d . Well, do you not think that the Government of the 
United States back of a note is a little higher security than the 
promise to pay the same amount by some individuals ?

Mr. R e y n o l d s . Well, I think that of the two promises to pay, 
the promises of the Government would be stronger, but I do not care 
so much for their promises to pay as I do for my belief in their ability 
to pay on demand.

Senator R e e d . Well, it the Government of the United States has a 
gold reserve of 33J per cent, and then issues its note, back of which is 
the faith and credit and taxing power of the United States, which is 
absolutely unlimited to-day for all practical purposes—would you 
think that is as high a class of security as a note of a bank with th€ 
same gold reserve and nothing else back of it except the capital of 
the bank and the notes of private individuals ?

Mr. R e y n o l d s . Yes; I do. I think a Treasury note with 33J per 
cent of gold reserve back of it creates a fairly stable reserve. I would 
not agree in theory, however, that it is better than the other, because 
if they both served the same purpose, one would be as good as the 
other.

Senator R e e d . Well, I  am not talking about the question of 
whether they serve the purpose, because as a matter of fact, the green­
back, without any reserve at all back of it for many years circulated
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generally and was accepted generally by the people, and in that sense 
served the purpose as a gold certificate.

Mr. R e y n o l d s . Well, there came a time when it did not do that, 
Senator.

Senator R e e d . Well, it has not come since we remonetized gold.
Mr. R e y n o l d s . N o .
Senator R e e d . I mean since we demonetized silver.
Mr. R e y n o l d s . We did not have much to do with it.
Senator R e e d . N o w , I  get the idea from you, then, that if the 

Government had a 33 J or a 40 per cent gold reserve and issued the 
money itself, that would be reasonably stable money ?

Mr. R e y n o l d s . I think it would; yes, sir.
Senator R e e d . It would be what you call safe money, would it not ?
Mr. R e y n o l d s . Yes; I should say it would.
Senator R e e d . N o w , what objection is there to the Government 

retiring its gold certificates and issuing greenbacks in lieu of them 
and utilizing its present gold reserve of $1,100,000,000 back of the 
greenbacks, or the Treasury notes, or whatever you call them?

Mr. R e y n o l d s . Well, I think you would find that you would not 
have that supply of gold by the time you got to that issue, because 
the people have the gold certificates now and they know they are 
secured by 100 cents on the dollar, and you would have to have 
those certificates surrendered voluntarily in order to enable you to 
utilize that gold.

Senator R e e d . They circulate regularly, do they, through these 
channels ?

Mr. R e y n o l d s . Yes; I think they would, Senator. You would 
create the condition to which you referred awhile ago, namely, that 
under those conditions the banks would probably cash in their gold 
certificates and take the coin itself in lieu of it.

Senator R e e d . Y ou do not want me to understand, now, that if 
the Government was to embark upon the policy of issuing this money 
and have a reserve of 40 per cent in gold, that the banks of this country 
would organize a raid upon the notes of the Treasury and block the 
Government in that sort of beneficent purpose ?

Mr. R e y n o l d s . No.
Senator R e e d . If you do, I should have to revise my opinion of 

the banks.
Mr. R e y n o l d s . N o ; I do not think that. But in addition to the 

amount of the notes of that character held by the banks there would 
probably be $600,000,000 to $700,000,000 of it in the hands of the 
people. How are you going to get those notes surrendered that are 
held in the pockets and the hands of people individually?

Senator R e e d . D o not they all come into the banks, or substantially 
all of them, every week in the year ?

Mr. R e y n o l d s . They do in the natural course. I can not think 
there is any tendency toward discrimination under conditions between 
those notes and other kinds of money.

Senator R e e d . Y ou bankers want the Government to remodel this 
currency system, and I think you are asking for some bill, perhaps, 
with more eagerness than any other class of people, and for which I 
do not at all criticize you. Suppose that the bill that was proposed 
by Senator Shafroth should be concluded by us to the best plan, and, 
speaking roughly—if I do not state it right Senator Shafroth will
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correct me—lie advances the idea in that bill that the Federal Gov­
ernment, whenever a gold certificate comes into its possession, shall 
retire that certificate, when it comes in in the natural channels of 
trade, payment of dues, etc., by simply taking it and destroying it, 
thus retaming the gold; and then issuing $2 for each gold dollar of 
Federal notes, by whatever name they may be known, and back of 
these notes retaining one gold dollar; that is, for $2 of paper retain­
ing $1 of gold. If that plan should be determined on, would we not 
have the cooperation of the banks ?

Mr. R e y n o l d s . In so far as they would have an ability.
Senator Sh a f r o t h . Let me explain it just a little further.
Mr. R e y n o l d s . Yes.
Senator Sh a f r o t h . The certificates that come into the Treasury 

are canceled; a note takes the place of the certificate— a United States 
note, full legal tender—for the payment of all debts; and then another 
note is issued with which to retire the national-bank notes when they 
come into the Treasury, upon request of the national banks. In 
other words, if you want the currency of your national bank retired 
you let the United States Government assume the redemption of 
them, and they have to retire that quantity and issue in lieu of those 
notes the full legal tender. To state it another way, it does not 
inflate the currency one particle; it just substitutes for the gold 
certificate a like amount of legal tender notes, substitutes for the 
bank notes as they come in voluntarily by the bank, dollar for dollar, 
those, and leaves a surplus of reserve over 50 per cent of about 
$178,000,000 of gold.

Mr. F o r g a n . Does the Government retire the bonds ?
Senator Sh a f r o t h . Yes. The Government pays to the banks the

2 per cent bonds in full at par.
Mr. W e x l e r . Do they provide redemption facilities for the notes?
Senator Sh a f r o t h . Not except they come into the Treasury. It 

is supposed that the inducement for the banks to retire their circula­
tion will be that they will get full legal-tender money for their 2 per 
cent bonds.

Mr. W e x l e r . I mean after that operation has taken place, and 
you have made retirement of the notes outstanding, with 50 per cent 
gold reserve, then what machinery have you for adjusting the quan­
tity of notes outstanding to the requirement of commerce for the 
retirement of the excess ?

Senator Sh a f r o t h . There is nothing. There is the really inflexi­
ble part of the currency. It does not deal with the question of the 
emergency currency; it only deals with the question of having dollar 
for dollar for the gold certificate and dollar for dollar for the bank 
notes, and then provides that there shall be a gold reserve main­
tained at 50 per cent, and that in addition to that the Treasurer is 
directed to buy gold or to sell bonds for the purpose of maintaining 
that reserve at 50 per cent.

Mr. R e y n o l d s . H ow  do you provide that you are to maintain this 
50 per cent to start with ?

oenator R e e d . In the first place, we put it in the vaults and keep 
it there, and we do not issue any more money—that is, under this 
plan— than 2 for 1. I am not advocating this plan; I am asking for 
information.

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



304 BANKING AND CUBBENCY.

Mr. R e y n o l d s . We understand your attitude, I  think, Senator, 
thoroughly.

Senator R e e d . In other words, we now have $1,100,000,000 of gold 
in the vaults, for which there is a gold certificate, and that is 100 
per cent reserve. We may use that term. It seems to be conceded 
that 40 per cent is enough for banks to have. Instead of retaining 
that gold dollar for dollar for these certificates, to transform it into 
a 50 per cent reserve. Having a 50 per cent reserve, we would not, 
as Senator Shafroth has stated, inflate the currency. If that could 
be done, the first question I want to get at is that that would furnish 
a reasonably stable and safe money, would it not ?

Mr. R e y n o l d s . I think it would, and I think, frankly, that you 
could work it out so that it could be done, if you want to put the 
Government into the banking business and have it assume that 
responsibility.

Senator R e e d . That is another question, whether we want to put 
it into the banking business. Coming to the question of inflation 
on account of emergencies, the getting of more money when you 
banks need it——

Mr. F o r g a n . Let me make a suggestion in regard to what you 
have been talking about.

Senator R e e d . Yes.
Mr. F o r g a n . Y ou have whatever amount you have out of these 

notes secured by 50 per cent gold. You have got, of course, to cal­
culate upon redemption; you can not have the amount fixed. You 
may call it the “ staple circulation” and “ rigid circulation,” but the 
redemption will go on. You reduce it to a small amount. Suppose 
the Government had $2,000,000 of such notes out, secured by a 
reserve of $1,000,000. It would only require $1,000,000 to be pre­
sented to use up the whole $1,000,000 of gold, and you have got 
$1,000,000 out without any gold reserve behind it.

Senator R e e d . I understand that. Let us apply that to the bank. 
The reserve bank has got $2,000,000 of paper out and $1,000,000 of 
gold. A gentleman walks up some morning with $1,000,000 of this 
paper and says, “ I want the gold,” and you pay it to him, and you 
are in just the same fix the Government would be, that far in the 
transaction.

Mr. F o r g a n . Except------
Senator R e e d . “ Except.” Now, you have got, in addition to 

that, certain resources. You have notes.
Mr. W e x l e r . Capital.
Senator R e e d . And you have some capital. But I  want to know 

if you think the gold reserve in the hands of the Government would 
be raided any more than it would be in the hands of the banks ?

Mr. F o r g a n . The Government is not protected as th« banks are 
in this way, because of the regular operation that takes place in the 
banks. While what you say would be profitable, the banks are pro­
tected in that, in that when they pay out notes they get something 
for them; they get either gold or they get good commercial paper 
or bilk of exchange. These are being all the time converted, as 
it matured into redemption money. The Government has no such 
process, and it would resolve itself down to this, that what actually 
takes place in the banks is that when notes are presented to the 
banks—when they are paid out by the banks, it is generally against a
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deposit, and the deposit liability is changed into a note liability, and 
when they come back again they come in the deposit.

Senator R e e d . In other words, there is a stream of money coming 
into the bank all the time ?

Mr. R e y n o l d s . All the time; yes, sir.
Senator R e e d . I s there not a stream of money coming into the 

Federal Treasury all the time ?
Mr. R e y n o l d s . N o .
Senator R e e d . I think there is. You shake your head, but I 

think there is.
Mr. W e x l e r . There is a stream of money coming into the Treasury, 

but the stream that is going out by appropriations is as great as the 
stream coming in.

Senator R e e d . And part of that money must be gold just the same 
as part of the money coming to the bank is gold ?

Mr. F o r g a n . Not for that purpose.
Senator R e e d . If we wanted to do it, we could make a percentage 

of our dues and customs actually paid in gold. I do not know how 
wise that would be, for it seems to me that would attack the value of 
the currency or the stability of it.

Mr. F o r g a n . This would require that the Government could keep 
its revenues as it receives them, in its own hands, and not go in any 
regional banks, as is proposed.

Senator R e e d . If it went into the regional banks under this plan, 
the regional bank would have to be ready to respond to the Govern­
ment in the case of demands for gold being too heavy, of course, if 
you let it out. I am going to get your mind directed to this, be­
cause------

Senator B r is t o w . Let me inquire, if the Senator will excuse me, 
why is not all the gold that is behind the greenbacks taken out ?

Mr. R e y n o l d s . It is.
Mr. F o r g a n . There is no actual redemption takes place.
Senator B r is t o w . We keep money there to do it, if the demand 

comes.
Mr. F o r g a n . The greenbacks are being used for the subsidiary 

currency. They are all small notes and mostly in the hands of the 
people and hands of the banks for the purpose of paying out.

Senator R e e d . Could we not have some small notes that would be 
in the hands of the people under this plan ?

Mr. R e y n o l d s . What wauld be the mode of protecting your re­
serves, except through the levying of taxes on the one hand or selling 
bonds on the other ?

Senator R e e d . I do not know that there would be any other except 
this, that unless the gold had been absolutely frightened out of the 
country, that it would naturally flow into the Treasury, just as it 
would naturally flow into these banks. I want to say to you, gentle­
men, with all candor, that I have not made up my mind about a single 
letter, line, or syllable of this bill.

Mr. R e y n o l d s . We are very glad to know that.
Senator R e e d . But I want to know what there is about a bank 

that enables it to get gold when a Government that is collecting 
$2,000,000,000 a year------

Mr. R e y n o l d s . It has many things.
Senator R e e d  (continuing). Can not get some gold.
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Mr. R e y n o l d s . It has many things. First of all, it has assets 
maturing every day as we go forward in the transaction of our busi­
ness. It has bills of exchange which are salable immediately; it has 
commercial paper maturing every day; it has an ability, through the 
exercise of the raising of the rate of interest, to protect its gold, 
whefeas the Government would not. On the other hand------

Senator R e e d . Let us take one thing at a time. You are an ex­
pert on this, and I am a farmer on it.

Mr. R e y n o l d s . We are all farmers.
Senator R e e d . Sometimes I think when I hear great financiers 

talking and seeing how they differ, I conclude we are all in the realm 
of speculation to some extent, although I think you men who have 
been in the business ought to be able to draw pretty accurate con­
clusions. The first proposition is, you say you can get gold, because 
there is money flowing into the banks; but that money which comes 
into the banks is not necessarily gold ?

Mr. R e y n o l d s . No; I said because we have assets which we can 
readily turn into------

Senator R e e d . Into what ?
Mr. R e y n o l d s . Cash.
Senator R e e d . That is it, into cash; but you can not readily turn 

them into gold.
Mr. R e y n o l d s . The sentiment of the public will determine how 

readily this can be turned into gold.
Senator R e e d . That is true of you, and that would be true of the 

Government. The sentiment of the public is an important thing in 
all this, is it not? As long as everybody has implicit confidence in 
the banks of the country, nearly everybody that has got any sense 
puts his money into the bank, and when confidence becomes very 
greatly shaken a great many people with sense pull their money out.

Mr. F o r g a n . Lack of it.
Senator R e e d . And some from lack of it. [Laughter.] And yet 

I heard the other day a banker say that you bankers among your­
selves, when there was a shiver in the financial market, proceeded to 
pull your money out of the centers just like the ordinary farmer 
does.

Mr. W e x l e r . Exactly. We all do that, but the law makes us do 
it; that is the trouble.

Senator R e e d . I think I will not pursue that further.
Mr. F o r g a n . I would like to say this, that I think it has not been 

brought out sufficiently clearly. One thing that the banks have is 
that they are handling all the exportations of merchandise to foreign 
countries, and they get bills for that payable in gold. They get gold 
balances in all the countries with which they deal, and they draw gold 
from practically the whole mass of gold in the world, which the 
Government has no possibility of doing, except by selling bonds in 
foreign countries, which is a new obligation.

Senator R e e d . That is true; and that is a thing that is very 
obnoxious, I know, except in emergency.

(Prof. Sprague arose.)
Senator R e e d . Did you desire to say something ?
The Ch a ir m a n . We will hear Prof. Sprague, of Harvard.
Prof. Sp r a g u e . There is a certain amount of money that is always 

required in any country, for pocket purposes for use outside the banks,
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which will never be presented for redemption. That amount of 
money a Government can issue with such a reserve only as may be 
needed to inspire confidence. What amount that may be one can 
not say offhand. There are at the present time something like 
$1,500,000,000 of money in circulation outside the banks, and about 
the same amount in the banks. With changes in the activity of 
trade there are changes in the amount of money that is used outside 
of the banks. If such a change takes place, tending to lessen the 
amount of money that is being used, a certain amount of money will 
be presented for redemption. We can, however, be absolutely cer­
tain that if in normal times $1,500,000,000 is used outside the banks, 
that it will never happen that so little as 1,000 million will not be 
wanted. I say “ 1,000 millions” will always be wanted. It will 
never be presented for redemption; and so we find in fact that the 
greenbacks and silver certificates are not presented for redemption.

The Government can perfectly well establish a reserve for the 
amount of money which is certain to be wanted in every conceivable 
circumstance; but for the variable part of the circulating medium 
the Government is not in such good position as the banks, because 
its only resource when contraction naturally comes about is the sale 
of bonds. Banks can contract their loans; banks can raise the rates 
of discount; banks can borrow abroad on short-time obligations; and 
for these reasons the fluctuating portion of the circulating medium 
can be far more handily managed by banks than by the Government. 
In this particular proposal regarding gold certificates and the national 
bank notes, if the total issue under this plan would not amount to any 
more than we are quite certain would always be required within the 
country, then it is a perfectly safe proposition. If this total should 
be $100,000,000 or $200,000,000 more than might be needed outside 
the banks, then it is not quite so safe a proposition; or at any rate it is 
a proposition which would involve the Government from time to 
time in sales of bonds to strengthen its reserves. It is a simple ques­
tion to determine how much money in this country will in all circum­
stances be required for conducting everyday transactions, no matter 
how depressed business may be.

Senator Sh a f r o t h . Let me read this bill—it is short—so that the 
exact features of it may be known.

Senator R e e d . I wish you would let me ask a question here, Sen­
ator.

Senator Sh a f r o t h . All right.
Senator R e e d . I suppose, Prof. Sprague, that this money that 

you say will always stay out in the hands of the people, will do it as well 
for the Government as for the banks ?

Prof. Sp r a g u e . Yes.
Senator R e e d . Credit, the confidence of the people in the circula­

tion, has something to do with the ability to float it?
Prof. Sp r a g u e . Somewhat; yes.
Senator R e e d . Has it not a great deal to do with it?
Prof. Sp r a g u e . If you should assume a government in which the 

people had no confidence whatever------
Senator R e e d . I am not speaking about governments. I say the 

confidence of the people in a circulating medium, no matter whether 
issued by a bank or by the Government, has a great deal to do with
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the ability to float it, has it not, either by banks or by the Govern­
ment ?

Prof. Sp r a g u e . Yes.
Senator R e e d . Do you think the people of the United States have 

not got more confidence in their own Government than they have in 
ali the banks in Christendom------

Prof. Sp r a g u e  (interposing). Why------
Senator R e e d  (continuing). An ultimate paymaster, a Govern­

ment with 100,000,000 of people and the right to tax them, a Gov­
ernment that stands in a position that is regarded by every man in the 
world as impregnable, so far as the ability to defend itself, and a 
Government that has never repudiated its promise in 130 years?

Prof. Sp r a g u e . Yes; but the causes for redemption are sometimes 
other than lack of confidence—inactive business, for example.

Senator R e e d . I am just speaking, Professor, of the matter of con­
fidence.

Prof. Sp r a g u e . Yes, so far as that element goes, there is sufficient 
confidence.

Senator R e e d . I did not mean to interrupt your answer, if you had 
something else that you wanted to say about that.

Prof. Sp r a g u e . Assuming complete confidence in the currency 
issued by a Government, then it still is true that for the fluctuating 
portion of the circulating medium, banks can handle it better than 
the Government, because they are engaged in short-time operations.

Senator R e e d . That is a question of facilities ?
Prof. Sp r a g u e . Yes.
Senator R e e d . I want to trace the rest of your answer of a moment 

ago just a step further. You say that the banks could get money to 
mate up their reserve by buying gold in Europe on short-time obli­
gations. Do you know of any reason why the Government of the 
United States can not issue a short-time obligation as well as a long­
time obligation, if it saw fit ?

Prof. Sp r a g u e . If the Government does that, it does not lessen in 
the slightest degree the lending powers of the banks. They may go 
on lending under those circumstances, causing prices to continue to 
advance or not to go down, so that no check will be imposed on gold 
exports.

Senator R e e d . Then you think that it is necessary to put into the 
hands of the banks the power to control prices, in order that we may 
have a safe currency?

Prof. Sp r a g u e . They will not control prices; they will be con­
trolled by price movements. If prices advance unduly because of 
the excessive expansion of credit, gold exports are pretty certain to 
take place and the banks in self-defense are required to contract 
credits; whereas the Government is entirely responsible for the cir­
culating medium and can not and does not control the banks.

Senator R e e d . Does not control credits ?
Prof. Sp r a g u e . Does not control credits. Its sale of bonds abroad 

will simply add to the lending power of the banks by bringing back 
to the country the gold which natural forces had caused to be exported.

Senator R e e d . 1 want to get this matter clear in my mind. The 
real basis of safety, then, in a currency system controlled by the 
banks is that the banks have the ability to control the tides of com­
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merce— the prices—and therefore they ought to have and must have 
that power, for that is the power that makes them safe.

Prof. Sp r a g u e . I should put it the other way: The currents of 
commerce control banks, except for short periods of time. Banks 
may borrow for a few months abroad, and so stave off gold exports, 
but if the currents of trade and the level of prices is such that we 
are upon a foundation which is not solid, banks can not possibly 
maintain that position indefinitely. For a short period of time banks 
are able to influence the movements of gold between countries, but 
fundamentally their operations are determined by commercial con­
ditions.

Senator N e l s o n . Senator Reed, will you allow me to just make 
one suggestion in there, to help this along?

Senator R e e d . Yes.
Senator N e l s o n . I want to call your attention, as an illustration 

of how gold is imported by the banks: During the panic of 1907, we 
imported over $90,000,000 through the banks here upon commercial 
bills, based upon cotton, wheat, and flour, and got over $90,000,000 
in that way through that source, based upon trade and commerce. 
They were not financed bills, but what they call commercial bills. 
Am I not correct ?

Mr. W e x l e r . Y ou are perfectly correct, sir.
Senator R e e d . I want to go back now to the question of inflation. 

The Government finds its gold reserve is getting low, and issues 
$100,000,000 of bonds, short or long—I do not care anything about 
that—and it gets $100,000,000 of gold in Europe and brings it here. 
You say that does not help the situation any, because trade goes on 
just the same?

Prof. Sp r a g u e . It may make the situation worse.
Senator R e e d . But banks issue $100,000,000 of their paper and 

send it over to Europe and bring in $100,000,000 of gold. What 
is the difference?

Prof. Sp r a g u e . The difference is this: The banks have utilized 
$100,000,000of their lendingpower; they arelessable to further expand 
credit in this assumed undesirable condition of affairs than they were 
before, whereas if you should sell $100,000,000 of bonds and get 
the same amount of gold, the banks’ lending power is not diminished 
one iota.

Mr. W e x l e r . Senator, what guaranty have you------
Senator R e e d . Don’t you ask me questions until I get through 

with this, because I will get a mile and a half off of the subject I am 
trying to follow.

Mr. W e x l e r . It is pertinent to your question about selling the 
$100,000,000 of bonds. We have got to find a purchaser before we 
can sell them.

Senator R e e d . The difference between the bank selling them and 
the Government is that there is an actual check upon the bank, that 
when it has exhausted $100,000,000 of its debt-making ability in 
that way it has to begin to put the brakes on ?

Mr. W e x l e r . It may help some little.
Senator R e e d . That is the tendency. I do not mean at 

$100,000,000 it would stop, but when they got out a certain amount, 
they have to stop because of exhaustion ?

Mr. W e x l e r . Yes, sir.
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Senator R e e d . Suppose the Government stops because of com­
mon sense, and just aid not stop because it had to, but because the 
Secretary of the Treasury said:

We have gone about as far as we are going to go on this and we will not go any 
further,

Prof. Sp r a g u e . When the Secretary of the Treasury does that, 
he must sooner or later refuse to redeem these notes in gold. When 
the banks adopt this policy you suggest they simply begin to con­
tract credit, which we have assumed was overexpanded, and was 
the occasion of this redemption.

Senator R e e d . What is to hinder the Government, when it gets 
this $100,000,000 of gold, to use it actually to retire its obligations. 
It will do that, will it not ?

Prof. Sp r a g u e . It will do that.
Senator R e e d . Just coming down to the plain, ordinary, common 

sense of a situation, getting both your head and mine clear out of 
the air, getting away from books and theories, do you not think 
if the Government of the United States issued a reasonable amount 
of money, backed by a 50 per cent gold reserve and the faith and 
credit of the United States, that in the absence of some great inter­
national war—I will put that in for the present—would there ever 
be any danger of a raid upon the Treasury ?

Prof. Sp r a g u e . The reasonable amount of money” to which 
you refer is in my mind the permanently required amount of money. 
If by “ reasonable amount of money” you mean to include that 
variable amount which is required in varying conditions of trade 
activity, then I do not agree with you.

Senator R e e d . When I said ^reasonble amount of money” I 
meant just what I said. A thing is “ reasonable” when, taking into 
consideration all the facts and circumstances and conditions, you 
proceed with that judgment which an ordinarily prudent man, 
skilled in the business, would exercise under the same or similar 
circumstances. That is what I mean by “ reasonable.”

Prof. Sp r a g u e . That, to my mind, would mean the permanently 
needed circulation of the country, and no more.

Senator R e e d . I come to the next question—and I thank you, 
Professor—which I wanted to ask Mr. Reynolds. Taking the bank 
notes that we have out now— the greenbacks and the gold certifi­
cates------

Mr. W e x l e r . And the silver.
Senator R e e d . And the silver; that would be a reasonable amount, 

would it not?
Mr. W e x l e r . I think it would.
Senator R e e d . For ordinary times?
Mr. W e x l e r . And if it were not “ reasonable” this year it would 

certainly be reasonable within five years, because of the growth and 
population and trade of the country.

Senator R e e d . I wanted to ask Mr. Reynolds a question, and 
then I am going to yield. Mr. Reynolds, it seems to be conceded 
that 33J per cent is a pretty fairly safe gold reserve to be held by the 
banks or to be held anywhere. We have been talking about a 50 
per cent gold reserve. Suppose, now, that the Government starts 
with the policy of ordinarily maintaining a 50 per cent gold reserve,
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but there comes a crop-moving time or emergency period, and suppose 
that they were then to issue enough money so that their reserves 
would go down to 40 per cent or even 33 per cent, temporarily—issuing 
this money in some way to provide for its speedy retirement, do you 
think that would be a just operation ?

Mr. R e y n o l d s . I rather think it would, Senator, for the reason 
that if the bank were to follow that practice the public would under­
stand that just in proportion as its reserve would go down it would 
receive an asset on the other side.

Senator R e e d . The Government must receive an asset. For 
instance, the Government has out in circulation to-day approximately 
$700,000,000.

Senator Sh a f r o t h . In bank notes.
Mr. F o r g a n . $700,000,000 in bank notes alone. The circulation is 

a billion and a half.
Senator Sh a f r o t h . There are $346,000,000 of greenbacks.
Senator R e e d . What is the circulation ?
Mr. F o r g a n . A billion and a half dollars.
Senator R e e d . That gets it into figures I  can handle. I  can think 

better than I can figure, and I do not know whether I do either one 
very well. But we have a billion and a half of money out now. 
Suppose that that billion and a half of money was one-half paper and 
one-half gold. Say that we have a 50 per cent gold reserve. There 
comes an emergency period. You bankers need some more money to 
handle the crops or any other purpose, and the Government then 
says: *

Well, bring us down $500,000,000 of gilt-edged securities, the best you have got, and 
we will then issue you $500,000,000 of paper.

That of course reduces our reserves proportionately, but we have 
got the paper.

Mr. R e y n o l d s . I do not think that would disturb public confi­
dence.

Senator R e e d . It would not disturb it a bit ?
Mr. R e y n o l d s . I do not think it would.
Senator R e e d . I thank you.
Senator Sh a f r o t h . Mr. Reynolds, I want to read this bill to you 

and ask your criticism. The object and purpose of this bill very 
largely was due to the fact that the original bill provided that the 
bank-note circulation should be retired; 3 per cent bonds should be 
substituted for 2 per cent bonds. That, I thought, was something 
that would not meet with my approbation, and I began to figure on 
this bill by reason of that. This is a bill entitled:
A BILL Providing for the retirement of the national-bank notes, the gold certificates, and the United

States notes now outstanding by the issuance of United States notes redeemable in gold, and for the
establishment of a fifty per centum gold redemption fund.

Be it enacted by the Senate and Home of Representatives of the United States of America 
m Congress assembled, That as gold certificates are received into the Treasury or any 
Subtreasury of the United States they shall be canceled and the gold represented by 
such certificates transferred to the reserve fund in the Division of the Redemption of 
the Treasury, and in lieu of such canceled gold certificates there shall be issued United 
States notes of like denominations, redeemable in gold coin at the Treasury or any 
Subtreasury or mint of the United States which may be designated by order of the 
Secretary of the Treasury, which notes shall be a legal tender in payment of all debts, 
public and private, within the United States and its possessions. And there shall 
also be issued at the same time a like amount of such United States notes for sub­
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stitution for all national-bank notes and for cancellation of the bonds of the United 
States securing the same until all said national-bank notes are retired.

Mr. R e y n o l d s . Excuse me, if I  ask you questions as we go along 
for the clarification of my own mind, at least. You say as presented 
to the Subtreasury as the notes shall be canceled?

Senator Sh a f r o t h . Yes.
Mr. R e y n o l d s . H ow  are you going to have anything presented 

at the Subtreasufy received, except by payment of gola against 
those notes ?

Senator Sh a f r o t h . The Government collects its customs duties 
and other duties. It is paid into the General Treasury and the 
object is that when those gold certificates come into the General 
Treasury they shall be canceled.

Mr. R e y n o l d s . Y ou do not mean to apply that to a Subtreasury; 
you mean the General Treasury.

Senator Sh a f r o t h . I will put it General Treasury.
Mr. R e y n o l d s . All right, that answers my purpose.
Senator Sh a fr o t h  (reading):

Sec. 2. That upon the request of any national bank the Secretary of the Treasury 
is authorized, in his discretion, to assume the redemption of its national-bank notes, 
to pay to such national bank in cash the difference between the amount due at that 
date on the United States bonds securing said notes, and to cancel said bonds. When 
i ational-bank notes, assumed as aforesaid, shall be received into the Treasury or any 
Subtreasury of the United States, they shall be canceled and retired, and in lieu 
thereof, United States notes authorized by this act to the same amount, and like de­
nominations shall be issued, paid out, and kept in circulation.

S e c . 3 . That as the United States notes heretofore issued are received into the 
Treasury or any Sub treasury the Secretary of the Treasury is directed to cancel same 
and issue in lieu thereof United States notes authorized by this act------

That takes up the greenbacks.
And to transfer to the redemption fund herein created a proper proportion of the 

one hundred and fifty million dollars of gold now held to redeem same.
Sec. 4. That a gold reserve of fifty per centum of all United States notes issued and 

put in circulation under the provisions of this act shall be maintained in the reserve 
fund of the Division of Redemption of the Treasury—

That is a long name, but that is the name used in the statute.
Senator N e l so n . What do you do with the silver certificates?
Senator Sh a f r o t h . We do not pass upon the silver certificates; 

they stand upon their own base.
Mr. W e x l e r . Redeemable in gold.
Senator Sh a f r o t h . They may be redeemable in gold, but never­

theless they stand as they stand now [continuing reading]:
for the purpose of redeeming the same, and the Secretary of the Treasury is authorized 
for that purpose to purchase gold and exercise all of the powers granted to him by sec­
tion two of the act of Congress entitled “ An act to define and fix the standard of values, 
to maintain the parity ol all forms of money issued or coined by the United States, 
to refund the public debt, and for other purposes,”  approved March fourteenth, nine­
teen hundred, and he is further authorized by general orders to require all national 
banks to keep in their vaults as their lawftfl reserve such kinds of United States money 
as he may deem to the best interest of the Government.

Mr. R e y n o l d s . Now, Senator------
Senator R e e d . I am greatly interested in that answer, but we have 

to go to the Senate.
Senator Sh a f r o t h . Suppose you wait. I wish you would look at 

this. I would like to know what defects are in it.
(At this point the committee took a recess for 10 minutes, at the 

conclusion of which the following proceedings were held:)
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Senator Sh a f r o t h . Mr. Reynolds, have you looked at the bill that I 
read to you, or do you remember its terms as I read it to you ?

Mr. R e y n o l d s . I think the inherent weakness of your bill is the 
fact that you do not provide that the reserves of banks must be in 
gold coin and not in lawful money. I think the fact that you stipulate 
that they must carry them as their reserves is the weakness of the 
whole situation. If you will eliminate that and substitute gold 
requirements for the reserves of the banks and redemption facilities, 
then I do not think there is any criticism that I should make.

Senator Sh a f r o t h . I thought your objection to the bank currency 
was very largely due to the fact that you have got to bundle up 
$1,000,000 or $2,000,000 every once in a while and send it down to 
Washington and lose by transmission.

Mr. R e y n o l d s . I am not objecting to that. We believe in that 
redemption, and the free redemption, and we think one of the greatest 
difficulties with the bank note is the fact that there has not been 
redemption of it.

Senator Sh a f r o t h . Y ou, by preference, use the United States 
note, commonly called the “ greenback,” now in your reserve?

Mr. R e y n o l d s . T o gold ?
Senator Sh a f r o t h . In preference to gold.
Mr. R e y n o l d s . N o ; we do not use it in preference to gold. We

J>refer the gold certificates, because they are the nearest substitute 
or gold—in the most convenient form to handle.

Senator Sh a f r o t h . What is the reserve composed of now, do you 
remember ?

Mr. R e y n o l d s . It is composed of gold coin and gold certificates. 
We have no silver.

Senator Sh a f r o t h . In what proportion are those moneys ?
Mr. R e y n o l d s . I can not tell you offhand, but the majority por­

tion of it is gold and gold certificates.
Senator Sh a f r o t h . Is much of it gold coin ?
Mr. R e y n o l d s . Well, yes; to a considerable extent. Perhaps I 

can make that a little more clear to you by saying that in Chicago, 
for the purposes of convenience between Danks, we have a large 
deposit of gold in our clearing-house association. We have$21,000,000 
at the present, so that our clearing-house debits, which are pay­
able in gold, can be traded in in certificates for convenience, and 
at the same time leave the proper ownership of the gold with which­
ever bank it belongs to, as the result of our transactions, without 
having to cart gold through the streets. This is against our reserve 
of $100,000,000 of the national banks. We have one-fourth of that in 
gold coin there. In addition thereto, every national bank in Chicago 
will carry a large percentage of its reserve in gold certificates, and we 
will have some silver, and we will have some legal tenders, but not 
many; they do not circulate freely.

Senator Sh a f r o t h . Your principal objection to the bill is, however, 
you say, that it requires these United States notes issued under this 
act to be the legal reserve of the bank ?

Mr. R e y n o l d s . Yes.
Senator Sh a f r o t h . That is not required.
Mr. R e y n o l d s . I so understood it.
Senator Sh a f r o t h . No; it says that the Secretary of the Treasury 

may do that.
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Mr. R e y n o l d s . I misunderstood. I thought it was required. I 
thought that would be enforced circulation.

Senator Sh a f r o t h . The object of this was this, that in the event 
that there were raids upon the Treasury outside of the legitimate de­
mands for exports for foreign countres (which I think practically is 
the only legitimate demand upon the United States Treasury for 
gold), tnat m that event if there came a shortage for that purpose 
the Secretary of the Treasury may require these United States notes, 
legal tenders redeemable in gold, to be a part of the reserve, not all 
but a certain proportion of them, it giving him the discretion en­
tirely; and that would force into the United States Treasury gold 
without any expense whatever to the Government.

Mr. R e y n o l d s . It would not necessarily force it there; might it 
not force it any other place as well ?

Senator Sh a f r o t h . It would put gold certificates or gold out in 
circulation, and a certain portion of it would unquestionably be paid 
in customs duties and internal-revenue duties and other taxes to the 
Government.

Mr. R e y n o l d s . What I fear is that the adoption of that bill would 
result in your being unable to get hold of all these gold certificates. 
There is a great percentage of them out in the hands of the people. 
Banks do not control that. It is not a question of whether or not 
banks themselves would handle them, but the public.

Senator Sh a f r o t h . Of course it is possible that they might be, and 
yet we know now that quite a large quantity of gold certificates come 
into the Treasury. You can take tne Treasury report at any time 
and find that a very large proportion of it is gold certificates.

Mr. R e y n o l d s . I  appreciate that.
Senator Sh a f r o t h . And the United States Government, owning 

and controlling the certificates, have got a right to draw the gold 
upon them and got a right to put that gold then to any use they deem 
proper, and if it makes gold reserve it becomes proper action.

Mr. R e y n o l d s . They have the same right for those notes’ re­
demption that I have or anybody else.

Senator Sh a f r o t h . The United States Government could not pos­
sess the power to compel you to send in those gold certificates; it is 
purely voluntary.

Mr. R e y n o l d s . I think the whole discussion of your bill, Senator, 
resolves itself into a question of the discussion of money or currency 
rather than the discussion of banking.

Senator Sh a f r o t h . I think so, too.
Mr. R e y n o l d s . We gentlemen who have appeared here before you 

appear more in the attitude of bankers than we do in the attitude of 
experts from the standpoint of currency or of money.

Senator Sh a f r o t h . Mr. Reynolds, I  want to ask you, in your judg­
ment, whether the national banks want to retire their 2 per cents ?

Mr. R e y n o l d s . I think they would.
Senator Sh a f r o t h . Y ou think that they would come in and pre­

sent to the Treasury for redemption, then, a good deal of their circu­
lation gradually ?

Mr. R e y n o l d s . I think on any system of that kind that they could 
feel would be workable they would be only too glad to do it.

Senator Sh a f r o t h . So that if it were left voluntary, the question 
arose in my mind whether or not if the Secretary of the Treasury
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would call for these notes—that is, should make a call for certain of 
these notes that perhaps are falling due------

Mr. R e y n o l d s . Y o u  mean “ bonds” ?
Senator Sh a f r o t h . I mean bonds; yes. But I felt without an 

inducement to the bankers to cash their 2 per cent bonds it would 
not justify them in presenting them all at once. I believe it would 
take a series of years to substitute this currency, but I believe it 
would, when it was substituted, relieve the banks of a good deal of 
trouble.

Mr. R e y n o l d s . A s I said before, if you make it obligatory upon 
the banks to carry their legal reserve in money and coin in their 
vaults in gold, I do not see any reason in the world why your plan 
could not be worked out.

Senator S h a f r o t h . N o w , what would you think of the Secretary 
of the Treasury issuing an order—only in the event and in case there 
was plenty of gold they would rather for him to carry gold—if there 
is a raid made upon the Treasury, why could he not keep 25 per 
cent of his reserve in United States notes, and would not tnat very 
demand for that money on the part of the bank naturally gravitate 
toward the United States Treasury the gold coin ?

Mr. W e x l e r . I think that as soon as you promulgate that order 
gold would go to a premium the moment you gave notice that there 
was not sufficient gold for redemption of your notes; then that very 
moment gold would go to a premium just as it went to a premium 
in 1907 in New York, when we had to pay 4 per cent premium on 
gold.

Senator Sh a f r o t h . Oh, yes; you had an enormous amount issued, 
and they had been issued during war times, and the stability of the 
Government was then questioned— a good many reasons.

Mr. W e x l e r . Senator, that can happen again. What has hap­
pened can happen; and, Senator, a Government note, however 
strong the Government may be, and however confident the public 
may be that the note will ultimately be paid, it is not as good as a 
bank note. Why ? Because the holder of the note wants to know, 
not that the man is good and can ultimately pay, but that he can 
pay upon demand; that is the fundamental thing.

Senator R e e d . Have not banks utterly failed to do that a good 
many times in our history ?

Mr. W e x l e r . Not their notes— their deposits.
Senator R e e d . They not only failed to pay their notes, but they 

failed to pay us back our own money.
Mr. W e x l e r . They never failed to pay their notes.
Senator R e e d . Y ou failed to pay your notes when you failed to 

pay your obligations.
Mr. W e x l e r . No, Senator; you are wrong.
Senator R e e d . We could not even get our own money back that the 

bank had, and I do not say that criticizing the banks. It ŝeems to 
me that is a good deal worse than saying “ We will not exchange this 
for gold.”

Mr. W e x l e r . We are asking you to give us machinery by which 
we can convert this bank credit which we were unable to put out at 
that time into another instrument of credit which we can pay out; 
that is all we are asking.
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Senator R e e d . In other words, you want national clearing-house 
certificates; that is pretty nearly it—like you issued in 1907?

Mr. W e x l e r . You might call it that, only in a simple form where 
it can be followed up in the ordinary course of business instead of in 
emergency, and thereby attracting the attention of the country and 
the whole world to your weakened condition at that time. Senator, 
if you require that—if the act should require that the national banks 
and State banks, if it could cover the latter, which would be advisa­
ble, but the law would not reach them—their reserves should be car­
ries in gold, then you are going to create a competition between the 
banks of the country and the Treasury Department for this reserve 
gold; if you do not provide that they shall carry their reserves in 
gold, then you are creating an unsound reserve for the banks, you are 
superimposing a reserve, based upon 50 per cent upon 100, which in 
itself is only an obligation and does not consist of an article of ultimate 
redemption. For instance, let me illustrate. Suppose to-day I had 
the note of the Standard Oil Co. indorsed by the Rothschilds and the 
Rockefellers. You can not conceive of the manufacture of a better 
note than that. It is absolutely good.

Senator R e e d . Not unless you had the note of the bank?
Senator Sh a f r o t h . Or the note of the Government.
Mr. W e x l e r . I do not think the Government would be any better 

than the other. That would be like “ gilding the lily” ; it would be 
absolutely a good note. Do you think it right to count such a note 
as the reserve of the bank ?

Senator Sh a f r o t h . Of course, you can not by law establish such 
a standard as that.

Mr. W e x l e r . Would you, in your opinion, approve of the power 
of Congress to enact any kind of an arbitrary law that would make 
such a note the reserve of a national bank. Would you think that a 
note of the Rothschilds and Rockefeller sound reserve for a bank ? 
I know you do not. If you do not then the note of a Government 
that is no better than that note is not a good reserve.

Senator Sh a f r o t h . Your objection in the first place, is that imme­
diately if the Government should promulgate an order of that kind, 
gold would go to a premium ?

Mr. W e x l e r .  Yes, sir.
Senator Sh a f r o t h . Because in effect it would be a denial of the 

ability to payment of gold for the note ?
Mr. W e x l e r .  Yes.
Senator Sh a f r o t h . A s a matter of fact, you know that notes are 

presented continually at the Bank of France and they refuse to pay 
out gold, and yet their paper does not go to a discount. They will 
say, “ Very well, we will pay silver to you.”

Mr. W e x l e r .  It does go to a discount.
Senator Sh a f r o t h . No; it does not go to a discount.
Mr. W e x l e r . The Bank of France has paid higher rates for gold 

during the past eight months than it paid during the previous five 
years, consequently gold was at a premium—it was not the public, 
it was the Bank of France which had to pay a premium.

Senator Sh a f r o t h . Perhaps for a certain quantity of work or 
goods. You are assuming that that would go to a discount.
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What would you do with this provision here, that the Secretary 
of the Treasury is authorized, for that purpose at least, namely, 
maintenance of the gold standard, and
for that purpose to purchase gold and exericise all of the powers granted to him 
by section two of the act of Congress entitled “ An act to define and fix the standard 
of values, to maintain the parity of all forms of money issued or coined by the United 
States, to refund the public debt, and for other purposes,”  approved March fourteenth, 
nineteen hundred, * * *

Mr. W e x l e r . Purchase gold with what?
Senator Sh a f r o t h . It could buy it at a premium, if necessary 

under that.
Mr. W e x l e r . Buy it with what ?
Senator Sh a f r o t h . It could issue bonds for it.
Mr. W e x l e r . All right.
Senator Sh a f r o t h . It could take any of its surplus in the Treas­

ury and do it.
Mr. W e x l e r . It has already got that; it is using that.
Senator Sh a f r o t h . They have always got a workable surplus of 

$250,000,000.
Mr. W e x l e r . They have used that and you still need more.
Senator S h a fr o th . Y ou must remember that when the gold goes 

out something equivalent comes back.
Mr. W e x l e r . All right.
Senator Sh a f r o t h . If the note comes back you can hold the note 

and say, “ we can hold that,” and consequently there is that much 
less notes to redeem; or you could issue it again in the course of 
trade and you could get its equivalent when you issued it.

Mr. W e x l e r . W e  are presuming now, that you want to carry out 
and put into it a provision under which the Secretary of the Treas­
ury is required to maintain the gold standard and to purchase gold 
in the open market and the argument which has just been used by 
Senator Reed that the Government should issue $100,000,000 of 
bonds and sell them in Europe and bring the gold over.

Senator Sh a f r o t h . The conditions with relation to those $346,- 
000,000 are going on right now. We do not have any difficulty with 
it. We have $150,000,000 gold reserve there. They are not selling 
any bonds now. It is only when there is a foreign demand for gold 
that we have to resort to a measure of that kind, and even then it is 
questionable whether it is necessary. It is a question whether or not 
there was not a deficiency in the Treasury that required that, instead 
of the fact that gold could not be gotten m any other way. I believe 
that any little obstacle that would be thrown in the way, such as one- 
fourth of 1 per cent, something of that kind, would have a tendency 
to make people say, “ I would prefer this other money,” and therefore 
they would not make any run on the Treasury.

Mr. W e x l e r . That would immediately put your gold to a premium 
or the other note to a discount.

Senator Sh a f r o t h . I do not think it would. That is just a sugges­
tion. The proposition here is that the Treasurer is clothed with 
unlimited power to maintain this parity, just like he now maintains 
the parity between greenbacks ana gold. Gold is not flowing out of 
the Treasury; it is flowing into the Treasury.
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Mr. W e x l e r . Y ou can have all the power granted to you by law 
that you want, but when it comes to the exercise of that power the 
man you put the exercising of it upon has got something to say. 
Suppose that you had been required to sell $100,000,000 of bonds m 
the last six months for the purpose of bringing gold into this country. 
You could not have sold them in any civilized country in the world, 
except at a tremendous discount, because all of the commercial nations 
of the world were begging each other for gold. You are conceding all 
kinds of conditions under which this is going to work just like it was 
greased.

Senator Sh a f r o t h . The United States notes and greenbacks are 
working with perfect accord.

Mr. W e x l e r . I have here, in my pocket, a $10 note, that was issued 
to the people, and which at the time it was issued was good for $10 
and for a year after it was issued it was good for $10. It is a Con­
federate note. During the same period that this was good for $10 
the greenback was not worth over 60 or 70 cents on the dollar, the 
first year or two they were in circulation, when the fortunes of the 
war were running against the North.

Senator Sh a f r o t h . Making the note worthless, of course, going to 
a discount.

Mr. W e x l e r . This note became a depreciated note, and the green­
back gradually went up; though it did not go back to par. It is 
fundamentally unsound for the Government to issue a circulating 
medium. You have got to go back, Senator, to the A, B, C of finance, 
I know.

Senator R e e d . Will you allow me to enter the primer class at this 
point?

Mr. W e x l e r . Yes; that is exactly right.
Senator R e e d . Y ou have seen fit to illustrate the badness of Gov­

ernment money by producing a $10 Confederate note, issued by the 
Government that never existed in the world.

Mr. W e x l e r . It did exist.
Senator R e e d . It does illustrate that fact that there can be bad 

money issued by the Government. Do you think it is fair to use that 
as an illustration, any more fair than it would be if this committee 
would produce a $10 wildcat bank note, issued by banks, when they 
had laws passed to suit them and issued money? One would be just 
as fair as the other.

Mr. W e x l e r . We have used that illustration here, Senator, that 
you can issue just as bad a bank note as you can a Government note, 
and we have used that illustration here to prevent you from issuing 
a bad bank note just in the same manner that I am using this Con­
federate note to illustrate the proposition of issuing a bad Govern­
ment note.

Senator R e e d . It all comes down to the proposition that if we are 
are going to consider either system, we ought to consider the condi­
tions as they now exist, governed in the future by rules that are dic­
tated by common sense, good judgment, and experience in both 
instances.

Mr. W e x l e r . Yes, sir.
Senator R e e d . Then, we parallel the two on the same plan; but if 

you are going to put up a Confederate note before this committee, 
illustrating what a Government note is, when, if they are not all gone
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to the paper mill, I could get cord after cord of bad bank notes, so I 
do not think we should use that kind of argument. I do not think 
it is fair,

Mr. W e x l e r . For 15 years after the United States Government 
note was issued, the greenback, it did not sell at par; it fluctuated 
from time to time.

Senator R e e d . We know that is true; we know that there are a 
multitude of reasons for that that would not necessarily exist now.

Mr. W e x l e r . Not necessarily, but may. Not as long as 50 per 
cent was there.

Senator R e e d . If you can take that away from the Government, 
I simply want to know why you can not take it away from the banks.

Mr. W e x l e r . We have been very frank in this discussion, and I 
want to say to you that it is possible for a body of men, equipped 
with a knowledge of this subject, to sit down and work out a sound 
Government note. I think it is possible; but it is not nearly as 
economic, not nearly as advantageous to the country; it is not as 
elastic a note; you have not as good machinery for protecting a gold 
reserve through a Government note as you would have through a 
bank note. Therefore, taking the experience of all the civilized com­
mercial nations of the world as a guide, and— and we all form our 
opinions by experiences of ourselves and others—why should we per­
mit our mmds to run in a channel that is fraught with more danger, 
greater trouble, more cumbersome, not as efficient, when we have in 
our hands a means of creating a bank note and credit system that 
will absolutely answer our purposes; that will receive the approval of 
the banks, the merchants, the students of political economy, such as 
the professor here and every one else ?

Senator R e e d . Mr. Wexler, of course, if I grant your premise, 
namely, that the bank notes are a better system, I have granted the 
whole question, for the premise involves the conclusion; but what I 
am trying to get at are the reasons for your conclusion, because I 
might not be willing, so far as I am concerned, to surrender my judg­
ment to your conclusion, much as I respect it, or even to Prof. 
Sprague’s conclusion.

Mr. W e x l e r . Senator, can you suggest a single individual outside 
of the Halls of Congress and the Senate—I ask you, is there one in 
Europe or America—who believes that a Government note is better 
for the purposes of the people than a bank note i

Senator K e e d . A single individual ?
Mr. W e x l e r . Yes.
Senator R e e d . My dear friend, I  would like to make a wager, if we 

could test it, that if you submitted it to a vote of the American 
people to-morrow, that 90 per cent of them would vote for the 
Government note.

Mr. Sh a f r o t h . 99 per cent.
Senator R e e d . Ana take it every time.
Mr. W e x l e r . They might. But let us exclude the proletariat, 

which is not posted on the subject, and let us confine ourselves to 
people whose training has been in the direction of finance, and take 
the political economists of this country, of Europe—the bankers of 
this country and of Europe; the larger merchants, who are in a 
position to understand this subject, and the larger manufacturers,
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and you will not find that sentiment. I have talked to any number 
of them.

Senator R e e d . Let us analyze that a minute.
Mr. W e x l e r . Yes.
Senator R e e d . In the first place, let us exclude the banker, except 

that he can give a reason for the faith that is in him, because he is an 
interested party. We will exclude the proletariat, which, of course, 
excludes Congress, because they all belong in that class.

Mr. W e x l e r . Not necessarily. You have bankers in Congress.
Senator R e e d . I do not know just who would be left, but we would 

have the merchants who have to get their credits from the banks and 
allow the banks to do a good deal of their financial thinking. I am 
not so sure that we have any right in this Republic to exclude this 
proletariat. I have never done it. We have got to make a system 
for them. I do not like to discuss it on that line. I would just like 
to discuss it along the lines of what the reasons are.

Mr. W e x l e r . I  would be glad to give them  to you. Senator.
Senator R e e d . The reason I am arguing with you is that I do not 

propose to accept your conclusion. I want you to give me the 
reason. Your conclusion, however, would have due weight, as a 
conclusion.

Senator Sh a f r o t h . Let me ask you this: Is it not a fact that the 
first United States notes issued by the Government maintained their 
parity with gold from the beginning to the end, because they were 
full legal tender for the payment of all debts, dues, and receipts 
coming to the Government? Were not $90,000,000 of those issued, 
and then did not they change the United States note so as to make 
it a full legal tender, except as to import duties and the payment of 
interest on the public debt, and then the United States notes went 
to a discount ?

Mr. W e x l e r . Senator, you are correct, I believe. I have not 
those facts before me, but I think that statement is correct. I 
have not said at any time, nor do I say now, that it is not possible 
to work out a feasible Government note, Treasury note; it can be 
done, but it has to embrace many other thoughts than those that are 
in this bill.

Senator Sh a f r o t h . Give us those facts; we want to put them in 
the record.

Mr. W e x l e r . In the first place, it should provide that the reserves 
to be carried by all banks be gold, and the power should not be 
given to the Secretary of the Treasury to provide any other money 
as temporary or permanent reserve.

Senator Sh a f r o t h . N o w , w hy?
Mr. W e x l e r . Why should it?
Senator Sh a f r o t h . Yes.
Mr. W e x l e r . Because gold is the money of ultimate redemption, 

and because a note, however good, is not reserve money.
Senator Sh a f r o t h . United States notes now are kept as part of 

reserves, are they not ?
Mr. W e x l e r . Yes; and we have contended for many years that 

the United States note ought to be retired and paid off.
Senator Sh a f r o t h . That is begging the whole question.
Mr. W e x l e r . It is not begging the question at all. It is accepted 

because the Government permits us to accept it. If we had our
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own volition in the matter, we would say that the Government ought 
to say that this note ought not to count as reserve. I say it is 
fundamentally unsound that the note should count as reserve.

Senator R e e d . For the reason that it is a note, and not an item of
redemption ?

Mr. W e x l e r . Nothing but the obligation of the Government, with 
43 per cent gold behind it, however good it might be.

Senator R e e d . Y ou say you do not approve of this present system, 
and that we ought to have gold in the banks as reserves and not Gov­
ernment notes ?

Mr. W e x l e r . I think you ought to have gold in the banks as 
reserve.

Senator R e e d . Y ou say the banks want that?
Mr. W e x l e r . I am not expressing the opinion of other banks. 

My own opinion is that our reserves would be sounder if they consisted 
entirely of gold than if they consisted of a note of a Government or 
anyone else, however good it may be.

Senator R e e d . Let us concede the soundness. I am  asking you 
about the question which I think is suggested by your answer, that 
the banks have all along criticized the present system because it does 
not require gold reserve. Is that the case, that the banks have 
criticized this system because it does not require gold ?

Mr. W e x l e r . You are not stating m y  proposition.
Senator R e e d . I so understood you.
Mr. W e x l e r . I say the banks—and I believe I am correct in so 

stating—do not believe the greenbacks are not a proper subject of 
reserve money. Let us put it that way.

Senator R e e d . The banks want what is proper ?
Mr. W e x l e r . Yes.
Senator R e e d . Therefore, the banks want it made gold.
Mr. W e x l e r . Gold.
Senator R e e d . Therefore, I take it the banks could change their 

reserves and pay gold without injury to the banks or else they would 
not want it ?

Mr. W e x l e r . Yes; they could.
Senator R e e d . That is what I wanted to clear up and get your 

opinion on. Why do you not do it ? What is to hinder you ?
Mr. W e x l e r . There is not anything.
Senator R e e d . It is going to make you better; it is going to make 

you stronger; and the gold comes into your vaults, and you could 
lay it aside. Why do you not do it if it is better ?

Mr. W e x l e r . We do it, as a matter of fact. Whenever we get 
hold of a gold note, we keep it and put out a greenback. That is the 
practice in our bank, and I believe it is in all other banks.

Senator R e e d . D o you get hold of them enough to amount to 
25 per cent ?

Mr. W e x l e r . The greenback is in small denominations, and it 
naturally goes out in order to serve the purposes of trade.

Senator R e e d . D o you get enough gold certificates so that you  
could lay aside 25 per cent?

Mr. W e x l e r . Yes.
Senator R e e d . Could all the banks do that ?
Mr. W e x l e r . They all could if they had a banking system, a 

central reservoir of credit, through which it could compel these gold
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notes to remain in its own vaults instead of the pockets of the people 
who supply circulating medium in lieu of it.

Senator R e e d . If it could compel these gold notes to remain in its 
own vaults instead of in the pockets of the people, of course, it could 
do it.

Mr. W e x l e r . Exactly.
Senator R e e d . But what is the system that would enable us to do 

it?
Mr. W e x l e r . That is the weakness in our system to-day, that we 

can not keep the proper reserve money in our vaults, because we 
have nothing to substitute for it, and have to pay it out.

Senator R e e d . Mr. Wexler, what is the system by which we could 
compel it to come there and stay there ?

Mr. W e x l e r . The system is this, to give us another note, a bank 
note, that we can give to the public, so that we can keep these notes 
and not have to pay them out.

Senator R e e d . Suppose the public prefers a legal tender or the 
gold they have, what are you going to do about it ?

Mr. W e x l e r . I have absolutely no objection, and Senator------
Senator R e e d . What would you do ?
Mr. W e x l e r . If the public all wanted it?
Senator R e e d . Not all of them.
Mr. W e x l e r . Y ou just simply would not have any facilities for 

credit at all; if the public took all the gold in all of the banks and 
carried it around in their pockets and safes and till drawers, you would 
have no facilities for credit.

Senator R e e d . Suppose it went down below 25 per cent ?
Mr. W e x l e r . If it went down below 25 per cent and we have no 

means of protecting our credit, our credit would be restricted just to 
the extent it falls below 25 per cent.

Senator R e e d . Does it not seem that you have just gone right 
around and came out the same hole that you went in, on that state­
ment ?

Mr. W e x l e r . I did not.
Senator R e e d . Y ou first say that the proper thing is to have 25 per 

cent of gold ?
Mr. W e x l e r . Yes, sir.
Senator R e e d . Y ou say you could have that under a proper 

system  ?
Mr. W e x l e r . Yes, sir.
Senator R e e d . I asked you what the proper system was, and you 

sa -  i —i • i ou can issue credit money.

Senator R e e d . And then I asked you, suppose that the people 
preferred the gold ?

Mr. W e x l e r . Yes, sir.
Senator R e e d . Y ou then say we can not do it?
Mr. W e x l e r . Exactly.
Senator R e e d . That is just the inherent weakness of every one of 

these systems, is it not ?
Mr. W e x l e r . N o.
Senator R e e d . I s the fact that here is one money better than 

another and it is limited in amount, and when you get into trouble 
the people all want the best money ?
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Mr. W e x l e r . N o, sir; that has not been the experience of any 
country in the world, and it will not be our experience here. Our 
clearing-house certificates, on the other hand, furnish a basis of 
credit; people take them. They were illegal, but used in the panic 
of 1907.

Senator R e e d . The people did not take them because of choice.
Mr. W e x l e r . N o .
Senator R e e d . They took them like a man yields a pocketbook to 

a highwayman at the point of a pistol.
Mr. F o r g a n . That is very unfair; that is the most unfair state­

ment I have heard you make.
Senator R e e d . I did not say it unpleasantly.
Mr. F o r g a n . Y ou did not say it unpleasantly, nor almost any  

statem ent that you have made.
Senator R e e d . They charge me with that all the time.
Mr. F o r g a n . The banks were acting under compulsion of the 

laws created by Congress.
Senator R e e d . I am not criticizing the banks, but I am dealing 

solely with the question of why the people took them. They took 
them because they could not do anything else, and the banks gave 
them because they could not give anything else, and I have always 
said—that you will not think I am talking unpleasantly—that the 
banks did a very wise thing and a very proper thing when they 
issued those clearing-house certificates, although it was in the teeth 
of the law; but I am not dealing with that phase of the thought, I 
am dealing with the remark of Mr. Wexler that the clearing-house 
certificates were accepted by the people.

Mr. W e x l e r . Yes.
Senator R e e d . We all know why they were accepted. We had 

to pay our grocery bills and we did not have anything else to pay 
them with.

Mr. W e x l e r . And they answered the purpose.
Senator R e e d . And as far as I was concerned I was glad to take 

anything and glad to see the banks get through and open their doors 
in a short time and go to paying out any kind of money.

Mr. W e x l e r . Senator, let us see if we can not get this thought 
directly in the minds of the committee: It is recognized that the gold 
is the standard of ultimate redemption and the yardstick of measure­
ment for the whole world. It is recognized that that is the best 
money.

Senator R e e d . Yes.
Mr. W e x l e r . And it is the basis of credit.
Senator R e e d . Yes.
Mr. W e x l e r . If it is the basis of credit, then credit can exist only 

so far as that gold rests in a certain mass in a certain place, sustaining 
that credit.

Senator R e e d . I s that correct ?
Mr. W e x l e r . Yes, sir.
Senator R e e d . If by the establishment of a bank we can issue a 

circulating medium that will protect that gold stock instead of forcing 
us to pay it out to the people who have absolutely no use for it, then 
we accomplish the one great forward step toward the accomplishment 
of a great system credit in currency that will answer our purpose.
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Mr. W e x l e r . I had a telegram from our bank this week stating 
that the demand for currency was very great, and that they had had 
to order $500,000 in currency from New York, Chicago, and St. 
Louis. What was the effect of that operation? We first had to 
ship out of our own vaults $500,000 of reserve money. For what 
purpose ? To pay the cotton pickers and the cane harvesters and the 
rice harvesters of the South, who would have been equally as well 
satisfied and whose interests would have been equally safeguarded 
if we had sent them an instrument of credit— a bank note—and kept 
that gold there as a basis of credit. What did we do next ? In order 
to replenish our reserve we had to wire Mr. Forgan’s bank and Mr. 
Reynolds’s bank and our three correspondents in New York, to take 
out of thtir reserve that $500,000 of gold to replenish the reserve. 
We thereby diminished temporarily our own lending facilities to the 
extent of that $500,000—four times that on the basis of 25 per cent 
reserve; and subsequently we restored our credit facilities and 
attacked theirs to the same extent.

That is the most uneconomic and expensive proposition for the 
people of this country that could possibly take place.

Senator R e e d . Y ou are getting away from the point we are 
talking about.

Mr. W e x l e r . I am trying to illustrate, Senator, just as clearly as 
possible the reason why we must have a bank note instead of reserve 
money of any character to circulate among the people.

Senator R e e d . What is back of your bank note ?
Mr. W e x l e r . In the first place, there is the capital of the bank 

which must be lost and exhausted before the note comes impaired; 
second, we have a gold reserve, as we have provided here, of 40 per 
cent; that is 40 cents on the dollar of every note outstanding will 
be there in gold. Then, 100 cents on the dollar of every note out­
standing will be there in a short time, liquid commercial obligation, 
resting upon an actual transaction. What does an actual transac­
tion mean?

Senator R e e d . I know what you mean. You need not go into 
the details. You mean somebody has got some goods there in a 
store that he is going to sell you, and he gives you his note, and he 
takes that note and he pays his bill with it, etc.

Mr. W e x l e r . Exactly; when he sells his goods, he pays us, and 
that is the process.

Senator K e e d . Yes.
Mr. W e x l e r . These notes that I refer to maturing in 90 days, are 

coming every day, as they mature, and part of the notes that we 
have issued, when we have discounted them, must be brought in to 
pay the note.

Senator R e e d . Yes.
Mr. W e x l e r . That is going on all the time. There is no other 

way to get these notes out except by extending them from the book 
credit that has been created by discount of a note or by somebody 
bringing me in a whole lot of bullion and saying, u We do not want to 
be bothered with that; give me notes.” That takes place frequently 
as well, at least, in the Treasury. So you have a note protected by 
40 cents on the dollar gold, and a note arising from commercial trans­
actions at 90 days, ana you have a margin of safety against possible
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loss of the capital of the bank. If you believe that note to be good— 
that is the only proposition in your mind—is it good ? Whether a 
Government note is better or not does not make any difference; you 
do not want anything better than what is absolutely good. If that 
is good and the Government has saved the expense and the respon­
sibility of maintaining that gold reserve, the cumbersome details of 
redemption, and these notes will come in, I do not think they will 
circulate more than five days, as in Canada. I can not see the neces­
sity of going beyond using your brains and experience in creating a 
system based upon that theory.

Senator R e e d . I was asking you some questions and had a point 
in mind, and you have got me so far away from that territory that 
I have entirely forgotten what the point was.

Senator H itch co ck . While thinking of that, if you will allow me 
to ask Mr. Wexler some questions. Suppose yesterday, instead of 
telegraphing these banks for money, your officers had gone across 
the street to the Subtreasury of the United States, and presented 
proper and sufficient security, and obtained $500,000 in Treasury 
notes, upon which you would be charged while you had them out­
standing, say 4 per cent interest.

Mr. W e x l e r . That would be securing credit. I did not need 
credit; I needed currency. At that time we did not need any credit. 
We had money in New York. I needed circulating medium instead 
of credit. I had the money to my credit in New York. New York 
might have had to do that when I attacked its reserve.

Senator H itch co ck . What need would there have been for you 
to carry these great balances in New York, and what need would 
there be for you to be dependent on New York for meeting this ex­
traordinary demand, if it is possible for you to go across the street 
to the Subtreasury and secure the additional currency in the shape 
of United States notes ?

Mr. W e x l e r . I will explain that to you. Of course, under the 
present law, as you know, we are required to keep our reserve in 
New York, Chicago, and St. Louis—one-half of it, where we do now 
keep it; but the trend of our business makes almost every dollar of our 
money ultimately go to New York and Chicago. Principally to 
New York. For instance, the cities of Houston and Galveston sell us 
$200,000 or $300,000 worth of foreign exchange daily in the cotton- 
moving seasons. We give the Houston bank credit for it in New 
Orleans, and supply that currency. What do we do with that for­
eign exchange after we get it ? We send it to England, if it is drawn 
on London, and take credit in London. The money we have paid 
out to Houston or Galveston has been transferred to London, and 
is to our credit in a London bank. I have got to get it back from 
London in order to buy more exchange, have I not? How am I 
going to get it back from London ?

There are two ways: I may telegraph to get gold. That takes too 
long and is too expensive; so I draw my check on that London bank, 
payable at sight, and I sell that check in the only large market in the 
country where foreign exchange can be sold, and that is New York. 
So I sell it to another banking house in New York, and I get credit 
for the proceeds of it in my bank in New York. I have now got the 
money back in this country, in New York. I have got to get it back
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to New Orleans, and I get it back by this very process that I have 
just referred to, by having New York ship me the money by express 
or depositing it in the sub treasury at New York and transferring it 
through the subtreasury at New Orleans to me, which bookkeeping 
entry costs me 75 cents per $1,000, or $375 on $500,000. That is the 
present expensive, cumbersome method of doing that business. I 
can not prevent my money going to New York. If I could sell over 
my counter New York or London exchange for cash, by reason of otir 
merchants importing foreign merchandise, I would not need then 
New York operation; but we have not in other parts of the country 
this demand for foreign exchange as it exists in the city of New York. 
Therefore, no matter what regulation you may make with regard to 
the depositing of our reserves, a certain amount of my money will go 
anyhow to New York, and I will have New York depositing in my 
favor in the regional bank in New York—that will be the process under 
the new plan— and the regional bank will transmit it to me through 
the regional bank at New Orleans free. That will be the improve­
ment through the operation of this new bill.

Senator H itc h c o c k . Y ou see no objections to dealing with the sub­
treasury at New Orleans in this instance, except the trade conditions 
making it necessary for you to keep certain money in New York?

Mr. W e x l e r . It goes there; I can not keep it from it.
Senator H it c h c o c k . But, as a matter of fact, that is the only ob­

jection you can see to a plan under which you could secure additional 
currency direct, when you want it, from the subtreasury on the de­
posit of security ?

Mr. W e x l e r . I could only get it on the deposit of security.
Senator H it c h c o c k . Yes.
Mr. W e x l e r . But suppose I did not need the credit ?
Senator H it c h c o c k . That is the only way under this bill or under 

the bill you propose that a bank can secure money, except by drawing 
on its own funds.

Mr. W e x l e r . It has the money. I did not need credit. What I 
need is something the people can use to pay off. They want to ex­
change book credit they have with us for some notes. I tell them I 
have not got the notes.

Senator H it c h c o c k . That is a credit just as much as this is that 
you get from the Subtreasury.

Mr. W e x l e r . I can not take that book credit off the books and 
take it over to the Subtreasury. This man has credit. I have got to 
give him my gold-reserve money to go out and spend among these 
darkies for cotton picking when they do not want it. Why not give 
them something that answers the purpose just as well and leaves me 
with this reserve upon which I can continue to facilitate commerce 
to the extent of that $500,000 that you take away from me to go out 
in the country ? I have contracted by credit facilities $200,000,000.

Senator H itc h c o c k . Under my plan you would not, because you 
would still have that reserve in- the bank. You would simply take 
some of your portfolio and deposit it with the Government and get 
the additional currency.

Mr. F o r g a n . He does not want to be at that expense.
Senator H it c h c o c k . H e has just objected to the fact that he has 

been compelled to contract his reserve and thereby contract the 
m oney-lending power.
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Mr. W e x l e r . I have got the money in New York, my own money; 
all I want is to draw it.

Senator H it c h c o c k . You haye contracted your reserve by sending 
so] ' v 1 * J Jl country.

Senator H itc h c o c k . By the plan you propose you would not con­
tract your reserve at all.

Mr. W e x l e r . The truth of the matter is, when I draw the $500,000 
out of New York I restore my reserve, and I do not need any credit. 
New York would be the one then which needed the credit.

Senator H it c h c o c k . Y ou contract the reserve of New York.
Mr. W e x l e r . I contract the reserve of New York. I only con­

tracted my own credit for a day, until I could get mine from New 
York. New York is in that condition.

Senator H it c h c o c k . I s not that a part of the evil the country is 
suffering from, the fact that 20,000 banks have got the power to 
contract the reserves in New York at any time, and that to pro­
duce a stringency, and would it not be better if the banks were not 
compelled to draw upon New York under those circumstances?

Mr. W e x l e r . That would not be the remedy. The remedy would 
be to give New York somewhere to go and restore its reserves, when 
it becomes attacked; that is the remedy.

Senator Sh a f r o t h . Do I understand if this bill goes through in 
its present form that you would rather for us to require all the banks 
to keep their reserves in bonds ?

Mr. W e x l e r . N o, Senator. I would want all the banks——
Senator Sh a f r o t h . Y ou think that the gold reserve, however, is 

the ideal reserve for banks ?
Mr. W e x l e r . I do.
Senator Sh a f r o t h . And you would also want us to require the 

banks to keep their reserves in gold ?
Mr. W e x l e r . It would almost have that effect—I would want 

them to keep that part of their reserve which they keep in their 
vaults in gold or its equivalent, which, under present Treasury regula­
tions, includes silver notes; and the reserves of the regional reserve 
bank or any other reserve agents also would be required to keep it in 
gold.

Senator Sh a f r o t h . Would you want us to limit your reserves to 
gold, right now, in this bill ?

Mr. W e x l e r . At this moment?
Senator Sh a f r o t h . Not my bill, but in the bill?
Mr. W e x l e r . I would not.
Senator Sh a f r o t h . If my bill took effect, you want that limited 

to gold ?
Mr. W e x l e r . Yes, I would; because you are going to have only 50 

per cent redemption feature in it.
Senator Sh a f r o t h . These reserve notes that you have been issuing 

have not got but 33J, and we only recommend 40.
Mr. W e x l e r . We do not propose to count them as reserves.
Senator Sh a f r o t h . The greenback has got a reserve of only 43 per 

cent, and you count that reserve.
Mr. W e x l e r . We count that reserve.
Senator Sh a f r o t h . The silver in the silver dollar is worth 45 cents, 

and you count that as a reserve.
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Mr. W e x l e r . That is part of the money we know the people are go­
ing to carry. You have somewhat confused lawful money and reserve. 
I say I see no objection to making these bank notes lawful money. 
If you sell me some real estate for $10,000 I see no reason why 
you should not be compelled to take these notes in payment. You 
might make the transaction, and say, “ I will sell you this property for 
this much money, but I want gold.” I could take you over to the 
bank with the $10,000 and get you the gold. So, they can be made 
lawful money without any harm, but do not permit a note, however 
good, to be bank reserve.

Senator S h a fr o t h .  Not even the greenback now?
Mr. W e x l e r .  Not even the greenback now. The greenback ought 

to go out of business.
Senator Sh a f r o t h . Do you think silver ought to go out of busi­

ness?
Mr. W e x l e r . Silver ought to be a subsidiary coin. If you have 

this bank note your silver certificates would not be necessary at all. 
This bank note can supply the place of the silver certificate and of 
the greenback, and then you have nothing but gold, the ultimate 
money of redemption, and that would he ideal.

Senator H it c h c o c k .  D o  not all banks of Europe except the central 
bank count notes reserve ?

Mr. W e x l e r .  Notes of the Bank of England, and such notes as 
that?

Senator H it c h c o c k .  Yes.
Mr. W e x l e r .  They have no reserve requirements.
Senator H it c h c o c k .  Whatever reserve they have is more in notes 

than in gold.
Mr. W e x l e r . Of late, the banks of England have built up quite 

a large gold reserve; it has been increased from 3 to 10 per cent, realiz­
ing they were skating on thin ice by depending entirely upon the 
gold reserve of the Bank of England for their reserve.

Senator H it c h c o c k . They take in England notes of the Bank of 
England in gold just as in France they take notes of the Bank of 
France in gold.

Mr. W e x l e r .  They take them over to the Bank of England and 
get credit for them.

Senator H it c h c o c k .  Y o u  object to something in this bill which, as 
a matter of fact, is used on the other side.

Mr. W e x l e r .  No; it is not used on the other side. They have no 
mandatory reserve provision. Now, if you wipe out of here entirely 
the mandatory gola provision, we will carry the class of reserves 
which our business requires, and which we believe to be safe. You 
do not need all this provision with regard to reserve as Senator Nelson 
wisely said.

Senator H it h c o c k .  Is it best to require banks to carry then* re­
serves all in gold ?

Mr. W e x l e r . If they carry any.
The Ch a ir m a n . The committee will stand adjourned until half 

past 2------
Senator B r is t o w . Mr. Chairman, I  have been waiting several days 

to ask some of these gentlemen some questions.
Mr. R e y n o ld s .  Mr. Wexler, who is going to remain here, can 

answer these questions as well or better than any of the rest of us,
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and Mr. Forgan and myself have postponed our departure for three 
consecutive days, and 1 feel I ougnt to get away.

Mr. F o r g a n . Mr. Wexler will be here Monday.
Senator B r is t o w . Can you gentlemen come back later ?
Mr. R e y n o l d s . Yes; we wifi come back later. There are several 

lines of inquiry I want to make, and I have not had the slightest 
opportunity, and I want the opportunity to do it.

The Ch a ir m a n . We will not postpone these hearings in that way.
Senator. B r is t o w . Let us have the committee decide whether or 

not we will do that.
The Ch a ir m a n . It will be decided by the committee, but we will 

not postpone our hearing. We will be compelled to ask you gentle­
men to remain to give the Senator from Kansas (Mr. Bristow) an 
opportunity to cross-examine you.

Mr. R e y n o l d s . I s there any appeal from the decision of the 
chairman ?

The Ch a ir m a n . Yes; to the committee and to the Senate itself.
(Thereupon, at 1.25 p. m., the committee adjourned to meet at 

2.30 p. m.)
AFTER RECESS.

The Ch a ir m a n . The committee will come to order.
Mr. Wexler, Senator Bristow, of Kansas, wanted to ask you some 

questions.
Senator B r is t o w . Mr. Chairman, I  of course would be very glad 

to get the views of Mr. Wexler on a few matters that I wanted to 
bring up, and I should also be glad to have the opportunity, if it can 
be had, of interrogating Mr. Reynolds and Mr. Forgan upon the same 
matters.

Mr. W e x l e r . Mr. Chairman, Mr. Reynolds and Mr. Forgan asked 
me to state that they were compelled to return, and that they would 
be very glad to answer any questions that any member of the com­
mittee wanted to put to them, by wire or by letter, or to return at 
any time that the committee desires them to.

Senator B r is t o w . Interrogatories by wire or by letter could not 
be satisfactory in matters of this kind, in my judgment. I simply 
want to state that I wished an opportunity to interrogate Mr. Reyn­
olds or Mr. Forgan upon a general line of inquiry such as I expected 
to this morning if the time had not been all taken up with other 
matters.

I simply wanted to explain that, Mr. Chairman, because a good 
many of the questions that I wanted to ask were brought out by state­
ments made by Mr. Reynolds.

I asked Mr. Wade, I think it was, that if it were determined that a 
general revision of the currency law could not be made at this session, 
what changes he would suggest in the present Vfeeland-Aldrich bill 
in order to make it serve the purpose of giving elasticity to currency. 
I will ask you the same question, Mr. Wexler.

Mr. W e x l e r . Senator, I have not read the Aldrich-Vreeland bill 
over since it was made a law, but my recollection of the bill was that 
it was enacted at that time because the party in power then realized 
they could not get out a currency measure, and they thought that
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something of that kind ought to be passed or they might not be 
very much blamed, and they brought out this Aldrich-Vreeland bill 
and printed all this circulation. This circulation required that it be 
secured by a certain class of collateral and that it pay interest at the 
rate of 5 per cent for certain papers and 6 and 7 per cent for others, 
and it goes on up to a prohibitive rate.

Just to take the currency as it is and make it answer the purpose, 
is your question, is it not ?

Senator N e l s o n . It provided first for the formation of a currency 
association.

Mr. W e x l e r . Yes; it contained first the provision that before a 
bank could get any money it would have to go before this currency 
association and expose its condition. It should have the right to go 
there to the proper authority stipulated in the bill and obtain these 
notes by depositing the classes of security which the Government 
requires. If the security is of the character that the bank could not 
comply with, then it would have to be amended so as to enable the 
banks to take out this circulation. Then the rate of interest would 
have to be materially reduced because it would only be used in an 
extreme emergency. It is a fact that any bill that provides only the 
means of relief in emergency is a bad bill, because it attracts the 
attention of the whole country and the whole world to your con­
dition, and that accentuates it. In order to have it really effective, 
you must be able to put it into force all the time, without any jar 
or any friction, so as to call the attention of'nobody to the condition. 
We have such a large population and have so many banks, and fear 
spreads so rapidly, that everything possible should be done to avoid 
exposing any condition requiring assistance, and the assistance should 
be made so readily available that if the security is sound it can be 
had upon very short notice without any complicated red tape which 
is incident to most Government transactions.

Senator B r is t o w . A s I understand you, then, if provision were 
made whereby the bank could go direct to the source without incur­
ring any publicity, and the interest rate were reduced, it would 
provide a currency that could be used for emergencies ?

Mr. W e x l e r . Yes, sir.
Senator B r i s t o w . Satisfactorily?
Mr. W e x l e r . Well, not ideal by any means, but workable.
Senator B r is t o w . That would be a currency, then, based upon 

assets for temporary use ?
Mr. W e x l e r . Yes, sir.
Senator B r is t o w . T o relieve a stringency ?
Mr. W e x l e r . Yes, sir; it would be a loan. It would have to have 

a fixed maturity; otherwise it would have to have a gold reserve 
behind it. If you simply issued it without any fixed maturity or 
without any reserve, it would not no; it would be a disastrous 
inflation.

Senator B r i s t o w . Yes; I understand. It would be in the nature 
of a loan.

Senator H it c h c o c k . A s I understand, the principal complaint 
against the present currency system is its inelasticity. What you 
want is a currency that is more elastic, that will contract and expand 
with more ease and greater facility ?

Mr. W e x l e r . Yes, sir.
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Senator B r i s t o w . Such a currency as you have suggested would 
relieve the weakness of our present system, would it not ?

Mr. W e x l e r . Such a currency as the Aldrich-Vreeland bill, you 
mean?

Senator B r i s t o w . Modified as you suggested.
M r. W e x l e r . N o , s ir ; I  d o  n o t  th in k  it  w o u ld .
Senator B r is t o w . What is the difference between that currency 

and the currency that you propose on these assets ?
Mr. W e x l e r . The difference is this, that the currency that I pro­

pose to be issued by the bank would, in the first place, be secured by 
a gold reserve. In the second place, it would be put out only for 
the rediscounting of paper, not for loans direct to a bank. The 
bank would have to have a particular class of paper.

Senator B r i s t o w . If you will excuse me just a moment right there. 
That goes to the stability of the currency that is in existence. You 
spoke of a gold reserve. Now, there is no complaint as to the sta­
bility of the currency which we have now, as 1 understand it; it is 
good enough.

Mr. W e x l e r . It is g o o d .
Senator B r i s t o w . This currency which you suggest would be no 

better currency than what we already have; but what you want is 
not a better currency, but a currency that is more elastic in its use ?

Mr. W e x l e r . Yes, sir; one the quantity of which in circulation 
adapts itself exactly to the requirements of commerce, and which is 
so organized that no power is strong enough to keep it in circulation 
one minute longer than the trade requires.

Senator B r i s t o w . That is the point. That is, you want to give it 
elasticity. This currency which would be issued under the Vreeland- 
Aldrich Act, as you suggest, would meet that requirement, would it 
not? Would it not give elasticity?

Mr. W e x l e r . Not at all.
S en a tor  B r i s t o w . Why w o u ld  it  n o t  ?
Mr. W e x l e r . Because it is not, from my standpoint, currency 

at all.
Senator N e l s o n . It is a bond-secured currency.
Mr. W e x l e r . It is nothing but a bond or note secured loan, at a 

rate of interest sufficiently high to make it unprofitable for the bank 
to keep it any longer than is absolutely necessary. It is not a cur­
rency.

Senator B r is t o w . I understood you to say that you wanted a cur­
rency that would only be in existence—afloat, if I may use that term—  
so long as it would be of use. It would be automatically retired------

Mr. W e x l e r . I do not mean actually needed by the banks, but 
by the people of the country. We are merely the instruments of 
disseminating credit. We are dealers in credit. But I mean a cur­
rency that will meet the requirements of the whole people, that no 
bank, however powerful, no aggregation of banks, however powerful, 
can keep one minute longer than the commerce of the country 
requires it. It must have that inherent quality in itself to contract 
itself.

Senator R e e d . H ow  do you get that inherent quality?
Mr. W e x l e r . Y ou g e t th a t in h eren t q u a lity  b y  th e  fa c t  th a t w h en  

th e co n d it io n  th a t  cau sed  th e  em ission  o f th a t n o te  passes b y , th e  n o te  
itse lf c o m e s  in  o f  its ow n  a cco rd .

9328°—S. Doc. 232, 63-1—yol 1------22
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The Ch a ir m a n . What you mean is that the cotton pickers, when 
they demand money for picking cotton, will put those notes back 
into the merchant’s till in exchange for their merchandise, and then 
the merchant will retire it?

Mr. W e x l e r . Certainly.
Senator R e e d . Suppose you have some issue done by the Treasury 

Department, done at the Government Printing Office instead of a 
private printing office, and it came back in here, would you not 
retire it in the same way?

Mr. W e x l e r . No, sir; you have no means for retiring it.
Senator R e e d . Y ou have the same means exactly- that you have 

in the other. Here is a note that comes out of this corner of the 
room and here is one that comes out of that comer of the room. 
Your business is to retire either one of them. You retire them 
because they come into your bank through the trade and commerce. 
The same streams run through on the same level and in obedience 
to the same law.

Mr. W e x l e r . There is no doubt in the world, and there can be no 
argument, but what the Government is in a position to establish a 
bank it if wants to do it that will be a central bank in effect, and it 
ought to have the same kind of machinery for emission and retirement 
of credit notes and the same method of lending money. It is just a 
question of whether you want to put the Government in that line of 
business or leave it to the banks. You have the power to do it.

Senator R e e d . Y ou get away from the question by dissertation.
Mr. W e x l e r . N o, I think not.
Senator R e e d . I am dealing with one thing, just one thing. You 

said a moment ago, as I understood you, that you could issue the 
money through the banks, and it went out in response to the demands 
of commerce. Then it came back in, and you could retire it, and 
you considered that as an advantage of the bank issue over the Gov­
ernment issue. Now suppose that the bank goes to the Government 
and gets the same amount of money. It pays it out over its counter 
in the same way and for the same purpose, and when the cotton 
planter has harvested his crop and got his money he comes and puts 
it into the same till in your bank and it goes to the same man. Why 
are not the two systems, as far as that is concerned, parallel ?

Mr. W e x l e r . I have told you it can be done; if you provide the 
machinery for doing it, you can do it.

Senator R e e d . All the machinery that is to be provided is the 
method by which you get the money from the Government and the 
method by which you pay the Government off.

Mr. W e x l e r . Exactly; and that must be by the establishment 
of various branches all over the United States, wherever that may be 
necessary—not to have to run up to Washington to do it.

Senator R e e d . I understand that.
Mr. W e x l e r . If you give them the same machinery for passing 

upon credit, for issuing notes, for retiring notes, the same availability 
to the general commerce of the country, there is nothing to prevent 
the Government doing it, if it wants to go into that line of business. 
There is nothing to prevent the Government going into any line of 
business, if it wants to.

Senator B r is t o w . A s I understand the method that you gentlemen 
have suggested, it is that when the bank needs currency, because of
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some pressing condition with a branch bank, or with a central bank 
system, or a regional bank system, that bank goes to the regional 
bank or the central bank and gets the currency by hypothecating 
some of its notes or its assets—commercial paper ?

Mr. W e x l e r . When it gets credit it goes to the bank and hypothe­
cates some of its commercial paper, and gets credit. That is entirely 
distinguished from when it needs circulation. Do you catch me up 
to that point?

Senator B r i s t o w . Yes. Well, we will take credit.
Mr. W e x l e r . We get credit.
Senator B r i s t o w . What is the nature of this credit which you get ?
Mr. W e x l e r . I will give it to you. We have loaned all the money 

we are permitted to loan under the law, by reason of the fact that 
our reserves do not admit of any further loans. Now, we need credit, 
and we go to the bank with our portfolio and we rediscount it. It 
gives us credit on its books for the note, the amount coming to us 
from this rediscount. We have restored our reserve by reason of the 
fact that we have a credit—the regional bank.

Senator B r is t o w . Your reserve had not been disturbed, because 
you can not disturb it. You simply go to get money.

Mr. W e x l e r . We have a surplus reserve.
Senator B r is t o w . This credit is in the form of bank notes ?
Mr. W e x l e r . It is in the form of the credit of that bank.
Senator B r is t o w . What good does that do in paying your cotton 

pickers ?
Mr. W e x l e r . I have got a credit in the bank either to check against 

or to send out to the cotton pickers. I go over to the bank, present 
my check, and they pay me out in the notes of the bank, just the 
same as my check calls for. Therefore I have done both things for 
which the bank is organized—I have used my credit and I have used 
the circulating medium. I have these notes and respond to the 
requests that are made upon me by my corresponding banks or by 
customers all over the surrounding country, and I ship these to-day 
by express or mail, as the case may be, or pay them over my counter.

S e n a to r  B r is t o w . Y ou  sa y  y o u  g e t c re d it  th a t w as in  th e  fo r m  o f  
b a n k  n o te s  ?

Mr. W e x l e r . Ultimately. It was not originally. It was in any 
form I wanted it in.

Senator B r is t o w . Are the book credits of any account to the cotton 
pickers ?

Mr. W e x l e r . Not to the cotton pickers, but they were to me. I 
might have to use part of them for cotton pickers.

Senator B r i s t o w . It was of use to you because you could get notes 
for it ?

Mr. W e x l e r . Yes, sir.
Senator B r i s t o w . You are short on currency in your bank; you 

ought to have the circulating medium. You have to get it in order 
to supply the demand, and you take a part of your surplus to the 
branch bank of any kind, to"a regional bank, or whatever you want 
to call it, and that bank has authority, under the law, to issue notes; 
and it issues the notes and gives them to you, and you leave with it 
your securities ?
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Mr. W e x l e r . Yes, sir.
Senator B r i s t o w . A s a guaranty for the payment of these notes, 

which ultimately is returned ?
Mr. W e x l e r . Yes, sir.
Senator B r i s t o w . And that relieves the stringency; and that is 

what you call elasticity, is it not ?
Mr. W e x l e r . You are confounding the propositions, Senator, 

with------
Senator B r i s t o w . N o ; I d o  not think I  am . Is not that what 

gives elasticity—your ability to get those notes to pay the cotton 
pickers ?

Mr. W e x l e r . That does not give the elasticity. The ability to get 
the notes saves me from paying my reserve. It would destroy my 
lending ability.

The C h a ir m a n . We will take a short recess for the purpose of a 
roll call.

(At this point the committee thereupon took a recess for five 
minutes at the conclusion of which the following proceedings were 
held:)

Senator B r is t o w . Mr. Wexler, I was suggesting, as I remember, 
when the roll call occurred, that this currency which you secured from 
the bank in an emergency was that which was necessary in order to 
make our present system more elastic ?

Mr. W e x l e r . That is entirely wrong, Senator. I have not taken 
that money out in an emergency. Let me see if I can get the idea 
straight to you. I might have a requirement for currency without 
the slightest requirement for credit. In other words, I might have 
to my credit in the regional bank, on deposit with the regional bank, 
a million dollars. That is, on their books our bank would stand in 
credit $1,000,000. But I do not want any more credit; I have got 
enough. I need notes to send out into the country, so I simply go 
over there, draw my check against my deposit and get the notes, 
you understand, and. send those notes .out into the country.

Senator B r i s t o w . Why can you not do that now?
Mr. W e x l e r . Because the notes that I send out now—I do do that 

now. If I get a demand, now, for currency, I go into my vault and 
take reserve money out.

Senator B r i s t o w . If you have this million dollars credit, why do 
you not check against it ?

Mr. W e x l e r . They can not pick cotton on checks. I have to send 
the money.

Senator B r i s t o w . The trouble is, Mr. Wexler, that instead of my 
confusing this matter, if you will pardon the expression, I think you 
are confusing it.

Mr. W e x l e r . Well, perhaps I  am , Senator.
Senator B r i s t o w . Y ou say that you do not need credit because 

you have credit; what you want is currency?
Mr. W e x l e r . Yes.
Senator B r i s t o w . And having credit on a reserve bank, you draw 

your check on that bank and ask for currency. That bank sends it 
to you. That is what you do now?

M r. W e x l e r . That is what I  do now.
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Senator B r i s t o w . If you can do that now, then wherein should 
there be an embarrassment because of the inelasticity  of the currency ?

Mr. W e x l e r . I am glad you asked that. The withdrawal of that 
money by my check on my correspondent has taken that much of his 
reserve money away and reduced------

Senator B r i s t o w . H ow  has it taken that much of his money ?
Mr. W e x l e r . It is his reserve. This gold that he is sending out, 

or its .equivalent------
Senator B r i s t o w . I am not discussing the proposition from the 

standpoint of breaking into your reserve. This is not a reserve ques­
tion. It is a question of elasticity. Now, if you want a less reserve 
or no reserve, that is a different question. Suppose you do not have 
any reserve.

Mr. W e x l e r . Let us get around to the elasticity, then. The 
notes that you now circulate have no elasticity. Our bank notes are 
based upon bonds, and when they come back to us we give them out 
just as soon as we can, because when we have them on our hands 
they do not count as reserves, so we try to get the people to take 
them. There is no means of their retirement except by taking them 
down to Washington and selling your bonds.

Senator B r i s t o w . That does not answer the proposition.
Mr. W e x l e r . So that the present note issue is inelastic.
Senator B r i s t o w . It is stationary; that is true.
Mr. W e x l e r . The new note that we propose to have issued will 

be a note that will go out when it is sent; it will be redeposited in a 
bank. When it gets back to whatever bank it may get to, that bank 
will redeposit it with the regional bank, and the moment it does it 
has gone out of business, it is canceled, it is done, it is finished. 
Just as much so as if you owed a man $1,000 and you paid him and 
you cancel your signature on that note, that note is finished.

The C h a ir m a n . I think I can perhaps clear the matter for the 
Senator. When you draw your check on a New York correspondent, 
and they send you currency for the cotton pickers, although it can 
not take their reserve, it will take their amount above the reserve 
and bring it down to the reserve point; and the moment they get to 
the reserve point they can not respond to your check without im­
pairing the credit system.

Senator B r is t o w . I understand. We will get to that. That is 
another step. The currency we have is rigid. That is the complaint ?

Mr. W e x l e r . Yes, sir.
Senator B r i s t o w . Y ou want a currency that you can swell at cer­

tain periods of the year because of business demands, etc. ?
Mr. W e x l e r . That the people can swell. We are simply the 

instruments—their intermediaries.
Senator B r i s t o w . Of course I understand that. You want this 

currency to be issued when it is demanded, and that currency, vhen 
it is no longer demanded, automatically retired ?

Mr. W e x l e r . Yes, sir.
Senator B r i s t o w . Congress has provided a law by which that can 

be done, but you say that it has certain requirements that make it 
impracticable of use ?

Mr. W e x l e r . Yes, sir.
Senator B r i s t o w . I asked what changes were necessary in that law 

in order to make it practicable so that that currency which is now in
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existence could be used for the purpose when the business of the 
country demanded it, and you say it can not be done, but that if a 
bank was organized and the bank could take exactly the same security 
which you propose and give you the additional currency on those 
securities, and you could use that currency from the bank to relieve 
this stringency, as soon as the stringency was over it would auto­
matically retire. What I asked was, Why should not the currency 
which we now have be used in the same way and what amendments 
to the present law would be necessary in order to make it available ? 
You do not seem to think that any amendments should be made.

Mr. W e x l e r . Oh, yes; I said all the time that it is possible for the 
Government to go into the banking business and to establish a bank 
if it desires to.

Senator B r i s t o w . N o w , just a moment. We do not propose to 
put the Government in the banking business at all.

Mr. W e x l e r . It will stop with these notes—just with these 
Aldrich-Vreeland notes. #

Senator B r i s t o w . This is a currency question, directed to giving 
elasticity to the currency.

Mr. W e x l e r . Yes, sir; I  see your point.
Senator B r i s t o w . Why could not that currency be used for that 

purpose; and what amendments in the present law are necessary in 
order to meet that requirement without breaking up the present 
currency system which we now have ?

Mr. W e x l e r . I say it could be amended in this way: In the first 
place you would state that no one should get these notes who did not

five in lieu of them commercial paper maturing not beyond 90 days, 
n the second place you would have to put behind them a reasonable 

gold reserve, say of 40 per cent, so that if any of the notes were 
presented for redemption in gold you would be prepared to redeem 
them in gold. In the next place, you have to establish all over the 
United States agencies for the carrying on of this business, with a 
competent man to pass upon the value of this paper and who would 
also furnish at the same time and at the same place redemption 
facilities where the notes could be turned back. If you amended 
it in those three instances and eliminated this interest-bearing 
feature that you have here, you would have an elastic note that 
would flow out according to the requirements of credit and would 
flow back as the demand for credit receded or expired.

Senator B r is t o w . I am very much obliged to you.
Mr. W e x l e r . Then you are establishing a central bank with 

branches all over the country when you have done that. That is 
the effect of it. You can not get away from it. It would be by the 
Government instead of stockholders.

Senator H it c h c o c k . It is not receiving any deposits.
Mr. W e x l e r . N o .
Senator H it c h c o c k . Y ou  are simply making currency available 

for the banks ?
Mr. W e x l e r . Therefore, the gold that you require against the 

notes—the reserve—you have got to get from some other channel. 
Under the bank scheme one reserve is provided by the deposits that 
are made by the banks. If you do not do that, then you have a cen­
tral bank that will have to provide the gold by some other means, 
either by taxation or appropriation or by selling bonds; so that in
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effect you have a central bank providing a gold reserve simply from 
other channels than from the much easier and more economical chan­
nel of concentrating reserve for that purpose.

Senator B r is t o w . Y ou say “ eliminating this interest-bearing pro­
vision.” Do you think that they would retire automatically if the 
interest-bearing provision was stricken out ?

Mr. W e x l e r . With the amendments that I  have suggested, ab­
solutely—just as freely as they were in the bank.

Senator B r is t o w . Y ou think they would?
Mr. W e x l e r . Yes, sir.
Senator B r is t o w . Y ou think there would be no danger of inflation ?
Mr. W e x l e r . Absolutely none, as long as you make the gold re­

serve and the character of paper that could be discounted. There is 
not the slightest chance of inflation, except one, and that is if you 
should discover in this country an enormous gold mine or a number 
of them that would produce a vast additional quantity of gold, or if 
the balance of trade would be enormously increased for a number of 
years and much gold would come from abroad. Then you could have 
inflation, because you have so much more free gold available. But 
you would need inflation then because the country would be so 
prosperous.

Senator R e e d . Do you know any way by which that free avail­
ability of gold could be encouraged ?

Mr. W e x l e r .  No.
Senator B r is t o w . I would like very much to see that myself.
Mr. W e x l e r . It has been going on for the last 50 years.
Senator B r is t o w . That is exactly what I wanted to get at. You 

believe that with this amendment that you have suggested in the 
Yreeland-Aldrich bill the individual banks would deal direct with the 
governmental agency ?

Mr. W e x l e r . Yes, sir.
Senator B r is t o w . And secure from the Government the currency 

that was necessary ?
Mr. W e x l e r . Yes, sir.
Senator N e l so n . Upon commercial paper.
Mr. W e x l e r . Upon commercial paper. The Government would 

do everything, then, except receive deposits that it has pro­
vided that this central bank or these regional banks may do—  
perform every function except the receiving of deposits. If you 
had the receiving of deposits to-day you would make it still better 
and you would have a very good institution.

Senator R e e d . Mr. Wexler, will you be kind enough to put on a 
piece of paper the suggestions as to the things necessary to be done 
to make the present Aldrich-Vreeland Act workable far the purposes 
we have in mind; that is, furnishing currency in times when there 
is a demand for it, not simply emergency, but demands ? I would 
like to have that in that form if I could have it.

Mr. W e x l e r . I will have to have a copy of the bill to do that.
Senator R e e d . I will get that for you.
Mr. W e x l e r . It would be very much better to write it all over 

new than it would be to amend the bill. Why this strong attach­
ment for the Aldrich-Vreeland bill?

Senator R e e d . It is the system now in existence.
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Mr. W e x l e r . But it has never been used. It is simply an emer­
gency measure by a party not in power to-day. They admitted it. 
They wanted to have an excuse------

Senator R e e d . I wanted to give you a text to keep you at it. 
I am afraid you might get off onto some of these theories------

Mr. W e x l e r . Oh, no; I would go right along in the line of a bank. 
I am perfectly willing to undertake it, to the best of my ability.

Senator B r i s t o w . It has been referred to here that commercial 
paper was 60-day paper, or 90-day paper, and I think the bill pro­
vides for 45-day paper, or it did as originally introduced. Why is it 
necessary to connne securities to 60 or 90 days ?

Mr. W e x l e r . Because the commercial transactions of the country 
are usually based upon paper running not beyond 90 days. It is 
strictly a commercial transaction. I mean to say, where a man ex­
changes his credit for the credit of the bank for his temporary re­
quirements, and then, as you are using bank notes, giving a credit 
which may be taken out in bank notes, you should have something 
that is very liquid, and that you can calculate upon coming back 
within a reasonable length of time, a short time; by which means you 
could, if business is going to quicken, contract if you desire. The 
average length of time of these notes that are going to be discounted 
in a bank of that character, whether owned by the Government or by 
the banks, will be probably very much less than 90 days. Every 
bank will naturally discount the greatest number of notes coming due 
within the shortest time that it has in its portfolio, because it would be 
more profitable.

Senator B r i s t o w . But you have in mind, now, the sale—I use 
terms that I am more familiar with, not being a banker—the sale of 
quickly maturing paper that, theoretically, could be collected.

Mr. W e x l e r . Yes, sir.
Senator B r i s t o w . So as to discharge the debt ?
Mr. W e x l e r . Yes, sir.
Senator B r is t o w . If this currency is to be automatically retired 

when its use is no longer demanded, why should the basis of security 
upon which it is issued mature before it is retired, or within 30 or 90 
days ? Why would not a bond of the State or of the Government, 
or a farm mortgage or any first-class paper, serve the same purpose ?

Mr. W e x l e r . For the reason that the paper maturing within 90 
days the maker of the paper must meet himself. If you give me 
your note for $1,000, due in 90 days, I rediscount that note with the 
regional bank; I indorse it; I do not pay the note, only in case of 
your default. You pay the note. If you come to me with a bond 
maturing in 50 years of a State or of a county or of a school board, or 
anything of that kind, the maturity of it is so long off that, in the 
ordinary operation of the bank, it would be worked out in the ulti­
mate. The note would stay out just as long as the obligation would 
stay out; or if the note was presented sooner than the obligation was 
presented, you would only have 40 per cent of gold to pay it with, 
and you would soon have all that gold taken out.

Senator R e e d . If you went to the bank and borrowed money on 
Government bonds as collateral, when your obligation matured you 
would have to take part of the money to pay it.

Mr. W e x l e r . Yes, sir.

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



BANKING AND CURRENCY. 339

Senator R e e d . But if you had short-time paper, before it became 
due the short-time paper would be paid and you would not have to
PaJ ^  •Mr. W e x l e r . That is the idea. I will make it a little clearer. 
Suppose all the paper that the central or the regional bank dis­
counted was due m five years. Say it was $10,000,000, due in five 
years. It issued its notes when it discounted that paper, and those 
notes circulated around among the people, and through their transac­
tions got back to the window of the bank. What has the bank got 
to do it with ? Forty cents on the dollar in gold and 100 per cent of 
the paper maturing in five years ? So you have got to sacrifice this 
other paper to meet the remaining 60 per cent. There would not be 
anybody to go to to get it. Then you have to rediscount it or sell 
the security or default.

Senator B r is t o w . That is theoretically very sound.
Mr. W e x l e r . Yes; and I believe that would work out.
Senator B r i s t o w . But as a matter of fact in the practical business 

of the country—I do not know how it is in the large cities—the 
6,000 of the 7,000 national banks do not expect their 90-day paper 
to be paid when it is due. They carry it on from 90-day periods for 
years, sometimes.

Mr. W e x l e r . But they expect a sufficient percentage of it to be 
paid to meet the natural demand that they are going to have for 
money. If they did not, they would be broke. You will find that 
the average bank that breaks has got 90 per cent of uncollectible 
paper, and perhaps every dollar of it is good ultimately.

Senator B r i s t o w . D o you think that with this other class o f  
securities hypothecated to this currency there would be any loss o f  
the short-time paper taken up in the bank than if that was the paper 
that was hypothecated?

Mr. W e x l e r . I do not exactly get that.
Senator B r i s t o w . Suppose that the bank gets $100,000 worth o f  

these notes and puts up, instead of 90-day paper, farm mortgages?
Mr. W e x l e r . The bank puts them up with whom?
Senator B r i s t o w . With the Government or with the regional 

reserve bank, or with the central bank, whichever system you might 
adopt.

Mr. W e x l e r . Farm mortgages due when?
Senator B r i s t o w . Oh, any time within a year to five years.
Mr. W e x l e r . They would, not be allowed to take it.
Senator B r is t o w . Suppose they are allowed ?
Mr. W e x l e r . W e ll, suppose they were.
Senator B r i s t o w . I know they are not now. The fact that that 

bank had the farm mortgages paid which were as valuable to it as 
any other securities, instead of 90-day paper, that would not result 
in less 90-day paper being paid when due than if it did not have the 
farm mortgages. The paper would be paid whether it was hypothe­
cated or not ?

Mr. W e x l e r . Yes, sir; if it was due, I presume.
Senator B r i s t o w . If the Government should issue this currency 

under an act similar to the Vreeland-Aldrich Act, would it not be 
more convenient for the Government to require bonds or long-time 
paper or permit long-time paper and short-time paper ?
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Mr. W e x l e r . It would be more convenient for the Government 
in the fact that it would save investigation by the credit system 
that it would have to have in order to pass upon notes, but it would 
not have a sound circulating medium. The Government might be 
in the same position that the bank would be in if it would have a 
vast amount of long-time paper outstanding against a vast amount 
of notes due on demand and only 40 cents on the dollar, of gold, to 
take it up with. How would the Government provide for the other 
60 per cent when these notes came back ?

Senator B r i s t o w . That is upon the theory that the demand of 
the short-time paper can always be realized upon ?

Mr. W e x l e r . Yes, sir.
Senator B r i s t o w . Of course, with your wide experience you know 

that it can not be realized upon during close times, because the men 
that make the notes can not pay them when they are due.

Mr. W e x l e r . Experience showed that during the panic of 1907 
nearly every dollar of the short-time commercial paper paid out 
through note brokers, which amounted in the aggregate to millions 
of dollars of the class of paper which is used by a great many banks 
as a secondary reserve— that is, they know it is going to be paid—  
was paid at that time. The Federal reserve bank, the central bank, 
would get its money in any event, because the bank discounting it, 
having indorsed the paper, even though it had to renew the note of 
John Smith which had matured in 90 days and was not paid, it 
would go over to the central or regional bank and take up that note. 
In a week afterwards it might come and bring John Smith’s new 90- 
day note and rediscount it. But in the meantime the Government, 
if you have a Government bank, or the central reserve bank, or the 
regional bank, would have its money, and there would be nothing to 
prevent its getting its money.

Senator B r i s t o w . Take the panic of 1907. The Armour Packing 
Co. had a large quantity of this commercial paper— that is what you 
call it, is it not ?

Mr. W e x l e r . Yes, sir.
Senator B r is t o w  (continuing). Scattered all over the country. 

They were seeking a market for it. I think John Wanamaker had a 
great deal of it. Country banks were being solicited to take it. 
That is what is called commercial paper ?

Mr. W e x l e r . Yes, sir.
Senator B r i s t o w . When that is due it is paid, and the money to 

pay it is paid out for more paper just like it ?
Air. W e x l e r . N o ; I will have to differ with you on that. Of 

course there are some firms in connection with which that may be 
true; but let me tell you that for the last six months there has been 
a liquidation of notes and also of commercial paper, without the 
ability to float a new paper in lieu of it. That paper has been retired. 
I know one city where there has been considerable discrimination on 
the part of the bankers all over the country against the paper on 
account of the tariff and the fear of the effect it might have upon 
that section. They have been unable to rediscount this paper dur­
ing the progress of the tariff bill, and they had to retire it themselves, 
and they have retired it. They had to pay it off. And that is what 
the solvent merchant can ‘do when he has to do it. He may have to
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make sacrifices, he may have to sell commodities or securities, or 
whatever he may have, but he meets it, because his whole future 
and commercial standing depends upon his meeting it. He does not 
know who holds his note or whom to go to to get extension.

Senator B r i s t o w . Is not the very purpose of securing this elasticity 
to give him relief under circumstances of that kind, so that he will not 
be forced to meet an abligation which he can not meet without serious 
sacrifice ?

Mr. W e x l e r . Yes, sir.
Senator B r i s t o w . That is what we want elasticity for.
Mr. W e x l e r . That is what we want a credit institution for.
Senator B r i s t o w . Of course, I have always had in mind taxing this 

surplus currency so that it would be forced to take up part of this taxa­
tion. If there were a tax put on notes of that kind, then as soon as the 
merchant or the business man of whatever nature could get the money 
and get out from under the burden of this additional interest he would 
do it, and it would then retire as soon as the financial condition was 
so that it could be done without a great sacrifice.

Mr. W e x l e r . In a sense the tax would be paid, but it would be 
better accomplished by the rate of interest that the Government or 
bank would charge upon the discount. That would in one sense be a 
tax.

Senator B r i s t o w . It would be the same thing, only getting at it 
in a different way.

Mr. W e x l e r . It would be getting at it in a more sensible, business­
like way.

Senator B r i s t o w . I have had in mind that, without discriminating 
against long-time paper in favor of the short-time commercial paper, 
that the same object could be met and that these notes would be 
retired and the obligations would be met by the sale or the contracting 
of the line of business that the men are in, in order to get the cash 
without too great sacrifice.

Mr. W e x l e r . My testimony, I think, would show the very great 
danger of taking long-time paper against demand obligations.

Senator B r i s t o w . I have heard that.
Mr. W e x l e r . I think that is quite conclusive. Let me call this 

thought to your mind, which I know you have considered. You 
fear that a great number of people throughout the country who were 
not in a position to furnish short-time paper might not have facilities. 
Is not that your idea ?

Senator B r i s t o w . Yes.
Mr. W e x l e r . The answer to that is this, that the remainder of 

the resources of the banks throughout the country would be available 
for longer maturing paper, in which all banks are willing to invest 
a certain amount. The trust companies, savings banks, and national 
banks would take care of a reasonable demand of that sort, as much 
as there ought to be a demand of that sort. There should not be too 
much of it. The evolution of it is this: That section of territory 
south of the Ohio River and west of the Mississippi is in a period of 
great development. The section is more or less in a crude state. If 
we had an instrument of credit, such as this bank which we are 
endeavoring to have established, where every man knew that he 
could get the money that he needed for his growing business require­
ments, he would invest his surplus money and his profits in that
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development of his own section; he would feel safe in doing so, because 
he would know that the money he needed to carry on his growing 
business would always be available to him by reason of this immense 
reservoir of credit. If that was used for that particular purpose, and 
not for the purpose of long-time investment, it would be a most 
desirable condition. In other words, suppose I am a merchant in 
business, and this year I have made a considerable amount of money. 
I have a certain amount of credit. If I knew that I was certain to 
have people to go to to get that credit that I am entitled to, I could 
afford to invest that surplus profit in a fixed investment which would 
assist in the upbuilding of my section. But without such a reservoir 
of credit I must keep this money on hand to take care of the pos­
sibility of my not being able to get the credit when I want it. Such 
is the fear tnat the business man of the United States labors under 
to-day, because he can not predict with any degree of certainty 
what the financial conditions are going to be for six months ahead.

Senator B r i s t o w . I will give you my impressions, so that you may 
correct them if they are wrong. It seems to me that legislation such 
as you suggest is in the interest of the concerns that float short-time 
paper, like the Armour Packing Co., John Wanamaker, Woodward 
& Lothrop, down here in Washington, and other big concerns of that 
kind, that put it out on the public in order to get the money that they 
need, and they sell it wherever they can find customers, through 
brokers, etc.

The business man in a small way, out in the country, deals in a 
different kind of security. He has no reputation or a reserve so that 
he can borrow money from anybody. He goes to his bank and he 
borrows the money, or he gets it in various ways. He may mortgage 
his building, or his farm for money that he needs. That security is 
as good as any security. It will be paid. Behind a farm mortgage 
is the real estate itself, and if the mortgage is conservatively made 
there is never any better from the point of security. A State bond, 
where the finances of the State are properly managed, a county bond 
or a city bond, where the finances are properly managed, have a fixed 
value as much as any other kind of property that we have. If means 
are provided so that these additional notes are to automatically retire 
because it is not profitable to keep them out in dull times, when there 
is plenty of money, why is not tnat security, as the basis of ultimate, 
payment, a sound security, instead of this that floats about in the 
hands of brokers?

Senator N e l s o n . Will you let me, in that connection, make one 
suggestion ? There are a class of bonds that are listed on the stock 
exchange, railroad bonds, utility bonds, and, I think, city and county 
bonds, that there is always a market for. There is a public market 
where you can always dispose of those securities, ana we have no 
such stock exchange where we can always market a farm mortgage, 
no matter how good it is. If we had such a stock exchange as that, 
the case would be a clear one. Then it could always be converted 
into money. I merely suggest that.

Mr. W e x l e r . Even then the paper that would be taken, secured by 
that class of stock, if the demand note is going to be issued against it, 
and no matter what the short period—because you should always 
bear in mind that you have a demand obligation against it, with only 
40 per cent to pay for it—the demand obligation must be of a liquid
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character. You might take a 90-day note secured by the bond of 
the city of New York, which is listed, and that would be quite as 
convertible as a piece of convertible paper, but you do not want to 
use the machinery of a bank of issue for investments in fixed securities.

Senator B r is t o w . But you are speaking of a permanent currency, 
it seems to me, or a permanent condition, instead of a temporary 
condition. This inflation is to meet an important demand, and if 
you press the short-time paper for immediate payment when it is 
due you do not relieve the stringency at all, you merely accelerate it.

Mr. W e x l e r . Senator, that is not a fact. You do not press the 
short-time paper for payment. The short-time paper—this com­
mercial paper—pays itself. Everybody meets that kind of paper. 
That is the kind of paper that is put out for such purposes as that. 
A merchant goes to New York to buy his goods. He brings them to 
his local town. By discounting his bills he can make 2 per cent 
more than he could borrow the money at. He goes to his bank and 
discounts his note for $3,000, buys his exchange, and pays his bill. 
Constructively, he is hypothecating or pledging that $3,000 of mer­
chandise he bought with that bank. He does not actually do it; he 
constructively follows the operation.

The Ch a ir m a n . And he gets the money out of the pockets of the 
people.

Mr. W e x l e r . He gets the money out of the deposits, which are 
the people’s money.

Senator N e l s o n . He gets it from the sale of the goods.
The C h a ir m a n . The people really pay his bills in the goods they 

buy from him.
Mr. W e x l e r . That is the next operation. Now, he proceeds to 

sell, and by the end of 90 days he has sold to the people $3,000 of this 
merchandise. He takes those bills and meets that obligation. That 
is a current trade transaction. That is the kind of business that you 
want to encourage in this country, so that every merchant in the 
United States who conducts his business properly can feel that he 
can always obtain his reasonable credit requirements.

Senator B r i s t o w . I do not want to carry this to an unreasonable 
length at all, but I realize the force of what you say as to a local 
merchant when he goes and discounts the 2 per cent for cash. It is 
profitable to him to take that discount, because his discounts in the 
course of a year will amount to a great deal more than the interest 
that he will pay to local banks.

Mr. W e x l e r . Exactly.
Senator B r is t o w . And he makes the note and discounts it. That 

is the way they all do. But the practical truth is, in our section of 
the State, that nine-tenths of the merchants use that money that they 
borrow as capital; that is, they continue to discount over and over, 
and they renew their notes until they have given enough to take up 
those notes, and that they will probably enlarge the business and make 
some more.

Mr. W e x l e r . I realize there is a good deal of that.
Senator B r is t o w . My contention is that while theoretically it is 

90-day paper, as a matter of fact they can not pay that at all unless 
they foreclose------

Mr. W e x l e r  (interrupting). But there is always a sufficient num­
ber of them who do both. They do not all pay them. We have the
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same condition. Our loans amount to about $15,000,000. We have 
a great many people who constantly renew their notes. While we 
do not like it, we do it. But there are a great many who meet their 
obligations promptly, and our notes paid off are frequently more than 
our new loans. There is nothing inherently wrong in that, so you 
need not worry about that.

Senator B r i s t o w . One more question. The chairman of the com­
mittee wants to interrogate another gentleman who is present. But 
I think it was Mr. Reynolds or Mr. Forgan, I do not remember which, 
or it might have been yourself, this forenoon, that said this currency, 
these bank notes which you are advocating, might be used as legal 
tender for the payment of debts, the purchase of property, land, etc.

Mr. W e x l e r . I said that.
Senator B r i s t o w . The remark was that the law could make a man 

take them for the purchase of a piece of land.
Mr. W e x l e r . Yes, sir.
Senator B r i s t o w . D o you think the Government would be justified 

in making a citizen take a note as payment for any kind of property 
that the Government itself would not guarantee to be good?

Mr. W e x l e r . I think that the Government has a perfect right to 
make these notes legal tender, and that does not prevent two indi­
viduals who are tradmg together from making their own transactions. 
You may be selling me a piece of land. You say:

Though these notes are a legal tender, I will sell you this land, but you may pay me 
in gold or silver or corn or any other thing.

A great many bonds are payable in gold of the present weight and 
fineness. Nearly all of them are. But there can be no legal objection 
to the Government making these notes, if they so desire, legal tender. 
Suppose that the transaction was not made with gold behind it, and 
the notes are legal tender, and when you come in to sign the act the 
man will say, “ I want gold.” You say,

All right; come over to the bank with me. I will convert these notes into gold 
and give you gold.

There will be no difficulty about that. There will be no hard­
ship upon anybody if the notes are made legal tender, so long as 
they do not become reserve.

Senator B r is t o w . D o I understand you to advocate that the 
Government authorize a bank to issue notes——■

Mr. W e x l e r . The regional bank.
Senator B r is t o w . Yes. And that the Government does not 

guarantee those notes at all ?
Mr. W e x l e r . I think it would be simply painting the lily.
Senator B r is t o w . And still the Government says to the citizen:

You have g6t to take that note for your property when it is tendered.
Mr. W e x l e r . Unless you want something else.
Senator S h a f r o t h . In the absence of a specific contract to the 

contrary.
Mr. W e x l e r . Unless in the absence of a specific contract to the 

contrary the Government simply declares that its notes are tender- 
able for all general business purposes.

Senator B r is t o w . I would not agree to any such proposition as 
that. We have $346,000,000 of greenbacks, theoretically, that are
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outstanding, and we have $150,000,000 in gold that is a redemption 
fund to maintain their parity.

Mr. W e x l e r . Yes, sir.
Senator B r i s t o w . H ow  much of that $346,000,000 do you think 

is in existence ?
Mr. W e x l e r . Do you mean that has been burned up or destroyed?
Senator B r i s t o w . That has not been lost.
Mr. W e x l e r . It would be a pure guess. Your own ideas on that 

subject would be just as accurate as mine.
Senator H it c h c o c k . About half of them are in the bank now as 

part of the reserve ?
Mr. W e x l e r . Yes. The other half, I do not know where they are. 

If I was running this Government, the first thing I would do would 
be to put enough gold behind these greenbacks and wipe them out 
of existence.

Senator Sh a f r o t h . That would contract the currency, would it 
not—the difference between $346,000,000 and $150,000,000?

Mr. W e x l e r . That is what it would do; but I have in mind that 
you are going to pass some sort of an instrument of credit that is 
going to take the place of it.

Senator B r i s t o w . Have you ever kept any record to determine 
how much or what per cent of your national-bank notes were lost 
in the course of a year?

Mr. W e x l e r . No, sir.
Senator B r i s t o w . Suppose you issued $100 ,000  of national-bank 

notes and they were out a year. What per cent of them would 
return ?

Mr. W e x l e r . We have absolutely no means of knowing, Senator.
Senator B r i s t o w . No way of determining?
Mr. W e x l e r . N o way of determining. All we can tell is how 

many come in; but we can not tell how many are in existence. You 
find occasionally an old note circulating in the bank that has been 
out of existence for 16 years. It has never happened to get into the 
Treasury for redemption. The money is there to pay it with, of 
course, but it never happened to have gone there.

Senator B r i s t o w . When a bank goes out of existence, and has 
been out of existence for 15 years, presumably there are very few of 
its notes that are out?

Mr. W e x l e r . Very few.
Senator B r i s t o w . Has there ever been to your knowledge any 

attempt made to ascertain the percentage of national bank notes 
that did not turn up for redemption ?

Mr. W e x l e r . I have never heard it estimated. The Govern­
ment has quite a large fund. I should judge that any estimate that 
might be made would be pure guesswork. I can not conceive how 
anyone could make an estimate of how many notes have been burned 
up and destroyed in 40 years.

Senator B r i s t o w . We have out about a billion and 80 millions of 
gold certificates.

Mr. W e x l e r . About that— a billion 100 million.
Senator B r i s t o w . Of course you have no idea how much or what 

quantity of these certificates have been destroyed, lost, burned up 
or gone down in the ocean, etc. ?

Mr. W e x l e r . Absolutelv none.
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Senator N e l s o n . Or how many there are in Europe.
Mr. W e x l e r . N o ; I can not tell that.
Senator B r i s t o w . Whatever amount is lost, that gold is there, 

then, as a part of the Government asset ?
Mr. W e x l e r . Yes, sir.
Senator B r i s t o w . If the suggestions that you make were in effect 

and in operation that gold would belong to the banks instead of the 
Government ?

Mr. W e x l e r . N o , sir. That gold would belong to the Govern­
ment just the same, because the bank could never get hold of the 
note to withdraw the gold if the note is destroyed. In other words, 
you will never get that gold without presenting the note.

Senator B r is t o w . Suppose that the banks themselves issue the 
notes and get the gold reserves ?

Mr. W e x l e r . Yes, sir.
Senator B r is t o w . The profits that would come from the losses 

would be the bank's deposits instead of the Government's, would they 
not?

Mr. W e x l e r . Y ou mean that if the new banks should issue bills of 
credit that would never come back for redemption it would be a 
profit to the bank ?

Senator B r is t o w . Yes.
Mr. W e x l e r .  I am inclined to think that it would. It would be 

an obligation that it had even though it had never been presented. 
We have in our bank about $35,000 of deposits which have been there 
for years and have never been called for; we can not locate the indi­
viduals or the individuals have died or gone away; yet the deposit 
remains there for the rest of time. We can not use it. Of course, 
it is earning interest by loaning it out, but it is there and belongs to 
them. The same objection would arise in the bank.

Senator B r i s t o w . The objection would be a similar objection, 
would it not ? You have the gold and would issue a note; the note is 
lost; it never turns up, so that you never have to pay the note?

Mr. W e x l e r . Y ou simply continue to have the liability. It would 
be a constant liability which we would have no means of paying.

Senator B r is t o w . But still it is only a liability in theory and not 
one in fact ?

Mr. W e x l e r . They sometimes turn up when you least expect 
them. Take a case which happened recently. Some time ago a 
party died in Mexico, and they had in an old trunk $5,000 of Louisi­
ana State bonds, perfectly good, of an issue of some 25 years ago. 
The money was there to the credit of that $5,000 in bonds, and they 
came in. It is a liability.

Senator B r i s t o w . Y ou have, then, no way of estimating, you 
say, the percentage of what is lost per annum ?

Mr. W e x l e r . I think it is a comparatively small amount. It is 
very small. If a note is torn into small pieces there are experts here 
in the department in Washington who are perfectly remarkable in 
their ability to decipher them and pay them.

Senator N e l s o n . That is, if you can identify the note ?
Mr. W e x l e r . If you can identify the note by any means you get 

your money out of it.
Senator N e l s o n . And I imagine that in the case of a gold cer­

tificate, if the holder of it could give satisfactory proof that the cer­
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tificate was burned and would give the Government an indemnity 
bond, as they do in the case of individuals, he would get his gold ?

Mr. W e x l e r . He might; yes, sir.
Senator H it c h c o c k . There are two propositions involved in this 

legislation; one banking, and the other currency. As a practical 
banker you would have two methods of securing additional cur­
rency, should the bill, or should your bill become a law. You would 
either draw upon your own funds in your own vault, or you would 
draw upon the funds in the reserve bank, or on some other corre­
spondent, or you could call for currency which would be issued either 
by the banks or by the Treasury. Now, then, why can not those 
two functions be separate ? Why can not the banking system of the 
United States be permitted to remain as it is now, so that you can 
still draw upon your correspondent—your reserve agents—for such 
credit as you have and apply to the Government instead of to a bank 
when you need the additional funds?

Mr. W e x l e r . I have just stated that that can be done by the 
establishment of such a system. The Government is going to issue 
its own obligations.

Senator H it c h c o c k . The Government is going to issue its own 
obligations under this bill.

Mr. W e x l e r . Under your bill it would not. You are going to 
issue obligations payable by the bank; consequently you will have a 
reserve against it. Taking the same class of collateral we are pro­
viding here you do not need to do any other business with banks 
except to provide that currency and extend that credit. If you were 
to separate it, how would we get the notes from you ? You say you 
want to separate the currency from the bank notes. How would I 
get it from the Government unless I gave something in lieu of it ?

Senator H it c h c o c k . Well, suppose you exhaust the cash in your 
vaults down to the reserve limit ?

Mr. W e x l e r . Yes.
Senator H it c h c o c k . And suppose you exhausted the deposits 

which you have with your correspondent’s bank down to the reserve 
limit ?

Mr. W e x l e r . Yes.
Senator H it c h c o c k . Then you could apply to the Sub treasurer 

in New Orleans to make your deposits of security and get your United 
States notes.

Mr. W e x l e r . Then I  have to sepaiate the bank from currency.
Senator H it c h c o c k . Y ou then have two strings to your bow. If 

you are not able to get what you want from your bank correspondent 
or reserves, you can apply to the note-issuing power of the United 
States, which is the Government. What is the objection to that?

Mr. W e x l e r . Well, now, you are coming back to the original 
proposition, and that is that you have gone into the banking business. 
You have gone into the lending of your credit in exchange for the 
credit of the public.

Senator H it c h c o c k . I am asking you what, in your opinion, would 
be the effect if the banks of the country were permitted, either as 
individuals or as small clearing-house associations, to apply direct 
to the Treasury when additional currency is needed by the business 
demands of the country ?

9328°— S. Doc. 232, 63-1—vol 1------23
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Mr. W e x l e r . As clearing-house associations I think it would be 
fatal.

Senator H it c h c o c k . Suppose we could make the proper conditions 
to do that ?

Mr. W e x l e r . I do not think it is possible. No man is going to do 
that unless on the very threshold of panic or failure.

Senator H it c h c o c k . Let us see about that. You are running a 
national bank. Is there any particular reason why you should not 
apply to the Government when you desire additional currency when 
you would apply to another bank under the same circumstances? 
You certainly would not expose your condition to another bank in 
preference to the Treasury, would you ?

Mr. W e x l e r . I have said that if you would allow me to go direct 
to the Treasury itxan be worked out. I do not think it would be 
feasible if you were to make me go to a clearing house. No bank is 
going to put itself into that position unless they absolutely must do 
so. Of course when about to fail they do do that now.

Senator H it c h c o c k . Your answer would be, that it would be 
feasible for individual banks to go direct to the Treasury, but it 
would not be feasible to have the banks go to an association ?

Mr. W e x l e r . Yes, sir.
Senator H it c h c o c k . I s it not a fact that at times the banks do 

that very thing—that they have clearing-house meetings and expose 
their real conditions there ? And they help them. And is it not a 
fact that the clearing houses have examiners who examine those 
banks? Therefore, do you not have substantially that condition 
now?

Mr. W e x l e r . But they do not give them all the details of their 
business.

Senator H it c h c o c k . It would not be necessary to know the details 
if you supplied the clearing house in your town or the national 
association with a statement of good paper. Your statement would 
be just to the effect that the paper was good, and it seems to me 
that any request for more particular information would not be 
allowable.

Mr. W e x l e r . Of course it would be none of their business; I 
would not give them the information. We do have clearing-house 
examiners. There is one employed in New Orleans who examines 
all the banks, but he is not allowed to make any report except to 
state, the results of his examination of such and such a bank has 
nothing to be criticized. To do what you want us to do—it is done 
occasionally— all the other banks would have to be identically in 
the same situation. When they are all in the same boat, like in 
1907, they are all willing to throw down the bars and assist each 
other, but there is not any one bank that is going to a clearing house 
by itself and expose its condition. The information would leak out 
in spite of everything that could be done to prevent it, and the next 
morning there would be a run on that bank. The scheme is 
impracticable.

Senator H it c h c o c k . Is it not generally true that the banks in a 
region are in substantially the same condition as the season’s demand 
for money comes in. When the time comes for them to pay out 
money, as in the case of the cotton crop down South, the banks all
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find the same demands for money, and would they not all cooperate 
with each other under those circumstances to overcome the difficulty ?

Mr. W e x l e r . Not at all. In our city there are a number of banks 
that do no country banking business at all. They do not care for 
that business at all. Their demand for currency is insignificant 
compared with ours. We supply practically as much currency for 
moving the crops as two-tnirds of the rest of the banks of that sec­
tion. Consequently our demands are very much greater. Other 
banks there do different classes of business. No two banks do iden­
tically the same class of business in a given city.

Senator H it c h c o c k . Y ou make this distinction then, if I  under­
stand you correctly: That you would be willing to adopt that sys­
tem and believe it would work satisfactorily provided the individual 
bank could go direct to the Treasury instead of to a reserve bank ?

Mr. W e x l e r . I am not saying I would adopt that system. There 
are too many systems which I would prefer to that. I was saying, 
and reiterate what I have said, that the Government could formulate 
a system by which it could furnish the country with a flexible cur­
rency, coupled with credit, provided it established the proper ma­
chinery and placed behind the notes the proper resources and dis­
counted only the same class of paper, made properly safe against 
the demand obligations. The Government can do it as well from a 
practical standpoint, owning all the stocks, as if the banks owned 
all the stock. In other respects, Senator, the banks would have to 
have great similarity.

Senator H it c h c o c k . Every three or four months the Government 
sends an expert who goes over your books, does it not ?

Mr. W e x l e r . Yes, sir.
Senator H it c h c o c k . He examines your commercial paper and he 

reports to the Treasury Department whether the paper is good or 
bad?

Mr. W e x l e r . He does not report that, because he does not know 
whether the paper is good or bad. He reports upon any excess of 
loans.

Senator H it c h c o c k . If he finds paper in your bank and finds it 
duplicated in other banks, he calls attention to that fact, and he says, 
‘ ‘John Smith is borrowing in too many different banks.”

Mr. W e x l e r . Oh, no.
Senator H it c h c o c k . I have known of cases of that sort, and a good 

examiner does that very thing.
Mr. W e x l e r . He might report, ‘ ‘I find John Smith’s paper in these 

two banks,” but he could not do anything further.
Senator H it c h c o c k . Therefore the Government already has its 

experts employed who examine commercial paper in the national 
banks, and there would be no difficulty in havmg the expert of New 
Orleans pass upon any paper submitted to him ?

Mr. W e x l e r . Not at all. The Government can hire experts as 
well as the individual.

Senator H it c h c o c k . And you could procure currency to a reason­
able extent from the Subtreasury in New Orleans just as well as from 
a central bank or regional bank ?

Mr. W e x l e r . Unquestionably so.
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Senator H it c h c o c k . And that could be done without the creation 
of all this new machinery and without this tremendous centralizing 
of paper ?

Mr. W e x l e r . By adopting your plan you just centralize that much 
more. You centralize in the Government.

Senator H it c h c o c k . No; you leave the currency-issuing power 
with the Government and banking business with the bankers.

Mr. W e x l e r . No; you do not. You are taking the banking busi­
ness when you discount the paper the bank brings to you. You are 
performing their function, centralizing the banking and centralizing 
the deposits.

Senator H it c h c o c k . Weil, as I view this thing, it is a new propo­
sition, and instead of adding it to the functions of the bank I want to 
keep it away from the banks so as to avoid centralization.

Mr. W e x l e r . Then you would make this a Government bank.
Senator H it c h c o c k . My position is that we are in danger of 

entering upon a scheme of centralization. You bankers impress me 
as wanting the most centralized scheme possible. Senator Owen 
and Mr. Glass have drawn a bill not so centralized, but which I still 
think has features of centralization; and I am asking you whether it 
would not be possible to avoid that danger by avoiding incorporating 
the currency-providing power to this system, which it is proposed to 
create, and allowing that to remain with the Government ?

Mr. W e x l e r . That is perfectly practicable, Senator; but you are 
forgetting that when you do that you are also incorporating with it 
the discounting privilege and all the functions that we propose for 
this bank except the depositing of the reserves.

The C h a ir m a n . Y ou mean the Government w ill have to discount 
these notes ?

Mr. W e x l e r . If we ask them for $100,000 of Government notes, 
they are going to ask for something in exchange for them.

The C h a i r m a n . What w ill y ou  g iv e ?
Mr. W e x l e r . My customers’ notes.
The Ch a ir m a n . Then the Government would discount those notes 

and give you currency for them ?
Mr. W e x l e r . Absolutely.
The C h a ir m a n . And that is what you regard as banking, except 

receiving deposits ?
Mr. W e x l e r . Yes; I would regard that as banking, except receiv­

ing the deposits. Why should not they receive deposits if they go 
that far? Why inaugurate the system and then not receive the 
deposits ? Why stop there ? Why not go right on ?

T h e  Ch a ir m a n . Y ou m ea n  th a t  th is g o ld  w o u ld  b e  d e p o s ite d  in  th e  
reserve  ba n k s  ?

Mr. W e x l e r . Exactly.
The Ch a ir m a n . And in that way the banks would furnish the gold 

necessary to carry on this scheme ?
Mr. W e x l e r . Yes. You will have in every respect the same kind 

of a bank that we would have, except the stock will be owned ex­
clusively by the Government instead of by the bank. There are 
certain fundamentals in this proposition which are just like the law 
of gravity. You can not get away from that.

Senator N e l s o n . Mr. \V exler, is it not true that under present 
conditions the Government has only one or two ways of getting an

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



BANKING AND CURRENCY. 351

income of money— one by taxation and the other by sale of its 
obligations ?

M r. W e x l e r . That is all.
Senator N e l s o n . This Government in paying out money— the only 

way the Government pays out any of its money it pays out for run­
ning expenses, its liabilities, and its interest, whether in greenbacks 
or anything else. In no other way can the Government put its money 
into circulation, can it ?

Mr. W e x l e r . None that I know of.
Senator N e l s o n . If the Government wants to issue its money and 

get its money out into circulation, beyond what is necessary to pay 
its current expenses, it can only be done by allowing borrowers to 
deposit their commercial paper with the Government.

Mr. W e x l e r . Yes; and get currency for it.
Senator N e l s o n . And the moment they do that has the Govern­

ment not gone into the banking business ?
Mr. W e x l e r . Absolutely.
Senator N e l s o n . And you can not get the Government’s money 

into circulation any other way?
Mr. W e x l e r . N o , sir; n on e  in  th e  world.
Senator N e l s o n . I s it not also true that the Government ca n  

issue any amount of legal paper money, but the question will always 
arise, How are you going to get that money into circulation ?

Mr. W e x l e r . Yes, sir.
Senator N e l s o n . And the only way the Government can legiti­

mately put its money into circulation is by the payment of its current 
expenses, of its running expenses and obligations; if anything more is 
paid out by the Government it has to be done by a system of credits, 
by banking. I can go to the Government and get my salary paid 
every month— that money goes into circulation— so can every other 
employee of the Government; so does the bondholder get his interest. 
But if any more Government money is wanted in circulation it can 
only come by application of the borrower to get that currency, and he 
must put up some security for it.

Mr. W e x l e r . It can be done in no other way.
Senator N e l s o n . Because it stands to reason that the Government 

would not issue its currency without some consideration; and the 
moment it does that— the moment the Government does that—it 
would perform one of the functions that is implied in this regional 
reserve bill.

Mr. W e x l e r . Absolutely.
Senator S h a f r o t h . Y ou do not deny, however, that legal-tender 

money could be taken by the Government and substituted for national- 
bank notes ?

Senator N e l s o n . That is foreign to the question; you might sub­
stitute and thereby get it into circulation.

Senator S h a f r o t h . When the national-bank note goes into circu­
lation for commercial purposes you substitute United States notes for 
it, do you not ?

Senator N e l s o n . That is true; but the only inflow of the Govern­
ment is in the shape of taxes, outside of its bonds, of course; and the 
only outflow is paying its obligations.

Senator S h a f r o t h . But its inflow consists of these bank notes now 
in existence, and there is a very large percentage of them.
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Senator N e l s o n . Yes; but how are the holders going to get their 
money from the Government ?

The C h a ir m a n . A s I understand it, gentlemen, you are not in 
conflict at all. What you are both saying is true.

Mr. W e x l e r . It is true that if the Government wants to issue a 
lot of greenbacks, as it did in 1861, and say, “ Our note is just as good 
as our bond,” and say to the bankers, “ You have $6,000,000 2 per 
cent bonds; we will give you $6,000,000 of our noninterest-bearing 
notes; will you take it ?” It is true that we gave you our bonds and 
you gave us your notes.

Senator S h a f r o t h . And that gets into circulation, but you have 
only changed the form of it.

Mr. W e x l e r . Y ou have put out $700,000,000 of this fiat money 
and taken back your bonds and retired $700,000,000 bank-note circu­
lation. The next question is, What kind of a note have you given me; 
how are you going to meet it; when are you going to meet it; are you 
going to pay it in gold; will we get it when we want it; if you will 
say what you are to pay for it, can you pay it ? You have to provide 
all that kind of machinery.

Senator Sh a f r o t h . But you will have 50 per cent reserve and 
$128,000,000 of gold in addition.

Senator H it c h c o c k . N o w , I would just like to ask you a few 
questions on that same line. Suppose we say that the Government 
arranges to issue a possible $500,000,000 of notes, which it will lend 
to the bankers as they require it from season to season. We have 
a Subtreasury in New Orleans and 40 or 50 subtreasuries throughout 
the United States where they come into contact with the banks.

Mr. W e x l e r . With or without security?
Senator H it c h c o c k . With security. The banks put up security 

with the Subtreasury. Of course, we presume the banks will give 
their obligations promptly. In order to make this issue of 
$500,000,000 safe tne Government issues a gold reserve of 40 per 
cent, which would require the issuing of $240,000,000 in bonds. The 
interest on these bonds at 3 per cent would be $8,200,000 a year. 
Therefore, at an annual expense of $8,200,000 a year we would provide 
a possible $500,000,000 of Government notes to loan the bankers. 
Let us suppose that the notes are only out a third of the year, but 
while they are out the Government is deriving an income from the 
banks of 4 per cent upon the notes.

Senator S h a f r o t h . Let me understand you; the Government gets
4 per cent ?

Senator H it c h c o c k . Yes; the Government gets 4 per cent.
Senator S h a f r o t h . For what ?
Senator H it c h c o c k . For the notes which it loans to the banks.
Mr. W e x l e r . And they rediscount the paper.
Senator H it c h c o c k . The Government is loaning me money on the 

security of the paper deposits.
Senator S h a f r o t h . I supposed 2 per cent was what they were 

getting.
Senator H it c h c o c k . I am proposing that the Government shall 

advance this currency to the banks and charge them for the privilege 
of using it, and that the charge shall be 4 per cent. If only out four 
months it would amount to $7,000,000, and that is almost what the 
Government would pay for the whole year. The banks in that way,
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by paying for the use of the notes during part of the year, would pay 
to the Government more than the Government has paid in interest 
on the bonds. We have a gold redemption fund in the Treasury ready 
to meet the notes as they come in, and the banks are paying the whole 
expense of the operation. You say that would provide an elastic 
fund.

Mr. W e x l e r . I think it would be perfectly feasible. That is, a 
central bank owned by the Government.

Senator H itch co ck . There would be no expense to it, and there 
would be an elastic borrowing fund provided.

Mr. W e x l e r .  Yes; for all of them.
Senator H itc h c o c k . There would be no machinery ?
Mr. W e x l e r .  Yes; there would be a lot of machinery.
Senator H it c h c o c k .  Well, what would you have to have?
Mr. W e x l e r . Y ou will have to have a central agency and not less 

than 50 branches.
Senator H itch co ck . Well, we have nine subtreasuries now, and 

we have experts, and it seems to me that we can have other experts 
whose only duty would be passing on the paper.

Mr. W e x l e r . Y ou will be organizing a central bank owned by the 
Government practically along the provisions we have suggested.

Senator H itch co ck . All of the money-lending business of the 
country would be done by the banks, would it not ?

Mr. W e x l e r . Yes.
Senator H itch co ck . And all of the depositing business would be 

done by the banks of the country; and all of the exchange business 
of the country would be done by the banks, and all the Government 
would have to do would be to furnish to the banks an elastic currency 
for which it would charge them enough to cover all the expense.

Mr. W e x l e r . Senator, if that is good— and we say it is—if the 
Government owns the bank, I do not know that it makes a lot of 
difference. If that is good, why not go on a step further and take 
the deposits ? What do you want to go to the expense of selling all 
these bonds and incurring these obligations when we have the gold 
in our own vaults as reserves against our deposits, and deposited all 
over the United States in the various reserve agencies? Why not 
put a large proportion of it into the Government banks ?

Senator H itc h c o c k . Because nothing would be gained by that, 
would it ?

Mr. W e x l e r . Yes; it would be much more economic. You would 
not have to incur the Government obligation at all.

Senator H itch co ck . I do not agree with you there.
Mr. W e x l e r . Well, I think after you consider that a while you will 

see that with that exception you are establishing a Government bank. 
You might just as well go the whole way; it will be much more 
economical. You will have a reservoir of credit which is what we 
want, instead of having our reserves in these little piles all over the 
United States.

Senator H itc h c o c k . But your reserves would not be necessary if 
you could go to the Treasury for this additional currency. You 
would not be forced to deplete your reserves in New York, Chicago, 
and St. Louis.

Mr. W e x l e r . Not a bit; it could be done; but I think if you went 
the whole way you would have a better institution.
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Senator H it c h c o c k . Then, at times when there was not much de­
mand for this money, the gold reserves could be used to buy in these
3 per cent bonds and thus keep them at par. Would not that be 
possible ?

Mr. W e x l e r . Yes, sir.
Senator H it c h c o c k . Do you not think that would keep the 3 per 

cents atpar?*
Mr. W e x l e r . Yes; the Government could buy them in and put 

them out again if it could always find purchasers when the man came 
for credit, and that demand might come at any time.

Senator H it c h c o c k . But there would always be a margin because 
the Government would be charging the bank a higher rate of interest.

Senator N e l s o n . Here is one thing you overlooked: We had a 
lesson in respect to that during the last session of the Cleveland 
administration. Whenever the value of gold— whenever it is profit­
able or whenever they need the gold in France or Germany, they send 
to this country and buy it. All a man has to do here if he needs his 
gold, as the brokers did in New York, is to take a bundle of the 
Treasury notes of the Government and go down there and say, “ I 
want the gold.” Then he can ship it to Europe at profit. That was 
done time and time again during the last year of Cleveland’s adminis­
tration, and that was one of the reasons why he had to go out and sell 
the bonds of the Government for what he could get for them.

Mr. W e x l e r . That is the main objection, Senator, to a Government 
bank instead of a bank like that which we suggest. A Government 
bank is constantly liable to attack by having the gold taken away 
from it, in which event you would have to do just like Mr. Cleveland 
did— sell the bonds for what you can get for them. I would let the 
banks do that; they have the machinery to do it with.

Senator N e l s o n . And the banks can always replenish their gold 
reserve by the purchase of bills of exchange drawn upon the necessa­
ries of life like wheat, cotton, or flour. Europe has to have those 
commodities and the banks can always get the gold for them when 
the balance of trade is in our favor. In the case of the Government 
it can only get the gold by selling its bonds, unless you extend its 
banking powers— unless you allow the Government to deal in com­
mercial bills of exchange, you can not get the gold. Am I not right?

Mr. W e x l e r . Yes.
Senator H it c h c o c k . Is it not true that that power to take gold out 

of the Treasury exists at the present time ?
Mr. W e x l e r . For your greenbacks, yes.
Senator H it c h c o c k . And for the gold certificates ?
Mr. W e x l e r . Yes; for the gold certificates.
Senator H it c h c o c k . We have $1 ,000 ,0 00 ,0 00  of gold certificates 

outstanding and the people are at perfect liberty to go to the Treasury 
and demand gold for them, are they not?

Mr. W e x l e r . Yes.
Senator H it c h c o c k . Then, that does not change the situation.
Mr. W e x l e r . That is true. It puts you to trouble.
Senator H it c h c o c k . It always will exist.
Mr. W e x l e r . Why do you want to keep on incurring that trouble ? 

Here is another thing that might occur— I do not say that it will 
occur, but I simply want to call it to your attention: Suppose five 
or six of the very large national banks in New York, Chicago, or New

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



BANKING AND CURRENCY. 355

Orleans should make up their minds that they wanted to embarrass 
the Government. They come to your agency in New York and dis­
count with you an aggregate of $50;000,000 of paper. That is good 
and accepted and under the provisions of your organization you 
would be perfectly willing to discount that paper. The next day they 
turn around, take those notes and present them at you window, and 
ask for the whole $50,000,000 in gold. You could not refuse payment.

Senator H it c h c o c k . They can do that now.
Mr. W e x l e r . Y ou  would have to pay the whole $50,000,000.
Senator H it c h c o c k . They can do that now.
Mr. W e x l e r . But you are giving them the instrumentality.
Senator H it c h c o c k . Well, the banks of the country have already 

got more than half of the gold-demand paper.
Mr. W e x l e r . They could not do that with the goH certificates, 

however; the only instrument they could do that with is the green­
backs.

Senator H it c h c o c k . The banks of the country already hold 
$190,000,000 of United States notes, and they could simply present 
those at the Treasury at any time and demand gold, but they do not 
do it because they are always good for the gold.

Mr. W e x l e r . They do not do it because everything is serene. 
I am showing that you are giving them the power. It probably 
never would happen, but, Senator, I wish I had the power of speech 
to impress upon you the futility and the danger of the Government 
going into the banking business. Why go contrary to the experience 
of every other country ? In olden times the governments undertook 
to do ail these things. They wen.t so far in Spain as to gild silver 
dollars. It is fundamentally wrong and unsafe. You should coin 
money, but you should not issue obligations payable on demand.

Senator H it c h c o c k . We are already departing from European 
precedents in this bill.

Mr. W e x l e r . N o .
Senator H it c h c o c k . I s there a single central bank in Europe or in 

Germany, France, or England that is owned by the banks ?
Mr. W e x l e r . N o .
S en a tor  H it c h c o c k . Y ou p ro p o se  a cen tra l b a n k  w h ich  is ow n e d  

b y  th e ba n k s  ?
Mr. W e x l e r . Yes.
Senator H it c h c o c k . And that is contrary to every European ex­

perience. It makes a much more centralized paper than exists any­
where in Europe.

Mr. W e x l e r . But they are not under Government supervision. I 
am not saying that we can adopt the system of any European Gov­
ernment any more than we have adopted the system in England for 
the purpose of doing business in this country, but I say we can take 
the principles of their system and study them and adapt them to our­
selves, taking the best of them.

Senator H it c h c o c k . Let me draw your attention to the fact that 
in England, for instance, there are several banks larger than the Bank 
of England, so that the centralization of power there is comparatively 
insignificant. They have several banks that have more deposits 
than the Bank of England has. That is true in France; it is true 
in Germany. Those banks have no interest in the Bank of England 
at all. They carry on their business independent entirely of the
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Bank of England, but here everything is proposed to be tied up in 
one organization.

Mr. W e x l e r . Senator, if you can prevent the banks from dealing 
direct with the public I have not any objection to the public owning 
the stock. The only fear that I have from the public owning the 
stock is that the public will turn around and say, “ We are the stock­
holders in the bank; we want to do business with the bank in which 
we have stock,” with the result that you are creating an enormous 
monopoly, actually putting all the banks out of business and having 
one great big bank monopoly, and it might ultimately result in all 
this stock coming into the hands of half a dozen men, and you would 
then have the banking business in the hands of a few men, which you 
do not want.

Senator H it c h c o c k . Suppose you provide that no man should 
own over a certain percentage of the stock ?

Mr. W e x l e r . It might be feasible; but I see no objection to the 
banks owning the stocks, because what are the banks ? The banks 
are aggregations of individuals who have associated themselves to­
gether for the purpose of organizing a bank.

Senator H it c h c o c k . Y ou see no objection to it; but you can find 
no precedent for it in any European experience.

Senator N e l s o n . Gentlemen, will you permit me to interrupt you? 
I do it in a Christian spirit, you understand. We are handicapped 
in one respect, and that is that we have 7,300 banks of issue— all 
issuing paper money. That is a condition that is not present in 
Europe. The question is whether we should freeze out these banks 
and drive them out of business or not. I suppose this plan of mak­
ing them stockholders is to give them a chance to live and do business.

Mr. W e x l e r . That is the idea.
Senator N e l s o n . And to carry on the everyday banking business 

of the country and ultimately, if this plan succeeds, to have but one 
currency, and that is the currency of the regional banks, but to do 
it gradually.

Mr. W e x l e r . That is the idea.
Senator N e l s o n . That is, the regional banks will supply the cur­

rency and create a credit reservoir for the country, leaving all these 
little banks free to do the business. I do not want to freeze them 
out.

Mr. W e x l e r . That is the point. If you offer the stock to the 
country, whom do you suppose would take it? Would not the 
people take it, who now own the stock of the 25,000 banks of the 
United States? They have their stock ownership in the banks in 
which they are now interested. We have in our bank 540 stock­
holder with $2,500,000 capital. Who owns that bank? Five hun­
dred and forty individuals own it. The bank is nothing but a corpo­
ration owned by individuals, and as a matter of fact all of the owner­
ship is in the individuals.

Senator H it c h c o c k . One of the objections to this plan as I  see it 
is that it adds nothing to the bank capital of the United States.

Mr. W e x l e r . It adds more than anything you can possibly do.
Senator H it c h c o c k . I am speaking of bank capital. If you allow 

the outside world to subscribe you bring in additional capital.
Mr. W e x l e r . This is additional capital. This $1,000,000,000 we 

put into this bank is additional capital. In addition to that, take
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these reserves which now might just as well be buried in the bowels 
of the earth for all the good they are doing. You make them a 
basis of credit. If I buy $250,000 of this stock I do not reduce my 
capital.

Senator H it c h c o c k . But you will duplicate your capital.
Mr. W e x l e r . I have contributed $250,000 of my general assets; 

not my capital.
Senator H it c h c o c k . But you have not added anything to the 

bank capital of the United States, whereas if you permit the public 
to subscribe to the stock of these banks, and the public should sub­
scribe, that would come from other sources and would come into the 
bank reserves of the United Stages.

Mr. W e x l e r . It would simply be drawn right out of the banks.
The Ch a ir m a n . It would be taken out of the deposits of the banks ?
Mr. W e x l e r . Yes; it would be taken out of the deposits of the 

banks.
The Ch a ir m a n . That is where y o u  get it?
Mr. W e x l e r . Yes; and it is not needed. If you will let the banks 

put this $105,000,000 in, do you know what they will do? They 
will look over their investments and say “ Here is $100,000 worth of 
bonds; we will sell these and invest the proceeds in this stock. W e  
are now permitted to make an investment which we were forbidden to 
make under the national-bank law.”

We are frequently called upon to take stock in banks started around 
our country now. We can not do it under the law; but we have a 
trust company which is not forbidden to do that under the State 
law and the trust company takes $1,000 or $2,000 of this stock.

Senator H it c h c o c k . Well, it impresses me that there is some

Eowerful reason why the banks of the country want to own this 
ank.
Mr. W e x l e r . The only reason is because they believe that they 

are the proper people to own it. They believe they are the proper 
people to manage it.

Senator H it c h c o c k . Certainly they can not be attracted by the
5 or 6 per cent interest.

Mr. W e x l e r . N o . The only thing that attracts them is the 
sense of safety in having a central reservoir of credit.

The C h a ir m a n . Y ou mean giving stability to the banking sys­
tem?

Mr. W e x l e r . Y e s .
I want to say this to you: That the banking business of to-day is 

one of the hardest, most trying businesses that a man can be en­
gaged in, for the reason that the banker has a tremendous demand 
liability with absolutely nothing to meet it with except 25 cents on 
the dollar. All that the banker wants is the opportunity, the priv­
ilege of being able to go somewhere with these time obligations he 
has and rediscount them so that he can meet the demand obligations 
when the public wants their money.

Senator N e l s o n . He wants a reservoir of credit to go to ?
Mr. W e x l e r . That is all w e ask.
Senator H it c h c o c k . But he does not want to go to the Treasury ?
Mr. W e x l e r . We do not care; but why don’t you go into the meat­

packing business or the farming business. It would be just as legiti­
mate as going into the banking business.
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Senator N e l s o n . Allow me to make another suggestion to you 
right there. You bankers are nothing but middlemen; you do not 
add anything to the capital of the country. All additions to the 
capital of the country come from the farmers, who produce the crops, 
and from the manufacturers, who take the raw products, the material, 
and increase its value. That is the only way in which capital is 
increased, and you are simply the instrument to place that capital.

Mr. W e x l e r . W e  are merchants; dealers in credit.
Senator N e l s o n . It is the farmers and manufacturers who make 

the capital of the country, who add to it, and increase it. The 
bankers themselves do not add a single dollar to the capital.

Mr. W e x l e r . That is true; the more saving and thrifty our people 
are the more they add to the capital. The more extravagant they 
are the less they add to the capital. It is a plain proposition.

ADDITIONAL STATEMENT OP PROF. 0. M. W. SPRAGUE, OF 
HARVARD UNIVERSITY, CAMBRIDGE, MASS.

The Ch a ir m a n . Prof. Sprague, we would like to hear from you 
now. We would be glad to have you give a sketch of this proposi­
tion, your view of the operation of this bill, and such notes as have 
occurred to you from your examination of the questions.

Prof. S p r a g u e . This bill is designed to meet certain very serious 
defects in our existing banking system. These defects are, first, the 
more or less complete breakdown of the machinery for exchanging 
checks between different sections of the country in periods of emer­
gency, coupled with partial suspension of payments by the banks; 
second, difficulties in meeting reasonable requirements for carrying 
business in the autumn; third, a preference for collateral rather than 
commercial loans because of their greater real or apparent liquidness, 
which gives them a lower rate, and finally no means of checking the 
unwise extension of credit on the part of our 20,000 or more banks.

Some of these defects in our system could be met by means of a 
Government issue of paper properly secured, subject, of course, to a 
discount charge. It would be perfectly possible, by means of a 
Government institution, to meet seasonal requirements for cash. 
It would also probably be possible by means of such an institution 
to escape the suspension of cash payments by banks in emergencies, 
though this is less certain. The Government institution, however, 
which confines itself to the issuing of notes in exchange for securities 
deposited by the banks would have no relation, no connection, with 
the checking machinery of the country. It would not be in position 
to make certain that the domestic exchanges between different parts 
of the country would be always kept open.

Something like 90 per cent of the business of the country is carried 
on with checks rather than with money or currency. The working 
of this medium of payment depends altogether upon the maintenance 
of continuous exchanges between banks. If a bank in New England 
receives a check drawn upon a bank in Indiana, in ordinary course it 
will be exchanged in Boston or New York against other checks 
probably drawn on New England which have been deposited in In­
diana. When, however, this machinery breaks down, the Indiana 
check deposited in New England becomes wholly unsatisfactory as 
a medium of payment. The bank in New England can only take it
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for collection, and payment has been in various crises indefinitely 
postponed.

When this happens we endeavor to conduct our business by means 
of currency, and naturally there is a dearth of currency, because sud­
denly we attempt to do not 5 or 10 per cent of the business of the 
country with currency, but pretty nearly all of the business of the 
country with currency.

We need an institution in this country which is in close touch with 
the banks in position to make absolutely certain that in no circum­
stances whatever shall this check machinery break down. This can 
only be accomplished in case the banks very generally have depos­
ited balances with some single or group of institutions. Transfers of 
balances between the banks will then become the means of settling 
checks drawn on banks in one part of the country and deposited in 
banks in other parts of the country. The reserve bank or banks 
through which this business is done will always be in position to insist 
that such settlement be made regularly because if a bank delays unrea­
sonably in making such settlements it can be properly threatened 
with deprivation of its rediscount rights.

Senator H it c h c o c k . Do you care to be interrupted?
Prof. S p ra g u e . I do not mind it at all.
Senator H it c h c o c k . Y ou spoke of the possibility of the redis­

count bank disciplining another bank. That involves the loss of 
some independence that banks now enjoy?

Prof. Sp r a g u e . Yes. If it is done for a perfectly definite reason— 
to insure that the bank shall meet its immediate obligations—I can 
not see that that is depriving the bank of any independence which it 
ought to exercise.

Senator H it c h c o c k . It is the creation of a new power in the bank­
ing world by which one institution can discipline the other, however.

Prof. Sp r a g u e . They would be disciplined for that single purpose.
Senator H itc h c o c k . H ow  can you limit the purpose?
Prof. S p ra g u e . That will be in the statutes of the bank, I should 

suppose. I will come to that later on.
This disciplinary power seems to me absolutely necessary if we are 

to have any sort of central institution or institutions.
Senator H it c h c o c k . That is really what a central institution 

means, does it not?
Prof. S p ra g u e . I should prefer to have that one power to all 

power of issuing notes. I would prefer to run the institution with 
that power rather than with the power to issue notes, if I had to 
make the choice.

Senator H it c h c o c k . That is the power to dictate to the Individual 
banks ?

Prof. Sp r a g u e . To dictate to the individual banks regarding 
making settlements on checks

Mr. W e x l e r . I will tell you how that works: We sometimes send 
checks to a country bank for collection. It may be the only bank in 
the town. They keep those checks for a week; we do not hear from 
them and sometimes they write that they have been lost in the mail, 
and then there are a few more delays. But eventually we get after 
them pretty strong and they remit, but they will remit with bills of 
exchange on the most remote city in which they have money on 
deposit. Then we try to collect through the express agent in that
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town; then the bank pays the express agent in silver, all silver, which 
costs $3 or $4 to get down. That is the kind of abuse that the pro­
fessor thinks we ought to have the right to correct.

Prof. Sp r a g u e . That is an abuse in normal times; but I regard as 
of far more importance the breakdown more or less complete of ar­
rangements for settlement in emergencies.

This is my first reason for believing that a Government institution 
must, if it is to really improve our banking system, engage not only 
in the issuing of notes but also in deposit banking; it must act whether 
a private institution, a Government controlled institution, or a Gov­
ernment institution, as the clearing center between banks. This is 
the arrangement in England. Settlements between banks are 
entirely made by transfers on the books on the Bank of England and 
involve no movement of money whatever. An enormous economy 
of cash is thus secured. I think one result with us would be that in 
all probability these regional banks would find that during most of 
the year they would not have any occasion to issue notes.

Senator H itch co ck . I s not the situation in England entirely dif­
ferent, because of the fact that instead of having 25,000 banks you 
only have about 20 banks there with from 200 to 400 branches ?

Prof. Sp r a g u e . Well, perhaps 65 would be more nearly the number.
Senator H itc h c o c k . Well, I do not remember the number.
Prof. Sp r a g u e . The most essential difference between banking in 

this country and all other countries’ is our large number of banks, due 
to the prohibition of branch banking, a prohibition in which I heartily 
believe. It does make it more difficult to build up any central insti­
tution, rediscounting institution, or institutions. It will make it a 
more delicate matter to arrange for clearing balances; but I see no 
reason to believe that it is not entirely possible in the course of time.

In this connection, perhaps, I might say a word about the provision 
in the bill regarding exchanging and taking of checks at par. I hope 
that we shall reach that point sometime; but 1 think that to place the 
burden at the very outset upon these Federal reserve banks of setting 
up the necessary machinery for handling all checks may prove alto­
gether too much for the management. I believe that some latitude 
ought to be allowed them. I am rather inclined to favor changing 
“ must” in that paragraph to “ may,” leaving it to the management 
of the various Federal boards and to the banks in their districts to 
develop gradually the necessary arrangements.

There is anotlier reason why a Government institution must enter 
regularly and steadily in the banking business if it is going to remove 
serious defects in our banking system. I included at the beginning 
of my statement among the defects in our banking system the ab­
sence of any means of checking overexpansion of creait. This is a 
country rich in natural resources, with almost innumerable oppor­
tunities for development, in which, consequently, enterprise and the 
speculative spirit is stimulated. There are comparatively few men 
in business or in the banks who err on the side of caution. Cautious 
management of 20,000 banks is far less likely than cautious manage­
ment of 50 or 100 banks. Enterprising management is one of the 
advantages that we have througn our admirable system of local 
banks, but I think our experience shows that in every period of active 
business in this country our banks in general have loaned all of the 
credit which their reserves would support.
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If you set up an institution with large powers of further expanding 
credit in form both of deposits and notes, there will be an enormous 
pressure upon that institution in periods of active business to loosen 
up, to make discounts freely when there is no emergency whatever. 
Plenty of people in the first part of 1907 argued that if banks would 
only grant more credit or if the banks had only been in position to 
grant more credit and had granted it, no trouble would have de­
veloped. That, I am convinced, is far from being the case. We 
were in many directions overexpanded, and further additions to 
credit at that time would have made the conditions worse rather than 
better. If we are to have an institution or institutions in this country 
always in position to come to the assistance of banks, those insti­
tutions ought to be in position to exercise a certain amount of re­
straint upon the other banks in the conduct of their business.

This is accomplished in the European countries very largely 
through the discount rate, but that is not always sufficient. When 
•that does not prove to be sufficient, when the rates of the other 
banks do not follow the rates of the central institution, the central 
institution takes money off the market, reduces the lending power of 
the other banks chiefly by the sale of Government securities in the 
open market, all of these institutions having supplies of such securi­
ties available. By such means as these the central institutions are 
not only there ready to come to the assistance of the business and the 
banking communities in real emergencies—they also exercise a very 
considerable restraining influence over the other banks.

This can only be accomplished in two ways, either the banks in 
general must be dependent—steadily dependent upon the central 
institution or the rediscounting institutions, or the central institution 
must manipulate its holdings of gilt-edged securities.

In London it frequently happens that the banks are to no extent 
whatever currently dependent upon the Bank of England. Then the 
Bank of England is unable simply by raising its discount rate to 
restrain the other banks from extending credit. Then it is apt to 
resort to the device of selling consols, payment for which in checks 
on the other banks lessens the resources of those banks.

In Germany the banks are in general rather more dependent upon 
the loans at the Reichsbank, and by simply reducing its rediscounts 
it may lessen the lending power of the other banks, though even in 
Berlin it sometimes happens that the Reichsbank reduces the lend­
ing power of the other banks by the sale of German Imperial Gov­
ernment securities.

I see no way in which a Government institution simply engaged 
in paying out notes could exercise this restraint on the other banks. 
I should expect that the other banks would rely to an altogether 
undesirable extent upon their ability to go to the Treasury and 
get the necessary amount of notes. Accommodation without any 
restraining power seems to me most hazardous.

Senator H itch co ck . Suppose, now, Professor, that implies that 
this central power might be greatly abused. For instance, it might 
be used for contraction at one time and thus reduce prices; at 
another time it might be used for inflation and thus increase prices. 
It might, in short, control the market.

Prof. Sp r a g u e . That raises a very important point, which I might 
otherwise have overlooked. I do not tnink that the importance of
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Eublicity in the affairs of an institution of this sort is realized either 
y the bankers who have urged representation on the board or by 

those who insist that the board must be entirely a governmental 
board. There is publicity and publicity. Effective publicity is the 
publicity that interests the public. There is no institution in the 
world the operations of which are watched and studied and criticized 
to the extent that is true of the Bank of England. The business 
community is interested in every move made by the bank. Its 
policy is carefully considered in the financial and even in the general 
press. Everybody who has anything to do with business keeps an 
eye upon the Bank of England. The same will be the case in this 
country. I do not care particularly what sort of a central board we 
have. I believe that the board could not go very far wrong working 
in the extreme publicity which will surround its every move, and so I 
do not believe that the power this institution may have over the 
other banks is in any danger of being abused.

Senator H it c h c o c k . Y ou say it is not in any danger of being 
abused. There might at one time be a very strong party, a strong 
element in favor of higher prices, an element which favored progress 
and prosperity and urged an inflation of the currency, and the board 
might be subject to that influence.

Prof. Sp r a g u e . I fear that very much more than I do anything 
else, because that is a policy which would probably prove for the time 
to be popular with the community in general, and I would add that 
the members of the boards of these banks and of the central board 
should be chosen primarily with reference to their bumps of caution.

They must be exceedingly conservative, because they will have to 
oppose a very general desire for more credit than it is at all desirable 
that they should grant. It will be years, I should suppose, before 
the management of this institution, or any similar institution, can 
tell exactly what it can do with perfect wisdom and safety and what 
it can not do. Precedents will in the course of time be established. 
After the institution has been going 10 or 15 years it will almost run 
itself.

Senator H itc h c o c k . On the other hand, Professor, the board might 
for the time being be composed of those who, without any ulterior 
motive, or disgraceful motive, might be influenced by the thought 
that prices were too high, the cost of living too great, and they might 
be of the opinion that by depressing things and contracting credits 
seriously they would remedy that fault, and they might use that 
power for that purpose.

Prof. Sp r a g u e . The danger I see is to my mind just the opposite. 
Suppose these institutions had been established four years ago. If 
properly handled I do not believe that they would have issued any 
appreciable amount of notes or would have made any large amount 
of rediscounts up to the present time. During nearly all of the last 
four years the country has had an entirely adequate supply of credit. 
During some of this period I am convinced the business community 
has secured more credit than it was properly entitled to, and a good 
deal of the proceeds of short-time loans went into bricks and mortar, 
equipment of all sorts, and this period of contraction of this year 
has to my mind enormously strengthened the business and the 
banking situation. It is enforcing a certain amount of liquidation. 
If we had had an institution such as is proposed there is the possi­
bility that several hundred million dollars more of credits might have
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been available than was available throughout the winter and spring. 
I do not believe that that would have made the present situation 
stronger than it now is. These are some of the factors that must be 
taken into consideration in the management of a rediscounting 
institution, and they are to my mind those which could not be 
properly judged if we set up an arrangement of Government issues 
of notes through an institution which would not be steadily in close 
touch with the banking and business community.

These are my reasons for believing, then, that a bank rather than 
a quasi bank owned and operated by the Government will serve the 
purpose more satisfactorily.

I wish now to discuss the first of the modifications which I think 
it desirable to make in the bill. It refers to the issue of notes.

Senator B r is t o w . Professor, will you just pardon me a moment.
Prof. Sp r a g u e . Yes; certainly.
Senator B r is t o w . A s I understand you so far, you prefer the cen­

tral bank idea to any other ?
Prof. Sp r a g u e . The central or regional bank. I have made no 

distinction between the two so far.
Senator B r is t o w . Do you think that the system suggested in the 

bill is as desirable from your point of view as the central bank system ?
Prof. Sp r a g u e . With some few modifications, I do.
Senator B r is t o w . The principle underlying the two you regard as 

quite similar ?
Prof. Sp r a g u e . I think the principle is very similar,, but my reason is 

rather a practical one and it is this: I do not believe that it would be 
possible to secure the passage of a central bank measure which did not 
include a very dangerous provision found in the bill of the National 
Monetary Commission, namely, that the institution must lend at a 
uniform rate throughout the entire country. Conditions are not suf­
ficiently similar throughout this country to make it advisable for an 
institution of this sort to lend at a uniform rate. It would be the case 
of the tail wagging the dog with a vengeance, and that is my reason 
for preferring a number of regional banks to a central institution.

Senator B r is t o w . Y ou would prefer the central institution, if I  
interpret your views properly, if that central institution had dis­
cretionary power to fix different rates of discount for different centers 
of the country ?

Prof. Sp r a g u e . I am inclined to think so, although I do not feel 
very strongly about it one way or the other.

Senator B r is t o w . That power might be conferred upon the 
regional banks; that is, a number of these regional banks, so that 
the rate of discount for one bank would not be the same as that for 
another bank ?

Prof. Sp r a g u e . Quite so.
Senator B r is t o w . And in that respect you think that this would 

be more desirable than the monetary commission’s idea ?
Prof. Sp r a g u e . Very much more so, but you can see that it is 

hardly a matter of principle, and in 25 or more years it might be 
perfectly feasible to lend at uniform rates throughout the country.

Mr. W e x l e r . W h y  would you not do so now, Professor ?
Prof. Sp r a g u e . Rates for loans are now very different in different 

parts of the country. The banks in certain sections of the country 
have already rather more funds than they can lend locally. If you 
joaake a uniform rate which would be entirely reasonable, in view of 
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the general level of rates for loans in your section of the country, the 
South, no loans could be made in New England or the Middle Atlantic 
States in ordinary times. I believe that the bulk of the business of an 
institution such as was proposed by the monetary commission would 
be in the West and Southwest.

Mr. W e x l e r . Why should not the minimum rate that it might be 
desirable to loan apply to the entire country ?

Prof. Sp r a g u e . In order to secure any business in New England 
you might have to rediscount at 3 per cent or 4, and you are offering 
the same rate to Oklahoma banks which I believe frequently secure 
8 per cent on satisfactory security.

Mr. W e x l e r . But they furnish the same class of security. I see 
no reason why the people of Oklahoma should not enjoy the same 
facilities as the people oi New England if the people of New England 
do not need the money. If they did not like the security they would 
not have to make the loans.

Prof. Sp r a g u e . But a rate of rediscount which is so wide a spread 
as that does not seem to me to be a healthy arrangement at all. 
It might lower the rates slightly in Oklahoma, but it is not to be pre­
sumed that the resources of an institution such as was proposed by the 
National Monetary Commission would be sufficiently great to permit 
it to grant enough credit to the Oklahoma banks to reduce their rates 
to anything like the New England rates. Moreover, it would not be 
desirable. It is never desirable or safe to largely and rapidly increase 
the credit facilities enjoyed in any community. Increase of credit 
facilities should be paralleled by an increase in the permanent wealth 
of the community, in improved lands, buildings, actories, etc.

Mr. W e x l e r . Professor, suppose a rate were made for New Eng­
land of 3 per cent and a rate for Oklahoma of 5 per cent, would not 
the natural trend of rediscounts of Oklahoma be toward New Eng­
land, and thereby by paying them 4 J per cent they would get a profit 
of per cent by its operation? The money would naturally seek 
the lowest money market of the United States. I do not want to 
interfere with your argument in any way, but I am of the opinion 
that for the same class of paper the same rate should prevail through­
out the United States.

Prof. Sp r a g u e . But it does not.
Mr. W e x l e r . Then it should not be taken.
Prof. Sp r a g u e . Each regional board, knowing its own conditions, 

having its own funds, and just what its own local situation is seems 
to me would be a more satisfactory arrangement than a single insti­
tution forced to loan at a flat rate throughout this entire country.

Senator B r is t o w . Professor, you spoke of the disciplinary' power of 
the centra] bank. Do you think that that should be conferred upon 
the regional banks ?

Prof. Sp r a g u e . Oh, yes. It is nothing more than a refusal to 
make rediscounts. Inasmuch as all of these banks must have balances 
if they are going to secure the rediscounts, it would be a perfectly 
simple matter for the Federal reserve banks to deduct the amount of 
checks from the balance of the banks, and this is doubtless the way it 
will ultimately be done, just as is the case very largely in New York 
at the present time under what is known as the No. 1 account.

Senator B r is t o w . The regional bank could refuse to discount the 
paper of a member bank ?

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



BANKING AND CXJRBENOY. 365

Prof. Sp r a g u e . For such a cause as I have mentioned; yes.
Senator B r is t o w . In refusing to do that what would the member 

bank do ? Would it have any recourse ?
Prof. Sp r a g u e . I do not think, for the reasons that I have men­

tioned, that it should have any recourse. I should think that a pro­
vision of the kind I have mentioned would be inserted in the by-laws of 
those institutions. It might very well be inserted into the statutes, but 
that might make it a little too rigid and not altogether desirable.

Senator B r is t o w . I do not know whether I fully understand you 
or not. To what extent would this power of discipline be vested in 
the regional banks ?

Prof. Sp r a g u e . Simply with regard to the making of immediate 
remittances on checks drawn upon member banks. That would be 
to my mind a proper ground for declining to grant rediscount. That 
should be perfectly well understood and well known.

Senator B r is t o w . Would you have any other power given to this 
regional bank to refuse these rediscounts for any other reasons ?

Prof. Sp r a g u e . Only that which comes in passing upon the paper 
which is presented for rediscount. Of course such a power goes 
without saying.

I do not know any other ground for refusing or withdrawing redis­
counting privileges, except this most important one, of continuing 
remittances. And there will be no trouble about it. The reason that 
remittances have been discontinued in the past is that each bank 
fears that the other bank will not continue remittances.

Now, in New England, in 1907, under the workings of the country 
check department of the Boston Clearing House, remittances con­
tinued throughout the panic. There was no doubt at that time that 
a check received by one New England bank on another would be 
settled at once, in tne ordinary course of business. And just because 
each bank knew the others were doing it, there was no trouble 
whatever.

But, just as soon as any moderate number of banks begin to delay 
and refuse remittances it spreads like wildfire, the domestic ex­
changes break down, and it becomes exceedingly difficult to move 
goods.

The Ch a ir m a n . Well, Prof. Sprague, in the panics of 1893 and 
1884, did not the exchanges break to 50 per cent of their previous 
volume ?

Prof. Sp r a g u e . Yes, sir.
The Ch a ir m a n . That is a fact, is it not ?
Prof. Sp r a g u e . They were broken also in 1907. In 1873 and in 

1893 the exchanges broke, but not in 1884.
Mr. W e x l e r . In 1907 you could not get money out of Pittsburgh 

or St. Louis at $10 a thousand.
The Ch a ir m a n . And that made a shrinkage of probably $1,500,- 

000,000 of current exchange, did it not ?
Prof. Sp r a g u e . Yes, sir.
The Ch a ir m a n . What I was about to bring out, was that if this 

regional reserve bank refused to discount the paper of a bank, for 
whatever reason it might assign—it might say the paper was not 
satisfactory, or anything like that—what would that bank do? It 
would be in a difficult position, would it not ?
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Prof. Sp r a g u e . Yes. The borrower may be confronted by such 
a situation. So, he also might be if his paper was passed upon by a 
Treasury board; and I should think that a Treasury board would 
set up somewhat more rigid requirements than a group of men in a 
Federal reserve bank conversant with the banking business. They 
would be able to form a judgment on paper that might be just 
slightly doubtful, where the Treasury board would hardly be in 
position to gauge exactly.

Senator B r is t o w . Well, now, Professor, why should not the 
security upon which this additional currency could be had be defined 
in the law, so that it would not be left to the judgment or the incli­
nation of a regional bank as to whether or not credit should be 
extended ?

Prof. Sp r a g u e . Y ou can not formulate exact legal rules regarding 
proper security for bank loans or for rediscounts, and if you attempt 
it you will exclude very much more than would be excluded by any 
wrong exercise of judgment or of power by the board of a Federal 
reserve bank that is at all likely to occur.

Senator N e l s o n . Senator Bristow, can you not see how difficult 
it would be to lay down a hard and fast rule to determine whether 
the notes of all the gentlemen in this room were equally good ? It 
is a personal matter that you have to consider in each case; and you 
can not lay down any hard and fast rule of the law to govern all 
cases.

Senator B r is t o w . N o. That is the objection I have to the short- 
time paper only being used. I think you can describe long-time 
securities with sufficient accuracy-------

Senator N elso n  (interposing). Real estate security and-------
Senator B r is t o w . Or bonds, or things of that kind.
Prof. Sp r a g u e . That could be done; but in that case one of the 

purposes of this legislation would be entirely frustrated. Commer­
cial paper would then not be the most liquid asset that banks could 
hold. Call loans and bonds would continue to be the best and most 
available asset for the banks.

Now, I believe that the primary function of the bank is to facilitate 
current short-term operations— to move goods, and to provide funds 
for goods in process of manufacture and transportation, and so on.

Senator B r is t o w . Well, but that is a small part of the functions 
which the banks are now performing, is it not ?

Prof. Sp r a g u e . Yes; but it is a part which occasions variations in 
the demand for currency and very largely the variations in business 
activity.

I do not see how you can relate the need for currency to bonds 
as security, whereas the requirements for currency and credit 
should be, in my opinion, related to those needs in connection with 
which credit and currency are used. Now, credit and currency 
are, in fact, used in moving the crops, and in connection with the 
various processes of manufacture and sale of products. Variations 
in the volume of goods entering into consumption or the processes of 
manufacture naturally call for variations in the volume of credit 
and currency. If the two things are related, you have a proper 
connection. Otherwise it is a matter, it seems to me, of guesswork.

Senator B r is t o w . N o w , referring to the suggestion which Senator 
Nelson made, that it would be impossible for a bank board to pass
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upon the value of the security of the notes that are given to any 
bank; I realize that is true. The notes of a bank -  the value of 
them is known chiefly to the officers of the bank which takes the 
notes. Now, the regional bank would have no information as to 
the value of that security presented, except the knowledge which it 
has of the methods of business of that bank, would it ?

Prof. Sp r a g u e . N o .
Senator B r is t o w . Whether or not a note given by John Smith, 

or Samuel Jones, at Faribault, Minn., is good, the regional reserve 
bank at Kansas City, or at St. Louis, would know more about it------

Prof. Spr a g u e  (interposing). Quite so.
Senator B r ist o w  (continuing). Would know more about it than 

a Government officer, or Treasury establishment somewhere, would 
it not ?

Prof. Sp r a g u e . Oh, it would know, on the whole, very much more 
about the condition of the banks and the conditions in the locality. 
That is one of the great advantages of the regional board. It is 
analogous to the system of our independent local banks. If the 
whole institution is run by a central body, there is grave danger that 
it will be found necessary to subject managers of branches to exceed­
ingly rigid rules, as is the case in the Dominion of Canada, where the 
managers of branches have to refer pretty nearly everything that 
requires any exercise of judgment to the head office. This is an 
advantage of the regional bank, as it seems to me.

Senator B r is t o w . Does not the national-bank examiner, if he is a 
competent official, know as much about the safety of a bank which he 
examines at proper periods as almost anybody else ?

Prof. Sp r a g u e . I dislike to express an opinion on that point, 
Senator Bristow. But it is not merely the question of safety------

Senator B r ist o w  (interposing). Well, he ought to know as much, 
ought he not ?

P r o f . Sp r a g u e . He ought to, perhaps, and, with sufficiently 
frequent examinations, he might. But it is not merely a question of 
safety; it is a question of policy. The question of rediscounts would 
have to be determined largely with reference to whether the board 
believed the amount of short-time credit to be used in Nebraska was 
excessive or not; whether the people were attempting to do too 
much development work on the basis of short-time loans; whether 
they ought not to go a little more slowly in the matter of short-time 
loans until they had accumulated a little more savings to put into

Eermanent capital form. These are the kinds of problems that will 
ave to be considered by the managers of the regional banks, and 

even more by the Federal board. They will not have to give so much 
attention to individual credits, and only a moderate amount of atten­
tion, I fancy, to the standing of the different banks.

Senator H itch co ck . Well, if the managers of the regional banks—  
say in any one of these western regions—come to the conclusion that 
they were going too fast in Nebraska, for example, that they were 
buying too many automobiles, that they were doing too much 
building in the cities, and that they were doing too much irrigation 
work, they would restrict the loans in that region, would they not?

Prof. S p ra g u e . They would not grant additional loans. They 
would say to these people, “ You are going along rather too fast.” 
Or they might grant only a portion of the additional rediscounts 
desired.
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Senator H itch co ck . So that it is contemplated creating a new 
force in the United States to exercise, not on ly  a disciplinary in­
fluence on the individual banks, but a restraining influence on whole 
regions of country— in the judgment of the comptroller?

Prof. Sp r a g u e . Oh, not exactly that if the banks in Nebraska, 
after this institution is established, will have just as much lending 
power as they have now in the absence of any rediscounts.

Mr. W e x l e r . More.
Prof. Sp r a g u e . The rediscount will be practically an addition to 

the existing volume of credit. Now, that is why I contend that-------
Senator H itch co ck  (interposing). Well, that is only attained by 

reducing the reserve?
Prof. Sp r a g u e . That is true. But the reserves will be reduced, 

taking the practical effect of this bill, as I see it.
Senator H itch co ck . Well, you may reduce the reserves by making 

the banks dependent upon the regional banks, and if the regional 
bank draws tne line you can not get what is provided to take the 
place of it.

Prof. Sp r a g u e . Well, that depends upon how you make the cal­
culations as to the contributions to the capital and the reserve-------

Senator H itch co ck  (interposing). Well, does it not amount to 
this, then, that instead of having it as it is now, so that where the 
banks in Nebraska decide, from their resources and the general situa­
tion in their locality, what shall be loaned, that power of deciding is 
transferred to some other town, some other region, where a board sits 
upon it, and in, some secret manner passes upon it and decides it.

Prof. Sp r a g u e . That would not be true unless all the lending power 
were taken away from the Nebraska bank, so that they would have 
no lending power except what they could get from this regional 
association.

I have made an estimate, but I have not checked it up since the 
last changes made.in the reserve provisions in the bill; but I reckoned 
that, perhaps, taking the country by and large, it would be necessary 
to rediscount about $150,000,000 in order to enable the banks to 
maintain their existing volume of loans and credits. The changes 
that have been made since I made up that estimate reduces that 
amount of rediscounts materially. From my point of view it is 
altogether desirable that these institutions should use at the outset 
a moderate amount of lending power without making any net addi­
tion to the total volume of credit available in this country. These 
institutions need to do regulaily a certain amount of business; then 
they will have something that tney can use as a means of contraction 
when the business situation makes it desirable to contract. Or, to 
put it in a way that is probably more “accurate, it puts them in a 
position to lessen the increase in credits, which would probably other­
wise have taken place.

If you intend to establish an institution of vast lending power with 
no restraining influence, then I think you would simply be passing a 
measure of inflation. You may decide that you do not wish to set up 
any restraining influence of any kind, governmental or otherwise, but 
if you so decide, you ought not, in my opinion, to provide an institu­
tion capable of largely adding to the existing volume of credit upon 
the existing cash reserves.
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Senator Sh a f r o t h . Prof. Sprague, Mr. Forgan, of Chicago, indi­
cated that he thought that the operation of this bill would produce a 
contraction of credit. Do you accord with his view ?

Prof. Sp r a g u e . On the assumption that the banks continue to 
maintain the same ratio of cash to deposits, I in part agree. He 
failed, however, in his calculation, to take into account the provision 
regarding savings deposits, of which I think we would find there would 
be very considerably more than $1,000,000,000. For you should take 
into account not only the figures in the comptroller’s report of 
deposits in savings departments in national banks amounting to 
$700,000,000 or $800,000,000, but also a very large amount of deposits 
against which the banks have issued time certificates. With those 
included in the savings department, as I expect they would be, I do 
not think that setting up this arrangement would involve anything 
like the contraction indicated by Mr. Forgan’s figures.

Senator Sh a f r o t h . D o you not believe that the relation of credits 
to reserves would be very much increased after these regional banks 
are established and the right of discount prevailing?

Prof. Sp r a g u e . There would be, I  think, a lower ratio of reserves 
to credit liabilities of the banks. But the thing I am concerned 
about is the amount of short-time credits that is being used in con­
nection with the business operations of this country. And consider­
ing the scale of those operations, and the amount of fixed capital 
employed, and so on, I think that an altogether sufficient amount of 
short time credit is now being utilized. Take the particular instance 
of the last few years: The railroads and other corporations found it 
difficult to place long-time securities at satisfactory rates, and most 
of them have been putting out short-term notes, the proceeds of 
which have gone into fixed investments, and banks have to a very 
considerable extent taken those short-term notes. The maturity of 
the notes is comparatively short, but the proceeds of this short-time 
credit have gone into permanent form.

The Ch a ir m a n . That is it.
Senator Sh a fr o t h . Prof. Sprague, Mr. Dawes, former Comptroller 

of the Currency, announced m Chicago the directly opposite view, 
namely, that if this bill were enacted there would be a great expan­
sion of credit ?

Prof. Sp r a g u e . Well, he was referring—well, both of those gentle­
men were referring to exactly the same thing, and not to any increase 
in the amount of credit. Ordinarily, when one speaks of an inflation 
of credit, I think one has in mind an increase in the total amount of 
credit. That is what I understand by that expression. Apparently 
Mr. Dawes meant simply that the existing volume of credit would be 
supported upon a smaller Hundation of cash.

The Ch a ir m a n . And therefore would be inflationary in character 
but not in amount?

Prof. Sp r a g u e . Yes, sir.
Senator Sh a f r o t h . N o w , Prof. Sprague, you mentioned awhile 

ago, while we had under discussion the bill I introduced, that the 
legal-tender character of the paper which it was proposed that the 
Gô  ernment should issue would be proper, provided a certain quan­
tity only were issued; and if there was a reasonable taking care of the 
credit by that kind of a currency there would be nothing out of 
the way—no tendency toward excessive discounts and no runs upon 
the Treasury or the gold reserves.
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Prof. Sp r a g u e . I did not intend to include in my statement quite 
so much as that. I intended to say that the Government could, with 
perfect safety, and, in my opinion, with propriety, issue that amount 
of currency which experience shows, at all times, will be needed for 
use outside of banks for pocket-money purposes.

But I do not believe that, for the varying requirements of the people 
for currency, those which fluctuate with the seasons and those which 
vary as between periods of business expansion and periods of business 
depression—I did not say that those requirements could be well met 
by a Government issue.

Senator Sh a f r o t h . N o w , Prof. Sprague, what objection is there to 
the issuing of full legal-tender money—for instance, in this very case, 
as to these very notes ?

Prof. Sp r a g u e . Limited in the amount?
Senator Sh a f r o t h . Oh, yes; limited in amount.
Prof. Sp r a g u e . No objection whatever; none whatever.
Senator Sh a f r o t h . Well, in the case of the bill which I introduced, 

which provides for the issuance of full legal tender to take up the gold 
certificates and also to take up the national-bank notes, would you 
consider that that would be an excessive amount to issue as full legal- 
tender money ?

Prof. Sp r a g u e . Practically you would have to take into considera­
tion the existence of the silver dollars and the silver certificates.

Senator Sh a f r o t h . Take into consideration what ?
Prof. Sp r a g u e . The silver dollars and the silver certificates make 

up a part of that portion of the money supply which is constantly 
in use outside the banks. There are $500,000,000 or $600,000,000 of it.

Then there are $700,000,000 of bank notes, and the three hundred- 
odd million of greenbacks; and then the gold certificates, part of 
which you would secure—making a total of something over two 
billions of dollars. That is a larger amount of money than is now 
out in circulation, or will probably be out in circulation at any time 
during the next 10 years.

Senator Sh a f r o t h . Well, that is the amount of money just now 
that the Government is issuing in some form or another, is it not, 
whether it is out in circulation or not ?

Prof. Sp r a g u e . Well, but I  restricted my statement to that which 
is in circulation outside the banks.

Senator Sh a f r o t h . Yes.
Prof. Sp r a g u e . The reason I did that is that whenever there are 

large requirements for gold—and they are usually for export— the 
gold is not secured in driblets from the people; it is secured from the 
banks. It is not secured by taking notes to the banks and asking 
them for gold; it is secured through di^wing against the balances 
with the banks of those who happen to be engaged in the gold export­
ing business.

Senator Sh a f r o t h . The amount of gold, however, that has been 
imported into this country, while it has varied somewhat, there some­
times being more exports than imports, there has been a net import 
into this country, ever since 1878, of over $5,000,000 a year.

Prof. Sp r a g u e . Yes, sir.
Senator Sh a f r o t h . N ow , it does not seem to me that with the flow 

of gold through long periods of time being in our favor, there would 
be much of a demand made upon these notes to be redeemed in gold.
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Prof. Sp r a g u e . Well, very likely that might prove to be the case, 
but------

Senator Sh afr o th  (interposing). Now, the reason why the Gov­
ernment can not now—or at least, it does not seem to be practicable 
for it to do so—redeem the silver dollars or the silver certificates, is 
on account of the fact that the Government would go into a loss right 
there. If it attempted to issue full legal tender money, redeemable 
in gold, and melt up the silver, there would be a loss to the Govern­
ment of $250,000,000 to $300,000,000. And on that account, I have 
not noticed any suggestion made by anybody, because all of the 
nations of the world are still using silver money. So that it seems 
to me that it would not be fair to count that as money. That had to 
be substituted by full legal tender money. But really, the $346,000,000 
of greenbacks are now upon a gold standard.

Prof. Sp r a g u e . Yes, sir.
Senator Sh a f r o t h . And upon a less redemption fund, or reserve, 

than is proposed in this bill, namely, it is 43 per cent, whereas this 
bill proposes 50 per cent.

Prof. Sp r a g u e . Yes, sir.
Senator Sh a f r o t h . So that is eliminated to a certain extent ?
Prof. Sp r a g u e . Yes, sir.
Senator Sh a f r o t h . And really the only two features that are met 

in the bill are the substitutions for gold certificates of this full legal- 
tender money, redeemable in gold, and also to take up the bank 
notes. And they are being used in commerce as money------

Prof. Spr a g u e  (interposing). Well, after the process had been car­
ried through—if it were carried through in its entirety, the reserves 
of the banks would be practically altogether in this new issue of 
notes. Then whenever there was an occasion for exporting gold, 
notes would be taken to the Treasury and exchanged for gold. Now, 
the Treasury could undertake that function.

Senator Sh a f r o t h . Well, now, if it took-------
Prof. Spr a g u e  (interposing). And that is my reason for saying 

that it is a very much simpler operation for a government to issue 
simply that amount of notes which experience shows is always 
required in general circulation. An instance of that is provided by 
the Bank of England.

When the present system was established in 1844, an estimate was 
made of the amount of bank notes which, in all circumstances, the 
people of Great Britain would be using. And that amount of note 
issue was secured by Government securities. The remainder was 
secured by gold. They argued, and rightly, that at least this 14 
millions—it was then the amount, although it has been since in­
creased—that this 14 millions would always be wanted for making 
ordinary payments to individuals and could never in any circum­
stances give any trouble whatever.

Senator Sh a f r o t h . Well, have you made an estimate of what the 
amount of that demand in the United States would be ?

Prof. Sp r a g u e . That demand would probably amount to some­
where between $1,200,000,000 and $1,500,000,000. I should say that 
it certainly would be as much as $1,200,000,000 and probably more.

Senator N e l so n . D o you mean by that it would be constantly in 
circulation among the people outside the banks ?

Prof. Sp r a g u e . Yes; although that estimate is made a little un­
certain because our estimates of the total amount of different kinds
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of money in the country are not exact. Paper money gets destroyed 
and gold coin is melted for commercial uses and sometimes we do not 
get any records of it. Our Government estimates of the total amount 
ot money outside the banks are too large, and it may be that my esti­
mate of $1,200,000,000 ought to be dropped by a couple of hundred of 
millions. I should feel quite certain that there must be 1,000 millions.

Senator Sh a f r o t h . Well, in view of that demand which the people 
would have for circulation, the banks are bound to have reserves, and 
inasmuch as these gold certificates would have been taken up by the 
legal-tender money and inasmuch as the bank notes would be taken 
up there would be nothing but gold coin or these notes to act as a 
reserve ?

Prof. Sp r a g u e . Yes, sir.
Senator Sh a f r o t h . And there would be created a demand for an 

enormous amount, which would------
Prof. S pr a g u e  (interposing). Oh, that is perfectly true. There 

is the banking demana which absorbs all over and above this 
$1,200,000,000, that I have mentioned.

Senator Sh a f r o t h . Yes.
Prof. Sp r a g u e . This is simply a question of whether we wish to 

have bank reserves made up very largely as gold, so that any foreign 
drain of gold will come upon the banks, or whether we wish it to be 
made up chiefly of these proposed United States notes, in which case 
the demand for gold would be directed toward the Treasury.

Senator Sh a f r o t h . Well, in the event that this same amount of 
gold remains in the Treasury which is now represented as deposits 
for the certificates—gold certificates—there would not be such a 
great quantity of gold in the country to go into the banks, would 
there, and consequently they would have to use to a certain extent 
some of these full legal-tender notes ?

Prof. Sp r a g u e . Yes. I think most of their reserves, if the thing 
were carried through, would be in the form of notes and—unless they 
declined to present gold certificates for exchange, as they, of course, 
might do.

Senator S h a fr o t h . Wei1, do you think that the circulation medium 
as it is now, consisting of the silver and silver certificates and 
gold and gold certificates, and the bank notes, and the United States 
notes of $346,000,000, is too large a circulation medium for the 
United States?
Prof. S p ra g u e . N o.
Senator S h a fr o t h .  D o you think it is ample ?
Prof. Sp r a g u e . Yes.
Senator S h a fr o t h .  D o you think it is sufficient ?
Prof. Sp r a g u e . I think it is sufficient, except for seasonal and 

extraordinary requirements.
Senator Sh a f r o t h . Yes. Then, if all of that currency were taken 

up and replaced by a full legal-tender money would there be any 
inflation ?

Prof. Sp r a g u e . Oh, it might happen that what is sufficient now 
would be rather more than sufficient next year.

Senator Sh a f r o t h . Yes; but that might occur also under the pres­
ent state of the currency ?

Prof. Spr a g u e  Yes; but under the present state—or under the pro­
posed bill—banks are responsible for providing the gold; whereas to 
the other case the responsibility would be transferred to the Treasury.
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I do not regard your proposal as a matter of fundamental impor­
tance. I think it could be done; but our banking system would be 
no stronger. Our banking machinery would be just as likely to break 
down in the next period of emergency, with suspension of payments, 
the breaking down of the domestic exchanges, and all the rest of it.

Senator Sh a f r o t h . Do you not think that the 50 per cent reserve, 
with the powers vested in the Secretary of the Treasury, directing 
him to purchase gold, if necessary, and to issue bonds, if necessary, 
in order to maintain the parity—do you not think that that would 
make a currency that would never go to a discount ?

Prof. Sp r a g u e . I think that is perfectly true. But is does not 
improve or change appreciably the banking situation.

Senator Sh a f r o t h . Yes.
Prof. Sp r a g u e . It is purely a monetary change.
Mr. W e x l e r . And has no special value.
Prof. Sp r a g u e . It is nothing more than that.
Mr. W e x l e r . Mr. Chairman, I would like to get something into 

the record which the committee of bankers designated for me to take 
care of. It will not take over five minutes, if the committee will 
permit me to do it.

The Ch a ir m a n . Do any of the members of the committee desire 
to ask any further questions at this time ?

Senator Sh a f r o t h . N o , Mr. Chairman; I  have none.
Senator B r is t o w . I have some questions which I should like to 

ask Prof. Sprague. Will he be here Monday or some other day?
Prof. Sp r a g u e . I can be here Monday, if the committee desires 

my presence.
Senator Sh a f r o t h . We would be glad to hear you further.
The Ch a ir m a n . Well, on Monday the committee will be very glad 

to have you continue your remarks; they are very interesting.
Senator Sh a f r o t h . Yes; they are.
The C h a i r m a n . There are many things that I should like to 

ask you in regard to this matter, Prof. Sprague, and with regard to 
the principles which are involved in this; and if it will suit your con­
venience (it is now nearly 6 o’clock), the committee will hear you 
further on Monday. Will it be the pleasure of the committee to meet 
at 10 o’clock on Monday morring?

Senator Sh a f r o t h . I think it will be better to meet at 10 o’clock.
The Ch a ir m a n . On Monday we will meet across the hall, where 

we met the first few days; but this room will be subject to our use 
later on.

ADDITIONAL STATEMENT OF SOL. WEXLER, VICE PRESIDENT 
OF THE WHITNEY CENTRAL NATIONAL BANK, OF NEW  
ORLEANS, LA.

Mr. W e x l e r . Mr. Chairman, there is one of the suggestions made 
by the conference of bankers at Chicago, which I was designated to 
call to the attention of this committee, which I have not had an 
opportunity to present.

That suggestion relates to the manner of giving the Federal reserve 
board the right to designate any city as a reserve city or a central 
reserve city, or to change any city from a reserve city or central 
reserve city, and designate any bank in any such city as a country 
bank or a reserve bank, as the case may be.
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And the findings of our committee at Chicago were to the effect 
that the present law is entirely adequate, in that it provides that 
three-fourths of the banks in a city which may desire to become a 
reserve or central reserve city may do so with the consent of the 
Comptroller of the Currency and the Secretary of the Treasury.

Now the Federal reserve board should take the same privileges that 
the Comptroller and the Secretary of the Treasury now have; but the 
cities themselves should certainly have some voice as to whether 
or not they should be made reserve or central reserve cities, or as to 
whether or not that privilege should be taken away from them. It 
would give to the Federal reserve board, as the bill is written now, a 
tremendous power to favor its friends and punish its enemies, in indi­
vidual cases of banks.

Senator Sh a f r o t h . Mr. Wexler, are you going to be here next 
week?

Mr. W e x l e r . I will be here all day Monday. I will be engaged 
upon other matters in the forenoon of that day; but I will be here in 
the afternoon.

The Senator from South Dakota was very particular in inquiring 
whether, if a small country bank went into the system, it would make 
more or less money. I have that worked out for him.

The Ch a ir m a n . Y ou can put any exhibits into the record that you 
desire upon the subject, Mr. Wexler.

Mr. W e x l e r . All right, Mr. Chairman, Thank you very much.
The Senator from South Dakota took particular interest in the re­

sult, from the standpoint of profit, of the country banks coming into 
the system under the proposed bill.

A careful calculation shows that there would be no difference in the 
net profit of such a bank under the proposed bill from what it is at 
the present time; the calculation based upon a bank with a capital 
of $25,000 and deposits of $100,000. In reserve cities, based upon a 
capital of $1,000,000 and deposits of $5,000,000, such a bank would 
earn $6,500 more, or about 0.6 of 1 per cent on its capital than it 
earns at the present time.

From both of which calculations it is evident that, from a profit 
standpoint, there is neither any special inducement to come into the 
system, nor any particular reason to remain out of it.

The American Bankers7 Association, by which this committee was 
appointed, is composed of 14,000 members in every State in the 
Union; and it is believed that the suggestions made by the com­
mittee directly represent the sentiment of practically all of these banks.

They represent a total capital investment of $15,000,000,000, and 
certainly can be recognized as a powerful and influential factor in the 
general business of the country; and their experience and standing 
should be taken into account in the consideration of the suggestions 
that have been made.

The management of the association is under an executive council, 
composed of 1 member for each 200 banks, selected by each of the 
States, and is therefore thoroughly representative of every State 
and every section of every State in the union.

(Thereupon, at 6 o’clock p. m., the committee adjourned until Mon­
day, September 8, 1913, at 10 o'clock a. m.)
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MONDAY, SEPTEMBER 8, 1913.

Co m m itte e  on  B a n k in g  an d  Cu r r e n c y ,
U n it e d  Sta te s  S e n a t e ,

Washington, D. C.
The committee assembled at 10.30 o’clock a. m.
Present: Senators Owen (chairman), Reed, and Shafroth.
The Ch a ir m a n . Mr. Allen, the committee will hear you now.

STATEMENT OF WILLIAM H. ALLEN, OF BROOKLYN, N. Y.

Mr. A l l e n . Mr. Chairman and gentlemen of the committee, I  am 
here to offer a few remarks upon the subject of this bill, and to ask 
that there be a further investigation into the subject.

At the last meeting of this committee the remark was made that 
this currency question was a subject on which bankers and students 
of finance only could be expected to have a knowledge and that the 
proletariat could hardly be expected to know much about it.

Well, that may be true as regards some features of it. And then 
there are other features, not the least important of which one may 
with zeal and industry acquire a knowledge, even though he may 
belong to the humbler portion of the proletariat— that humbler 
portion of which it has sometimes been said that it takes nine of them 
to make a man.

The particular object I wish to speak of is in regard to the concen­
tration of money in New York. You are all aware that that is the 
main subject. Some think that it ought to be circulated all over 
the country. Some think it is a good thing to have it concentrated 
in New York. Well, I think it ought not to be concentrated in New 
York—-not so much. I think it ought to be scattered all over the 
country. However, I am not here to state of—•—

Senator S h a f r o t h .  Mr. Allen, where do you live i
Mr. A l l e n . Brooklyn, N. Y.
Senator Sh a f r o t h . What is your occupation ?
Mr. A l l e n . I come from the land of Gaynor.
Senator Sh a f r o t h . What is that ?
Mr. A l l e n . I live in the same town as Mayor Gaynor.
Senator Sh a f r o t h . Well, I say what is your business, please.
Mr. A l l e n . Well, I  was in the clothing business for a number of 

years.
Senator Sh a f r o t h . And have you lived in New York all of that 

time ?
Mr. A l l e n . Well, most all the time. Now, I  have only half an 

hour to speak here and can not enter into family history.
The subject which I propose to speak on is the fact in regard to 

the concentration of money in New York. The Aldrich plan, and the 
plan of the American Bankers’ Association, is founded upon a certain 
theory of this concentration of this money in New York. It assumes 
that after the harvest is moved country bankers have a surplus of 
money which they send to New York to invest in 2 per cent call loans, 
and then in the following fall of the year about $200,000,000 has to 
be recalled to move the harvest, and they assert that it is the recall of 
this money which cause? high rates for money, upsets business, and
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produces panics. It is alleged that it was the recall of about 
$200,000,000 in 1907 that caused the panic of that year. That theory 
seems to be universally accepted, not only by the advocates of the 
Aldrich bill, but also by those who advocate any other system of 
currency reform.

Well, the point is, have you looked into it? Has any man ever 
come before this committee and proved to you satisfactorily that 
if money rates— that the $600,000,000 sent here in New York, where 
it is loaned at 2 per cent, has been sent on from the far West and 
the South, where the rates are 6 per cent ? And who has shown you 
that it takes $200,000,000 from New York in August and September 
ber to move the harvest ? Has anyone here shown it ?

This $200,000,000 is supposed to be sent to New York in the first 
two months, when the harvests are heaviest in average years, and it 
is about $18,000,000 a week. Around the first week in September 
the movement is supposed to be the heaviest. I have here last 
week’s New York Tribune, of September 6. It is an announcement 
of the movement between New York and the interior. It says:

A loss in cash of $1,500,000 by the New York banks is indicated by the reported 
movement of currency this week. The banks received from the interior $11,632,000 
and shipped to that point $9,763,000, which included $2,784,000 national bank notes 
sent to Washington for redemption.

Well, I do not understand that “ bank notes sent to Washington for 
redemption”-------

Senator Sh a fr o t h  (interposing). They are not redeemed; they 
are just sent in and full legal-tender money is sent to the banks to 
be put in their reserves, and this currency------

Mr. A l l e n  (interposing). Well, I am taking the movement as 
indicated here.

Mr. W e x l e r . It goes back all over the country, When it comes to 
Washington, it is sent to the bank whose name it bears.

Senator Sh a f r o t h . Oh, yes.
Mr. A l l e n . Well, this money is announced here as sent to Wash­

ington for redemption, and whether it comes back to New York or 
not I am simply saying it is not sent from New York to the West. 
It is sent to Washington for redemption.

Senator Sh a f r o t h . Yes.
Mr. A l l e n . N o w , even with that it shows that in place of losing 

$18,000,000 a week the past week New York actually gained on the 
interior. Furthermore, New York has actually gained in every one 
of the last six weeks, right in the harvest season, when the advocates 
of this Aldrich theory assert that it was the other way.

Now, furthermore, last year the banks of New York in those two 
harvesting months actually gained $20,000,000 on the interior. In 
1911 it was almost the same; they gained $24,000,000. They also 
gained in each of the next three months—for October, November, and 
December.

So you see the theory is ridiculously false to begin with. The 
whole theory of the Aldrich plan is based on the assumption that New 
York loses $200,000,000 in currency in August and September.

The report of the monetary commission shows that—■
we have allowed $200,000,000 for the natural expansion of currency tor seasonal or 
crop-moving demands.
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Mr. Vreeland estimated the amount sent from New York as be­
tween $200,000,000 and $300,000,000. That is his figure. And it 
is supposed to be sent out in August and September. The Aldrich 
plan, you might say, is based on the theory that the panic of 1907 
resulted from the loss of $200,000,000 to the interior banks in August 
and September.

On this point Lyman J. Gage says—
Such a crisis was reached in the early autumn of 1907; it was precipitated by calls 

from the interior to remove the crops. Responses to those calls weakened the foun­
dations of the reserves of the New York banks.

There could be no misunderstanding about that.
To the same effect is Hon. William B. Eidgley, Comptroller of the 

Currency, in his report to Congress, December, 1907. He says:
Is it any wonder, then, that the demand in the fall for about $200,000,000 in cur­

rency to move the crops always causes a disturbance? It was directly and immedi­
ately due to this that the crisis of October, 1907, assumed the phase of a bank panic, 
and spread all over the country.

Well, now the reports of the movement of money here indicated 
show that in August and September New York only lost $8,700,000. 
That is, including the bank notes sent to Washington for redemption.

After you deduct that, as I think you should, New York actually 
gained a little over $1,000,000.

Senator Sh a f r o t h . Well, but you know the United States Gov­
ernment immediately sent back to New York the quantity of bank 
notes they sent down here, but sent it in legal-tender money.

Mr. A l l e n . Well, I  understand that part, m y  dear sir.
Senator Sh a f r o t h . Well, then, I want------
Mr. A l l e n  (interposing). But I simply say it was not sent West.
Senator Sh a f r o t h . Yes.
Mr. A l l e n . It was not sent West. If it was sent to Washington 

for redemption, it was not sent to the West to move the harvest ?
Senator Sh a f r o t h . That is right.
Mr. A l l e n . Then, there is no dispute about that. Well, Prof. 

Sprague------
Senator Sh a fr o t h  (interposing). For that reason I did not think 

that any factor of a redemption of notes should be taken into consider­
ation by you at all in determining the flow of money from West to 
East.

Mr. A l l e n . Well, but I  am simply reporting the things as they are.
Mr. W e x l e r . Have you taken into consideration subtreasury 

transfers from New York?
Mr. A l l e n . Well, I am taking into consideration the figures as I see 

them. If you can show other figures, all right.
Prof. Sprague in his History of 1907 shows that there was no serious 

monetary shortage in New York during August and September, and 
the banks in August, 1907, were in slightly better shape than in August, 
1906. The surplus reserve was larger in August, 1907, and although 
there was a slight loss, it was increased somewhat in the two months 
before the beginning of the panic.

Such testimony, along with the figures of the currency movement, 
is of itself enough to show that this whole theory of the cost of our 
financial illness in August, 1907, and later years is wholly false.

Now, in relation to inelastic currency, the theory that harvest 
movements are the cause of our financial illness forms the basis for
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all the talk about inelastic currency. On this point, Mr. Vreeland 
says:

Agricultural crops of this country average about seven or eight billions a year 
They are harvested in the late summer and fall. This means that we need a very 
much larger amount of money in the fall than in the spring. This is why we need 
several hundreds of millions more in the harvesting season. There is where we need 
elasticity in our currency system.

Another authority, Mr. A. B. Hepburn, speaking of an inelastic 
currency, says:

Currency must be provided to move the products of the farm and the factory to the 
markets of the world in order that the return prices may meet and extinguish local 
demands.

Mr. Hepburn leads us to assume that if we issue, say, $200,000,000 
extra currency to move the harvests, after the harvests are moved, 
the markets of the world return prices will meet and extinguish local 
demands, and the $200,000,000 will be redeemed.

It is a very plausible argument, but it has this fatal defect: After 
we have shipped our goods to the markets of the world, we do not 
receive the cash in return. There are no return prices, as Mr. Hep­
burn very well knows. Last year we exported—our excess of ex­
ports amounted to $581,000,000. Did we receive that amount of 
cash ? No, we did not, and have not for a good many years. On 
the contrary, right at the end of the year we began to ship gold to 
the other side; and if you include the silver, as it ought to be— 
although some will not admit this—if you include silver exports, we 
have actually lost more in the last 15 years than we have gained 
from Europe.

Senator Sh a f r o t h . Well, do you not account for that by the 
expenditures of tourists over there in‘Europe, and also the payment 
of interest charges due to the other side ?

Mr. A l l e n . Yes. Well, if you will allow me, I  am coming right to 
that point. Here is a great secret that is halfway held back in our 
argument for currency reform: They never argue that point that you 
have mentioned. You never hear it in arguments about currency 
reform.

Now, I want to explain my idea of it, and that is one reason why I 
am here. I am not offering a theory; I am simply furnishing you 
some facts and showing the need of further investigation.

As between the Aldrich plan, or the American bankers plan, and 
the plan that is favored by this committee, I favor their plan, the 
plan that is favored by this committee. But, still I think we ought 
to have the facts in the case.

My argument is, that the reason we did not receive any cash in„ 
return was that these debts for interest, dues, expenditures of Ameri­
can tourists abroad, and immigrants’ remittances, the cost of ocean 
freights, and other items, offset our debts; offset them, I claim, by 
over $500,000,000. The debts are estimated now at between—well, 
estimate them as low as $653,000 000, or about that. Others esti­
mate them at $1,000,000,000; othe s estimate them at $1,500,000,000.

Senator Sh a f r o t h . Y ou mean the debts which Americans owe 
Europe ?

Mr. A l l e n . Yes; all the debts for all these items every year.
Mr. W e x l e r , Y ou m ean the debts that they ow e us ?
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Senator Sh a f r o t h . No; which we owe them.
Mr. W e x l e r . The debts which we owe them?
Senator Sh a f r o t h . Yes.
Mr A ll e n  They do not owe us anything for tourist expenses or 

interest dues or immigrant remittances There are no American 
immigrants on the other side.

Well, I claim that the debts are at least over $1,000,000,000. The 
money in settlement of these debts, the immigrant remittances, 
tourist expenses, and the like, comes to New York from all parts of 
the country and finds its way into the foreign banks in New York; or 
the international banks that are controlled by Morgan, Kuhn, Locb 
& Co. and other international houses

Here is an item from the Wall Street Journal that helps to ex­
plain it:

Exchange with New York is fairly strong, and at most places is at the point which 
calls for the shipment of currency to New York. A considerable part of the inquiry 
for remittances in the foreign exchange market comes from the interior cities, and cash 
has to be sent here for the purpose of exchange.

This money, as I say, goes into the private foreign banks and the 
national banks with foreign connections, such as the National City 
Bank, the First National Bank, and the Chase National Bank. They 
do not ship the gold to Europe. If they did, we would have a panic 
every year. They reinvest it, or, rather, they borrow on the other 
side, to avert the shipment of gold to Europe. They reinvest part 
of it in our securities permanently, and if they can not invest enough 
permanently, why, they buy short-time notes on the other side.

I do not profess to understand all the technique of this matter; but 
that is the substance of it. We borrow abroad to avert exports of 
gold. Some times, they say, we borrow it to carry on circulation 
But the first original cause of it is that we borrow to avert the export 
of the gold to Europe

If we exported half of what we owe in Europe in a year, we would 
have panic, and it would hurt the big borrowers more than anybody 
else. So they seek to avert the export of gold for their own interest.

I have numerous extracts to that effect, which I can show you if 
necessary; but it would occupy too much of your time to read it out.

Now, part of this money that is held in New York is reinvested in 
loans, loaned out in Wall Street, and in loans to other banks. And I 
say that that is the money that is concentrated in New York. Money 
that belongs to foreign bankers, and the West and the South never 
owned $1 of it. There are the $600,000,000 a year. They say, the 
theory is, you know—that they send it on to New York, after the 
harvest is over—that is the theory which you hear exploited in the 
bankers’ conventions and everywhere else. It is not sent to New 
York after the harvests are moved, to be recalled when the harvest 
has to be moved again. But, somehow or other, it remains in New 
York all the year around. There is no recall of it. There has not 
been a recall of any such sum as even $100,000,000 for the last 13 
years.

And according to the facts, as I understand them, the movement 
out from New York is less every year. Why, even the reports of the 
Government admit that much, and if they catch on to anything, why, 
other people ought to do so
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So far as I see------
Mr. W e x l e r  (interposing). Do you contend that our net debt to 

Europe is over one billion dollars ?
Mr. A l l e n . Yes.
Mr. W e x l e r . The records do not show it. The balance of trade is 

in our favor. What becomes of all of our cotton, and wheat, and 
corn that we export to them ? What becomes of the money paid for 
that?

Mr. A l l e n . When you were speaking here last week I  allowed 
you to proceed without interruption.

Mr. W e x l e r . I beg your pardon; I merely wanted to get light as 
to your views on the subject.

Mr. A l l e n . And I ask the same courtesy from you.
The Ch a ir m a n . All right, Mr. Allen. Mr. Wexler thought it 

would be better to ask you a question on that point while you were 
discussing it.

Senator Sh a f r o t h . Yes; Mr. Wexler doubtless thought it would 
be agreeable to you.

Mr. W e x l e r . Yes; I had no intention of being discourteous; I  
thought it would be agreeable to Mr. Allen.

Mr. A l l e n . When my statement is over, I  will be willing to argue 
the point with you.

The Ch a ir m a n . Mr. Allen, the committee will permit you to sub­
mit any notes or memoranda that you want to, in case you desire to 
supplement anything that you have said.

Mr. A l l e n . Well, if I can not convince you by what I say that the 
subject ought to be investigated, 1 do not know that it would be 
worth while for me to submit anything more.

Now, in relation to this $600,000,000, we are ail aware that in the 
last seven months there has been a considerable stringency through­
out the country. Some time in April the Secretary of the Treasury 
went so far as to lend $8,000,000 or $10,000,000 to the banks, and 
offered to put into operation the emergency currency law.

Can you make head or tail out of that ? At the time that the Gov­
ernment loaned this $8,000,000 or $10,000,000 to the banks, they 
made the first reported effort to see that it should not find its way into 
Wall Street to be used for speculation; and for that purpose he put 
it in the banks of the West and South, and it had hardly got out of 
his fingers before it made a bee line to New York; and the first thing 
we read of was that it was used to make money easier in Wall Street. 
Afterwards it was reported that some of it was shipped to Europe. 
It is hard to believe that any western farmer or any western banker 
was sending his money on to New York under the conditions that 
have existed all over the West and South in the last six months, and 
yet in this last five weeks or the last six weeks, right in the midst of 
the harvest season, we find that New York has actually gained in 
theory about $30,000,000; that is to say, in place of receiving over 
$100,000,000 from New York, the West has actually shipped 
$30,000,000 to New York. I do not think that is consistent with the 
Aldrich or the Vreeland theory, whichever you call it; and that is 
only consistent with the fact that this money comes on here in the 
settlement of these foreign debts. I think that that is the only 
reasonable explanation, and it is these foreign debts, the absorption 
of currency in settlement of these debts, that is the main cause of our 
financial stringencies and the panic of 1907.
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I do not want to take up much more of your time.
And he also announced that, if necessary, he would deposit 

$50,000,000; and all this time, mind you, New York is supposed to 
have $600,000,000 belonging to the farmers of the West. It is 
always supposed to be really the farmers' money, you know, as 
distinguished from money that comes from the banks of the West. 
This money has remained here in New York when rates here were as 
low as 2 per cent, and I have seen that when rates were as low as 1 
per cent, while they were 6 per cent in Chicago and higher still 
further west.

At the conference in Washington here, where the delegates from 
the American Bankers' Association were conferring with the Govern­
ment officials in relation to the loan of $50,000,000, a suggestion 
was made that the western banks ought to be made to recall the loans 
that they had in New York, and a number of the bankers at the 
conference said that if such a rule was enforced they would have to 
give up to outside banks some $600,000,000. Well, now, consider 
the absurdity of that. If they get $600,OOP,000 in New York, why 
should they be asking the Government to lend them $50,000,000 ? 
Where is the sense in it ? Why should we lend it to them ? Why 
should we not insist that they take at least $50,000,000 from New 
York?

About the same time Senator Tillman accused the New York 
banks of refusing to loan money to the South, and the New York 
banks replied to the effect that they were lending, that they had 
been lending all along, and that they were lending more than that 
at that time; and yet at that same moment, according to the bankers' 
theory, the South has a part of the hundreds of millions loaned in 
New York.

The Ch a ir m a n . The bell has just rung for a vote, Mr. Allen, and 
you have a little more than 30 minutes now.

Mr. A l l e n . A ll right.
In an address to the New York Credit Men's Association last 

January Mr. J. R. Forgan, of Chicago, said that in the last 60 days 
the banks of the country had passed through a season of the tightest 
money since 1907, and if anything had happened to cause things to 
blow up we would have had another panic like that of 1907. In this 
period of 60 days there was not a national bank in the country that 
kept up to its full legal reserve. Later on the situation was so 
serious the Government was forced to lend some $8,000,000 or 
$10,000,000 to various banks in the West and South to avert a panic.

It is now generally conceded that the money situation of the past 
nine months, which almost terminated in a disastrous panic, was 
chiefly due to the exports of gold at a time when we should have been 
importing the metal for our exports of merchandise.

This gold went abroad in settlement of these foreign debts, and 
these debts are the chief cause of the concentration of money at New 
York and the resulting financial ills. It has been shown that the 
panic of 1907 was not due to the recall of interior loans. It remains 
to be shown that it was due to the absorption of cash and gold exports 
in settlement of these foreign debts.

For years prior to 1907 we had been selling and pledging securities 
abroad to avert export of gold on this account. In May, 1906, the 
London Economist estimated that we then owed Europe alone about
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$500,000,000. In October of the same year the financial editor of 
the New York Times estimated all foreign borrowing at $750,000,000. 
At the beginning of 1907 the Paris correspondent of the Evening 
Post claims that we owed about $600,000,000. At the same time 
the banks of Canada reported having $82,000,000 invested in call 
loans at New York, and the Bank of Japan had $60,000,000 loaned. 
So that our total borrowings footed up to $740,000,000, or about the 
same as the financial editor of the Times had estimated them at two 
months before.

In an article in the North American Review, Mr. C. A. Conant 
stated that in 1907 the monetary system broke down and our banks 
suspended currency payments because the gold reserve of the coun­
try, amounting to $701,000,000, was so hopelessly subdivided among 
the banks as to be utterly useless.

This is an argument for a central bank, to hold all the reserves of 
the country. It aims to show that the panic resulted from the failure 
to have this $701,000,000 concentrated in one bank.

Well, in opposition tQ this view, I hold that every dollar of this 
gold really belonged to foreign bankers. It was our gold which they 
had received in settlement of these foreign debts, and we had bor­
rowed it back. It was this foreign grip on our gold stock which 
resulted from these foreign debts that finally caused the panic.

In concluding this argument I would suggest to the committee the 
necessity of further investigation of this matter in order to obtain 
more definite information regarding these foreign debts, temporary 
and permanent.

The London Economist puts our English investments in this coun­
try at $9,000,000,000, the yearly interest on which is $450,000,000. 
Other foreign investments here are placed at $3,000,000,000, the 
yearly interest on which is $150,000,000. Our cost of ocean freights 
is $150,000,000; total yearly indebtedness, $1,200,000,000. This 
would make these debts $200,000,000 more than the amount esti­
mated by James T. Talbert, vice president of the National ( ity Bank 
of New York.

I would also suggest the need of locating the real ownership of the 
amounts held in New York banks which they report as being “ due 
other banks.” Advocates of the bankers’ plan of currency claim 
that the $600,000,000 now in New York banks belongs to interior or 
country banks, while I hold that it belongs to foreign banks. They 
received it in settlement of these foreign debts. It is this drain that 
is the main cause of financial disturbances in the United States.

I thank the committee for hearing me.

LETTER TO THE CHAIRMAN OF THE COMMITTEE FROM 
J. H. DAVIS, OF RICHMOND, VA.

A u g u s ta , A r k ., September 5, 1913.
Hon. R o b e r t  L. O w e n ,

Washington, D. C.
D e a r  Si r : Your message has just reached me here in Arkansas 

inviting me to a hearing before your Finance Committee. The time 
named is now so far spent I can not reach Washington, but thanking 
you for your kind invitation I write you this letter giving my views.
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If it reaches you in time I shall feel grateful if you will read same to 
your committee with my respects.

The hope of civilization, permanent peace, and progress depends 
on issuing currency on the productive industry and not the debts. 
To issue on the debts gives the creditor class a double deal in the 
business world, sets a premium on debt, distress, and decay. This 
currency issued on the debts of the people in their collective capacity, 
Government, State, county, city, and the corporation bonas and 
other commercial debts held against the people going to the creditor 
class at cost, organized as banks, they reloan to the people, thereby 
drawing double interest, and also have power to control all enter­
prise, all employment, all progress, because they control the money— 
its life blood.

This is not only un-Democratic but is unscientific, unsound, and a 
perversion of every law of justice, and a surrender of governmental 
sovereginty to private greed.

When a government issues its currency upon debts, either govern­
mental or commercial, to increase the volume of currency, they must 
increase the volume of debt. Thus, like the “ bottled caterpillar,” 
they devour themselves. Consult Jefferson, Jackson, Calhoun.

Issue at least half our currency to the States, counties, and solvent 
cities for internal improvements, and on productive industry and 
agriculture.

Two-thirds of our people have no assets to coin into currency. 
They do all our labor and conduct most of our business; they man the 
ship of state from pilot house to coal bins in the bottom, but do not 
own it. The owners are in a palace on shore.

To issue all money to these owners, is not only injustice but un­
mitigated outrage. God’s “ decree of title to property” was based 
upon production. The well belonged to Jacob because “Jacob digged 
it.” But the places to “ dig” are now all chartered, foreclosed, and 
s h u t  o u t  f r o m  h u m a n i t y  by law, and t h e  privileged few have plastered 
the earth with ruinous and enslaving debt, control all money, all 
avenues of industry and progress, limited only by that cupidity and 
avarice which finally make an intolerable tyrany over the masses. 
We get our rights from God and not from governments. “ Govern­
ments are instituted among men” to secure these rights and not to 
destroy them.

It is an undisputed truth that whoever controls the money of a 
country controls its destiny. This is fundamentd. If this is a

Eeople’s Government the people should control the money. It will 
e fatal for the Democratic Party to deny or evade this fact.
Jefferson contended that public debt was a public calamity; a curse giving aristocracy 

a power to absorb the labor and wealth of the masses and enslave posterity by a legal 
debt made to consume their labor before they were born.

Hamilton said:
Public debt was a public blessing affording a basis for banks, and an ailment for 

business to feed on.
Thus the great issue was joined.
If public debt is a public calamity, then to issue the currency to the 

debt holders is to double the cruelty of that calamity.
The conviction is settled in America that there is “ a money power” 

which, in league with other great corporations, has formed an in­
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visible but irresistible tyranny of wealth; that it tramples on law, 
custom, decency, and honesty without scruple; and has created a 
system of quiet alluring and seductive methods by which it sways 
and controls our Government.

The Democratic Party and patriots of all parties have charged this 
from 10,000 rostrums. Printers have put it on millions of pages of 
our current history. Recent revelations have confirmed its truth. 
The average Democrat was taught to believe and believes now that 
this mighty and malignant power is the founder and father of the 
whole scheme of asset currency. And when they hurled from power 
Aldrich, Cannon, and the Republican Party they felt they were free­
ing themselves from the entire “ Aldrich asset currency crowd.”

I look in vain for some pledge, platform, or speech by one of our 
leaders that commits the party to the asset plan of currency. I find 
10,000 invectives against it by Democrats and not one suggestive 
sentence in its favor, and as a plain, common citizen I make bold to 
ask your committee to point to some pledge or platform that commits 
our party to this system.

Now, Senator, some of your committee may consider this message 
as the fulminating fumes of a foul mind, the diatribe of a demagogue. 
If so, let me quote from one of the grandest of the sons of earth. 
Thomas Jefferson, in writing to Madison, said:

Public debt is a ruinous system, which has armed despots with a means to enslave 
and plunder their fellow man.

In writing to William B. Giles, speaking of Hamilton’s money sys­
tem and its devotees, he said:

A government of an aristocracy founded on banking institutions and moneyed in­
corporations riding and ruling over the plundered plowman and beggared yeoman.

Can it be considered by candid men— Democrats— that when our 
fathers forbid the sovereign States from emitting bills, issuing cur­
rency, that they expected their posterity to create a lot of commercial 
corporations and give them power to emit bills—issue and control our 
currency. If so, listen to the following language spoken by Jefferson, 
the founder of civil liberty, to Washington soon after Hamilton had 
“ steam rolled” his first bank and bank bill through Congress.

My wish was to see Congress cleansed of all persons interested in banks and public 
stocks and a pure legislature given us.

Again in writing to R. H. Lee, then in Congress, the great Jefferson 
said:

Certainly no nation before ever abandoned to the avarice and jugglings of private 
individuals to regulate according to their own interests the quantum of circulating 
medium for the nation. * * * yet this is what has been done and will continue 
to be done unless stayed by the protecting hand of our legislature. The evil has 
been produced by this ruinous machinery of banks, and justice, wisdom, duty, all 
require that Congress interpose and arrest it before the schemes of plunder and spolia­
tion desolate our country * * * Without this interdiction we shall have the same 
ebbs and flows of medium and the same revolutions of property (panics) to go through 
with every 20 or 30 years.

Now Senator, supported and nerved by these quotations and a 
thousand more I might give from Jefferson, Jackson, Calhoun, 
Benton, Clay and scores of our grandest men, I want to talk freely.

If the present Owen-Glass bill had been published before election 
as the Democratic positi< J1 question we would never
have carried a Western would now be President.
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Our whole system is inherently wrong and you are building a 
pyramid with the little end down. It is doomed to fall at recurring 
periods causing untold distress. You are giving the creditor class 
through the banks control over the dearest interests of our people— 
the money. You throw the gold of our country into idle vaults, and 
then turn and coin the misery and misfortunes of our people into 
paper money for their creditor masters.

A campaign for increased and inflated debts of every character will 
follow the passage of your bill, and bonds for every conceivable enter­
prise—by States, counties, cities, school districts, road districts, irriga­
tion districts, reclamation districts—will pile into billions, and thou­
sands of corporations will come up like Jonah’s gourds, in a night’s 
time, to issue bonds and stocks to be used as “ prime paper” as a basis 
for asset currency.

The inherent wrong of an asset currency would be greatly relieved 
and the measure as a whole would be a vast improvement on present 
conditions if you will divide your total issue into, say, four volumes— 
giving the creditor and commercial class one-fourth on their assets, 
the States, counties, and solvent cities one-fourth on their bonds for 
internal improvements; the agricultural class one-fourth on storage 
certificates; the farm and home builders one-fourth on land and home 
mortgages— all at the same cost. It would put all our real progress 
beyond the control of avarice and sordid speculation and would see 
millions invested every year for public internal advancement and not 
for private gain and corporate greed.

Tne much-maligned Henry amendments lay down a correct prin­
ciple and point you in the right direction, to which should be added 
a home and farm loan system for rural farm homes. Not a mortgage- 
plaster skin game, to send them to the banks, to pay usury to the 
creditor class; but recognizing that the independent home is the 
surest foundation of a free people and that civilization begins and 
ends with the plow; make a companion bill enlarging the Agricultural 
Department with a bureau through which tke home builder could get 
this money at the same rate the banks get it, by mortgage on a speci­
fied quantity of land with a specified pattern of a house and home on 
it, after the manner of building and loan associations.

Banks are public institutions created for public good and not for 
private greed. The people who run them being public agents, it is 
absurd to say that the Government has no right to control them in 
their relation to the public by such laws as will best prevent par­
tiality, plunder, and extortion.

The money power has run riot over our country long enough; they 
have plunged us in panics and made millions out of our misfortunes. 
They have bound us to a golden chariot in which they ride and rule 
in royal splendor. They smudged, burned, and destroyed 600 mil­
lions of greenback dollars, the money that saved the Union and 
crushed the Confederacy, and issued bonds to take its place as a 
basis -for bank currency, and had the shameless audacity to label 
this act of perfidy under the libelous term, “An act to strengthen 
the public credit.”

Having burned our greenbacks like pirates burn a ship they then 
funded all our national debt, which the patriotic Lincoln had written 
payable in “ lawful money, ” into a coin aebt; then to cajole the people 
and conceal their crimes they called this act of treachery “ specie
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resumption.” So fearful were they that they might be overtaken in 
this act of infamy' they specified that the bonds should be paid in 
coin of the then standard weight and fineness, which meant a gold 
dollar with 25.8 grains and a silver dollar with 412J grains.

Still longing for more power to plunder they then came forward in a 
cold-blooded conspiracy and struck down, demonetized, and killed 
the silver dollar and refunded the debt into a gold contract. This 
last act of spoliation they misnamed “ an honest money system.” 
Yet after welding this chain of cruel conditions round us, and breeding 
and bringing on panics and business bankruptcy to the common man 
at regular mtervals, bringing us through this serpentine route of 
swindle and fraud, telling us all the time that they were the “ Lord’s 
annointed saints” and rulers, the guardian angels of our financial 
system, the defenders of public credit and public honor, and the 
sanctified apostles of “ honest money,” sound banking systems, and 
safe and sane currency laws, and that all who opposed them were 
visionary dreamers representing inflation, repudiation, and dishonor, 
they came forward five years ago with an imperative demand to corn 
the untold millions of debts they held against the States, counties, 
cities, corporations, institutions, and individuals of our country into 
currency—at the people’s mint. This climax in their career of crooked 
conduct they in their pragmatic and pusillanimous effrontery called 
“ An act to reform our currency.”

I can not believe—I shudder at the thought of believing—that the 
Democratic Party can be made to turn the picture of Jefferson, Jack­
son, Calhoun, and Benton to the wall, and take up where Aldrich left 
off and carry out his scheme.

Senator, millions of our people hold no assets except willing hearts, 
willing minds, and willing hands to work, and the product of these 
is their assets. An asset currency will give them but scant relief and 
will finally intensify their distress.

These people have looked to the Democratic Party as their friends. 
If they have looked in vaih, then the party will look in vain for their 
support in recurring elections.

Let me plead with you people, Democrats, to “ remember thy 
creator,” the common people. .Revise your measure along funda­
mental lines as outlined by Henry and his friends, and add a farm 
and home provision, and you will leave your names enshrined in 
honor and esteem to hand down to a grateful posterity as having 
brought to life again the Democracy of Jefferson and Jackson on the 
money question.

Take the Henry amendments as a basis with a farm and home 
builders’ addition. A home was God’s first gift to man—a home 
and some portion of the earth from which to produce comforts, and 
where we can rest from toil; a home, around which hangs a halo of 
endearment to every human being; a home, the absence of which 
tends to make man an alien to his God, an alien to his country, and 
an outcast. A home is so essential to human happiness that the 
downfall of society, the decay of liberty, and the wreck of civilization 
in every country have been measured by the homeless numbers 
within her borders.

The love of money is the root of all evil, and the money question is 
the vital point in every country. A money system founded in
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usury, based upon debt, and conducted through, a barricade of toll 
gates erected by law between the people and their mints, and often 
kept by a lot of licensed looters and franchised freebooters who look 
at everything through the curves of a dollar mark, and waylay every 
important business transaction, and forbid its passage unless they 
can have a rake-off, is the blighting curse and crime of our country 
now.

Your pending measure complicates, augments, and aggravates 
that situation.

We must not consider society as now existing, the normal or natural 
status. We have been vitiated, bound down by ages of oppression 
and plunder and never allowed to develop the good, the sublime in 
our race.

We must change our money system so as to invest at least half 
for public good and not for private gain. This will mark the way to a 
glorious advancement, peace, and prosperity.

Mankind is a creature of environment; his conscience is a pupil 
in the school of contact, subject to the evil as well as the good in­
fluences, and money is the most absorbing thought in the human 
race, and a just and righteous system of currency will do more to tone 
and elevate life than all else statesmen may do. But our present 
system is a relic of barbarism coming down from feudal times, and 
our country is now filled with Shylocks who still demand their pound 
of flesh.

When the men who made our Federal Constitution had finished 
their work, in the address they sent out to the people they named 
five great questions of sovereignty that had been taken from the 
States and vested solely in the Federal Government and “ made 
supreme.”

These powers were “ to make war, conclude peace, form treaties, 
coin money, and regulate commerce.”

They said these questions—
and the correspondent executive and judicial authorities should be fully and effec­
tually vested in the General Government.

We have just as much right to farm out to banks and corporations 
the power to declare war and conclude peace and make treaties as 
we have to farm out the power to coin money and regulate com­
merce, and would be equally as safe in so doing; yet we have vacated 
our sovereignty over our coinage and currency and the regulation 
of commerce to a pitiless horde of conscienceless corporations, which 
have become cannibals in commerce and merciless maurauders in 
our monetary affairs. And led on by inordinate greed are now 
demanding that the great majority of our people, the bone and 
sinew of our country, the toilers in our industrial world, and the 
tillers of our soil, the great debtor class, over whom they have held 
sway for a lifetime, shall now be shackled and bound by law, through 
an asset currency as sheep to be sheared by them, for another gen­
eration. May God intervene through the clarified conscience of an 
honest democracy and prevent this spoliation.

I do not claim to be an expert in financial matters. A lot of the 
most consummate freebooters that ever filched humanity have 
been called by themselves and their lionizing flunkies as experts.
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I am just a common man in the common walks of life. I have 
spoken in the language that intense earnestness gives to one who 
has spent a large part of his life for the freedom of the masses from 
the shackles of the classes.

With much respect, I have the honor to be,
Yours, in best wishes, J. H. D a v is .

(The following brief was filed with the chairman of the committee, 
with the request that it be printed as a part of the hearings:)

BRIEF OF ANDREW L. RUTTER, OF ENFIELD, N. H.

Before entering upon this vital subject it may not be out of place to state that this 
paper was prepared nearly or quite four years ago, and which, from the knowledge of 
present conditions, appears to have been forecasted by recent events in the New York 
Stock Exchange inquiry, and only serves to give added force to the suggestions here 
faintly outlined. It is hoped that these statements will be received with that respectful 
and serious attention that the gravity and importance of this all-absorbing subject de­
mands. Even if the suggestions may be crude and disjointed, yet it is believed you 
may be able to glean an idea or two that may present additional facts not already 
touched upon by others, and it may interest you to know also that no mere theory or 
Utopian scheme is indulged in but reference is made to actual facts patent to anyone 
sincerely disposed to make use of them in order to fully substantiate and make clear 
the purpose for which the facts, and facts alone, are presented with which to con­
struct a practical and plain common-sense system of banking so much needed at thit- 
time, and for all time for that matter.

In calling attention to the growing necessity for a more satisfactory and thorough 
reorganization of the country’s present financial system and in dealing with the 
contemplated change it may not be out of place to refer to the comments made in 
relation thereto by the Secretary of the Treasury in his annual report for 1909, which 
are at this time unnecessary to quote. But if nothing better can be arrived at than 
resulted in the act to amend the national banking laws, approved March 30, 1908, 
which, taken altogether, is nothing but a miserable makeshift that can serve no other 
purpose than to still further complicate the already too complicated and complex con­
dition of our currency system, in adding still further to these futile efforts to properly 
and safely adjust our currency, your attention is called to the extremely unwise act 
passed by the previous Congress giving the Secretary of the Treasury authority to 
ssue emergency currency based solely on the Government’s credit without the means 
being provided for its redemption. Now, why should there be occasion for the issue of 
irredeemable currency at any time? Has not this always been our great trouble—this
Eatchwork legislation, this Micawber-like system of finance, the results of which 

ave always proved disastrous to our national credit, adding still further to the spirit 
of speculation the country over and fostered for that very purpose by the big, the 
Wall Street, interests?

In further confirmation of what is here stated let us call to mind the conditions 
that were vital factors which resulted in producing the great panic of 1873, one of which 
was not so much the destruction of capital by war, as cited by Mr. Charles A. Conant 
in his Century article, as diverting it into speculative channels, and really the four 
milliards poured into the lap of Germany in the shape of France’s promises to pay 
money and after the war of 1870, also like promises of Austria after Sadowa, and coupled 
with our own abundant promises, not money but promises to pay money at about 
the same period representing in the grand aggregate the startling sum of $9,000,000,000 
of promises to pay. These combined flotations speedily found their outlet in the 
wildest speculation, both in Europe and America. The failure of Jay Cooke & Co. 
was simply the one factor which shook this paper house of cards to its very founda­
tions, thus leading, as it always does, to universal disaster. It is simply piling 
Pelion upon Ossa in attempting to construct our financial edifice out of paper prom­
ises, which this present bill contemplates, and the results of which from the very nature 
of their creation out of airy nothings of which dreams are made and not any more 
substantial, can not be otherwise than the source of still further trouble. The effort 
must now be made to change the current and break away from our mental bias, which 
leads us only too easily to rely alone and solely upon the credit of the Federal Gov­
ernment.

A word also in relation to reserve centers for the storage of currency to meet possible 
emergencies arising from the movement of our agricultural and other products during
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the spring and fall. The proposed plan which will be treated further on in this paper 
will, it is believed, entirely do away with such a provision, which can only open the 
door for opportunity such as already exists in the case of New York City banks and 
other large money centers.

It may be stated in the first instance that almost the entire circulation is based on 
the credit of the Government as is evidenced by the use of its liabilities in the form 
of interest-bearing bonds which on October 31, 1909, as appears from the report of the 
Comptroller of the Currency, were deposited with the Treasurer of the United States 
together with lawful money, $679,545,740; notes, $25,595,703, which represents the 
amount of national-bank note circulation, $705,141,443 at that date; legal-tender 
Treasury notes of 1890, $351,000,000; total paper currency, $1,056,141,443. Against 
this amount of currency but $150,000,000 in gold has been set aside for the redemption 
of legal tender notes only, leaving over $900,000,000 unprovided for which can only 
be redeemed by the sale of the Government bonds as aforementioned which in any 
case does not involve the use of either gold or silver coin and are redeemable in legal 
tenders. All are fully aware that the precious metals constitute the very foundation 
of all financial and commercial transactions throughout the entire business world, and 
in cases of sudden monetary panics which so frequently occur to unsettle business, 
destroy confidence and credit, prove that gold and silver coin are the only panacea for 
their cure. Again, we are obliged to acknowledge that since the adoption of the 
national banking system in 1863 and 1864 and up to the present time, its success has 
been wonderful notwithstanding its serious defects. Its growth has been phenomenal, 
starting with 1,513 banks in 1865 with a capital of $393,137,206, and individual de­
posits of $500,000,000 and to October 31, 1909, increased to 7,025 banks with capital 
of $964,621,000 and individual deposits of $6,956,502,690, all in 44 years. The very 
fact of the tremendous strides thus made during the past 44 years to 1909, chiefly upon 
credit, is itself a menace and an encouragement to still further stretch that credit 
beyond the bounds justified by sound business methods.

To give you a clearer and more comprehensive view of the tremendous business 
transacted mainly on credit of the banks of the United States of all classes, including 
national banks, I beg to invite your attention to a few figures which in the aggregate 
are simply startling in their amount, the assets of said banks being made up of loans 
and discounts, overdrafts, bonds, stocks, domestic and foreign securities, real estate, 
mortgages, furniture, and fixtures, together with specie, United States notes, legal 
tenders, notes, and a lot of miscellaneous items which total the immense sum of 
$21,095,054,420. Of this vast sum there is represented as available in gold and silver 
and subsidiary coin but $1,044,661,913; the balance of $20,000,000,000 represents 
credit in its various forms as above recited—bonds, mortgages, realty, etc. These 
figures may be found on page 31 of the Report of the Comptroller of the Currency for 
1909 and are approximately correct as per reports also of 22,491 banks, national and 
State, received and tabulated by the United States Monetary Commission to April 
28, 1909.

To still further exhibit the great amount of business transacted on credit through 
the bank clearing-house system, which aggregate 123 associations located in the large 
business centers of the country, the aggregate exchanges during the year to Sep­
tember 30,1909, were $158,559,487,000. On these vast transactions only 4.22 per cent 
was paid in money, as reported to the Comptroller of the Currency by Manager William 
Sherer of the New York clearing house (see p. 9 of his report, 1909), It would be use­
less to still further startle you with figures running up into the billions of individual 
checks and checks of business houses all over the land drawn against their bank 
accounts. What has already been shown will abundantly serve the purpose in demon­
strating to us all the necessity for speedily inaugurating a radical change for the bet­
terment of our finances by placing our circulating medium on a sound specie basis 
and at the same time insuring the absolute safety of bank deposits as is already done 
in the case of the bill holder, and there can be offered no valid reason why the depositor 
should not share in such protection, which, by this means, would add to the confidence 
of the public in the banking system as is in contemplation and as will appear in the 
suggestions which will be followed in due sequence.

A former governor of the great State of New York, and at present sitting on the 
bench of the Supreme Court of the United States, in a speech at that time, and cer­
tainly having in mind his recent experience as an investigator of the biĝ  insurance 
companies in New York City, stated that there was no reason why the depositor should 
be made* secure, as Tom, Dick, and Harry were not personally interested in looking 
after the deposits of their neighbors. Did he not know and had he quite overlooked or 
forgotten the fact that the very essence of insurance was the fact that Tom, Dick, and
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Harry jointly assured the safety of each other in the payment of the premium on the 
amount for which they were insured, thus making it possible to secure the safety of 
the policy of each and all thus associated?

Ab a brief retrospective view of conditions that have grown out of past experiences 
in our efforts both by individual States, the General Government, and by the business 
community, I may here be permitted to hastily refer to Alexander Hamilton, pre­
eminent as a constructive and successful organizer, as instanced in his able work in 
the establishment of the system that has been in operation in the United States Treas­
ury for over a century, and also his able work in the constitutional convention and as 
a statesman whose labors before and after the adoption of the Constitution and in 
Washington’s Cabinet as one of his chief advisers, have marked him as one of the grand­
est figures in our history, and time only adds to the luster of his acknowledged genius. 
He drew order out of the chaotic condition in which he found the finances of the coun­
try, reconciling the serious differences between the several young States growing out 
of the extraordinary expenses for fitting the volunteers furnished by them during the 
Revolution, and also Hamilton and those working in harmony with him saw the neces­
sity for the establishment of a bank under the indirect control of the Treasury to serve 
as an aid in giving some measure of stability to the somewhat chaotic and imperfect 
financial condition at that time. Such a bank was incorporated by act of Congress in 
1791 for 20 years, the Government taking stock in it to the amount of $2,000,000 by 
deposits of 6 per cent bonds to that amount, the bank being capitalized at $10,000,000. 
In the case of this bank no report of its condition is available until 1809 and 1811. A 
statement of its assests and liabilities is appended, and in the case of the second United 
States Bank, chartered by Congress in 1816 for 20 years, a statement of its condition 
from 1817 to 1840 is given and may be found in Tables X X  and XXII, pages 432 and 
434, Annual Report of the Comptroller of the Currency for 1908. Upon an examina­
tion of these brief citations the conclusion may safely be drawn that if the United States 
Bank had been permitted to continue, with our growing knowledge and experience 
in bank management, it would have proved quite as successful as the Bank of Eng­
land, and, with branches throughout the country as population and business in­
creased, would have greatly assisted in developing commercial enterprise, at the same 
time have to a great extent prevented the exotic growth of hundreds of irresponsible 
and mismanaged State banks built up on fictitious capital and which culminated in 
financial disaster in 1837 and also in 1857, 20 years thereafter.

At this late date we may be permitted to refer to the violent and unreasoning oppo­
sition against continuing the United States bank by many of the people at that time, 
and even well-known business men were ignorant of a practical knowledge of the 
banking business at that time, and because of that lack of knowledge were strongly 
prejudiced against the system. They were mere children and yet to be schooled by 
that relentless teacher, experience, which as aforenamed was taught them by the 
financial disasters of 1837 and 1857; and thus ignorance, prejudice, and politics made 
it a party cry of the then democracy.

President Jackson, equally unprepared, for like reasons, and fearing its monopolistic 
tendencies felt called upon to oppose it in his characteristic and strenuous way. 
With all due respect to the hero of the Battle of New Orleans and the vigorous opponent 
of nullification, he was not equipped to intelligently oppose the financial policy then 
in existence, but was obliged to appeal to ignorance and strong party prejudice in 
order to make his opposition to the further extension of the charter of the second 
United States bant successful. The Whig Party, with Clay in the leadership, was 
not able to cope with the formidable array of the party that advocated for the first 
time in our history the Jacksonian doctrine, that to the victor belonged the spoils, and 
the advocates of a United States bank sank beneath the blow. With our present 
knowledge we feel that the work of the Jackson administration in this particular was 
a fatal blunder. The question is thus briefly referred to at this time for the reason 
that the proposed reorganization contemplates making the Government one of the 
principal stockholders, if not the principal stockholder, in the contemplated central 
national bank.

We must not permit unreasoning prejudice to stand in the way of looking squarely 
at the facts that at the present time confront us at every hand, as we can not fail to 
observe that the National Government has been compelled to assume direct control of 
many vital interests that without such control would prove permanently disastrous to 
the best interests of the people as a whole. The Interstate Commerce Commission, 
the Department of Commerce and Labor, the Agricultural Department, Post Office 
Department, with parcel post and savings adjuncts, the conservation of our land and 
water, and many other noteworthy objects, in fact, our entire governmental ma­
chinery constitutes one grand gigantic trust. Why should we fear to still intrust the

390 BANKING AND CURRENCY.

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



great and commanding interests involved in the direct management of our country’s 
finances, which present economic conditions really compel us to do? With our pres­
ent knowledge there appears to be no other safe course. Another feature that should 
be borne in mind, should the General Government become an active member in 
the proposed plan, is that the money in the several Sub treasuries could be used not 
only as a working balance as at present, but form part of the common fund for daily 
use, and thus actively utilize what has been held these many years past as idle and 
dead capital, serving no good purpose whatever. There are other vitalizing influences 
that will naturally enter as important factors in the plan suggested by the active 
employment of idle capital in hundreds, nay thousands, of banks in our large cities 
and commercial centers that our present banking laws prevent them from doing, 
where the central bank directorate could find use for it. It is well to bear in mind 
that not all of the coin and currency as noted in Treasury circular issued from the office 
Loans and Currency Division, in the Treasury Department, is available, is not in cur­
rent use, as much of it is held by the banks, loan and trust companies as reserves. 
In the plan proposed every dollar of coin currency can be put into active circulation 
in view of the enormous deposits that will be at the disposal of the central and allied 
banks, and can be at all times at the disposal of the central directorate for transmis­
sion to any and all points where it may be required. As before stated, no special 
reserve will be needed. That feature alone will serve as an efficient means to pre­
vent threatened panics.

The Secretary of the Treasury through the Comptroller of the Currency already 
has general supervision, for nearly 50 years, granted by the national bank act and its 
amendments, over the entire national banking system. In order to give additional 
stability and character to it, the Government should take an active and practical 
interest in its management, taking cognizance of its loans and discounts and the kind 
of security that may be accepted, and vital matters relating to the circulating medium, 
seeing to it that it is sufficiently elastic to meet all contingencies arising from current 
business conditions. This does not mean that individual banks should not be under 
the direct control of the banks’ officers—the president, cashier, and directors—but 
that the directorate of the central bank, which this plan contemplates, should be 
careful to see that the general and specific requirements of the bank act should be 
strictly adhered to and carried out in every detail. Direct Government control, say, 
through its officers, who should be in the directorate, namely, the Secretary of the 
Treasury, Comptroller of the Currency, and the Treasurer of the United States, or 
their duly authorized representatives, will demand that not only the interest arising 
from its large stock investment, but the magnitude of the transactions of the bank 
which will inevitably be involved, will require all time, talent, and energy at their 
command to see to it that nothing shall be left undone to secure safe and permanent 
success in all its departments. As the Government will have the chief interest in the 
central bank the matter of proper compensation of the directors and other officers 
commensurate with the work and responsibilities attaching thereto, will be the duty 
of Congress to fix, and especially so in the cases of the Secretary of the Treasury, 
Comptroller of the Currency, and Treasurer of the United States, whose salaries are 
already fixed for their present duties, and should be increased in proportion to the 
new duties and responsibilities to be assumed by them, governed to a great extent 
by the compensation received at present by the officers of the large banking institu­
tions in our large business centers.

Referring to the important matter of security to the depositor as well as to the note 
holder it may be noted that several of the Western States, notably Oklahoma, have 
taken up the question in earnest and in that State all banks are required to set aside 
one-eighth of 1 per cent for that purpose. I know many people may think this action 
impracticable by reason of the tax upon bank profits. In defense of the proposition 
I beg leave to submit the following statement of the actual losses sustained by the 
failure of banks for the entire period of the banking system from 1864 to 1908, over 
44 years, on page 391 of the Report of the Comptroller of the Currency for 1903, quite 
long enough to demonstrate its actual necessity at this time; that out of the yearly 
average of active national banks numbering 3,174, with individual deposits averaging 
$1,597,987,400 annually, the annual loss to those is but 0.074 of 1 per cent, and for the 
44 years, with aggregate deposits of $70,311,445,582, the loss is only as before stated, 
0.074 of 1 per cent.1 You will see at once that the sum to be set aside annually in the 
interest of all of the depositors in the several national banks throughout the country 
for the purpose would be exceedingly small as compared with the average annual indi­
vidual deposits and will but slightly affect the annual profit, and this fact being clearly 
shown the gain in the confidence and credit of the system will far outweigh the cost,
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Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



and also reduce to the minimum the danger of a monetary panic; in fact, make it 
almost, if not quite impossible. Is not the practical experience of half a century 
sufficient evidence for its adoption?

The method to be adopted in bringing about the proposed change may be thus 
stated as briefly as possible:
A central national bank with a capital in gold coin and bullion and 

silver coin and bullion to the amount of............................................  $2,000,000,000

The present active national banks to take stock severally in the total 
amount of the present capital of each bank which on Oct. 31,
1909, represented 7,025 banks and capital of.....................................  964, 621,925

The United States Government to the amount of its present outstand­
ing legal-tender and Treasury notes, 1896.......................................... 351,000,000

Outstanding...................................................................................  1,315,621,925
The public to subscribe for the remainder in sums of $50 and its mul­

tiple, deposit to be made in gold and silver coin to make up the dif­
ference after national banks and Government subscription paid in .. 684,378,075

Total..............................................................................................  2,000, 000,000
The coin certificates or coin notes should also have the legal-tender quality as the 

United States legal tenders have now, as they are based entirely on deposit of gold 
and silver for their redemption.

For the amount of gold coin and bullion, about $225,000,000, now held in the Treas­
ury a like amount or legal tenders to be retired as rapidly as they come in and an 
equal amount of national coin gold bank notes to take their place in denominations 
of $500, $1,000, and $10,000, and for the coin held by the national banks about $225,-
000,000 gold, as shown by the report of the Comptroller of the Currency, January 30, 
1911, and $29,000,000 silver, in same kind of notes as above described and in like 
denominations as may be required in current business.

In the case of new subscribers to the stock of the central national bank and for the 
amount of gold and silver coin deposited a certificate of the fact should be issued by 
the Treasurer of the United States as custodian and director of bank, and in like 
manner certificates should issue to each individual bank for the total of its capital 
stock, at the same time stating character of said capital stock, and same shall be held 
as at present by the Treasurer of the United States as a guaranty for present currency 
circulation until such time as securities can be sold for gold or silver coin or their 
substitute in certificates, the latter to be used in place and stead of United States 
bonds now held for the purpose noted above; similar certificates to issue to each 
individual subscriber or stockholder.

Now as to the measure of acquiring the amount of gold coin, bullion, and silver 
coin to cover the capital stock of the central national bank, there may be found on 
page 325 of the report of the Director of the Mint to June 30, 1909, the following:
The estimated stock of gold at that date in the United States was___$1, 574, 906, 904
Silver coin.................................................................................................  727,685,265
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Making a total of............................................. .............................. 2, 302, 592,169

The present stock, June 30, 1911, of gold coin and bullion is..............  1, 753,196, 722
Standard silver dollars and subsidiary silver coin................................. 724, 640, 731

Making a total of............................................................................ 2, 477, 837, 453

An increase of...........................................................................................  175, 245, 284
Of this sum the United States Government holds of its

own, say (gold).............................................................$236,000,000
And for depositors............................................................. 15, 000, 000
National banks..................................................................  224, 080, 000
Private banks and individuals....................................... 375, 000, 000

Gold coin and bullion..........................................  1, 640, 080, 000
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Standard silver dollars held in Treasury for silver
certificates...................................................................  $477, 717, 324

National banks:
Standard silver dollars............................................  12, 822, 408
Subsidiary coin........................................................  16,185, 383

Private banks and individuals, standard silver dollars. 59.165, 492
Private banks, subsidiary coin......................................  116,140, 415

682, 037, 022 $2, 322,117, 022

Leaving for future investment, when required..........................  322,117, 022
Now, gentlemen, here are indisputable facts—solid facts—and with such facts no 

excuse can be found to avoid constructing a financial system unexampled in the 
world’s history. You have only to assemble these scattered units as is here shown 
to make the entire vast srm of gold and silver at once available.

With this substantial evidence, the facts of which are beyond dispute, there can be 
no possible doubt as to the ability of the central national bank to secure the required 
amount of gold and silver in coin and bullion to furnish the aggregate amount of 
capital stock contemplated of, say, $2,000,000,000, or even $2,500,000,000, thus placing 
the new organization on a solid and permanent foundation instead of the use of the 
United States Government, State, county, and municipal bond liabilities as at present. 
It has been shown by the Comptroller of the Currency in his 1909 report (p. 17), 
that the profits accruing to the business of the national banks throughout the country 
to be slightly over 10 per cent of the capital invested. This fact well known, together 
with the knowledge that the General Government will have the principal manage­
ment, there can be no danger of there being more than enough national banks and 
individuals to take up the amount of stock required.

Permit me here to refer to the proposition made by the Hon. Nelson A. Aldrich, late 
chairman of the Senate Finance Committee, who also favors the idea of a central national 
bank, but with a capital of only $300,000,000. It can not fail to strike any of us that 
we can name 10 men who coaid, without reaching very deeply into their pockets, 
quietly control the majority of the stock and thus make it possible to use the central 
bank for their own special interest and that of their friends.

As to the proposed use of silver as well as gold in the new organization, it should 
not excite surprise or alarm, as standard silver dollars have formed an important part 
of our circulation ever since the act of Congress of 1878, 32 years, providing for the 
purchase of silver bullion for coinage into United States dollars and which amounts 
to nearly $500,000,000 and their substitute silver certificates have become familiar 
to ns all.

We have also subsidiary silver coin in circulation to the amount of $160,000,000 
(and, by the way, 8J grains less than standard silver dollars), and both have been 
accepted without question in daily business at their present parity with gold; and this 
is as it should be, as under the Constitution Congress has seen fit at various times in the 
past to fix the value of the coins minted of both metals arbitrarily in the common 
interest and for the convenience of the public at large. At this point it may not be out 
of place to state that in the Annual Report of the New York Clearing House Association 
for the year ending September 30, 1911, the sum of $498,775,000 in silver certificates 
was used in the settlement of debit balances to the association, demonstrating their 
daily use in the current business of that conservative institution without at any time 
raising the question of bimetallism, as it was assumed that their possible redemption 
might be made in gold coin. The word ‘ ‘ arbitrarily” ? It is vitally important to impress 
upon your minds this undeniable fact, that all governments have arbitrarily done the 
same thing—that is, fixing the ratios of silver and sold—and the standard of value in the 
coin of any country does not always conform to the standard fixed by other countries. 
The chief factor that has governed in most cases is the value given to the precious metals 
by custom long established in the commercial world from the earliest times of which 
recorded history affords us any knowledge. The Chaldeans over 4,000 years ago fixed 
the parity between gold and silver as 12 to 1, and we have at this time changed it to 
16 to 1, or nearly. In 1786 it was as 1 to 15.25, double standard at that; in 1792, as 1 to 
15, with free coinage, and so on. For your further information I crave your indulgence 
by glancing as briefly as possible at some of the changes adopted by various nations 
as per report in Circular No. 62 of the Treasury Department July 1, 1908. In order 
to emphasize the fact that all changes in our monetary standards are made arbitrarily 
(I use the word advisedly), and at times I fear in the interests of the few instead of the 
many, you will at once perceive the impossibility of depending upon the daily 
market value of the bullion which without the official stamp of the mint is simply a
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commodity governed entirely by the law of supply and demand. Once the seal of the 
Government is placed upon either metal its value is thus fixed beyond question, and 
the responsibility for its redemption and acceptance rests entirely upon the Govern­
ment, and the public receives it because of that fact, and its validity for that reason 
can not be questioned.

Referring again to the necessity for direct Government control, it will be necessary 
to repeal the act creating the Independent Treasury and the closing of the several 
subtreasuries, and also the act of May 31, 1878, prohibiting the redemption of legal- 
tender notes, that all Government funds from all sources shall be deposited with the 
central national bank or any of the affiliated national banks, and all drafts and checks 
drawn by the Treasurer of the United States to be paid by said banks, accurate account 
being kept for that purpose, as the Government will have personal supervision, as 
before stated, through the Secretary, Comptroller of the Currency, and Treasurer 
of the United States on the board of directors.

There can be no doubt but that the repeal of the act creating the Independent 
Treasury will result in greatly simplifying the work of the United States Treasurer’s 
Office, and result in reducing the cost in running it. In fact, the receipt and disburse­
ment of the public funds by the central national bank and its agencies can be made 
without any cost to the Government whatever.

The safety of the public funds will be absolutely as secure as under present condi­
tions, and more so. The preparation of the currency and the redemption of the same 
when necessary will be continued in the same manner as at present, excepting that 
the National Bank Redemption Agency should form a permanent part of the United 
States Treasurer’s Office, as the currency, say in the course of five years at the furthest, 
will all be of the same character, resulting from the change of conditions as is in con­
templation. The question of bimetalism has not been raised in these remarks, but 
reference is made here to section 14 of the act approved March 14, 1900, which states 
that the provisions of this act are not intended to preclude the accomplishment of 
international bimetalism whenever conditions shall make it expedient and prac­
ticable, and secure the same by concurrent action of the leading commercial nations 
of the world, and that at a ratio which shall assure permanence of relative value 
between gold and silver.

Your attention has already been called to the fact, several times repeated, that all 
ratios and parities are arbitrary and, as a rule, made in the interests of each nation. 
This being undeniably true, it would be entirely proper for us as the principal com­
mercial nation of the world to take the initiative and simply continue the use of the 
present metals (gold and silver) at present parity only authorizing the purchase in 
the open market of an amount of silver bullion for coinage into standard silver dollars 
and subsidiary coin as may be found necessary to meet the yearly increasing demand, 
keeping in mind that no greater sum shall be coined than will keep the difference in 
the circulation between the two metals as is the case at the present time, i. e., $1 in 
silver for $3 in gold. The cheaper metal, we are all aware, remains at home under 
present conditions, only gold will be exported as may be required abroad by pur­
chase for circulation or by the result of foreign business demands. In this connec­
tion it may be stated that a possible remedy can be provided to very greatly prevent 
the exportation of gold coin already minted by placing a prohibitive tax upon such 
exportation and permitting only pure bullion to be exported not already in the pos­
session of the mint for use by the Government as a basis for currency issues. Another 
suggestion will appear to be opportune, and that is the fact that the total of the pres­
ent coinage of gold and silver—of present denominations is meant—is amply sufficient 
for many years to come to supply current demands. In lieu thereof there could be 
minted of both metals, with the present percentage of alloy as 900 pure is to 100 alloy, 
there could be substituted ingots in such form as may be found most convenient in 
handling, varying in value, in gold from $500, $1,000, and $10,000, and for silver $50, 
$100, and $500, and ingot certificates could be issued for them, as is the case at pres­
ent for gold and silver deposits of coin, thus adding convenience of handling as well 
as saving the expense of coinage, and at the same time serve the purpose as security 
for the issue of national-bank notes as hereinbefore stated.1 For your information it 
may be stated that the Director of the Mint, in his report to the Secretary, page 324, 
estimates exports of gold abroad last year at about $61,000,000, and the net exports 
from 1870 to 1909 total $691,746,700. Our neighbor, Canada, held in its treasury 
December 31, 1908, $54,909,076 of our gold coin. What is the significance of these 
gold exports, if not for the self-evident purpose of the European nations to safeguard 
their credit with gold and silver coin? The gold production of all the mines in our 
States and Territories in 1908 was, in gold, $94,560,000; in silver, $28,050,000, coinage 
value. Of this sum there was consumed in the industrial arts $14,754,945; in new
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material of the mines and in silver bullion, market value $3,000,000, or approximately 
that amount.

It has also been recently stated by certain alarmists that the greatly increased 
production of gold in the United States and also throughout the world has a tendency 
to cheapen it and in consequence resulting in the increased cost of living. I have 
just this moment given the results of the production of our mines, and after deducting 
the amount used in the industrial arts there is but approximately $79,000,000 that 
can be utilized for coinage in gold coin and about $25,000,000 in silver. Now, we 
have a population of about 95,000,000 people, and the resultant increase is but a paltry 
dollar and a small fraction per capita.

It hardly seems necessary to buttress this statement of fact by the honestly and 
earnestly expressed views of others who have given perhaps more serious thought to 
the subject than myself; yet in view of the vital interest attaching to the influence 
which the production of gold in such vast quantities in recent years is supposed to 
have in regulating the price of commodities, I may refer briefly to an interesting 
article in the North American Review for July, current year, by Albert S. Bolkes, 
on this sabject. He comes to the conclusion that instead of gold, or rather the precious 
metals, having any influence upon prices, speaking generally, that the trusts are 
mainly responsible. He quotes from the eminent French economist, Neymarck, 
who states:

‘ ‘ There is no denying the increase in the production of gold. It has kept up for 100, 
for 50, for 20, for 10 years, always progressing. And yet, during the interval in France 
and abroad, there have been crises caused by the going down of prices—a fall in 
food products, in the price of land, in mineral products, coal, iron, etc. How did it 
happen that the gold production, which they say is the cause of the rise in prices 
nowadays, could not stop the fall in prices then?”

David Ricardo, one of Adam Smith’s brightest followers, refers to M. Say, another 
eminent French economist, and also to the Earl of Lauderdale concerning the laws 
which are supposed to govern the rise and fall of the prices of commodities, do not 
attribute it altogether to the abundance or scarcity of gold, but assign the cause mainly 
to the trusts, who are able to control them, because of the fact that they can create 
at will a demand by withholding the output until the necessities of the people make 
it possible and then dictate the price. At the same time they state that the precious 
metals, particularly gold, are liable to the least fluctuations as a medium of exchange.

Prof. Fisher, of Yale, has suggested the annual adjustment of the value to be given 
to the precious metals, chiefly gold. Let us inquire, Has any nation—have any noted 
bankers anywhere made the attempt to perform what to me seems the impossible? 
It is not a matter possible of adjustment in any such way, as each nation has already 
fixed their value arbitrarily, for in no other way can this be effected. It is com­
mon knowledge that the value of any product is mainly affected by the law of supply 
and demand. Pure gold and silver bullion are placed in the same relation with 
other products. The Government fiat can alone definitely determine the value of 
our gold and silver coin as a medium of exchange, thus leaving pure bullion of the 
precious metals a merchantable article.

Just at this point let it be stated in defense of the permanent use of the precious 
metals as the foundation for the proposed system, that in the matter of the purchase 
of gold and silver, and particularly the latter metal, the difference between the coin­
age value and the bullion value m the open market has always afforded a profit or 
seignorage to the Government and has been covered into the Treasury as a miscel­
laneous receipt, and millions of dollars have thus been added thereby. Now, it is 
vitally important that it be borne in mind that this gain or profit added to the coinage 
value will always, no matter what the condition of the bullion value in the open 
market may be, make or rather secure the Government at any and all times against 
loss. This fact does not always appear on the surface, but yet is a self-evident prop­
osition that should always be borne in mind that no loss is possible at any time to 
the Government and logically none to the people.

I may be pardoned in this connection, as it relates to this all-important question of 
the intrinsic value of gold and its relation to other products and also as a measure^of 
value. I have just cited several weighty authorities on the subject. You are now in­
vited to several statements in an article on “  Taxing the cost of living,”  by David Starr 
Jordan, president of Leland Stanford University, which appears in Harper’s Weekly 
of August 23, 1913. He begins by stating that the high cost of living began about 1897 
and is world-wide and greater in high-tariff countries. In general, the rise has been 
50 per cent and j;he fall of the purchasing power of gold has also fallen about 50 per cent, 
ana he quotes Sauerbeck, who states that an Englishman’s dollar of 1897 is worth 
87 cents and an American dollar 70 cents, and in 1913 the American dollar is worth 
but 61 cents. Again, he states that the increase of the world’s stock of gold is from
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$7,5(00,000,000 to $11,000,000,000, and that this increase has now passed its climax. 
Now carefully mark what follows, as in the next breath he states: “ As the amount of 
gold at the best is very small for the credit resting on it. The bonded war debt of 
civilized countries, exceeding $60,000,000,000, it is believed the importance of the 
factor is greatly exaggerated.”  After referring to the greatly increased means of gold 
production by new processes, he says: “ Its influence is long since spent. It is not 
likely that the gold market will soon be disturbed again by new discoveries of mines or 
by new processes.” Now, mark this last: “ So far as it goes it means an actual cheap­
ening of the value of gold.”  In making this last statement, H is presumed he refers to 
this metal, as an article of merchandise, or a commodity like all other commodities, 
and not as a safe measure of value as the nearest approach to a perfect standard.

The point, the important point, in these rather grave statements of the learned 
president appears to nave been overlooked, or has been deemed quite unimportant 
m his effort to establish the facts he is endeavoring to bring to notice, and that is the 
fixing an arbitrary standard for the purchase of all commodities, and, further, the very 
facts he cites only serve to prove that it is not the gold as a standard of value, but the 
astoundingly stupendous credits of the commercial nations in Europe and also America, 
approximating $60,000,000,000, are the chief cause, and not the aggregate sum of gold 
which by his own showing is wholly inadequate to safely buttress those promises to 
pay; that, indeed, as has been truly said, has mortgaged four coming generations.

Students on the all-important subject of economics may and really do establish 
to their own satisfaction certain bases upon which the world’s products are measured. 
But not one of them has been able to satisfactorily designate a better, a safer, a surer 
substance drawn from the earth, air, or sea than the two metals, gold and silver, called 
by all nations the precious metals, and they have been shown over and over again to 
be subject to the least variation of anything that has ever been used as a reliable 
medium of exchange. It is therefore not the precious metals, but the use and abuse 
of the credits based upon them. Why have all commercial nations in the long past 
and also to-day founded their credit system on gold and silver, and why are they 
strenuously piling them up in vast sums to-day? Simply for the sole purpose of 
establishing, as we should and must do, a permanent basis for a redeemable currency, 
and also for placing our credit system on an imperishable foundation. It cannot be 
too strongly impressed upon our minds the absolute necessity of at once getting our 
minds altogether removed from the impression that we must place our entire depend­
ence upon the credit of the Federal Government, as that credit can be impaired and 
has been impaired in times of stress in the not distant past. On the contrary, reliance 
must be placed on that basis that has been recognized as the only true and permanent 
one by all the commercial nations of the world from time immemorial up to the present. 
Let us therefore build our financial edifice as is proposed so that neither time nor 
circumstance can ever change or destroy.

The last meeting of a general monetary commission in which our Government took 
an active part, after long and wordy efforts discussing all sides of the question, returned 
to their respective countries, made a voluminous report, without in any practical way 
changing existing conditions at that time, nor has anything been done since, nor can 
anything be done only in the manner so frequently stated in this paper.

If we are to successfully carry out the purpose to establish our currency system on 
the imperishable foundation of the precious metals, from the knowledge at hand of 
the possible output of our mines, it will prove a difficult matter to supply the annual 
demand for additional circulation that a constantly increasing population and cumu­
lative industrial needs will require.

The present per capita stock of gold and silver in the United States is but $18.45* 
in gold and $8.16 in silver; a total of $26.61. This sum, having in view the proposed' 
change, is entirely inadequate. Viewing the matter as impartially as is possible 
under the circumstances, as has already been set forth, we can not safely arrive at 
any other conclusion that it is not possible that there can be a much greater output 
from the mines even with an increased demand, arising from a greater use of silver. 
Such demands will tend to bring a return of the value of silver bullion in the open 
market very near what it was in 1890, and thus avoid any necessity for changing the

E resent parity as in all probability the chief commercial nations in Europe, Asia, and 
outh America will be Jed, or rather compelled, to follow our example in order to keep 

in step with us. and to meet the new conditions their trade with us will require It 
may be a matter of surpr’se to you that the proposition is made that all the national 
banks of the country should at once become subscribers to the total amount of their 
individual capital, yet if the new organization is to be a perfect success, as many of 
the people as possible should become personally interested in it and in no other way 
could it be made speedily effective than through the tens of thousands of stockholders 
already directly associated in our present system, and it could be brought about
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without in the least creating any disturbance in our circulation, and thus permitting 
business to be carried on as usual.

The $684,378,075 remaining to be taken by the people—now bear in mind these 
millions in gold and silver are actually in their possession—which, under the condi­
tions named, they would respond to with their usual alacrity when assured of its su­
perior advantages as a profitable and permanent investment, which the direct super­
vision of the Government will give them abundant assurance.

To make quite clear the difference between our present system and the one proposed 
it is only necessary to state that our banking business and the business of the country 
is done chiefly on credit, and in the case of the national banks on the liabilities of the 
Government in the form of bonds and notes as its assets. In the new system the na­
tional banks will have the circulation based entirely on the use of the precious metals, 
gold and silver, and the depositor absolutely secured in the amount of his depocits. 
The advantage in favor of the proposed new method is so far beyond the present as 
to challenge comparison, and no arguments are needed in support of the logic of in­
contestable facts so clear that anyone at all familiar with financial matters will not 
fail to be convinced.

Another highly important factor that will be embodied in the proposed change is 
the special supervision to be exercised over loans that may be made for speculative 
purposes where the opportunity will present itself for checking and to a great extent 
keeping such operations within legitimate bounds by limiting such loans and demand­
ing such security and its amount as to make them almost prohibitive. Large opera­
tions that are proven to be strictly legitimate and for promoting great enterprises, 
where their successful prosecution will find their opportunity in the known magnitude 
of the vast sums at their command through the medium of the central national bank 
where all business involving the use of large sums of money can readily be secured, 
should be under the sole control of the central bank.

I desire to refer at this juncture to the danger that already menaces the country in 
permitting a few men now representing the gigantic financial interests now virtually 
controlling to also control the entire national banking system and particularly if the 
central national bank with a nominal capital and with only such supervisory control 
by the Government as is now the case it will be quite within the bounds of possibility 
for the interests to dictate for their own selfish purposes just what sums shall be loaned 
for what object and to whom.

In the November, 1908, issue of the Everybody’s Magazine on this subject I may 
be permitted to give a few figures, both startling in their amount and the multiplicity 
of their far-reaching influences and w^orld-wide connections, lhat a small coterie 
headed by the men who successfully organized the great steel and other trusts can 
dictate to the financial business ji st what shall and shall not be done. I may as 
well state what the magazine authoritatively published that the grand total aggre­
gates the sum of $10,268,582,000, made up as follows:
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Morgan’s own banks................................................................................. $1,000,000,000
Morgan’s banking interests...................................................................... 6. 133, 487, 000
Morgan’s affiliated companies.................................................................  2, 635, 095, 000
Morgan’s partners.....................................................................................  500, 000, 000

Total...............................................................................................  10,268,582,000
With such evidence as these figures present, is it any wonder that immediate steps 

should be taken by Congress to thwart the gigantic financial monster by at once 
passing a national banking act such as has been briefly outlined in this paper by 
giving the Government the direct control of the national currency and its finances?

In the face of these stupendous facts and figures here referred to and also in view 
of the fact that this monumental accumulation of capital in a few hands in a few short 
years, we can not but admit the economical necessity which the development of our 
vast commercial and industrial resources have made absolutely imperative for the 
requirement of large enterprises, and without such concentrated capital would be 
quite impossible. No argument appears to be needed to convince us that such 
accumulated capital should be placed in impartial hands to serve in promoting large 
and legitimate enterprises and irrespective of sections or of particular individuals.

No prophetic vision of the near future is claimed. Common observation as seen 
from present industrial conditions and constantly increasing demands for the means 
for promoting their development point unerringly to still greater concentration of 
capital as to make the figures named look grotesquely small in comparison, adding still 
further, if any other incentive is required, almost and in fact altogether compelling 
the Federal Government for the interests of all to assume directive control and thus 
insure its impartial disposition, that no set of individuals shall gain any special
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advantages as compared with the business requirements of the business public at 
large. It will be seen at a glance that not less than two billions should be the least 
sum with which to capitalize the new organization, with the provision that the capital 
shall be increased from time to time as rapidly as the increased business of the country 
may demand and placing the control of the contemplated system under the direct 
supervision of the General Government, as before stated, is imperatively necessary 
in order to fully conserve the business interests of the whole country, giving, as it 
will, the smaller banks outside of such financial centers as New York and Chicago 
and other large cities where capital is already gathered an opportunity to meet the 
demand of local interests without dictation of pressure from New York or any other 
point and at the same time share in the advantages that will inevitably grow out of 
their connection with the central bank as the result, and the necessity for reserve dis­
tricts in a large measure can thus be avoided.

Another feature of the contemplated change will b ° the practicability of establishing 
branches in all the principal business centers in Europe, Asia, Africa, and South and 
Central America, which has been the crying need of our people doing business in 
foreign countries and has been and is now a serious drawback m their money trans­
actions. Another feature which looms up largely with railway and all large cor­
porative interests is the fact that they have already borrowed abroad money to the 
amount of $6,500,000,000, on which $250,000,000 in gold is drawn annually in interest, 
making a continuous drain on our resources. This could be largely prevented when 
it will be quite possible to borrow large sums from the central bank and thus keep 
the interest as well as principal of such loans at home to add to the cumulative assets 
of the country.

It may be well to invite your attention to the fact that these large loans made abroad 
by our railroads and other corporate interests could not be secured at home at the 
time when required, as our capitalistic interests were widely scattered and it was only 
possible to secure large sums by turning to the Rothschilds whose great and concen­
trated holdings I have no doubt proved an object lesson to the late Mr. Morgan and 
his associates, and which has but lately, in the past 10 years, say, grown to such large 
proportions. I have only to cite a single instance, where the Morgan interests took 
over the entire municipal loan of New York City of $170,000,000 at the handsome 
figure of 96£, which was quite impossible a few years ago, because of our present sys­
tem. That there was or is any graft in the transaction we may not say, but we can 
have certain mental reservations as to the probability of it. This lesson is only a 
mere bagatelle that can be practically realized by the contemplated central national 
bank for the promotion of big ligitimate enterprises that will inevitably spring up in 
the development of our numerous and growing industries.

Now, let it be stated at this point that if present financial conditions are permitted 
to prevail, still larger aggregations of capital will be concentrated in the hands of a 
few big operators, which naturally follows, will be done in their own individual 
interests as in the case of Rothschilds and Morgan, with not the slightest consideration 
for the public welfare and only that profits may accrue to themselves alone. Knowing 
these facts as we should, what other possible course is advisable or possible to stem 
the rapidly and inevitably swelling tide of concentrated wealth unless the General 
Government is authorized to step in and take active and advisory control in this way 
to prevent our stored-up capital becoming misdirected and taken from its legitimate 
channels of usefulness for the good of the whole people.

To more emphatically emphasize the necessity for extending the proposed banking 
facilities in foreign countries, reference may profitably be made to the strong state­
ment uttered by the Hon. John Barrett, Director General of the Pan American Union, 
who states that there is not one banking institution south of the Isthmus of Panama 
which is in any way controlled by United States capital. Having in view the strik­
ing fact that our trade with the South American Republics, of exports and imports, 
amounts to the vast sum of $640,000,000, a like statement will also apply to our 
large foreign trade in Europe, Asia, Africa, and the islands, only with greater force, 
as our commerce in all the countries named runs into the billions.

In the proposed reorganization proper legislation should be enacted that will enable 
the central bank to establish agencies in every large city which our foreign trade may 
require. It is quite obvious that such agencies once established throughout the com­
mercial world will familiarize our coin-redeemable currency, with its absolute and 
permanent value, that in time will be accepted everywhere as our present gold cer­
tificates are to-day, as an always reliable medium of exchange the world over. At 
this time we can hardly realize the inestimable value that will attach to the knowledge 
that we will thus be enabled to lead the world in our commercial trade facilities m 
having a currency that can offer every advantage in facilitating business transactions 
with the least friction.

398 BANKING AND CTJBBENCY.

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



Another feature suggests itself in relation to foreign loans to Governments as well as 
to individuals, and that is all such loans, with their character and agreements and 
contracts, should be reported in detail to the State Department when occasions may 
arise in cases of failure to fulfill their conditions, that proper action can at once be 
taken as the Government will be a party in interest and can thus greatly limit the 
danger of loss.

What will also have an important bearing in the successful and safe operation of the 
central bank will be the organization of a double system of bank examination, one as 
a check against the other, without the possibility of collusion, and doing away entirely 
with local bank examiners as permanent residents of the State. A division of the cen­
tral bank having control and directing them at its discretion to such points as will be 
deemed safest and best for the work in hand, and no examiner should be permitted to 
visit any bank but once in any given year, and then to continue all in like manner, so 
that the danger.of collusion with the officers of the bank will be reduced to the 
minimum.

For the realization of placing these suggestions, which may or may not be deemed 
practical, much depends—in fact, it altogether depends—upon Congress as a body that 
may be safely depended upon to grasp the magnitude of the financial demand of the 
entire county as a whole and its stupendous growth in population and wealth, placing 
the benefits of all against the greed of the few.

Again, in alluding to the suggestion that all the national banks at present organized 
should at once unite and merge their entire capital, not only a part, but their entire 
capital, in the stock of the proposed central national bank, it has been asked with some 
show of reason what benefits will accrue therefrom. In reply it may be safely stated 
that it at once assures permanency in the entire system, the chief factor in all success­
ful monetary transactions, with the element of uncertainty almost if not entirely elimi­
nated, and again you are at the same time and at once placed upon the solid and 
enduring foundation based upon the use of the precious metals for our currency circu­
lation, which is at present in a very precarious condition, dependent alone upon the 
credit of the Federal Government, and also the fact that the Government, being the 
principal stockholder, the individual banks will share in its credit and without in the 
least affecting their individual interests, and at the same time it will add materially to 
their efficiency in the confidence every depositor will possess that their general super­
vision by the central bank will serve to secure the safe, conservative management, and 
thus the general welfare of all the people, directly and indirectly, will be subserved, 
ully illustrating that the benefit of the many will also accrue to the few.

Above and beyond all personal and combined money interests our public spirit, our 
patriotic pride and nationalism for the common weal, should impel us to rise above 
our selfish desires and unite to use all reasonable means in the effort to justify the 
hope that we should generously sacrifice self in some measure for the good of the whole, 
which in the final analysis includes the individual as well.

As a final word, it can only be said in defense of these earnest and sincere suggestions 
in this paper that many things may have been left unstated, as all human effort in 
any direction is lame and lamentably incomplete, yet taken as a whole it is an immense 
step to take for the betterment of our present wholly unsatisfactory monetary condi­
tion.

What follows has been suggested by the Aldrich and other plans as reported by the 
United States Monetary Commission, and also is a result of later information growing 
out of present conditions.

Since this paper was prepared over three years have elapsed, and in the meantime 
the present chairman of the United States Monetary Commission, after several years 
of very careful study of our financial condition, has presented two reports to the com­
mission for its consideration. In neither report has any special provision been made 
or suggested for the actual redemption in gold or silver coin of the notes of national 
banks, merely stating that 50 per cent of its demand liabilities shall be covered by 
gold or other lawful money; also that one-third in gold or other lawful money shall 
be provided for the redemption of the issues of currency, which in no way changes

Eresent conditions, thus leaving entirely out of the question the basic principle so 
•equently stated in this paper, that no notes or currency whatever shall be issued 

without an equal sum in gold or silver coin shall be at all times on deposit for their 
redemption. The omission is too glaring not to excite alarm, as the proposed legisla­
tion as suggested by the honorable gentleman places our whole financial system in a 
much worse muddle than ever before in our financial history.

If any change is made at all, it should be the main purpose to so simplify our bank­
ing system that no opportunity shall ever again occur to complicate or disturb the 
business of the country by an undue use of our credit in times of possible financial 
distress.
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The suggestions of the honorable gentleman, from my point of view, make confusion 
worse confounded.

Again, why should the Government take money from one pocket only to place it in 
another, with an added expense of 1 per cent as will be the case in disposing of the 
$730,000,000—new 3 per cent bonds in exchange for the twos now held by the 
national banks. Is it not quite practicable for the banks to dispose of their present 
holdings in the open market for gold and silver coin, which can easily be obtained, so 
that the question of bonds to secure circulation will be entirely eliminated and thus 
avoid any.further trouble? It can not too frequently be iterated and reiterated as to 
the absolute necessity once and for all time to come as long as our great Government 
has an existence among the nations of the earth, that our monetary system shall be 
permanently established on a specie basis. T̂ he credit of our Government and of 
the entire business community will have quite enough to do without making it possi­
ble to repeat the experience of the panics of 1837,1857,1873, and 1893, and indeed as 
late as 1907. The people must have short memories, indeed, not to sadly recall 
at least three of such fatal catastrophes. For the future I claim they can and must 
be avoided, and it is only a question of willingness on the part of Congress, moved by 
an unselfish and patriotic purpose to enact such legislation as will place us financially 
beyond the possibility of repeating the follies just referred to.

If the Government is to actively participate in the managemet of the central bank 
and indirectly in the affiliated banks, no tax should be required but for the purpose 
of guaranteeing the safety of the funds of all depositors in all of the national banks as 
has been clearly indicated previously in this paper.

As the Government is to share in the profits in proportion to the amount of capital 
invested therein no other tax could in justice be collected. State banks, trust com-

Eanies, and private banks should be prohibited from issuing currency as is now the 
iw.
Concerning the election of the directorate for the central bank as outlined by the 

report of the chairman of the commission, there can be no objection to choosing them 
from financial districts as already outlined in the annual report, page 101, of the 
Treasurer of the United States by dividing the country into six national bank districts, 
such districts to be finally in such number as may best serve the common interest. 
Such a number of directors to be chosen as will cover the entire country, say as many 
as there are States in the Union, and from that number should be chosen the nine 
members to constitute the executive board, including those to permanently represent 
the Government upon it, namely, the Secretary of the Treasury, the Comptroller of 
the Currency, and the Treasurer of the United States or their authorized representa­
tives, and it does not appear for any valid reason why the Secretary of Commerce 
and Labor should be a member of the executive board, as the interest of the entire 
country must be considered, which logically embraces the interest of Commerce and 
Labor and therefore not entitled to special recognition any more than others of the 
numerous interests that might just as reasonably receive special recognition. Again 
there should be but one permanent president of the executive board, and the Secre­
tary of the Treasury should be that person, as it is proposed that the Government 
interest shall at all times be paramount and in that ease should always hold the largest 
share of the stock in order also to prevent any undue influence in serving any special 
interest or section.

In regard to reserving certain authority by the whole board of directors not granted 
to the executive board it should be limited almost entirely to fixing the policy and 
methods of business from time to time as exigencies may arise demanding the atten­
tion of the entire body. In any event, there should be specified dates fixed for the 
meeting of the entire directorate, when matters pertaining to the general interest of 
all the national banks could be considered and acted upon. A number of suggestions 
have beea made as to the fairest method of choosing directors in order as much as 
possible to avoid favoring any particular section or special interest, and it is almost 
impossible to effect any arrangement that will not create more or less friction. It does 
not appear to be altogether fair to the banks to choose any person not directly connected 
with the banks as stockholders and directors, as it can not be thought that the banking 
.nterests in any section or community will not at all times consult the welfare of the 
business public in so far as furnishing funds for legitimate private and public enter­
prises. From a strictly business point of view no better plan could well be devised 
than to authorize the directors of all the national banks in each section to choose from 
their number those required by that section. In that manner they will fairly rep­
resent the business public, as it is reasonably certain men well and favorably known 
and of acknowledged ability and integrity will be chosen. The entire board of 
directors should be divided into three groups, the first to serve 3 years, the second 6 
years, and the third 10 years, all removable for cause. At the expiration of their
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respective terms the members found to be equipped for the duties of the 3-year group 
shall be eligible for election to the 6-year term and those of the second, or 6-year group, 
shall in like manner be eligible for election to the 10-year group. By this means the 
entire directorate will at all times be composed of men whose abilities have had the 
practical test of experience to fit them for the satisfactory performance of the various 
duties that will devolve upon them. As the Government will have the chief interest 
in the control of the central bank, the matter of proper compensation of the directors 
and other officers, as hereinbefore stated, commensurate with the work and respon­
sibilities attaching thereto will be the duty of Congress to fix, and especially so in 
the cases of the Secretary of the Treasury, Comptroller of the Currency, and Treasurer 
of the United States, whose salaries are already fixed for their present duties and should 
be increased in proportion to the new di ties and responsibilities to be assumed by 
them, governed to a great extent by the compensation received at present by the officers 
of our large banking institutions in our large business centers.

In view of the fact that it is contemplated that the depositor as well as the bill 
holder shall be absolutely secure, it does not appear why any special provision should 
be made as to the reserves to be held by the banks for any other purpose than that 
of supplying local business demands. That important matter should be left to the 
judgment of the executive board, which should be duly advised of such deposits 
in the chief financial centers of the country in order that the control and disposition 
of such deposits shall not serve the purpose of any special interest or locality without 
the knowledge of the executive board.

The question of emergency currency will thus be entirely avoided and its elasticity 
made possible by constantly shifting it to the different points of the country where 
required by current business demands, which as a rule, as at present, is done by 
calling upon the Treasurer of the United States for special transfer to be used for the 
movement of the crops and other interests—a custom that has prevailed for the past 
40 years or more to my personal knowledge—$50,000,000 to $150,000,000 covered into 
the Treasury yearly.

It may be again important to call attention to the powers and authority that 
Bhould be delegated to the executive board of the directorate. They ought not to 
be limited in cases where the vital financial interests of the country demand instant 
action in cases of possible crises which may be imminent and requiring instant atten­
tion where it would not be possible to secure the authority of the entire board. In 
short, full plenary powers should be vested in the executive board, for without them 
such a board would be practically useless, as the real purpose should be to conserve 
the best interests of the entire country with a view to checking the constant 
assaults of special interests, which, as we all are aware, are at all times working to secure 
special advantages.

There are a number of possible contingencies that will arise from time to time which 
will demand the constant and watchful care of the executive, who should at all times 
be prepared to meet them successfully.

This duty will appear to be the chief concern of the board to so use the deposits at 
their disposal as will serve the best interests of the country as a whole, seeing to it that 
such funds may be placed from time to time in the sections where the exigencies of 
business require them. An elastic currency will thus settle itself by the wise 
supervision of the executive board and the proper disposition of currency where and 
when required.

Too much can not be said in relation to vesting such general powers in the entire 
directorate and also to the executive board as will permit their going into such details 
in management as may from time to time arise without awaiting a specific grant of 
the Congress.

Again, all authority for the suspension of a bank for cause should be vested in the 
executive board alone, in order to avoid possible local antagonisms or jealousies. 
The act that bank examinations, which will be conducted as hereinbefore mentioned, 
should alone determine the necessity for closing the bank for such cause as the law 
and regulations growing out of them make it imperative and as the facts shall be re­
ported to the executive board by the examiners. If any bank should be closed for 
cause the entire settlement of its affairs should at once be assumed by the central 
bank and such bank should again be permitted to resume upon a proper reorganiza­
tion satisfactory to the central board and when it is found that local conditions re­
quire it.

In relation to the admission of State banks and trust companies as suggested in the 
Aldrich plan, they should be permitted to come into the system only by complying 
with requirements demanded by all of the membership subject also to the careful 
inspection of their assets and liabilities, as will be done in the case of all national
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banks coming into the organization. Such institutions would cease to be other than 
national banks.

The suggestion that savings institutions may be attached to the national banking 
system under certain regulations is manifestly unwise, as it would prove to be the means 
through which tranasctions not contemplated in the proposed reorganization of our 
monetary system and would inevitably lead to complications and temptations to 
irregular and unlawful operations favoring special interests that it is proposed to 
entirely avoid in the future.

The Government has already adopted a plan now in operation to encourage a class 
of our citizens in small savings. I refer to the postal deposit system, which could be 
very readily utilized by the central national bank to promote the rapidly increasing 
business of the country. Such being the case, it can not be seen why any further 
steps sho.uld be taken in that direction.

Some objection may reasonably be offered in failing to treat the matter of reorgan­
ization more in detail and also as to penalties to be enforced for failure in the proper 
and legitimate performances of the duties devolving upon the officers of the central 
national bank and those of the affiliated banks. The reason for the omission is that it 
is impossible to reach such a result only after the main features of the proposed legisla­
tion are in a fair way of adoption by your committee. In any event the present 
national bank act will enable the committee to formulate such details as the proposed 
legislation will require aided by the personal assistance of the Comptroller of the Cur­
rency, whose practical experience will go far toward correcting any defects which 
might affect the successful working of the act after its passage and approval.

The all important question of loans by the national and central banks with the 
character of collateral to be required has called forth comment even by prominent 
Wall Street operators, one of whom prefers the system mainly in daily use by European 
bankers of commercial paper arising out of the normal movement of goods from pro­
ducers to consumers. The practice is altogether right as compared with the use of 
stock exchange collateral in this country, yet other factors will enter into the busi­
ness of loaning money when we consider the immense volume that the complex affairs 
call forth, the transactions of which embrace not only our own but other countries do­
ing business with us, will compel the use of other securities, particularly when the ques­
tion of extended periods of time forms the chief factor. In such cases, and there are 
and will be tens of thousands of them covering the multifarious business of the entire 
country, the safeguarding of loans is a vital factor in conducting the vastly increased 
business of the new system, and for that reason the character of the collateral must 
be determined by the conditions requiring such loans.

In this connection the interest of 6,000,000 farmers whose annual production 
reaches $8,000,000,000 should by no means be overlooked, and, as has just been noted, 
provision should be made not alone in their special interest to make it possible to 
borrow from local national banks on longer time than is permitted in ordinary current 
commercial transactions and on such securities as farm realty and its products can 
safely furnish.

The question of guarding the interest of all depositors both great and small has 
already been discussed in this paper, and the plan suggested will effectually dispose 
of the danger of loss in case of a possible financial panic, so that the working man and 
woman as well as the capitalist will rest secure without the fear pressing upon them 
of the loss of their means.

The plan if adopted will be in the nature of an insurance for the safety of all de­
posits, as the depositor will have the positive assurance that proper and practical pro­
vision will be made to guard such funds beyond the peradventure of a doubt, as the 
danger of a panic will appear to be quite impossible under the new plan, as such a 
possibility can be in a large measure anticipated.

Gentlemen, we are come to the parting of the ways, and it devolves upon us which 
it shall be, whether to continue in the road that we have trav led during the past 
100 years, meeting with many pitfalls on the way by overreaching our credit far 
beyond the boundary line of safety and continually struggling under the incubus 
of a mixed and irredeemable currency with but slight provision for its final redemp­
tion and constantly menaced with almost the daily prospect of a financial panic, 
needing but the slightest unforeseen cause to bring dire disaster upon the entire 
country, destroying confidence and credit and involving the industries of every 
description, thus bringing distress and suffering to the doors of millions of innocent 
people and carrying its blighting influence far beyond the borders of our own country.

We surely ought to be in a condition at this time to profit by the sad experiences 
of the recent past and wisely and courageously take the road that invitingly points 
to assured safety that lias been outlined in this paper, weak as the effort may be and 
lacking in many respects perhaps the lucidity of language that should make the
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subject clear to the commonest understanding; yet, notwithstanding its many defects, 
it is to be hoped enough has been said to enable us to fully grasp its purpose and 
thus lead us on the solid ground upon which to establish an enduring foundation 
and upon which to build a permanent financial structure that will at all times and 
under every trying condition withstand the assaults of every monetary crisis that 
rash and unscrupulous operators may attempt to create for their own selfish ends.

The work thus briefly touched upon and outlined should be taken up at the earliest 
moment, because of its vital importance to the entire country, involving as it does its 
manifold interests, industrial and commercial, present and future.

Then why should not the present Congress take up the work with a full knowledge 
of its great responsibilities involving as it does the welfare of not only this, but of 
future generations.

As you are doubtless already familiar with them it is hardly necessary to invite 
your attention to hundreds of prominent business “men regardless of party affiliations 
all over the country and in the leading industries, and commerce, and noted students 
of finance, who are strongly urging Congress to take up and perfect a monetary system 
that shall endure and stand the test of time and experience and thus avoid the danger 
of possible monetary panics in the future.

Just here let me call your attention to certain statements made recently in the 
public prints and particularly the press of New York City, to the effect that over half 
a million of dollars have been subscribed by the banks there and elsewhere for the 
education of the public in spreading broadcast certain financial literature. We 
can not fail to draw the inference that the motive is not so much for the better under­
standing of the proposed legislation to conserve the interests of the public at large as 
to prejudice our minds in favor of a scheme that will still further bind us to the jug­
gernaut car of special interests. As a rule such, apparently, marvelous generosity 
does not emanate from the men of big business, without an unseen selfish purpose 
lying behind it. We should beware of the Greeks bringing gifts. Why delay the 
good work or wait for another financial cataclysm before being thus compelled to 
take active steps looking to the creation of a permanent currency system that will 
withstand the assaults of time and circumstance, but earnestly and manfully let the 
present Congress assume the duties and responsibilities confronting you and to whom 
the people of the country are looking hopefully and with confidence for prompt action 
in taking up this great work and giving to us a monetary system superior to any either 
in this or any other country, and that will excite the admiration of the world and that 
the lisping millions in their mothers’ arms and generations yet to come, may rise up 
and call you blest?

Money in circulation in United States coin.
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Nov. 1, 1909, gold coin.............................................................................. $598, 773,175
Standard silver dollars.......................................................................  74, 383, 857
Subsidiary silver................................................................................. 142, 324,038
Gold certificates.................................................................................. 795, 205, 489
Silver................................................................................................... 481, 794, 889
Gold coin held in Treasury for redemption of L. F. notes..............  150, 000, 000

Silver...................................................................................................  2,242,481,448
Gold.....................................................................................................  698,502,784

1, 543, 978, 664
See page 60, Secretary’s Annual Report for 1909.

Circulation Mar. 7, 1909.

IForm 1028.
Division of Loans and Currency:

Gold coin and silver...........................................................................  $609,988,359
Gold certificates..................................................................................  812, 642,179
Standard silver dollars.......................................................................  72,158,899
Silver certificates................................................................................ 471,411,392
Held for redemption L. T. notes....................................................... 150,000,000

Total................................................................................................  2,246,967,969
Silver coin............................................................................................  674,337,431

Gold coin.............................................................................................  1,572,630,538
Fluctuation in 4, reduction in circulation...............................................  24,165,353
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Amount available for investment in stock of Central National Bank on specie basis. 

Money in circulation in United States Mar. 1,1910.

COIN.
Gold coin and bullion in Treasury............................................................  $597, 798,938
Gold certificates.......................................................................................... 817, 628, 579
Standard silver dollars...............................................................................  72,801,345
Silver certificates........................................................................................ 479, 237,073
Subsidiary silver coin................................................................................  142,426,878
Held for redemption of L. T. notes, gold coin..........................................  150,000,000

2,259,892,813

Slock of gold coin and bullion in United States as per repor of the 1 reasurer of ihe 
United States, June SO, 1911

Estimated.................................................................................................  $1 753,196,722
Silver coin, standard silver dollars and subsidiary coin.......................  724 640, 731

Total gold and silver....................................................................  2, 477, 837„ 453

Held as follows:
In Treasury—

Gold bullion...............................................................................  124,278,584
Gold coin....................................................................................  1.039,622,600

In circulation..................................................................................... 589, 295, 538
In Treasury—

Standard silver dollars............................................................... 492, 587, 318
Subsidiary silver........................................................................  21,185,641

In circulation—
Standard silver dollars............................................................... 72. 446, 049
Subsidiary coin..........................................................................  138, 421, 723

Total........................................................................................  2,477,837,453

Total stock of currency in circulation June 30, 1911............................ 1, 029, 927, 661
Total of coin and bullion, June 30, 1911................................................  2, 477, 837,453

Excess of coin and bullion over circulation................................  1,447, 909, 792

Available for investment in stock of central national bank:
Gain since Mar. 1, 1909 ....................................................................  12, 924,844

Production of gold, calendar year 1908, estimated at.................... 94, 560,000
New material used in industrial arts...............................................  14, 754,945

79,805,055
Population, 87,496,000; about 90 cents per capita. Production of silver, $28,050,000, 

about $1.10 per capita.

Amount of gold coin and bullion and silver coin (standard silver dollars and subsidiary). 
[Silver available for capitalization for the formation of a central national bank of the United States.]

Gold coin and bullion..............................................................................  $1, 415,427, 517
Standard silver dollars............................................................................  552,038,418
Subsidiary silver......................................................................................  142,426, 878
Gold coin held in Treasury for redemption of legal-tender notes.........  150, 000,000

2, 259, 892, 813
Add present national-bank circulation based on United States bonds 

held as security....................................................................................  6C0,089,070

2, 919, 981, 883
Amount capital stock to be authorized.................................................  3,000,000,000
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Production of gold from United States mines in calendar year 1909 ..  $94,560,000
Used..........................................................................................................  14, 754, 945

Available gold coin......................................................................  79, 805,055
Available silver........................................................................................  20,000,000

99,805, 055

Consumption of gold and silver bars in manufacture and in the arts, from and including 
1880 to include 1908 (28 years).

Total............................................................................................................ $554,309,375
Deduct old material................................................................................... 105, 786,494

Total new gold................................................................................. 448,522,881
Yearly average in new gold......................................................................  16,018, 674

Silver used as stated for same time:
Total....................................................................................................  315,112,368
Deduct old material...........................................................................  37, 590,827

277,521,541
Yearly average in new silver...................................................................... 11, 254,013

Consumption of world of gold and silver for year 1908:
Gold.....................................................................................................  113,996,000
Silver...................................................................................................  49,122, 542

World coinage from and including 1873 to include 1908:
Gold.....................................................................................................  8,011,467,123
Silver...................................................................................................  5,177,695,596

Production of gold and silver from mines of the Untied States, year 190S:
G old ................................................................................................... 94,560,000
Industrial arts (new material)...........................................................  14, 754, 945

79, 805, 055
Silver..........................................................................................................  28, 050,000

(Thereupon, at 11.10 a. m ., the com m ittee adjourned to m eet
Tuesday, September 16, 1913, at 10 o’clock a. m.)

BANKING AND CURRENCY. 4 0 5

TUESDAY, SEPTEMBER 16, 1913.

Co m m itte e  on  B a n k in g  an d  Cu r r e n c y ,
U n it e d  Sta te s  Se n a t e ,

Washington, D. C.
The committee assembled at 10 o’clock a. m.
Present: Senators Owen (chairman), Reed, Pomerene, Shafroth, 

and Bristow.
The Ch a ir m a n . Prof. Sprague, we will be glad to have you give 

your views with regard to this matter now.
[Prof. Sprague appeared before the committee. His statement has 

been withheld and will be printed at a later date, at p. 497.]
The Ch a ir m a n . The committee will now take a recess until 2.30 

o’clock p. m.
(Thereupon, at 12.50 o’clock p. m., the committee took a recess 

until 2.30 o’clock p m.)
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AFTER RECESS.

The Ch a ir m a n . Mr. AlJing, while our committee is not fully repre­
sented at this time, we think we should avail ourselves of the time. 
Prof. Sprague, we would like to give Mr. Ailing an opportunity to be 
heard. This will not interfere with the examination of yourself at all, 
because the record will be kept straight. Mr. Ailing just had the 
< to be here, and we would like to hear him in reference to

Mr. Ailing, I wish you would give your full name and your banking 
connections to the stenographer.

Mr. A l l in g . My name is Newton D. Ailing, vice president of the 
National Nassau Bank, New York.

STATEMENT OF NEWTON D. ALLING, VICE PRESIDENT OF 
THE NATIONAL NASSAU BANK, NEW YORK CITY.

Mr. A l l in g . I particularly desire to speak regarding the method

frovided in this bill of carrying a reserve for the Federal reserve notes, 
consider it so vital that it seems to me that it overtops all other 

things in the bill that might be open to criticism.
Senator R e e d . What section are you referring to ?
Mr. A l l in g . Section 17. After providing for the issuing of Fed­

eral reserve notes, it says:
They shall be redeemed in gold or lawful money on demand at the Treasury Depart­

ment of the United States, in the city of Washington, D. C., or at any Federal reserve

Line 17, page 29, says:
Whenever any Federal reserve bank shall pay out or disburse Federal reserve notes 

issued to it as hereinbefore provided, it shall segregate in its own vaults and. shall 
carry to a special reserve account on its books gold or lawful money equal in amount 
to 33J per cent of the reserve notes so paid out by it, such reserve to be used for the 
redemption of said reserve notes as presented.

From my point of view, the reserve should be all gold. Besides 
that, the reserve should be a large quantity of gold and a certain 
quantity of notes issued against it, and the amount of notes to be 
increased and diminished as occasion demanded, but the quantity 
of the gold not to be increased or diminished excepting as conditions 
would allow us to h^ve more gold.

The Ch a ir m a n . Have you your remarks in writing ?
Mr. A l l in g . I have, Senator. I put them in writing because I 

thought I could give the matter in more concise form. It will take 
me about 15 minutes to read it, instead of taking up more time as I 
would if I attempted to say what I have to say as I go along.

The Ch a ir m a n . All right. Read it, Mr. Alling.
Mr. A l l in g . In the controversy which has been carried on during 

the past few years bearing on our present banking and currency 
system, and its necessary reform to meet modern conditions, two 
expressions are used which convey a wrong impression to the lay­
man. They are the “ mobilization of reserves” and what a currency 
should be “ based on.”

bank.
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Wliat is meant by the mobilization of reserves ? Literally, it should 
mean the massing of reserves of all banks in one, two, or more piles, 
to be used in places of danger, just as an army is used. But is that, 
what is intended by those who use the term? Are not our bank 
reserves pretty well mobilized now in New York, Chicago, and St. 
Louis, and is not that a source of danger instead of strength ?

What we want to mobilize is the power of gold. Gold is the corner­
stone of our credit, and we all know that there is not enough to go 
around if all, or even one-half, or a quarter of our people loose their 
confidence all at once. So what we want to do to strengthen our 
banking system, in simple terms, is to make $1 of gold do the work of 
$5 or $10 if necessary. And, in order to accomplish that, all of the 
gold in the country must be brought into one reservoir and a currency 
properly issued against it, which currency may be increased or di­
minished, as occasion demands. This currency would, of course, go 
into the bank reserves, and through its ability to expand and contract, 
would relieve the banking situation of that stringency and surplusage 
which occur at different periods. Instead of a hard and fast issue like 
our gold certificates are, we should have a gold currency which had 
some “ give” to it. Hence, “ mobilization of our reserves” is some­
what of a misnomer. What we need is a quickening of our gold 
supply.

The other term is what a proposed issue is “ based on.” A currency 
must be based on what it is redeemable in. No other suggestion is 
made than to make it redeemable in gold. The press announces that 
So-and-so proposed to base the currency on corn or wheat or what 
not. And that is a very misleading statement. A currency is based 
on what it is redeemable in, and in the case under consideration, that 
is gold.

The reserve held is only a certain proportion of the issue, to be sure; 
but that reserve is held to redeem any part of the issue which may be 
presented. And that issue stays in circulation because of the credit 
of the institution or Government which issues it. The amount, over 
and above the reserve held, may be invested in discounted notes, or 
loans, or bonds, or stocks, or wheat, or corn, or cotton, and the fact 
that all of these things may be realized on is due to the management 
of the institution which contributes to its credit or good will. When 
a man deposits in a bank which makes a specialty of loaning on cotton 
drafts, he does not say that his money deposited is based on cotton, 
but on the general credit of the bank and its good management.

I go thus at length into the use of these two terms because of the 
confusion which aiises from their use. When a Congressman sug­
gests or introduces a bill authorizing banks of issue to loan on corn 
or potatoes, the term is used by the press that he wants to “ base 
the currency” on corn or on potatoes, and the proletariat take it as 
m e a n i n g  t h a t  if they present such currency lor redemption they 
will get corn or potatoes.

In the study of the subject of cuirencv reserves and an endeavor 
to formulate a plan whereby our present financial system may be 
made to more readily accommodate itself to varying needs, it is 
essential to keep in mind three underlying facts on which I think we 
all agree. First, that gold is the standard of value, and our credit 
instruments, whether currency or otherwise, are all based on it and
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subject to ultimate redemption in it. Second, that the retention in 
the country of a substantial supply of gold at all times is necessary 
to support our credit. Third, that what gold is not needed or does 
not find employment will leave the country through the influence of 
a surplus money supply on interest and exchange rates. And the 
problem immediately presents itself, in view of the last statement, 
of how to so arrange our currency and banking system that we shall 
at all times have an adequate gold reserve. Such a system should 
be as nearly as possible automatic, and it can be made so through 
the regulation of the interest rate.

A cuirency system must be devised which will expand to meet 
the increased demand during certain seasons and during different 
periods of years. But it should always have a direct relation to its 
gold reserve, and whether the volume be large or small in propor­
tion to that reserve its tendency should be to conserve that reserve 
and not to dissipate it. I can only liken such a currency to a rubber 
band and the reserve to a bundle of papers within that band. If 
necessity demand the stretching of the band, it may be done, but the 
papers remain the same and the increasing tendency of the band to 
return to its original size as it is stretched further may be likened to 
the pressure which may be exerted by an increasing interest rate to 
bring the currency back to its original volume. This 'currency 
shomd be so devised that it represents gold and does not take the 
place of gold. I think that it is a universally recognized fact that 
any issue which is given power to do what gold can do does not 
increase the country's money supply, but simply liberates so much 
gold for export if there is not a sufficient demand for the increased 
issue. This is simply an application of Gresham's law, that an 
inferior circulating medium will drive out a superior one.

So notes will release gold by replacing it, ana the more secure they 
are made by, for instance, having them guaranteed by the Govern­
ment the more readily they will accomplish that, because they will 
be more acceptable.

Senator P o m e r e n e . That is, you would have these reserve notes 
guaranteed by the Government ?

Mr. A l l in g . N o . What I  mean to say there is that these notes, 
whatever notes are issued, the better they are the more secure they 
are, the more acceptable they are to people by being guaranteed by 
the Government, or anvthing like that, the more readily they will 
displace gold, because the people will accept them in place of gold.

Senator P o m e r e n e . Do I  understand from your remark that you 
approve the guaranteeing of these notes by the Government ?

Mr. A l l in g . I am not stating right here whether I do or not. I 
do; but this is part of the------

Senator P o m e r e n e . That answers the question.
Mr. A l l in g . This is part of the statement as to the facility with 

which acceptable currency will displace gold on account of its accept­
ability; and of course the guaranty of the Government makes it 
acceptable, unless it is so arranged and so connected with the gold 
reserve behind it that it represents gold instead of takes the place of 
gold.

Senator P o m e r e n e . It is always encouraging to me when I see 
that bankers differ on these subjects.
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Mr. A l l i n g .  I had just completed the statement regarding gold 
being replaced by notes.

So we should exercise the utmost care to be certain that any pro­
posed issue is going to represent gold instead of being a substitute for 
gold.

I may illustrate this by the gold certificates which represent gold. 
Let us presume that a currency is started with the same amount of 
notes outstanding as there is gold reserve behind it, just as our gold 
certificates have. The volume of notes could gradually be increased 
until the reserve was only 80 or 70 or even 50 per cent, the actual 
amount of gold reserve remaining the same, and it would be per­
fectly safe and sound, provided the country’s business required that 
increase.

This brings us to the currency requirements of any given country, 
our own in particular. In proportion to the business done a certain 
amount of the medium of exchange is needed; our citizens carry it in 
their pockets, business men in their tills, banks in their vaults, etc., 
and this amount, varying as it does in different seasons and years, is, 
of course, outstanding. Take the smallest amount which is outstand­
ing at any one time over a period of years and it is safe to say that 
amount will always be in circulation.

This is what the Germans in their Reichsbank call the “ Kontin­
gent, ” and it is considered as unnecessary to be covered by a coin 
reserve at any time; as, when the currency is reduced to that 
minimum volume, it will be at rock-bottom, for there would be such 
a scarcity of it for daily use and interest rates would be so high that 
none of it would be presented for redemption.

Hence it is perfectly safe to count on this amount being uncov­
ered by coin and invested all the time. Taking the currency scheme 
which we considered a moment ago------

Senator R e e d . What do you call that—the Kontingent ?
Mr. A l l i n g . In the Reichsbank they call it the Kontingent. I 

think that this is figured about $2 per capita. It was in 1873 or 
along there when the Reichsbank law was passed.

Taking the currency scheme which we considered a moment ago as 
an example, wherein the start was made with the same amount of 
currency outstanding as there was gold held in reserve, we have but 
to increase the amount of the currency, keeping the gold reserve the 
same until the amount of the excess currency over the reserve is equal 
to the amount of money which is always needed even at the lowest 
ebb, or the Kontingent; and we have the foundation of a scientific 
and sound currency.

That is, supposing our contingent currency should be, say, 300 
millions over and above the silver certificates that are out—those 
are practically always out— that would make about $700,000,000.

Senator R e e d . Y ou call them contingent?
Mr. A l l in g , I call them contingent. We could issue a gold cur­

rency, taking—well, we have about a billion gold certificates. Taking 
a billion, which belong to the gold certificate holders, and if this is 
paid into the Federal reserve banks, they could hold that billion, 
and then issue notes against it up to $1,300,000,000, making 700 
millions, which would make that contingent which I spoke of, of 
700, added to the 490 millions of silver certificates. Oi course, we
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should disregard the silver certificates, because they have nothing to 
do with it.

Senator P o m e r e n e . Your position is this: That with a given gold 
reserve you could issue practically an unlimited amount of currency, 
redeemable in gold, provided it was not in excess of the actual neeas 
of the country ?

Mr. A l l in g . I should say so; of course “ unlimited” means a 
whole lot.

Senator P o m e r e n e . I am expressing an extreme.
Mr. A l l in g . I mean in reasonable limits; yes.
Senator R e e d . In the figures that you just gave I got confused. 

You state that we could take our present gold reserve------
Mr. A l l in g . Well, gold certificates.
Senator R e e d . Which is something over $1,000,000,000; and we 

could issue, in addition to that the money which you call this con­
tingent; that is, the money that is in the pockets and the tills, and 
which you estimated to be at the present time—how much ? That 
is what I did not get.

Mr. A l l in g . I hardly meant that as an estimate, Senator. I 
simply took the amount of the silver certificates which are outstand­
ing and which we must necessarily take, since they are used as part 
of our contingent, because they are money. I think they amount to 
about $490,000,000. We will say 500 millions. So that with adding 
300 millions, it would be an excess issue of notes over the gold reserve, 
and it would make' 800 millions as a contingent. That would be about 
$8 per capita, I think.

Senator R e e d . Then, if I get you rightly, you think that with 
this gold reserve of a billion dollars we could issue a currency based 
upon it of a billion 800 million and be safe ?

Mr. A l l in g . Yes. You are including the gold certificates; yes.
Senator R e e d . Yes, including the gold certificates.
Mr. A l l in g . Yes, sir.
Senator P o m e r e n e . Let me ask you in that connection this ues- 

tion: If I understood you correctly, this so-called Kontingent in the 
Reichsbank was $2 per capita?

Mr. A l l in g . I understood that that was the figure in 1870 or 1872. 
I think that there are some gentlemen in the room who could say so 
if I am mistaken. I think it was $2 per capita at the time that the 
bill which authorized the Reichsbank was started.

Senator P o m e r e n e . What is ihe per capita circulation in Ger­
many?

Mr. A l l in g . I do not know that I could say.
Senator P o m e r e n e . The per capita circulation in America is 

about $34 now, is it not?
Mr. A l l in g . It is. I do not think that in Germany it is that 

much.
Senator P o m e r e n e . Assuming now that we had substantially this 

same financial system that they have in Germany, is there any 
reason why this contingent should be higher or lower than the con­
tingent in Germany?

Mr. A l l in g . Well, I  should say there was, because we use more 
money; that is all. The per capita is larger.

Prof. Sp r a g u e . There is one very obvious reason that the Reichs- 
Ibank was issuing no notes at that time under 100 marks. I think I
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am right in the denomination. They were all large denomination 
notes. Consequently, the total that would constantly be required 
was comparatively small.

Senator R e e d . The ordinary Dutchman never would have that 
much money.

Mr. A l l in g . The $2 per capita was the Kontingent of the Reichs- 
bank currency. For instance, they had silver currency ; how much 
I could not say; but they still have a silver currency there, and that 
would correspond to our silver certificates. So we add that on to $2.
Senator P o m e re n e . Is that a variable quantity?
Mr. A l l in g . Y ou mean the silver issue?
Senator P o m e r e n e . Yes.
Mr. A l l in g . I doubt it, because this paper naturally would stay in 

circulation.
Senator Sh a f r o t h . I have the figures showing the notes in cir­

culation in Germany as 1,735,110,000 marks. A mark is 20 cents.
Mr. A l l in g . That is, the Reichsbank and other banks as well.
Senator Sh a f r o t h . Yes; this is the total circulation. I think 

the German Empire has about 50,000,000 people. That would be 
37 marks per capita, or, divided into our money, it would make about 
$7. But I think it is more than that. I think it is $12.

Senator Sh a f r o t h . How much is a mark ?
Prof. Sp r a g u e . Twenty cents. There are 5 marks to a dollar.
Senator P o m e r e n e . I was trying to figure out in my own mind 

how much of this so-called contingent currency might be issued as 
against our gold.

Mr. A l l in g . I would not want to state that, because I do not think 
at the present time I could say offhand what it would be. It would 
have to be followed out.

Senator Sh a f r o t h . D o you not think that the bank circulation in 
the United States—-seven hundred and some odd millions of dollars—■ 
is all absorbed and necessary in order to comply with this contingent 
that you spoke of ?

Mr. A l l in g . Yes, sir; I think it is. And, further, you must rec­
ollect, gentlemen, that the figures that I have been giving in answer 
to questions are more or less examples, to show what I meant; and 
the figures are not to be taken as accurate.

The Ch a ir m a n . We understand that.
Mr. Alling. At the risk of repetition I will read.
It is only necessary to increase the volume of notes outstanding 

to meet the demand for more currency at different periods and 
accompany the increase with a slightly advancing interest rate, to 
have the most effective elastic currency possible, and always safe, 
because, as long as the country will absorb the increased issues and 
pay a stiffening i terest rate they will not be presented for redemp­
tion. As long as a note issue represents gold and does not take the 
place of gold, it will not drive gold out of the country.

If a banking house wishes to export gold it will, of course, have to 
draw currency from its bank and present it for redemption for the 
gold. But the withdrawal of the currency from circulation, if in 
any volume, will naturally shorten all banks’ reserves and stiffen the 
interest rate, thus protecting the gold reserve of the currency from 
further depletion, as there will be no profit in further shipment.

9328°—S. Doc. 232,63-1—v o l  1------27
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No more impressive example of the difference between a currency 
which represents gold and one which takes the place of gold could be 
cited than that of the Treasury notes which were issued under the 
so-called Sherman Act of July 14, 1890. That act provided for the 
monthly purchase of 4,500,000 ounces of silver and the payment 
therefor in Treasury notes which were redeemable in coin, either gold 
or silver. The bill remained in force three years, during which time 
$156,000,000 in notes were issued and $160,000,000 net in gold were 
exported from the country.

We now come to a comparison of such a currency issue as we have 
been considering with that authorized in the Federal reserve act. 
The currency issue to which I have drawn your attention is based in 
the beginning in a large proportionate reserve, and the volume of 
notes is increased and diminished as needed, without disturbing the 
reserve— like a rubber band will stretch out and return to its original 
size when released.

The currency proposed by the reserve act is to have a set reserve 
of 3 to 1, which is to be found as the currency is issued. The ques­
tion at once arises, Where will it be when not needed, and from 
whence will it be obtained when needed ? hat will be the differ­
ence between this method of carrying a reserve for your currency 
and the selfsame method which we have to-day for a reserve for our 
national-bank deposits which proves at times so impracticable ?

That is, if their deposits increase through loans they have to find 
an increased reserve, do they not? They always strike a period 
every so often when they can not do it.

No cash or money is going to lie idle for long. After the Federal 
reserve banks are established for a time their funds are going to be 
all employed. If we have not sufficient use for them here, gold 
will gradually go abroad until an equilibrium is established between 
the demand for funds and the supply. W hen that point is reached 
one of the Federal reserve banks will apply for a rediscount or a loan 
from the Federal reserve board, which will be granted. The bank 
will probably be close to its reserve limit. \\ here is its 33 J per cent 
reserve commg from for this new issue of notes ? Still more, is it not 
an anomaly to make an institution which is borrowing funds carry a 
reserve against those funds ?

The bill requires a reserve bank to carry this 33 J per cent reserve 
against notes issued in lawful money.

I understood from the reports in the papers that it had been changed 
to gold; but I see in the last reprints that it is still “ lawful money.” 
I presume that is right.

Senator Sh a f r o t h . I think it is “ lawful money.”
The Ch a ir m a n . That is, the last prints.
Mr. A l l in g . And this, I might say, still further weakens the cur­

rency issue. It will be a currency which takes the place of gold 
instead of representing gold. Every time the notes are presented for 
redemption gold will be demanded for shipment to Europe and the 
less desirable or baser part of the reserve, as economists put it, will 
be left; and the currency based on that remaining reserve will circu­
late freely, with the credit of the United States behind it, and will 
take the place of so much gold. After this operation of sorting gold 
out has proceeded for a few years, how much gold will have been 
exported and how much will be left ? The case will not be dissimilar
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to that of the Sherman Act of 1890, as cited before, and I trust we 
will not be required to pass through a period similar to that which 
succeeded the passage of that act.

Therefore, let us impress upon you, gentlemen, with the utmost 
force the necessity of making this currency redeemable in one metal 
or coin. Unless we do so we run all the risks of the ‘ ‘endless chain” 
of 1891, 1892, and 1893, when a note issue which was issuable for 
one metal and redeemable in another nearly brought this country to 
the verge of bankruptcy; and when you decide to make the reserve 
all gold, reverse the method proposed in this bill. That is, instead 
of finding your reserve as the notes are issued, start with the largest 
gold reserve you can accumulate with an equal amount of notes issued 
against it. Then you can increase the issue of notes without disturb­
ing or being disturbed about your reserve. I presume that these notes 
are to be counted as part of the lawful-money reserve which national 
banks are required to keep; but the bill does not so state.

Am I right on that ? I do not believe that banks are to carry these 
excepting by implication ?

Senator Sh a f r o t h . I think it is intended that they shall carry 
bank notes as lawful reserve.

Mr. A l l in g . I presume these are to be considered lawful reserve.
Senator Sh a f r o t h . I so understood it. I do not know that I can 

point to the exact section that describes that.
The C hairm an . These are the lawful reserves and it is not intended 

to include these notes.
Mr. A l l in g . That is before the act is in full operation ?
The Ch a ir m a n . It is not intended that these notes shall be included 

in the reserves.
Mr. A l l i n g .  It is not ?
The Ch a ir m a n . N o . I am speaking now of the original draft of 

the bill.
Senator S h a fr o t h .  What section have you there ?
Mr. A l l in g . I have bank reserves, under section 20:

Five-twelfths of such reserves shall consist of money which national banks may 
under existing law count as legal reserve—

That is regarding country banks.
Senator S h a fr o t h .  Y ou think that it ought to be made so that it 

can act as reserve ?
Mr. A l l i n g .  I should say so; yes. That is one method of making 

them effective.
Senator Sh a f r o t h . By both country banks and national banks?
Mr. A l l i n g .  I am not in favor of having national banks carry each 

other’s reserves; but these are an institution of the Government.
Senator R e e d . Do you think that the reserve should be either gold 

or issuance of paper, either one; or do you think that the reserve 
ought to be gold ?

Mr. A l l in g . There are two kinds of reserves that I am talking 
about. One is the reserve which ordinary banks carry against their 
deposits. But this paper is not leveled at that.

The Ch a ir m a n . Mr. Alling’s point is exemplified by the Bank of 
England, which has in its treasury department an absolute gold 
reserve outside of a limited amount against the notes, and in the 
banking department almost entirely the reserves are notes.
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Mr. A l l i n g .  Yes; the Bank of England carries its own notes.
Senator P o m e re n e . Y o u  would have this reserve fund gold 

entirely ?
Mr. A l l i n g .  Yes, sir; for the notes.
Senator P o m e re n e . Of what amount ?
Mr. A l l i n g .  If you will permit me, I will just read a little further, 

Senator, and it will cover that.
Senator S h a fr o t h .  The reserve you have been speaking of recently 

has been the reserve which is to be held and kept by the banks for 
their depositors ?

Mr. A l l i n g .  Yes, sir. I  presume these notes are to be accounted 
as part of the lawful money reserve which the national banks will be 
required to keep, but the bill does not so state.

Senator R e e d . If you put in the words “ deposits reserve/’ it 
would make it clearer; ana I suggest, as that will be printed, you just 
put it in.

Mr. A l l i n g .  I have it “ national banks” here.
Senator S h a fr o t h .  Reserves for their deposits.
Mr. A l l i n g ?  I have said here:
Lawful money reserve which national banks are required to keep.
Senator S h a fr o t h .  For their depositors.
Mr. A l l i n g .  National banks as distinguished from Federal re­

serve banks.
Senator P o m e re n e . You mean with the member banks under 

this bill ?
Mr. A l l i n g .  Yes, sir.
Senator P o m e r e n e . Would it not make it clearer if you would say 

“ member banks” ?
Mr. A l l i n g .  Yes, sir; it would. The word “ member,” I  think, 

has been put in the bill only recently. I notice quite a number of 
places where it is put in in place of some other term.

Senator P o m e r e n e . We will understand it, anyhow. It is more 
clear than what you have there.
Mr. A lling. At any rate, they should be so authorized to be effec­

tive as an elastic currency, and also to offset the withdrawing of 
$550,000,000 from active use in national-bank reserves, which would 
be occasioned by their contributions to the capital stock of the 
Federal banks and their reserve deposits with such banks. It will be 
necessary for the banks to borrow this money back at once from the 
Federal reserve banks to prevent a serious monetary stringency.

Let me state here that this $550,000,000 which I have taken is from 
some statement which was supplied by some official in Washington, 
and I can not, right now, tell who. But the result is the same, 
whether it is $550,000,000 or $850,000,000. Supposing the reserve 
banks are all started inside of a week; $550,000,000 would be paid 
to them, provided all the national banks became member banks, and 
5 per cent of their total individual deposits. It would bring it up to 
about 5 per cent. That would be in the neighborhood of $450,000,000. 
Of course, I am leaving out bank deposits, because we do not know

1‘ust what the report of the national banks would show in the way of 
>ank deposits, due to other national banks, after the bill is in effect.

It win be necessary for the banks to borrow this money back at 
once from the Federal reserve banks to prevent a serious monetary 
stringency. You probably all realize wnat effect withdrawing half
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that sum from our circulation would have. Here also can be seen 
illustrated my contention regarding the method of carrying a reserve 
for the Federal reserve notes.

The Federal reserve banks will have paid into them, capital, about 
$100,000,000; deposits, say, $450,000,000. It will be necessary for 
the national banks to borrow this back at once to prevent a serious 
stringency. But the Federal reserve banks must hold $150,000,000 
reserve against their deposits which they can not loan back. Now, 
they apply for an issue of Federal reserve notes, but where are they 
going to get their reserve gold from ? They probably could at first 
exchange their reserve notes for gold with the national banks. But 
that could not be relied upon at all times. The scheme proposed by 
the committee of bankers would be a decided improvement over that 
in the bill. That is, 40 per cent reserve, with a sliding scale of an 
increasing interest rate down to 33 J per cent reserve, as against a flat 
reserve of 331 per cent in the act. But I do not believe that that 
would go far enough.

The way to accomplish our purpose would be to make the pay­
ments on account of the capital stock of the Federal banks in gold, 
also the initial or first deposits of reserve money in gold, and this 
would give us the sum above mentioned, $550,000,000 in gold. A 
like amount of the reserve notes should be prepared in advance and 
immediately put in circulation by loaning them back to the banks, 
in order not to cause a monetary stringency. Then we would have 
the first condition required in our ideal or scientific currency pre­
viously described; that is, an equal amount of gold reserve and 
notes outstanding.

Senator R e e d . Y ou seem to take the view that it is pretty good 
money if you have a gold dollar in your vault, and your vault locked, 
and a gold certificate out for it. That makes pretty good money?

Mr. A l l in g . It makes excellent money ; but it is very inelastic.
Senator R e e d . Some of the bankers said that that was not money 

at all; it was warehouse certificates.
Mr. A l l in g . That is a figure o f speech.
Senator R e e d . I think so, too.
Mr. A l l in g . I think they consider it money when they go out and 

look at it in the teller's cage.
Five hundred and fifty million dollars gold reserve and $550,000,000 

in notes outstanding. The notes which I propose to issue against 
$550,000,000 may be held as reserve by the Federal reserve banks 
against their deposits, for they will require $150,000,000 for a 3-to-l 
reserve against their demand liabilities. At this proposal most 
economists and students of finance are going to throw up their hands. 
But why not ? They will be equivalent to gold certificates, will they 
not?

Senator R e e d . D o you propose to keep that gold locked in those 
vaults ?

M r. A l l in g . A s a reserve fund; yes, sir.
Senator R e e d . And redeem those notes ?
Mr. A l l in g . Yes.
Prof. Sp r a g u e . May I inquire about how the deposits of these 

banks will be protected if you use up the $550,000,000 which the 
banks deposit as reserve for $550,000,000 notes ?
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Mr. A l l in g . Y ou would carry the reserve notes just as the Bank 
of England does.

Prof. Sp r a g u e . Yes, but you have lent them to the banks, and 
you still owe the banks $550,000,000; and you have taken their 
reserve mojiey and sequestrated it------

Mr. A l l in g . I do not necessarily mean they would loan all that 
back, but what I meant was to loan enough back in order to correct 
the stringency which would oc^ur, owing to the payment of this 
money by reserve banks.

Perhaps if I go on in my paper it will make it a little clearer.
Moreover, this plan contemplates a somewhat larger gold reserve 

against the notes than the act does, so that the ultimate result will be 
a larger average reserve for the notes and deposits.

That is, the bill now orders them to carry 33J per cent reserve 
against all demand liabilities, notes, and deposits. By this method 
we should have at this time, after issuing $550,000,000 reserve notes 
against $550,000,000 of gold, 100 per cent against our notes; and 
counting the $550,000,000 against the notes and deposits both you 
would have 50 per cent. Does that answer your question, Professor ?

Prof. Sp r a g u e . N o ; because you have exactly the same amount 
without that provision in the law. The question narrows itself down 
to this: Is the management of the reserve bank going to fritter away 
all of its resources, in ordinary times and go down to a 33 J per cent 
basis so it will have nothing available for emergency, or is it not? 
And if it is going to do that, then the thing is mismanaged; and 
similarly, it would be the case if you put a 50 per cent requirement in 
the bill. If you assume that they are going to get down as our ordi­
nary profit-making banks do, in ordinary times, to the bare limits of 
the minimum requirement, they will have nothing left for emergen­
cies. I suppose it occurred to no one that these reserve banks would 
in ordinary times get down to this minimum. There is a similar 
arrangement in connection with the Reichsbank, and only once in 
30 years have they come anywhere near the limit of 33J.

Mr. A l l in g . They have never come very close to it, I  think.
Prof. Sp r a g u e . They did once, in 1906.
Senator R e e d . In this way at least you would accumulate 

$550,000,000 more of gold, and you would get it locked up, which 
which would not be a hard thing, would it ?

Mr. A l l in g . Not to my mind. My method of looking at it, of 
course—and in judging a thing like that it depends a good deal on a 
man’s method of looking at it, on his point of view. It is a good deal 
like a picture. It depends a good deal on your imagination how much 
you can see in the picture and how much you do not see. Different 
people’s imaginations lead them to see different things in different 
ways.

I will continue my paper a little further. It still carries this 
question a little further, and I think makes the subject open to dif­
ferent comments anyway.

The reserve for the notes should be kept entirely separate and 
distinct from the reserves held for the deposits in the Federal reserve 
banks.

That is, it would make the reserve to be held against the notes 
always secure against whatever might happen to the Federal reserve 
banks.
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In fact, the note reserve should be held by the Federal reserve 
agent as an agent of the Federal reserve board, and ultimately of 
the Government, just as he is to hold the securities which are pledged 
with the Federal reserve board. This would make the reserve 
always secure against the vicissitudes of the Federal reserve banks.

I have never believed that the responsibility for or issuing power 
of currency should rest with the same institution which accepts 
deposits, and especially reserve deposits from banks. The inherent 
weakness of such a plan, though it is generally preached to-day, is 
obvious to anyone who will contemplate quietly the effect which 
this dual responsibility will have on any bank. During a severe 
financial crisis a bank which issues notes and accepts reserve deposits 
from other banks is subject to a double strain. Its cash reserve 
being drawn upon by banks that are endeavoring to replenish their 
ow~n reserves and perhaps demanding gold and at the same time 
notes may be presented and gold demanded for export.

Mr. Conant, speaking of the Bank of England, and its experience 
during the panic of 1847, says:

Both, sides in the discussion of the bill when it was pending in Parliament seemed 
to have made the incredible blunder of overlooking the fact that gold could be 
obtained by the presentation of checks. * * * The bank, therefore, saw its 
bullion decreasing on the one hand and its banking reserve decreasing on the other 
hand, while gold and notes poured out of the banking department.

To return to our suggestion regarding the issuing of reserve notes: 
The point I wish to illustrate is that we would have $550,000,000 in 
notes outstanding, based on a 100 per cent gold reserve, an increase 
of $100,000,000 in the issue of notes would only reduce our gold 
reserve to 84 per cent, and by a judicious exchange of the Federal 
reserve notes for gold with the banks, provided the banks can carry 
the notes as reserve money, the Federal reserve banks can eventually 
have a gold fund of nearly one and a half billion dollars against 
which an issue of $2,000,000,000 in notes will provide an increase of 
$500,000,000 in circulating medium and a gold reserve at that extreme 
figure of 75 per cent.

The United States notes should be included in this scheme and called 
in, and the gold reserves held against them added to the general pile. 
The national bank notes, according to the terms of the bill, could 
also be absorbed into the general issue if thought advisable, though 
I do not personally believe it should be done, as it would result in 
adding that much reserve money to our circulation, which would 
cause inflation. The bank note circulation should be limited to the 
present issue, or $750,000,000, and gradually converted into small 
denominations—ones, twos, and fives, thus giving national banks the 
opportunity to increase and diminish the supply of small bills, just 
as they please, which would be a tremendous advantage. This 
would eliminate the uncertainty about the United States bonds now 
owned by national banks and remove that much cause for alarm. 
Thus, with the silver certificates and bank notes, we would have 
about $1,200,000,000, which would always be in circulation. This 
is besides the gold.

Senator Reed, I think, asked a question in reference to that when 
I was talking about the silver certificates outstanding. He men­
tioned the bank notes which were also outstanding.
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It is now only necessary to increase and diminish the volume of 
Federal reserve notes to meet the varying demands of business, 
starting with a very low rate for the first 100 million of reserve 
notes and raising tne rates for every additional issue or raising it 
any time to prevent exports if the Federal reserve board deemed it 
necessary. Then we would have a scientific gold currency with 
sufficient elasticity to it to take up the most aggravated shock which 
our banking and commercial interests might experience, besides 
being always ready to accommodate itself to the rise and fall of our 
seasonal requirements. And why should we not have some such 
mechanism as this to increase and facilitate, with perfect safety, the 
usefulness of the stock of gold which circumstances allow us to accu­
mulate ? Gold is the measure of value in this country, and it meas­
ures values in a comparative way, depending upon the relation which 
its supply has to the demand for it as a circulating medium and as a 
basis for the vast credits of our country. We all know that demand 
varies. Who believes that the gold stored away by nature and 
reclaimed by man possesses always that fine balance which would 
make the amount in hand always requisite for the work which it has 
to do?

Then it is our duty to devise a scheme of currency which shall 
represent gold with all its power and which shall possess the attri­
butes of enlarging and diminishing its scope whenever necessary.

Senator R e e d . That embraces the point I thought to elaborate 
with another witness, and which perhaps is best expressed in the bill 
which Senator Shafroth introduced, independent of this general bill, 
which was to retire the gold certificates as fast as they come in and 
can be gathered up and issue in lieu of them $2 for each one of gold 
and to treat all other moneys, greenbacks and bank notes, in the 
same way, so that the Government would have a 50 per cent reserve—  
assuming the Government does this. And the question was asked 
then whether if 33 per cent would constitute a reasonably safe gold 
reserve and we had a 50 per cent reserve we could not increase the 
circulation of the country in times of necessity by issuing more 
money down to the point of 33 per cent. It embraces the same idea 
that you have; that is, of a fixed gold reserve.

Mr. A l l in g . Yes, sir; a fixed gold reserve, but the circulation 
not fixed. Under that bill the circulation would be fixed 2 for 1.

Senator R e e d . I said to issue more money if necessary down to a 
point where the reserve would only be 33 per cent. It embraces the 
same idea that you have expressed, so far as that one feature is con­
cerned—the fixed reserve.

Mr. A l l in g . Yes, sir.
Senator R e e d . N o w , I want to ask you if you deem such a plan as 

that practicable?
Mr. A l l in g . I deem it practicable, if you will organize such a 

method of getting the increased currency into circulation in such a 
way that it will only go into circulation when needed and be retired 
when not needed.

Senator R e e d . Let me spend a minute with you on this. The 
outlines of this bill I will state as accurately as I can. The proposi­
tion was for the Government of the United States as rapidly as gold 
certificates came into the Treasury, to take that one certificate and 
issue $2 for $1 against it.

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



BANKING AND CUKRENCY. 419

Mr. A l l i n g .  That would make a United States note out of it, with 
a reserve.

Senator R e e d . Back of which would be a 50 per cent reserve, and to 
treat all the other moneys of the Government similarly, using whatever 
other gold we had to fortify this reserve, so that at the end of the work­
ing out of the plan we would have a currency back of which was a 50 
per cent gold reserve; that then in the event more money was 
needed the banks could bring to the Government suitable securities—  
we will not stop to haggle about what they might be—and that the 
Government would then receive those securities and continue to use 
paper money having now back of the paper money the gold reserve 
and the securities, and that it would continue or might continue that 
process until they had reached a point where the gold reserve equaled 
one-third instead of 50 per cent. Would such a plan as that, in your 
judgment, be a workable plan?

Mr. A l l in g . I think your reserve is too low, to start with. If you 
reduced it to 50 per cent first, as a permanent currency.

Senator R e e d . Well, let us assume that we would make it-------
Mr. A l l in g . Seventy-five per cent.
Senator R e e d . Say 75 per cent.
Mr. A l l in g . After you pass 75 you only loan it to banks as they 

are willing to borrow it and pay a substantial interest rate for it ?
Senator R e e d . Yes.
Mr. A l l i n g .  If such a mechanism should be devised it would be 

perfectly workable. It would not be any different from a central 
bank loaning money, except that the Government would be doin  ̂it.

Senator R e e d . Except that the Government retains the complete 
and absolute control. That would be perfectly safe, in your judg­
ment?

Mr. A l l i n g .  I should say so. I do not see why not. That all 
depends, of course, on the detail as to the security that is taken; 
but we will leave that out of it.

Senator R e e d . We will assume that the Government receives as 
good securities, as carefully safeguarded, as the banks would receive 
under a scheme whereby the banks perform this function.

Mr. A l l in g . As long as the control of the interest rate was held, 
as long as the interest rate was increased at the proper period, I do 
not see that it would be any different from a central bank. A  Gov­
ernment bank, in simple terms, simply holds a large reserve and 
issues notes against it. Of course it has deposits on the side, but the 
issuing part of it is that it issues notes against the reserve and dimin­
ishes or increases the amount of the notes outstanding, and of course 
decreases the percentage of reserve at the same time. That is the 
foundation of a central bank, in my opinion.

Senator R e e d . This plan which you suggest differs radically from 
the provisions of the Aldrich-Vreeland bill, as I understand it ?

Mr. A l l in g . Oh, yes.
Senator R e e d . The Aldrich-Vreeland bill’s check upon the amount 

of currency to be issued is that the longer the currency is out the 
higher the interest mounts ?

Mr. A l l i n g .  Yes.
Senator R e e d . Whereas, in this plan of yours, your first issue of 

currency, no matter how it would be issued, unlimited in time and
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at a low rate of interest, the second issue of currency would be un­
limited in time and at a higher charge to the banks, so that the inter­
est is fixed upon the volume of currency which is out rather than by 
the time that it is out. There is that radical difference. Do you 
think that is a better plan ?

Mr. A l l in g . Yes, sir; that is, provided the hands of the central 
authority or reserve board are not tied too tight and they are allowed 
to increase the interest rate sooner, if they see fit. It has got to be 
left to some one’s judgment.

Senator R e e d . I understand.
Mr. A l l in g . I do not know that it can be arbitrarily fixed. I do 

not think that they can.
Senator R e e d . But assuming it has a sensible management—I will 

not say the wisest or the most foolish, but an ordinary prudent man­
agement—do you think that would be a practicable scheme ?

Mr. A l l in g . I should think it would.
Senator R e e d . I have got an indorsement for your bill now, Sen­

ator Shafroth.
Senator Sh a f r o t h . I am glad to hear it.
Senator R e e d . I want to pursue this further. I am interested in 

your paper, Mr. Alling. I want to get whatever additional light I 
can from it. You spoke about keeping the gold in the country. I do 
not know that I fully caught your thought on that. Of course we 
will assume, now, for the sake of illustration, that we have $1,000,- 
000,000 of gold and we issue against it $2,000,000,000 of paper money, 
and that constitutes the currency. The $1,000,000,000 of gold is 
locked up; but of course every man having one of these paper dollars 
can come and demand it at any time. How are you going to prevent 
that ? How are you going to Keep the banks ?

Mr. A l l in g . I i there is too much of such money in circulation, you 
could not prevent its being demanded and exported.

Senator R e e d . That is to sav, if there was $2,000,000,000 of cur­
rency out and $1,000,000,000 of reserve, and your $2,000,000,000 was 
too great an amount to be all employed in the business of the country, 
then the banks would take that money, of which there was a surplus; 
the banks would accumulate $1,000,000 of it. You would go down 
to the Treasurer and get $1,000,000 of gold, and because money was 
bringing a higher and better rate in England than it was here you 
would ship that gold over there. Is that the idea ?

Mr. A l l in g . That is the idea. I  only want to correct you in that 
the bank would not do that. The private banks would do the ship­
ping. Of course that is only a matter of custom.

Senator R e e d . Some kind of a money changer, whether he is a 
banker or a private individual.

Mr. A l l in g . But the thing of it is, does the interest rate affect that 
in the end, ultimately ?

Senator R e e d . T o make this method practicable, then, this gold 
reserve would make the reserve higher. It would make the margin 
of danger less; and, second, when you issued money in excess of the 
gold, particularly if the banks came in with their securities and 
wanted an additional currency, you would make your rate so high 
that they could not afford to take that money at all unless they in 
turn were able to charge a rate high enough, so that they could do 
business ?
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Mr. A l l in g . Yes, sir.
Senator R e e d . D o you think that would be effective at all times ?
Mr. A l l in g . Why, through periods of years it would, yes; but it 

might not be effective at one particular time. There might be one 
particular time when money was so badly needed in Europe, when the 
demands of trade were so heavy that it would be necessary to export 
some gold; but through a long period of years and under general 
conditions the higher interest rate will protect the gold reserve.

Senator R e e d . But will it do it in the hour of emergency ? That 
is the trouble with the present banking system that is in effect to-day.

Mr. A l l in g . In the hour of emergency the interest rate is usually 
pretty high.

Senator R e e d . Y ou really think, if I  get you rightly, that it would 
be better if we had this currency or money issued by some power 
other than the bank itself ?

Mr. A l l in g . That is my belief; yes.
Senator R e e d . In other words, if I get you now------
Mr. A l l in g . I am not speaking for the bankers generally, of course.
Senator R e e d . N o ; I  want to get your own opinion. I  have had 

some of these concrete opinions, and I do not know how much they 
represent the caucus and I do not know how much they represent 
the man's own judgment. I want to get your judgment. I feel 
now that with my usual adroitness I have gotten the Senator from 
Kansas half on my side, just by saying ‘ ‘caucus.” [Laughter.]

I take it—indeed, I think you made it very clear—that you think 
if a bank receives deposits, loans money, and does a general bank­
ing business, and does not do anything else, and an entirely separate 
instrumentality, whether it is governmental or banking, is charged 
with the duty of keeping a proper gold reserve and with the super­
vision of the issuance of the money, when the bank's credit may 
become doubtful, that still does not under those circumstances, 
affect the circulation of the currency at all? That is a somewhat 
involved question.

Mr. A l l in g . Yes; but as I understand it you mean the circulation 
of currency issued by what ?

Senator R e e d . A separate institution. You did not quite catch 
what I said.

Mr. A l l in g . N o .
Senator R e e d . If the Government issued all the money and was 

charged with maintaining the gold reserve, and did it rightly, all 
the banks in the country might go to smash and still the money 
would be good ?

Mr. A l l in g . Why, certainly.
Senator R e e d . Yes. But if you put the issuing of the money and 

the maintenance of the gold reserve in the banks, and with also the 
banking powers and privileges, and your belief in the banks became 
impaired, if credit became shaken in the country, if we had one of 
these financial chills, it would be likely to shake the faith of the 
people not only in the solvency of the banks, so far as paying out to 
their depositors is concerned-, but it would shake the faith of the 
people in the money itself ?

Mr. A l l in g . Well, under certain circumstances I should say it 
would shake the confidence of the board of governors of the bank. 
For instance, let us put it in a concrete form, and we can understand
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it. If a bank is carrying 300 millions in reserve deposits of the banks 
of the country, and at the same time it has issued one billion in 
notes, and against that it is carrying one reserve as provided in this 
bill, and there comes a period like in 1907, when banks, in Indiana 
and everywhere else, and in New York State outside of the city limits, 
wanted to use some money in their own banks for two reasons—one, 
they preferred to have it because their community might want it and 
they wanted to take care of their depositors—and they began to draw 
their reserve money out of the bank: Supposing they drew 200 mil­
lions. out of it. There is 200 millions of the gold reserve gone. Just 
as I cited the quotation there, the governors of the bank sit there 
and see their bank reserve going down and at the same time they 
see the reserve of their notes going down.

Senator R e e d . So you think that the reserve back of the notes 
ought to be kept over there under that book [indicating], which I 
will use for the sake of illustration, and the reserves that are back 
of the deposits ought to be kept over there under that book ?

Mr. A l l in g . I do.
Senator R e e d . And the more completely separated those two 

places are, the better for both ?
M r. A l l in g . That is m y  belief.
Senator R e e d . Would it not be your judgment, when it comes to 

issuing money—to issuing this money and conserving this gold 
reserve—that the Government of the United States better estamish 
an agency for that and let the banks go on and conduct the ordinary 
business of banking ?

Mr. A l l in g . I should say so, if we could get the proper machinery 
for allowing the increased issue to go into circulation. By proper 
machinery I mean not only care as to the investments, but care as 
to issuing, so as not to issue too much.

Senator R e e d . Very well. Suppose that we go back a moment 
to this present plan, to get a starting point. Under the system that 
is proposed in this bill we have under consideration—ii I do not 
weary you.

Mr. A l l in g . You are not wearying me, if it is in the plan of the 
committee. I understood that I was not to occupy too much time.

Senator R e e d . Y ou are an interesting sort of a fellow to m e. I  
like a red-headed m an, anyhow. I  really mean that in a compli­
m entary w ay, even though m y compliment is poorly stated.

The proposed bill, if carried out, would cause 12 regional banks to 
be put m operation. Let us discuss one of them.

Am I interfering with some plan that you have, Mr. Chairman ?
The Ch a ir m a n . N o, sir.
Senator R e e d . We are organizing one of those regional banks. 

The first thing we put in is an amount equal to 10 per cent of the 
capitalization of the member banks, and let us say that it amounts 
to $5,000,000. That much money we have got. The next step is 
5 per cent of the deposits of the member banks. That is right, is 
it not ?

Mr. A l l in g . Yes, sir.
Senator R e e d . The deposits of the member banks are to be capi­

talized at about 8 to 1. Is that correct, approximately?
Mr. A l l in g . I think it is. I do not know just what was stated.
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Senator Sh a f r o t h . That is the amount Mr. Forgan said.
Mr. A l l in g . I guess it is right, then.
Senator R e e d . So that you will put into the member bank a sum 

equal to one-twentieth of the deposit—$5 on the $100?
Mr. A l l in g . Yes, sir.
Senator R e e d . And the deposits are eight times as great as the 

capitalization. That is correct, I think. So that you have a re­
serve, now, carried into your central bank, which is in the aggregate 
only about 6 per cent of the total deposits with these member banks. 
That is about where you landed, is it not ?

Mr. A l l in g . I do not know as I have figured it out just that way. 
You mean that the capital of the Federal reserve bank plus the 
reserve deposited with it will only be 6 per cent of the total deposits 
of that particular region of which it is a reserve bank?

Senator R e e d . Yes, sir. My figures may be wrong; I  am just 
figuring here in my mind.

Mr. A l l in g . I should say it would be a lot larger, but I never 
figured that out. I think it would be more than that.

Senator R e e d . H ow  much more ?
Mr. A l l in g . Of course, we are taking an arbitrary statement of 

8 to 1 that has no meaning in it whatever, any more than the fact 
that it may be so all over the United States. The total figures of all 
the national banks may be eight of deposits to one of capital; but it 
has no meaning; it only happens to be so; that is all.

Senator R e e d . But taking the average as it exists to-day, it is 
likely to be approximately the average for other times. There is 
about $8 of deposits for $1 of capital. We take that $1 of capital, 
one-tenth, and we put it over here to make a new bank.

Mr. A l l in g . Yes, sir.
Senator R e e d . And the relation of that capital to the other is 10 to 

1. Then we have got deposits in these banks that are equal to 8 times 
the amount of the entire capital of the member banks ?

Mr. A l l in g . That, we will say, is $8.
Senator R e e d . That is $8. Now you take 5 per cent of that 

amount, and what per cent have you in your member bank of actual 
reserve ?

Mr. A l l in g . One-sixteenth. I  do not know just what percentage 
that will be. One-twentieth would be 5 per cent. One sixteenth 
would be larger than that.

Senator B r is t o w . Between 6 and 7 per cent.
Prof. Sp r a g u e . Six and two-thirds.
Senator R e e d . What does it figure there, Professor?
Prof. S p r a g u e . Between 6 and 7 per cent.
Senator R e e d . Now you have got the regional bank that has 

actually paid in in cash an amount which is equal to about 7 per cent 
of the total deposits of the banks in that region, and that consists of 
all the resources that bank has, does it not ?

Mr. A l l in g . The Federal reserve bank, yes.
Senator R e e d . Every member bank can, and if I understand your 

statement it would almost be forced, as soon as it had paid into this 
regional reserve bank the amount required to be paid in, to borrow it 
back?

Mr. A l l in g . Oh, I did not mean to say that every bank would 
have to do that; but all of them taken together, that amount would
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have to be turned back. Many banks would be in such a condition 
that they can put it in and they will not have to borrowjt back. 
It would be another form of investment for them. But I do not see 
any difference between putting in this, say $50,000,000, in a Federal 
reserve bank and putting it into the United States Treasury, which 
they call locking it up, unless it is borrowed back.

Senator R e e d . Exactly. So there will be no benefit whatever 
springing out of this system unless those reserves deposited with the 
regional bank are actually used. If they do not use them, you have 
got them locked up, and it is no good ?

Mr. A l l in g . Yes; I should say so.
Senator R e e d . The amount of that is, then, as I  understand it, 

that while you solemnly declare it to be the law that a bank shall set 
aside a certain per cent as a reserve, you add to that:

Provided, however, That it may deposit that over here with another bank and im­
mediately borrow it back and use it.

That is about where we come out, is it not ?
Mr. A l l in g . Very close to that.
Senator R e e d . In other words, we have dissipated, so far as the 

reserve is concerned, that part of the reserve, except that, of course, 
there is an added security in the fact that the regional bank represents 
a number of other banks ?

Mr. A l l in g . Yes, sir.
Senator R e e d . We have absolutely taken out of the present reserve 

system that 5 per cent, so far as it is an actual real reserve on hand. 
That is right, is it not ?

Mr. A l l in g . It is.
Senator R e e d . I am very glad to have one man who will just say 

“ yes” and “ no,” since I have been criticizing the Professor over 
there.

What other resources is this regional bank going to have besides 
this money which can be put in and borrowed back and the capital 
stock ? What other resources has it ?

Mr. A l l in g . It has none except this ability to borrow through the 
Federal reserves.

Senator R e e d . To borrow from the Federal Government?
Mr. A l l in g . There are Government deposits.
Senator R e e d . Oh, yes; but the Government deposit is some­

thing that Uncle Sam takes down there and contributes to the sta­
bility and utility of this bank, is it not?

Mr. A l l in g . Yes, sir; if you wish to put it that way.
Senator R e e d . What else have you to rely on?
Mr. A l l in g . N o further deposits allowed.
Senator R e e d . But your final resource—-I direct your attention to 

it by a leading question—in addition to all this is that you can take 
those notes which you have on hand over to the Federal Treasury or 
over to the central reserve and get Government notes on it. That 
is right, is it not ?

Mr. A l l in g . That is right.
Senator R e e d . So that if I  understand you correctly in this entire 

scheme which is now outlined in the bill that is before us there is not 
a single dollar of new money or a single dollar of new security that is 
added except—well, there is not a smgle dollar, because the 10 per
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cent of its capital stock comes out of the other bank’s assets. It is 
not new money?

Mr. A l l in g . Yes, sir.
Senator R e e d . Y ou have not added a new dollar of actual capital 

from any source.
Mr. A l l in g . I would not say capital. You are using the wrong 

term. I should say cash.
Senator R e e d . Actual cash?
Mr. A l l in g . Cash is simply transferred from the various member 

banks into the regional reserve banks to the extent of 7 per cent, we 
will say.

Senator R e e d . In other words, you take the shell from under one 
hat and transfer it to another. You just have one shell but you shift 
it. I do not mean to speak in any disrespectful sense. I am simply 
trying to illustrate my thought and I have to go back to my early 
experience to do that. But you have not added a dollar of capital 
to the entire banking system, have you? I mean real capital?

Mr. Alling. No real capital. Of course, there is a great difference 
between cash and capital to the banker which the average outsider 
does not realize. I think that everybody sees the point plain enough, 
but it does not occur to them frequently; that is all.

Senator R e e d . I wanted to keep to the common acceptation of 
the terms.

But you do think, of course, I take it, that this system under this 
proposed bill would have a good deal of strength if the Government 
moneys were put in and the regional banks could distribute those 
moneys, and then if the Government would issue money upon such 
securities as the regional banks furnish, assuming, of course, that the 
business is properly managed. That ŵ ould give these regional banks 
some considerable utility.

Mr. A l l in g . Yes; you mean there with reserve notes—Govern­
ment notes ?

Senator R e e d . And when the Government money was deposited 
they could take it and use it.

Mr. A l l in g . Yes.
Senator R e e d . That is what really breathes the breath of life into 

that system, is it not ?
Mr. A l l in g . I should say that it was almost the whole bill in 

simple terms, excepting the ability of the Federal reserve banks to 
establish branches. I think that is part of it—to establish foreign 
agents. That is the only thing outside of what you have stated.

Senator R e e d . T o establish foreign agents. Of course, that power 
could be conferred upon member banks now if the Government saw 
fit to do it.

Mr. A l l in g . Yes.
The Ch a ir m a n . I would like to say that Mr. Marshall, of New York, 

is here and he will not be able to be here to-morrow. If we could 
give him an hour this evening he would appreciate it.

Senator R e e d . I do not want to interfere with the committee, of 
course, but I have become very much interested in Mr. Alling’s state­
ment and I should like very much to ask him some further questions.

Senator Sh a f r o t h . H ow  near through are you ?
The Ch a ir m a n . Mr. Alling has written a very excellent brochure, 

which I had printed and sent to the members of the committee. It is
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on this line. We have copies of it here now and I think it would be 
just as well to put it into the record.

Senator Sh a f r o t h  (T o Mr. Alling). Is that the same as you have  
read?

Mr. A l l in g . Yes; it is upon the same ideas, only that was written 
some time ago and it is quite divided up.

The Ch a ir m a n . It is an interesting matter.
Senator R e e d . It is very interesting to me.
Senator. Sh a f r o t h . Are you going to be here to-morrow Mr 

Ailing ?
Mr. A l l in g . No; I have to be in Richmond for a convention to­

morrow.
Senator S h a f r o t h . Will you come back this way ?
Mr. A l l in g . I can do that.
Senator R e e d . Let me ask you just one or two more questions.
Mr. A l l in g . I will be glad to make myself available at any time 

for the committee.
Senator B r is t o w . I feel that we should not curtail our inquiry into 

this matter from such men as Mr. Alling. I am free to say tnat I am 
very much interested in everything he has said. I was also greatly 
interested in the booklet which he furnished the committee— more 
than anything I have read on that line. I think we ought to take 
what time is necessary to get at the bottom of these matters.

The Ch a ir m a n . Take for instance Mr. Berry. Mr. Berry is here 
and would like to be heard Wednesday. Prof. Sprague came down 
from Harvard a week or two ago and he stayed here several days. 
He did get to go on the stand but the gentlemen from Chicago took 
up so much time that he did not finish and he came back this morning 
to present his views to the committee. I should like to accommodate 
the gentlemen and let them get away if possible because they have all 
been invited here by me. Of course I only want to fit in the testi­
mony as well as I can.

Senator B r is t o w . I am glad you have invited these gentlemen and 
I think we ought to hear them.

Senator R e e d . It is the old story of having to compel witnesses to 
wait until a long examination is concluded.

(The statement by Mr. Alling directed to be incorporated in the 
record is as follows:)

R e s e r v e  a n d  Cu r r e n c y  P r o b l e m s— A  Su b s t it u t e  fo r  a  Ce n t r a l  B a n k .

(By Newton D. Ailing, ex-president of the American Institute of Banking and vice president of the 
National Nassau Bank of New York.]

o v e r t u r e : is a  c e n t r a l  o r  g o v e r n m e n t  b a n k  f e a s ib l e ?

In offering to the interested public this little collection of papers on a subject re­
garding wh»ch so many different opinions are held to-day, over which there has been 
so much battling in the past, and doubtless for which the future holds an unlimited 
supply of nostrums yet unborn, the writer has a twofold purpose. One is to show 
where plain reasoning, without reference to past or present acceptea premises may 
lead us to; and the other is to draw attention to the danger of perfecting a system at 
the expense of our ideals.

Finance and credit have ever been at once the glory and power, as well as the curse 
and destruction of governments, as of men. The laws controlling, inevitable as they 
are, are so delicately poised and so difficult to comprehend that they have been the 
despair of philosophers and statesmen of the past, not to mention those of the present. 
What is supposed to be a correction of an evil, turns out to be a curse. What is laughed
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to scorn as a foolish nostrum in one age, is in another heralded as the greatest of bless­
ings. And who have usually been furthest from understanding the underlying laws 
of finance and credit in the past but the bankers themselves? It took Horner, an 
obscure member of Parliament, to tell the bankers of his day the economical relation 
between currency and specie, and they did not believe him. But Parliament, which 
was not composed of bankers, was eventually convinced, passed the necessary legis­
lation, and England was saved from being drained of specie. It took John Sherman, 
who was no banker, to say that “ the way to resume is to resume ” and thus restore our 
currency and save us from a long controversy between bankers, professors, and financial 
savants.

It seems as though the study of financial laws and results is the Nemesis of those 
who stray into its uncertain precincts Those of our day who have ventured to ex­
plore its confines appear to the observer to be hopelessly enmeshed in the web of their 
own logic. They primarily would give us relief from a stringency which occurs in 
the fall of the year—perfectly natural under the conditions—and they end by prom­
ising something which will save us from suffering the consequences of our own financial 
debauchery, 01 preventing rotten banks from being found out, and of stopping the 
plain people, who do not understand such things, from being scared when they think 
they are going to lose their money. Does any thoughtful man need more to convince 
him of the foregoing than a careful study of the latest offering, known as the Aldrich 
plan, will give him? Here we see a man of a very practical turn of mind, naturally 
direct, after two or three years of exploring the intricacies and winding ways of 
economic laws and currency and banking problems, finally advocating a system of 
reserve holding which is the reverse of direct, and hardly seems practical. And most 
of the students of finance, bankers and professors, are falling in line. The only ones 
who seem to see its weakness are those who have held aloof and refused to become 
absorbed in the fascinating study and thus drifting from their original moorings. 
First it was proposed just to change the basis of national bank currency so as to allow 
more elasticity. Then it was a sectional gold currency by national banks, as advo­
cated by Congressman Fowler, then a central bank, ana now the complicated plan of 
Senator Aldrich and his committee. Can anyone imagine or measure the politics 
which would develop in such a system? Every ambitious banker would be laying 
his pipes to be first on the local board, then on the sectional board, and finally on the 
central board. Would there be a possibility of exchange of favors for votes? The 
plan would be a cross between a central bank and individual banks, with many of the 
inconveniences and drawbacks of both.

To properly consider the subject let us first see what the trouble is. Through 
natural expansion and contraction of trade there is a shortage of currency and raising 
of interest rates at certain seasons. This is aside from speculation.  ̂ The principal 
cause of this rise in interest rates is that out of town banks draw their reserves from 
central cities into their own vaults. That means that $1 drawn from a central reserve 
city ceases to do the work of $2 or $3 as reserve money and only does the work of $1. 
The abolition of the present reserve system would prevent these violent fluctuations 
and would necessitate the carrying of the full supply of reserve by all the banks all the 
time. Probably the answer to this is that there would not be reserve money enough 
to go around or else there would be a shrinkage in business to match it. So that 
eliminates such a move, and the suggestion is only offered to help fix the reader’s 
attention on the real issue. It will be noted that the reserves are what are short, hence 
it is more reserve money which is needed.

We notice in the arguments of to-day reference to our scattered reserves. Does 
this mean that with a central bank the reserve requirements of our various banks are 
to be eliminated? Of the actual cash which our banks carry, less than half is gold or 
gold certificates. What is needed is to have the gold of the country so held that its 
efficiency may be increased in time of need. That means that currency based on gold 
should be increased in volume and in proportion to the gold held, and this currency 
should be held as reserve by the banks to be effective.

For a fuller understanding of the meaning of this, the reader is commended to the 
two papers on that subject herewith.

Violent panics, like that of 1907, may be caused by shortage in reserve and high 
interest rates or they may not. The writer thinks not necessarily. Shortage in 
reserve and high interest rates certainly accompany violent panics. A panic may be 
caused by a bank failing through internal disorders entirely. Then the people are 
scared and a currency panic follows naturally. Merchants may allow their credits to 
become too much extended; a shortage in bank reserves simply brings the trouble to 
a head and a panic follows. One of our public men has characterized credit as “ a 
state of mind ” ; then it follows that a panic is a violent state of mind.
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We have, then, as the principal fault of our banking system, the periodic scarcity of 
reserve through currency being drawn from reserve centers and consequent high 
interest rates. What remedies are suggested? One is through this complicated 
Aldrich system to allow all national banks to issue currency against their pledged 
assests. The other is a central bank which would be allowed to issue currency against 
its credit.

Of the two the central bank plan is far more direct and probably would correct the 
trouble mentioned, but here we are bound to ask if such an institution would not be 
productive of evils which would far outweigh its benefits.

We are verging upon times when distrust of anything monopolistic spells its destruc­
tion. In fact, the whole body of the Nation is aroused against what it calls the Money 
Trust. Is Congress, then, through its representatives, going to vote this power into the 
control of one institution and of a few men? Let its charter be ever so carefully drawn 
and hedged about with ever so many safeguards it will still be the central arbiter of 
the delicate financial life of the Nation and will appear to the average man as the 
moloch of our industrial life. To those of us who are not so prone to fear it as to see its 
benefits it will have its element of possible danger through a false move or through 
falling into evil or incompetent hands.

So can we not say with certainty that a charter for such an institution will never 
be granted by Congress? The spirit which comes up to Washington from all sections 
of the country, fresh from constituencies full of distrust of the money power, is so 
imbued with ideas which are the antithesis of a central bank that we are forced to this 
conclusion. Then why should time be used in its discussion? Why not turn to some 
more favorable plan which will assuage the currency trouble and against which the 
foregoing arguments will not prevail?

What other method or principle can we apply to this problem which will solve it and 
still comply with this latent command of the electorate? Why not let the Treasury 
do it? Let the people do it themselves. Let the profit revert to the National Gov­
ernment instead of flowing into private coffers and avoid the dangers that are 
evidenced by this almost universal fear that the money power is falling into the hands 
of a few.

As an example of how slow all peoples are to grant absolute control of their finances 
to a small group of men it is only necessary to search the records of any country where 
any form of popular government exists. The granting of a charter to a central or 
Government bank is always attended with more or less opposition, except where 
absolutism holds. The two United States Banks were granted their charters only 
after considerable discussion, and both were refused an extension. The Bank of 
France, so recently as 1897, when its charter granted in 1857 expired, was granted a 
renewal only after prolonged debate. A bill was presented in 1889 and reported by a 
committee in the Chamber of Deputies in 1891 and was still before the chamber in 
1893. The measure was returned with some modification in 1896 and finally became 
a law November 17, 1897. The bill only extends the charter to 1920 and reserved the 
right of the legislature to revoke it in the year 1912. At this time the Government 
bank of Holland, the Nederlandsche Bank, is suing for a renewal of its charter, and 
fears are expressed that it will not be granted.

Thus we always find that people are loath to hand their financial well-being over 
to a few men on account of the attendant danger of being exploited, and is this an 
unreasonable position for them to take, no matter how beneficent may be the in­
tentions of their financial advisers?

Why should we endeavor, against such a sentiment, to establish an institution 
which is bound to be the subject of controversy during its existence and which will 
probably be refused a renewal of its charter, as its two predecessors have been?

These conclusions run counter to the accepted doctrines of modern savants of 
finance. Their arguments are all for taking the power “ out of politics, ’ ’ which means 
out of control of the representatives of the voters; but that is a policy which should 
not be carried too far if we wish to preserve our institutions. Proper safeguards can 
be thrown around the issuing of currency to protect it from abuse; in fact, to make it 
just as responsive to the demands of trade as though issued by a central bank, and 
it will be far more effective, because it can be made reserve money. Do not think, 
gentle reader, that this is a legal-tender or “ greenback” issue which is suggested; 
emphatically it is not. The writer does not believe in an unregulated issue of cur­
rency or money of any kind. He believes in an issue responsive to trade but not to 
speculation. He believes in an issue which is sound and based upon a coin or gold 
reserve and which will strengthen and conserve our banking system without destroy­
ing its independence or individuality; an issue which will encourage business, but 
not throttle or wreck it; an issue the profit on which will accrue to the National Gov­
ernment and not to private interests.

4 2 8  BANKING AND CURRENCY.
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All of this is emphasized because aound-money thinkers are prone to push a man 
over the line among the harebrains and nostrum doctors if he diners with them in the 
slightest.

Also to prepare the reader for the three papers which follow, setting forth the writer’s 
views on the currency situation and the simple method of strengthening it in accord­
ance with the lines just laid down.

The reader’s attention is called to the fact that these papers were written during 
1907-8 and are published now without change. Therefore, many figures given are 
subject to alteration.

Reference is also made to several currency plans which are more or less obsolete 
to-day because others have been substituted for them, all of which goes to show the 
development of the financial mind.

BANK RESERVES: A THESIS ON THE SCIENCE AND RELATION OP CREDIT TO CASH.

[Delivered before New York chapter of American Inetitute of Banking, November, 1907.]

Owing to conditions prevailing for the past few years the idea has taken shape and 
spread that the banks, especially the national banks, should be allowed to carry less 
cash reserve than the law now prescribes, or that the law’s limitation should be re­
moved and the reserve left to the judgment of each individual banker. I believe that 
such a step would be unwise—in fact, a step toward national financial disaster. Rather 
do I believe that all institutions doing a banking business should be forced by law to 
carry a reserve equal to that of our national banks, or of our State banks at least.

I also believe that within reasonable limits our country will have specie or gold 
reserve in its banks of such an amount as they are forced to carry and no more, taking 
an average over a considerable period of years. That is, if, for the past 40 years the 
national banks had been allowed to operate with only a 10 per cent reserve, we would 
have no more specie now in the country than that percentage required, whereas, if all 
banks had been required in the past to carry 20 per cent, we would have that now and 
would have accomplished as much commercially and on a firmer basis. This I think 
I can prove by an appeal to your reason without the use of figures,

We must bear in mind first, that this country and practically all of the commercial 
countries of the world are upon a gold basis, that every credit instrument which passes 
in discharge of a debt is to all intents and purposes so many grains or ounces of gold 
whether it be a gold certificate, Government note, silver certificate, bank note, or a 
check, the creditor accepts it in perfect faith that if he presents it at the proper place 
it will be redeemed in that metal, the intrinsic value of which will be equal to the 
debt which he has canceled. From this foundation is credit built, and on this founda­
tion only can it be sustained. And while this foundation or condition holds the above- 
named different forms of demand credit are interchangeable and coequal in their use, 
both with each other, and with gold itself except when some specific law or depart­
ment or business rule intervenes. They are so interchangeable that Government 
paper will be used more than gold itself, or bank notes will be used more than either of 
them, or bank deposits and checks will be used more than any of the others, according 
to the needs, necessities, and conveniences of the different communities under obser­
vation. Having this well in mind and also the fact that gold is not only the standard 
of value, but always the ultimate basis of credit, and that it must be held somewhere 
in some proportion, we are equipped for the consideration of our subject.

In its early stages trade was simply barter, or the exchange of one article for another 
without any medium, value for value. The next step was the use of some coin or 
metal or trinket which had an intrinsic value as a medium of exchange. The impor­
tant point is that this medium was supposed to always carry value with it. It was 
unnecessary to carry the transaction further in order to cash in. And substantially 
this rule may be said to have held that each transaction was made with coin of value 
or by actual barter. A promise to pay at some future time might be given, but that 
promise when it matured would be redeemed with coin, so it amounted to the same 
thing. What I am trying to impress upon you is that no form of credit money or 
demand credit was used to any extent.

It remained for John Law to discover the great latent power which lay in demand 
credit. How it could take the place of coin. How, when it was readily accepted, it 
multiplied the actual coin in existence many times.

In the United States this demand credit may take the form of the Government’s 
promise to pay on demand, which we call legal tender, or a bank’s promise when it is 
bank currency, or bank credits payable on demand, which are deposits. Of these is 
demand credit built up when the people are in the state of mind to accept them in 
lieu of gold or of anything of value.
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Please bear in mind that demand credit and time credit are two entirely different 
things. One is capital invested; the other is liquid capital and is used as currency or 
money, be it deposits or legal tender. Any use of the term credit hereafter please 
construe as demand.

Now credit, which we have considered at such length, besides doing the work of 
gold, has done more. It has builded on to the skies a structure and a sphere of use­
fulness that metallic money could never accomplish. There is not enough, and its 
physical difficulties of weight and wear rule it out. But we must never lose sight of 
the fact that it is the foundation. Credit takes the form of either a government’s or a 
bank’s promise to pay, and the bank's promise may be either currency or deposits. 
There is a legal distinction between the two, but I doubt if there is very much scientific 
difference between them as volumes of credit or their effect upon prices and interest 
rates.

A word as to the growth of this credit and the tremendous volume which it may 
assume. I presume that our Government instead of only $350,000,000 notes or legal 
tender might have $1,000,000,000 outstanding if it were so minded; also the banks 
could increase their currency by as much, provided the country would absorb it all. 
I am simply giving an example of the growth of demand credit; of wealth, if you 
please, which does not exist. For no man can obtain them except for value, and he 
parts with them on the same terms, yet they are but a promise.

I know that you have received my proposition to increase greenbacks and bank 
currency to such proportions not only as a fable but as a dangerous proposition, yet 
the very same thing has actually been accomplished by deposits in banks.

There were by the last report of the comptroller 1 in the national banks of the 
country gross deposits of $6,000,000,000 and $4,300,000,000 of individual deposits. In 
State institutions there were $8,000,000,000, making a total of $14,000,000,000, which 
is subject to payment at any time, at least presumably so.

I call your attention to these forms of credit to impress upon you the volume to 
which they may grow, and on what a slender foundation they may be built, and not 
because I am in any manner opposed to them or do not recognize their usefulness 
and necessity when properly controlled.

How the first two may be increased—that is, the Grovernment credit or legals 
and bank currency—is simple and familiar to you all. But how deposits may be in­
creased is a little more intricate, and I will endeavor to show my view of it.

Recollect, please, that I am speaking of the total deposits of all of the banks of the 
country and not of any one bank. I am not here as an expert on building up a bank’s 
business. The first and natural cause of increase is the profits of the business of the 
country, of the merchant, the manufacturer, and the farmer. The wage earner and man 
on salary and professional man all contribute whatever they have left over and above 
their expenses if deposited in bank. Then there is another form of increase to which 
the first is a bagatelle, namely, the increase which comes from loans and discounts, 
and I shall divide this latter form of deposit increase into two classes, namely, the 
commercial and the speculative. I don’t suppose it is necessary for me to explain 
that when a depositor gets a discount or a loan he increases the deposits of his or 
another bank by that much. The increase arising from this source when the loans 
are made to business men who need the proceeds in the regular course of their busi­
ness enterprise I call a commercial increase. A discount is an advance by a bank 
upon a deferred payment. The payment presumably will be made anyway at its 
maturity, and the bank is simply advancing the money to the payee and holding the 
promise of the payor as security. Just so with a loan to a business man for business 
purposes, even though a bond or bonds be put up as security. The proceeds will 
find their way into the regular channels of trade it borrowed for a commercial enter-

Erise, as we are presuming they are, and, moreover, the security is something which 
as existed for several years and which has been held by the borrower or another for 

a value equal to if not exceeding the loan.
Now, the other form of increase in deposits arising from loans I call a speculative 

increase because the loan is made upon a new and perhaps presumptive value which 
did not exist before. For instance, a stock is selling at 50 on January 1, and a bank 
will loan, say, up to 40 per cent on its par value. On August 1 that stock may be sell­
ing at 150, and banks will loan 140 per cent on the same stock. In other words, the 
loans and deposits of all banks are increased by 100 per cent of that particular stock. 
Of course, this is exaggerated. Banks do not loan much on one stock, but when it is 
mixed in several different loans the result is the same. Here is where the fault of 
maintaining a fixed margin on collateral loans lies. A banker decides to keep a 
15 per cent margin, then if the general security market advances 50 per cent he will
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loan just that much more on the same collateral. He is doing the very thing which 
aids a speculative boom. He is increasing credit currency by increasing his loans and 
deposits. This credit currency or deposit currency is just the same as money, or 
rather, has the same effect as long as it is accepted. If the same result were produced 
by printing more money it would be called inflation.

Another form of speculative increase in deposits is the absorption by the banks into 
their loans of brand new securities. Digestion, I think one of our financiers terms it. 
These securities are issued by all manner of corporations, railroad, industrial, etc. 
We will take an example: A man owns a steel plant, we will say, for which he would 
take two or three millions if he could sell to an individual only. But no, he will 
capitalize it and sell it, and still own it, which is better. He will bond it and common 
stock it and preferred stock it to the extent of ten millions, which is modest. He has 
created seven or eight millions which did not exist before, and this extra is sold and 
finds its way into the banks as collateral, and what does it do? It swells the loans 
and deposits. In other words, it has increased our credit currency. But you say that 
property was worth what he sold it for on a 5 per cent basis. Suppose it was? Suppose 
it was worth $10,000,000 on a 10 or a 20 per cent basis? The argument is the same. 
Before it was owned by an individual or individuals. If it was mortgaged it was an 
old-fashioned bond and mortgage, and there it stopped. But now, by this operation, 
it has been turned into securities and injected into our credit currency, which it swells 
by so much, and which it never affected before.

This has been going on for the past 10 years, as you know, to a tremendous extent. 
Take the buying of a railroad for $40,000,000 and increasing its capitalization to 
$122,000,000, as was but recently confessed by a financier. Suppose most of these 
securities are hypothecated. The loans and deposits of all banks are that much larger. 
Created where they did not exist before. The deposits of the banks are increased by 
these new securities and the speculative price of these securities is bolstered up by 
that same increase in deposits. Is it any wonder that the deposits of all our banks 
have grown so much in the past 10 years that there is apparently not enough cash to 
afford an adequate reserve? Deposits made from loans on value that did not exist 
before and which may be merely speculative, and deposits created from loans which 
are on value which may have existed before but which was not in sufficiently liquid 
form to be used as collateral. This same argument applies to the produce of the 
country, which more and more finds its way to the banks as collateral, but in these 
articles there is some standard of value which may be correctly appraised, nor can the 
most astute financier make one bushel of wheat appear to be two bushels nor one bale 
of cotton two bales.

Now we come to the question, do we want to lessen the cash reserves which are held 
by national banks to support these rapidly increasing deposits? These reserves are 
25 per cent in central reserve cities, of which there are 3, 12£ per cent in 40 other 
cities, and 6 per cent in all other sections of the country. State banks are required to 
carry a reserve varying from, say, 5 to 15 per cent in different States and sections 
of a State.

We must not be unmindful of the fact that Government credit figures in this reserve 
as cash. And let me call your attention to the great growth in the past few years of the 
deposits of trust companies who carry little or no cash reserve, but who depend upon a 
balance carried in a national bank to support their deposits. Also other classes of de­
mand deposit institutions, also the intricate system of national banks carrying each 
other’s reserve, which is no reserve at all in time of panic, when all banks are hustling 
for actual cash. We must bear in mind that when the pinch comes there are but two 
places where actual cash may be found in any quantity; one is in the vaults of reserve- 
carrying banks and the other is in the United States Treasury. And the Treasury 
only has it at such times as it has a surplus income, which it did not have in 1890-1893, 
and we all know the result. During the prosperous times since 1896 a certain class of 
banking institutions have built up a tremendous volume of demand deposits while 
carrying little or no cash reserve, and I hesitate to predict what would happen if there 
should come a period of financial unrest when the Treasury did not have a surplus.

What would be the effect of abolishing all restrictions upon reserves? Why, every 
banker would be thinking about dividends, of course; so he would loan all except 
what he actually needed or what the particular class of business of his bank demanded. 
We have but to study the reports of institutions doing business without a reserve 
requirement to realize this or to refresh our memories of the result of its absence during 
the early history of our country. In Canada, where there are no restrictions, the banks 
carry less than 8 per cent reserve. What would be the result? Why this increase in 
deposits from speculation would be carried just that much farther and when the pinch 
came the banks of New York would find themselves with only 8 instead of 25 per cent. 
I referred to Canada carrying 8 per cent, and I know some one is going to say, If they
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can get along with that why can’t we? Canada is nothing but a banking province of 
the United States. She uses our own denomination of currency. She actually uses 
our gold,1 having no gold mints of her own, and I have repeatedly maintained, and so 
state again, that if it were not for her proximity to a country which has kept a sub­
stantial cash reserve Canada could not for long have continued on so slender a basis. 
Only in the past year (October, 1906), when the Ontario Bank failed, $5,000,000 in 
gold were shipped from New York to Toronto for need. I submit, what would she 
have done if New York were not so handy?

If reserve requirements are lowered or abolished, deposits may increase until a . 
stringency is felt at the lower level of reserve. Or suppose that bankers having more 
liberty can not loan all their available funds and there is a little competition and 
interest rates go down. What is going to happen? Why, some of that reserve will be 
shipped away; gold will leave the country, and it will continue to go until the reserve 
gets down to what the average banker considers a working balance, and then when 
the squeeze comes where will we be?

The question will arise here, What will the average banker consider a good percentage 
for reserves? I think that it would be pretty low for himself and high for others 
when the sailing was smooth and the reverse when it was rough. I think that my 
contention that gold would leave the country is sound, as all maintain that a plethora 
of loanable funds results in gold shipments. So we come ultimately to the proposi­
tion that the country will carry such a specie reserve as it is forced to, and no more. 
This brings us to the parting of the ways between individual gain and public policy. 
On one side we have those who argue that it is not right for the business prosperity 
to be interfered with by a set cash reserve, which results in a high interest rate when 
the limit is reached; on the other side we have those who contend that it is absolutely 
necessary that a certain stock of gold be kept in the country to support the credit of 
the banks and ultimately that of the Government; that this growing credit, which 
does the work of gold so much better than gold itself could do it, would gradually 
encroach upon it more and more until we would suddenly awake to the knowledge 
that our stock had been so depleted that it was impossible to retrieve without going 
through the throes of a most disastrous panic.

We have but to look back a few months ago, while Mr. Shaw was Secretary, when 
New York banks were bidding in London against the Bank of England for the float­
ing gold in that market, to realize that this is true. Why were the New York banks 
bo  anxious to get that gold? It was because they were at the limit of their reserve 
allowed by law and they had to replenish it or cut down their loans and deposits. 
So there is gold now in the reserves of the country which would not be here if it were 
not for the reserve requirement. Can you imagine the result if the reserve require­
ment had suddenly been abolished at that time? Would not some of our gold have 
been possibly shipped abroad as the result of the bidding on the part of the Bank 
of England? And why was the Bank of England bidding for gold to replenish her 
reserve when it is subject to no reserve requirement? The answer is to explain the 
difference between the banking and financial situation in this country and in England 
and France and Germany. Whereas we have over 6,000 individual national banks 
and as many more State banks, each with the first motive to earn as large dividends 
as possible, in those countries there is one central bank, which is a quasi-Government 
institution and which is responsible for the reserve of the country.

And their first motive is not the paying of dividends but the public weal and they 
have on their boards of directors the most accomplished and experinced bankers 
the realm, who are continually feeling the pulse of their country’s business and who 
at the slightest sign of approaching danger prepare to meet it regardless of cost and 
dividends, not only for themselves, but for all bankers in their Kingdom. So they 
perform a sort of paternal office, and the carrying of a reserve is left to them without 
a hard and fast rule, but the result is the same, for they never hesitate to raise the 
interest rate if they want to stop gold from going out of the country or bring it in. 
With our 6,000 national banks we have to attain the same object, only with a fixed 
rule; that is, for the privilege of existence and of issuing circulation they are to carry 
the necessary reserve of the country.

Panics as a phenomenon are the result of the growth of credit Without credit 
there would be no panics. I think that is a self-evident proposition. Any condition 
which will lead to a loss of confidence in ultimate payment will lead to a panic. The 
panic will be checked at once if all demands are promptly met and confidence restored.

Secretary Sherman said at the time of resumption of specie payments that “ the 
way to resume is to resume.”  And at once when that was done the Government’s 
promises went to par with gold.
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There is a great difference between the time when an individual bank is in difficul­
ties and when all the banks of the country are short of funds. I have heard a great 
many arguments in favor of a financial institution carrying some good bonds as a 
part of its reserve, and that is very sound if you contemplate a time when only one 
particular bank is short of funds, as the bank may readily sell or hypothecate them, 
and thereby strengthen its cash reserve at very short notice. But at a time when 
every bank is husbanding its cash reserve they can only be sold at a great sacrifice 
and probably not hypothecated at all, and in either case the proceeds must come 
from the vaults of another bank, so that the general situation is not helped at all. 
The same may be said for the proposition to carry reserve as a deposit in another 
bank. The suggestion to use clearing-house certificates at a time when interest rates 
are going up is simply fostering a bad condition. It is right to use clearing-house 
certificates if perfectlv sound institutions find it impossible to meet their Obligations 
otherwise. But it is wrong to use them before such a condition arrives. In other 
words, let us use any good method of stretching credit to help us out of a panic, but 
not to help us into one.

It needs little imagination to see that the further credit is stretched the worse will 
be the break when it does come.

Another thing which should be noted is that it may not serve one particular bank 
to maintain a very large cash reserve if all of its neighbors carry a small one, for at the 
time of need it may find its reserve melting away to appear in other vaults as the result 
of the calling of loans.

Now a word as to interest rates. We hear a great deal of the fluctuation of interest 
rates in this country as compared with those of Europe. First, we must recollect 
that America is not Europe; that the conditions are different here. This is a new 
country and its development has been very rapid. We are building where there 
has never been any building before, whereas Europe has been populated for centu­
ries. Improvements there mean reconstruction, while here they mean new enter­
prises. This is all focused in New York, where the remarkable interest fluctuations 
occur, owing to the reserve system of the national banks.

Then again, the great State banks of England and Europe, overseeing the banking 
business of their respective countries, as they do, in a paternal sort of way, are enabled 
to guard the reserve and steady the interest rate as we do not and can not. I have 
heard it stated and believe it to be true that the banks of England and France 
make a practice of borrowing money in the open market when rates are very low. 
These same funds they loan out again when the rate goes beyond what they consider 
a reasonable figure.’ The result is, of course, a steadying of the rate, but that is not 
altogether the reason for doing it. The ulterior object is two-fold: First, to discourage 
speculation; second, to protect their reserves by checking gold shipments, both of 
which are encouraged by a low interest rate. In this country a low rate may prevail 
for a considerable period; then when speculation is at high tide the rate goes up and 
checks it, and the rate goes up because the reserve limit has been reached. If our 
friends who propose abolishing a reserve requirement had their way the speculation 
would go on until there was comparatively no reserve, and then the rates would go up 
just the same.

That our present reserve requirement is too rigid is not true, because it does not 
deny a bank the privilege of using its reserve, but does deny the privilege of making 
any new loans, though it may renew until its position is regained. That there is 
an element of weakness in carrying part of the reserve in another bank I will admit, 
and that is all the more reason why we should be very jealous of any proposition to 
lessen the actual cash reserve now required.

Now, I have endeavored to prove that, with our banking system, deposits—and, 
so, credit currency—could go on increasing indefinitely through the loans made on 
the increasing values of securities and on new securities and values which were not 
previously available as collateral, unless there were some check, such as our reserve 
requirement; that without this requirement the speculative growth would proceed 
until the same predicament obtained only at a lower level of reserve, which would 
be fraught with great danger.

I have endeavored to prove that it is to the interest of the country and the bank­
ing system as a whole, mind you, and not for an individual bank, and that we could 
not rely upon banks as individuals to maintain it on account of competition and 
dividends; that without this requirement speculation would go unchecked or gold 
would be exported—in either case the reserve would be lowered; that under present 
conditions a country will have such a reserve^ it is forced to have, and no more.

It is not necessary for me to prove that this is a great country, that it has seen 
an era of wonderful prosperity, and that the soundness of this amazing growth is 
beyond question. I firmly believe that one of the contributing causes which
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has enabled us in the past 40 years to meet the most trying times without a serious 
setback was this same hard-and-fast rule which, though it may have caused us to 
slow up a bit at times, kept in the vault of every national bank, at least, throughout 
the country a reasonable amount of actual reserve.

A SUBSTITUTE FOR A CENTRAL BANK: HOW ELASTICITY IN OUR CURRENCY CAN BE 
OBTAINED WITHOUT SACRIFICING OUR INDEPENDENCE.

[Address before New York Chapter, American Institute of Banking, March, 1908.]

In the consideration of currency changes or any other proposals to alter the laws 
existent governing demand credit and its relation to the metal in which it is redeem­
able, or the business of the country in which it plays an important part by either 
increasing its volume or by altering its method of issue or granting new powers to the 
institutions which are authorized to issue it, there are certain laws generally recog­
nized and elemental which should ever be kept before the mind. One of the first and 
simplest of these which applies to coin alone and to credit and coin combined is 
that an inferior coin or money will always drive out a superior one. This rule extends 
itself into the realms of credit in that credit instruments and bank credits will dis­
place coin if encouraged to do so by law because they are not so costly. For instance, 
banking institutions will as a general proposition endeavor to conduct their busi­
ness during good times on the lowest reserve that the law will allow down to a 
certain point. This means that all the natural expansion of trade is being accommo­
dated by credit instead of specie and if there is not enough expansion of business to 
use the credit, gold shipments are encouraged by a low rate of interest. The over­
issue of bank notes under our present bond-secured system has the same effect. The 
free coinage of silver at 16 to 1 would have had the same effect. This general rule 
may be summarized by the statement that our country will have such a coin reserve 
as it is forced to have and no more.

This rule applies not alone to the relation which bank deposits bear to bank reserve, 
but far more does it apply to the relation which any currency issue may have to the 
specie reserve. By specie I, of course, mean gold coin. Any currency issued in great 
quantity which is not directly and solely redeemable in gold and the quantity of 
which is not in some way regulated by the volume of coin m hand is dangerous and 
will ultimately lead to trouble by displacing that coin. In other words, a sound 
currency in a country which only recognizes the gold standard, and that is what 
we are considering, is one which represents gold and not one that displaces gold or 
can be used instead of gold. A currency redeemable in lawful money instead of 
gold and whose volume is not regulated by a gold reserve the better secured it is 
and the more acceptable it is as money, will the more readily displace gold. Such 
a conclusion is arrived at by application of the before-mentioned axiom that an infe­
rior and cheaper form of money will always displace a superior and more expensive 
one if it is accepted. And the more secure it is made and hence the more accept­
able it is the more readily it will displace gold.

This danger is at once eliminated if the currency is made the representative of 
gold and its volume regulated by the supply of gold reserve back of it. Thus the 
advocate of a bond-secured emergency currency is defeating his own ends. If he 
makes it redeemable in any lawful money the more secure it is and hence more accept­
able the more dangerous it is. It is not necessary that a currency should be issued 
dollar for dollar as our gold certificates are. It may be allowed to exceed the gold 
by such a percentage as the country will absorb and needs, but there should be a 
limit, either fixed as in the case of the Bank of England, or with a heavy interest tax 
beyond a certain limit.

In all the discussions which are heard in reference to currency plans we hear little 
relative to the gold redemption and the effect it will have upon our specie reserve 
and quantities of type have been used about the security which would be compara­
tively valueless if our gold is all encouraged to leave tne country. At the risk of 
repetition we will review the accepted economic theory of the natural laws which 
govern a country’s medium of exchange or money and its relation to business. First, 
the proportion of money in circulation to the demand for it for the needs of commerce 
has its effect upon prices. If the volume of currency is increased prices go up; if 
decreased prices go down. The former causes what is popularly known as good times 
and the latter hard times.

I do not mean to say that changes in the amount of currency are accountable for the 
whole of business prosperity or the reverse, but other things being equal a constant 
increase in the volume of currency will cause prices of all commodities to go up because 
the relative value of the currency is going down. Simply a question of supply and
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demand. It induces a false idea of prosperity, and all think they are getting rich. 
It is commonly called inflation.

When the inflation is corrected the supply of currency is lessened, its value or pur­
chasing power increases, and prices of general commodities go down, and all complain 
of hard times. This accounts for the popularity of all schemes in the past for increas­
ing the currency supply, such as the State banking system of note issue, the greenback 
craze, and later, in our own times, the free coinage of silver.

It really is curious, when one looks at it in this light, to see the very men who fought so 
valiantly 10 years ago against that latter proposition now lined up for a cure-all which 
is not so very much different. As I understand it, silver if coined at 16 to 1 was to be 
backed by the Government’s credit,and so is the proposed currency. Of course, the 
question of the standard came in the former, which we are not considering in this paper, 
although I am not so sure that it does not enter into the question.

In considering this question of the increase of currency and its effect upon prices, let 
us decide what we shall call currency. The economists split a great many hairs over 
the words “ currency ”  and “ money, but I do not intend to. I shall say anything in 
the form of demand credit which is used for the purchase of goods or the payment of 
debts affects prices of commodities in general as its volume increases or diminishes. 
Thus, we include all forms of so-called money, and bank deposits as well. I believe 
that a great many of our financial writers have allowed this to escape them, for while 
they have accepted the rule of increase and decrease in supply affecting prices as 
applied to money proper, they have failed to include bank deposits, but have set them 
over in a class by themselves. When we admit this proposition we have a ready 
explanation for the tremendous increase in prices all along the line in the past 10 
years, for we have but to turn to the reports of the banking departments in this country 
to see a steady increase in the bank deposits in the same period. And in this rise 
in prices and increase in deposits we see some explanation for the overprosperity 
from which we have suffered.

Now, as to this increase in deposits, has it been a legitimate growth or has it been 
too much fostered by our laws and therefore unnatural? I think that it is unnatural, 
because for one reason the banks of the country as a whole have not been required 
to carry a sufficient reserve against those deposits. Not every individual banking 
institution, but a great many of them, so that the average for the whole is too low. 
Please bear in mind my statement earlier in this paper that the whole country would 
have such a cash reserve as it was forced to carry and no more. So that if all the bank­
ing institutions had as a whole been required to carry a little more reserve one of two 
things would have come to pass—either there would be more reserve in the country 
or the total of the deposits would have been smaller.

I think that it would have been a little of each, just sufficient to have prevented 
the most acute phase of the panic of October last, which in the fewest words was a 
scramble on the part of institutions which had been carrying little or no reserve to get 
it and a counter scramble on the part of banks which had been carrying a fair reserve 
to keep what they had. In order to make my position clear let us analyze the reserve 
situation in this country as it is. In the national-banking system the banks in the 
three central reserve cities carry 25 per cent of their net deposits in cash. In 40 
reserve cities the national banks carry 12J per cent in cash and another 12J per cent 
in central reserve cities. All national banks outside of those 43 cities carry 6 per cent 
in cash and 9 per cent in reserve cities. Naturally every country banker looks upon 
his funds in the reserve cities which go to make his 9 per cent so-called reserve as so 
much cash, and during good times goes the even tenor of his way and conducts his 
bank accordingly.

But when the situation becomes uncertain and he finds that his depositors are 
uneasy and may draw their balances—and when they draw he knows that they will 
want cash and not a New York draft—what is more natural than for him to gradu­
ally reduce his 9 per cent in a distant city and increase his real reserve in his own 
vault. What banker is there in New York who would not do the same under similar 
conditions? The fault lies with the system and not with our country correspondents.

The fault lies with the system, I say, of making a statutory reserve of something 
which is only a bank credit. It would be far better to require the country banks to 
carry only 10 per cent in cash and stop there. For aside from the psychological effect 
of a banker and the whole community resting in the assurance for years that something 
was cash which was not and suddenly waking up to the fact, the banks as individuals 
would be conducted different and would provide for contingencies instead of expect­
ing some other bank to do it for them. As far as each individual bank is concerned, 
what is the difference, as reserve, between a balance in another bank and a call loan 
with collateral margined up to 25 per cent? And if there are any odds, are they not
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in favor of the latter? What else is responsible for the skyrocketing of interest rates 
in New York but this reserve system? When, on account of the crop movement or 
some other period of activity, 6,000 national banks in the country decide to convert 
some of their phantom reserve into real reserve in their own vaults, it certainly will 
cause a shortage if only 50 banks have to supply their wants. You can figure it for 
yourselves. If they draw only $1,000 each, it makes $6,000,000. Reversing this 
procedure, we readily see the effect of 6,000 banks suddenly returning their reserves 
to New York and causing an abundance of loanable funds and low interest rates, and 
probably gold shipments.

The national banks are by no means alone responsible for this condition, as the same 
privileges are granted to State banks. Trust companies have been allowed to go with 
no reserve at all up to within two years ago in this State, and though I am not familiar 
with the laws in other States I understand that they are very liberal the wrong way. 
Right in New York City, State banks have been allowed to carry a balance in a trust 
company which carried less than 2 per cent cash reserve and call that balance a reserve. 
I am repeating all these facts to impress upon you the seriousness of this system of 
calling something a reserve by law which is not a reserve, and in order that you may 
see how gross deposits have been increased or our actual cash reserve diminished by 
too lenient laws and customs, and also to draw attention to the causes of some of our 
financial ills, which perhaps are not all traceable to a defective currency system.

After this brief review of conditions we come to the salient questions in regard to 
any proposed currency plan. What power and what limitations should it have and 
what is the want which it is to supply? As to power, should it have legal-tender value? 
Should it be available as bank reserve? Should it be redeemable in gold alone with 
a certain gold reserve back of it or redeemable in any lawful money? As to the 
need for it, is it for bank reserve that it is really needed, or is it for hand-to-hand 
money? Many may think this last is a senseless question because a currency issued 
for the purpose of hand-to-hand money would release a certain amount of reserve 
money to be held by the banks, but I do not think it is so and therefore I shall answer 
that question first. I feel very strongly that we could not safely have much more 
nonreserve money in circulation than we have now in the form of our present bank 
circulation and if there is any increase it should be reserve money. The amount of 
such money in our circulation now is very noticeable even after the very slight increase 
of last fall and would impose a very heavy burden on our national banks which are forced 
to receive it for the credit of their depositors if the law requiring it to be thrown out 
of their reserve money was strictly enforced. What would be the condition now if 
300 or 500 millions extra had been issued according to the terms of the Aldrich bill? 
The talk about “ hand-to-hand” money and the demand for it strikes me as illogical. 
What bank in the interior is going to pay expressage on any quantity of currency 
which will be charged up against its legal reserve in New York or Chicago and will be 
useless as reserve when it arrives in its own vaults? Suppose such so-called “ hand- 
to-hand ” money is paid out to the unsuspecting farmer and mechanic, it soon finds its 
way back to the banks and yet is useless as reserve.

The need is for both ‘ ‘ hand-to-hand ” money and for reserve money. The periodical 
shortage of small bills—that is, tens and smaller bills—is recognized by all bankmen in 
this city and especially the paying tellers. I shall refer to that later. The necessity 
for more reserve money for the banks has also been pretty forcibly impressed upon 
bankers during the past autumn, and, in fact, is so demonstrated to a more or less 
degree every autumn. The importation of gold is by way of satisfying this demand. 
And let me say here, and impress upon you the care with which this phase of the sub­
ject should be approached: Would it be a sound proposition to issue a reserve money 
which would relieve the banks of the strain which comes upon them when their reserves 
are too low because of the growth of credit? This strain results in the importation of 
gold through the effect it has upon the rates of exchange, and any plan which is going 
to relieve us entirely of that necessity is going to result in our demand credit growing 
as the country grows, without the natural increase of specie reserve which should go 
with it. In other words, our demand credit as it grows will be more and more based 
upon a fictitious reserve until we go beyond the point of safety. I can only liken this 
situation in our country to a rapidly growing boy who is subject to growing pains, 
which are nature’s relays to resupply his reserve force on the road to new strength.

Our country is a rapidly growing one. The system of banking, and hence of credit, 
is developed here in its highest and most potent form, but the growth can not go on 
forever without the reserve on which it is based growing in proportion. And 
the tightening of money rates is the signal that it is due. We are having our 
financial growing pains. And the person who would recommend any scheme which 
will entirely remove that very natural phenomenon I can only liken to the quack
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who would give that boy whisky for his troubles. He would probably forget the 
pains, but how about his reserve force?

This is illustrated by the method of calculating how large a volume of emergency 
currency should be issued under the Aldrich bill. The total is taken of all the clear­
ing-house certificates recently issued, which is perhaps proper, but to this is added the 
total gold importations during October and November. Verily, do these people expect 
never to have any more gold importations, but to issue paper money instead?

Gold importations are popularly supposed to represent the balance of trade, but 
exchange dealers and those who have studied the statistics of exports and imports will 
tell you they do not. It is the interest rate prevailing which does the business. Take 
the reports of the Secretary of the Treasury from 1896 to date. See the great increase 
of our gold holdings up to 1900. Then see them almost stand still from there on. 
What is the cause of the change? In 1900 a law went into effect allowing national 
banks of $25,000 capital to be organized, also allowing national banks to issue currency 
up to par of the bonds deposited. That was sufficient to give an impetus to the issue 
of national-bank notes. Since then, instead of adding to our gold reserve we have been 
adding to our bank circulation. And let me say here that though national banks can 
not figure bank notes in their reserve, I believe that it is done a great deal. Not inten­
tionally, but because it is a physical impossibility in the rush of business to sort differ­
ent bills of the same denomination.

We hear it stated again and again that we do not make the full use of our gold. 
That is, that we hold entirely too much in proportion to the amount of credit which it 
supports. With this statement I take issue. If the total of gold coin held by the 
banks and Treasury is compared to the vast superstructure of credit reared upon it, 
consisting of bank deposits, bank notes, and the Government’s own credit instruments, 
I think it will be found that the percentage will compare very favorably or unfavora­
bly, rather, to that of European countries. The tendency seems to be, because of the 
excellent credit of our National Government, to look upon its promises to pay as 
good as gold, or rather, as the same as gold. If the Government will guarantee any 
bank circulation, or even deposits, the impression seems to be that that settles it 
There is no need to pursue the subject further. A cautious business man thinks many 
times before adding his name as guarantor to any obligation, no matter how remote the 
possibility of his ever being forced to pay. Why should our Government rush into 
any such tremendous liability as guaranteeing an asset currency, or, as some propose, 
bank deposits, which is ludicrous, both because of the possibility of the Government’s 
being forced into bankruptcy, and because such a guaranty would remove all care 
and safeguards which a depositor takes in selecting his bank, and therefore give the 
rogues in the business a free hand, and ultimately result in the wildest era of specula 
tion we have ever known. If the Government should assume any such tremendous 
obligation what would be the result if we had a period of heavy gold exportation, such 
as took place from 1889-1893, when the effort to support less than $100,000,000 of its 
own obligations in the form of Treasury coin notes shook its credit to the very founda­
tion? Paper is not gold. A promise is not gold, however high the credit of the prom­
isor; and until so-called economists realize this in considering any measures affect­
ing demand credit they are going astray.

A currency to be sound should, if we are going to remain upon a gold basis, first, be 
based upon gold, redeemable in gold only, never allowed to go beyond a certain per­
centage without a heavy interest rate, which will either bring gold into the country 
or reduce the volume of the currency. The credit of the Government is only good so 
far as our belief in its ability to produce the gold to redeem the currency goes. And if 
through ill-advised legislation our country’s reserve is depleted and credit money sub­
stituted, we shall have to experience a similar, if not a worse, trial than that of 1893, 
and we shall not have the satisfaction of laying it to the free silverites or tariff reformers. 
The sound currency of which I speak could, of course, most conveniently be issued 
by a central bank. Such currency would be redeemable in gold on demand, not less 
than 50 per cent of which should be held as a reserve against the issue of notes, but 
usually a much higher percentage. Such a currency should be carried as a reserve 
by other banks.

It is easy to see how such a currency would protect its own reserve automatically. 
If gold is shipped abroad, the shipper must draw some of these central-bank notes from 
his own bank, in order to get the specie. This results at once in a lowering of the 
reserve of the bank from which he draws the notes, and a stiffening of the interest rate, 
which helps to check further shipments. The reverse is true of gold imports. This 
rule applies now, for we have much the same results from the Government’s gold 
certificates and legal tender only because of the diversity of our currency; other forms 
of money, especially national-bank notes, slide in and take the place of the gold certifi­
cates and the effect of its withdrawal from circulation is not so ap a.ent. Also, the
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alternate withdrawal and returning by country banks of their reserve deposits in New 
York destroys the effect.

The action, benefits, and arguments in favor of a central bank are diametrically 
opposed to those to be applied to a currency issue on the part of our present national 
banks. Yet, curiously enough, we hear all currency reformers start off as in favor of 
a central bank first, and next of an increased issue by our national banks. They cite 
the Government banks of England, France, and Germany in support of their argu­
ments'; yet the currency issues of those banks bear no resemblance to the proposed 
issues in this country in their fundamental qualities. First, it has been the unified 
policy of those countries to do away with all banks of issue but the one central bank, 
and that is practically an accomplished fact in all three countries. Here it is proposed 
to grant the privilege to 7,000 banks and as many more as come into existence. Sec­
ond, their issues are held as legal reserve by all other banks. Here they are not to be. 
Third, those issues are made against a very large coin reserve, amounting sometimes 
to 80 per cent, are solely redeemable in coin, and are for large amounts only in Ger­
many and England. Here the partisans differ, a few wanting them redeemable in 
gold, most in money, and as to reserve some go so far as to want them to be held as such. 
Fourth, as to the emergency feature which is supposed to be copied after that of the 
Reichsbank of Germany; that is, turned upside down. The Reichsbank is granted 
the privilege of issuing a certain volume of notes, the limit of which has never been 
reached. A certain percentage of the notes issued may be invested in Government 
funds or first-class bills; the remainder must be covered by coin. You will note that 
they reverse our method of making a reserve. We make the reserve a percentage of 
the total; they make the investment a percentage of the total. At first, one would 
think that would amount to the same thing, but it does not when it comes to the 
emergency issue. The emergency issue comes about in this way: If the percentage 
of the issue which is invested is greater than the law allows, that is an emergency 
issue. In other words, the emergency issue begins when the volume of notes falls 
below that amount of which the investments held would make just the legal per­
centage.

The effect of this is that when the bank increases its coin reserve by importation 
the emergency issue disappears, although the volume of notes has not been lessened 
but increased, nor the amount of investments cut down. The further effect is to tax 
the bank for having a short reserve, a very cunning way of making the bank take good 
care of it. I will not carry the comparison further, but if anyone can find in any 
of the proposed emergency issues on this side of the water any semblance of a feature 
calculated to really protect our gold reserve instead of dissipate it, we want to hear it.

A proper currency issue should therefore be based directly upon gold with a sub­
stantial coin reserve, and the relation between the volume of notes outstanding and 
the actual coin reserve held against it so regulated that a rise in the interest rate will 
increase the percentage of reserve either by decreasing the volume of notes or increas­
ing the coin noldings through importations. For instance, if we had $1,000,000,000 
of such notes outstanding and $600,000,000 of coin reserve against them, which would 
be 60 per cent, and that percentage was considered too small a rise in the interest 
rates, would, tnrough curtailing of loans, decrease the volume of notes or increase the 
coin reserve through importation. This can not be accomplished through the medium 
of 6,000 or 7,000 separate institutions. It can only be done by one central institution, 
and that may be either a central bank or the National Treasury. And as I recognize, 
along with other currency doctors, that the central bank, for political reasons, is not 
practical now, I advocate accomplishing the same result under slightly different 
auspices. Other currency doctors turn from the central bank to something radically 
different. They turn to the very system which they denounce as unsound, ill ad­
vised and a political expedient, and in the same breath tell us that with a slight change 
it will produce results directly opposite to those it has produced in the past. I turn 
to our National Treasury as a substitute for the central bank, and by a slight change in 
the present issues we can have a currency based upon gold slightly elastic or more so 
if desired, sound and stable, because guaranteed and regulated by our Government 
and a central authority.

I would take our total issue of gold certificates, of which there are approximately 
$800,000,000/ the issue of legal tender, of which there are approximately $350,000,000, 
and make them one issue, of which there would be $1,150,000,000. Against these I 
would hold the $800,000,000 of gold coin represented by the gold certificates or yellow 
backs and the $150,000,000 now held as reserve for the legal tender or greenbacks, 
giving $950,000,000 of actual gold reserve against $1,150,000,000 of notes issued, or a 
reserve of 0.826 per cent. We would here have a note issue based directly upon the
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gold reserve redeemable only in gold, with a very slight margin of difference between 
the actual coin held and the issue outstanding. Suppose more money is needed in 
the country, we have but to increase the volume of notes $100,000,000, always under 
the proper restrictions, of course, and there you are. No noise, no red fire, no emer­
gency issue to frighten the timid, to sound the warning that our finances are rotten, 
no newspaper scare headlines. And that is a great argument against all proposed 
emergency issues, aside from their very bad economical features.

This issue which I propose would all be uniform, both in its engraving and its life 
and its retirement. The first $100 bill would be the same as the last. They would 
all be Treasury notes, legal tender, available for bank reserve, which is the real thing 
needed, with no complications about their legal status, as such. Suppose this extra 
$100,000,000 is issued as previously suggested, and we still have 76 per cent reserve, 
another $100,000,000 and we have 70 per cent, and so on, though I should never be in 
favor of going much below the last figure. But if we did, owing to some extraordinary 
emergency, like last October, we could soon recoup by importations of gold or an 
early reduction of the issue. As to its practical operation: First, let a separate issue 
department be established in the Treasury as in the Bank of England. Let it be 
distinctly undeistood that this issuing of notes is never to be confused or entangled 
with the regular receipts and expenditures of the Government. Not a dollar of ohis 
issue is to go out of the issue department except for gold, deposited or under such 
circumstances as I shall describe later. And let me say here that those notes are to be 
acceptable for all taxes, duties, and customs, and thus do away with that anomaly of 
a government refusing to accept its own promises for taxes or any other debt.

In order to get the increase issues, when needed, into circulation, some scheme 
must be devised, such as loaning it to banks upon the deposit of approved collateral 
and charging not less than 5 per cent, or loaning to the banks without collateral and 
with the same charges and making the loan a prior lien upon the bank’s assets. Per­
sonally, I am in favor of the latter scheme. That is, taking no collateral ana making 
it a first lien. That gives the bank a freer hand to use the funds for the benefit of its 
depositors, and those funds will go to the merchant and business man instead of into 
the security market as in the case of a bond deposit being required.

Moreover, the great danger of a favored security list and the wirepulling to get 
securities upon that list will be obviated. Many will make the point that it will not 
be fair to the depositors in the banks to make the Government a prior creditor, but I 
fail to see it. The Government only comes to the aid of the banks for the benefit of 
the depositors; why should it not be guaranteed against loss? As against a bond 
deposit a prior lien is no different. One is the same as the other, so far as the depositor 
is concerned. The examination of the banks could always be made with a view to 
their being possible borrowers, and it seems to me should eliminate any possibility of 
loss if properly conducted. What banker would not be relieved if his loans were all 
made to houses of which he or a deputy had made a personal examination?

Another method which might be developed for putting the extra issue into circula­
tion when needed would be along the lines of James G. Cannon’s suggestion of loaning 
them to clearing houses where commercial paper would be used as the basis of the 
security, or a discount committee could be organized in various subtreasury cities 
which could buy commercial paper. Whatever method was used for accommodating 
the banking community in time of need if practicable would do. The essential thing, 
which is usually overlooked, is that the currency in the first instance should be based 
on a sound economic foundation.

I said that I would make the interest charge to the banks for this extra accommoda­
tion 5 per cent, and in the discretion of the Secretary of the Treasury it should be 
gradually raised to 7 per cent, 8 per cent, 9 per cent, and more if necessary, as the per­
centage of gold reserve was lowered, thus forcing either a reduction of the issue or an 
importation of gold. There might be a commission authorized, composed of one mem­
ber named by the clearing house in each city of 1,000,000 inhabitants and two by the 
President, making a board of five, who could have the power to check if necessary, 
but not to destroy the initiative of the Secretary.

The Treasury notes thus issued should not be of a smaller denomination than $20, 
thus insuring their principal use as bank reserves. Further, the silver issues now con­
stituting the ones, twos, and fives should all gradually be made into tens. The bank 
circulation should be reversed; instead of being composed of denominations of $5 and 
over, should be converted into denominations of $5 and under—that is, ones, twos, and 
fives. Thus we would have a currency harmonious and well balanced, with the 
Treasury notes making the larger denominations, and the silver certificates, which 
would be tens, available as bank reserve; the national bank circulation limited to 
fives, twos, and ones not available as reserve for national banks at least, and to be used 
as hand to hand money. Thus, naturally, in the regular day’s work would the reserve
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money be separated from the nonreserve money, and the banks would not have to face 
every Friday and Saturday morning a heavy arain upon their reserve money, as they 
do now. And again, the recurrent shortage and plethora of small bills with which we 
are all familiar could be alternately supplied ana corrected by the banks themselves 
as they saw fit, instead of waiting for the tardy action of the Treasury Department. 
In fact, the Government will soon have to resort to silver purchases in order to supply 
the demand for ones and twos unless something like this is done. Thus could the 
national bank circulation be made useful and still stay within its legal limitations. 
We know that to-day it is not used for local accommodation, as the theorists presume, 
but a country bank orders its new issue shipped to its New York correspondent, who 
has the officers’ names lithographed upon it, and then credits the country bank’s 
account. This is the usual procedure, though there are exceptions.

Other than I have suggested, I would not be in favor of disturbing the present 
national bank circulation except that the rule should be more strictly enforced that 
it should not be carried as a reserve. As to the privilege of the national banks carry­
ing so large a percentage of their reserve in other banks, as I said previously in this 
paper, if not entirely eliminated it should be decidedly reduced. I believe there 
lies the cause of our recurrent money stringency and money plenty in so aggravated 
a form, and I do not believe that any currency system can be devised which will 
correct it. A too easily expanded currency will only humor it until it goes beyond 
bounds and leads to fearful disaster. According to my theory, a legal reserve should 
be all cash, although the percentage of the total reserve be reduced. For instance, 
say 25 per cent in cities of 1,000,000 inhabitants, 20 per cent in cities of between 
100,000 and 1,000,000, 15 per cent in all cities of between 30,000 and 100,000, and 
10 per cent in all other sections, all to be held in legal reserve money in the bank’s 
own vaults.

The natural tendency of funds to collect in money centers is inevitable. Why 
add to this a harsh law which aggravates the trouble manyfold? If actual elimina­
tion of the credit reserve is not possible, then the percentage which is carried in other 
banks should be reduced. At present a nonreserve bank may carry 60 per cent of 
its reserve in a reserve city, and that bank may carry 50 per cent of its reserve in a 
central reserve city.

It seems needless to say more on this subject. A little reflection makes the whole 
trouble so self-evident. Carrying this principle a little further, no two banking 
institutions in the same city should be allowed to carry each other’s reserve, whether 
they are national or State banks or trust companies. That situation has obtained 
and still does in this city. Under what principle of finance such a situation is tol­
erated I am at a loss to understand. I am aware that in making some of these points 
I am going to be opposed by many who prefer the present situation to losing deposits. 
But I think it will be found that such a system can not go on forever. Indeed, I 
believe that if a central bank is instituted with the purpose of fostering this system 
of banks in three cities, attempting to carry the reserve for the whole country, it will 
soon find its power to lend credit exhausted.

The present is the very time to make such a change in the reserve system as I have 
suggested, as after the panic of last autumn and the natural retrenchment which is 
bound to follow the whole banking system will have an abundance of reserve money, 
and the change may be made without hardship, and, moreover, that change should 
be made before heavy gold shipments begin. It is, of course, understood that my 
plan for remodeling the currency is only given here in a rough sketch. I have used 
as few figures as possible, and those are only approximated and in round numbers, 
in order to avert confusion. But I believe tnat in this manner only can we secure a 
currency with some elasticity to it sufficient to allow for the enlargement and con­
traction of business activity at different seasons of the year. But 1 believe that no 
form of credit currency can be devised or should be attempted calculated to take the 
place of actual coin reserve during a long period of growth. And, moreover, this 
increased issue of Treasury notes when necessary would, under certain departmental 
rules, be available for use by any national bank at least that complied with those rules 
on an equal footing and thus eliminate the possibility of our Treasury funds in time 
of stress being put in control of a small coterie of men, be they ever so high-minded, 
as we have recently witnessed.

N o te .— In this connection a recent statement of Lord Averbury regarding gold 
reserves in England is interesting. He said that the subject resolved itself under 
two heads—gold reserves as against bank notes and gold reserves as against liabilities 
So far as bank notes were concerned, he thought that his hearers would probably agree 
that the reserve of gold was ample. There was not a shadow of doubt as to the con­
vertibility of the bank note. Tne deputy controller of the mint had given an estimate 
of the amount of gold coin in circulation, including that held by banks. His estimate,
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in round figures £116,000,000, was exclusive of bullion. He had no very trustworthy 
figures as to the amount of gold or silver bullion, but it could hardly, with the gold 
coin, be less than £150,000,000. The question of gold reserves of banks was, no doubt, 
a more difficult one. If there were to be any legislation, savings banks must be 
included. He was surprised that there should be any question on that subject. Yet 
the chancellor of the exchequer asserted that savings banks were on a different footing. 
Their deposits, in round figures, were £200,000,000, and against this enormous sum, 
at the present moment, no reserve gold whatever was held. Yet surely reserve gold 
was more important for savings banks than for other banks.

Table illustrating how the proposed issue would have been effected in January, 
1908:

Amount. Gold reserve. Percentage.

Legal tender ......................................................................... $346,000,000 $150,000,000
800,000,000Gold certificates .............................................- ........ 800,000,000

Treasury notes.................................................................. 1,146,000,000 950.000.000
950.000.000

82
Emergency increase.................................................................... 1,246,000,000 76

Comparison should be made with the table on page 45, where the reports of January, 
1913, are used, and notice how deposits of gold would have increased the issue of 
Treasury notes and strengthened the reserve.

TREASURY ISSUE V. BANK ISSUE: LET THE BEST CURRENCY IN THE WORLD BE IMPROVED,
NOT EMASCULATED.

[Delivered before convention of American Institute o* Banking at Providence, July, 1908.]

The first thought, it seems to me, which naturally arises in carefully analyzing the 
emergency currency bill recently enacted by Congress 1 is, Why should the currency 
be in the form of bank notes instead of the Government’s own direct obligations? 
It is to be redeemed by the Government at its own expense, and it is practically 
loaned by the Government to the various banking associations at a very fair rate of 
interest upon deposit of approved collateral. In fact, the rate charged for this emer­
gency relief circulation is double that charged for the Government’s own funds when 
placed with depositories. And yet the one is useless as reserve and the other is imme­
diately available as such and for building up or supporting three or four times its 
volume in credits. The final outcome of all the money and currency agitation which 
we have experienced for the past few years is a very good example of the manner in 
which public questions will develop along certain arbitrary lines. When the ques­
tion first arose a few eminent parties versed in the theory of banking and credit pointed 
the way of relief in the direction of bank issues, and along those lines only the discus­
sion has continued, oblivious of the fact that there might be relief in a different direc­
tion. At last a bill has been passed which brings little if any of the benefits which the 
originators of the argument intended should be accomplished, and which in principle 
is faulty, to say the least.

I am in favor of the Government issuing and guaranteeing its own currency. If it 
chooses to loan the currency to banks under certain approved and fixed conditions in 
order to relieve severe monetary difficulties, well and good, but what argument can 
be advanced in favor of the Government issuing currency with the names of various 
banks printed on it, but which the Government not only guarantees and redeems, but 
charges a good round interest for? With our present bank circulation I have no 
quarrel. We all know the conditions which gave it birth; and so long as it is kept 
down to a reasonable amount it is not particularly dangerous. Its best quality is the 
fact that it is rather unprofitable to issue.

This currency which I am in favor of should not be an emergency currency, but 
should as soon as possible be made to absorb all of our present outstanding gold- 
redeemed currency, including both the legal tender and gold certificates, the gold 
which they represent being held as a reserve by the Treasury. There would be, 
according to present conditions, under such a rearrangement, a specie reserve of about 
86 per cent, arrived at as follows: Gold in the Treasury held as reserve for the legal 
tenders, $150,000,000; gold held in trust against gold certificates, $1,086,000,000; total, 
$1,236,000,000. Legal tender outstanding, $346,000,000; gold certificates outstanding,

1 Refers to Vreeland amendment to tbe national bank act providing for emergency currency.
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$1,086,000,000; total, $1,432,000,000; $1,236,000,000 specie reserve against $1,432,000,- 
000 currency outstanding, percentage, 86 per cent.

I recognize that the gold certificates represent a trust fund and that it would be 
impossible to disturb those outstanding by throwing them arbitrarily into such an 
issue, but if there were issued a Treasury gold note redeemable in gold on demand, and 
as the gold certificates and old legal tenders came into the Treasury if they were retired 
and these Treasury gold notes issued in their place the desired result would soon be 
reached. The percentage of specie reserve to issue outstanding should be fixed, say, 
86 per cent, as it is under present conditions, and that percentage never reduced 
except under such conditions as we experienced in 1907, when an additional 100 or 200 
millions of Treasury notes could be issued and loaned to the banks, interest to be 
charged at not less than 5 or 6 per cent and raised or lowered according to conditions 
prevailing. When any bank has regained its normal condition it would simply pay 
off its loan with Treasury notes and the issue thus be reduced, or it could deposit gold 
to cover the notes loaned to it, and the deficiency in the reserve would thus be wiped 
out; or the Secretary of the Treasury could buy United States bonds during a financial 
stringency and sell them when money was abundant, just as the Bank of England buys 
for cash and sells for the account, and the reverse at different periods.

But that is beyond the scope of this paper. Sufficient it is to say that any plan 
whereby all banks were treated alike if they conformed to the conditions would do. 
Under the Vreeland measure any bank wishing to pay off the Government loan may 
do so by depositing with the Treasury “ lawful money,”  which may be an entirely 
different form of currency from that which it borrowed, and the currency which it is 
supposed to retire may remain in circulation for years after. To be sure, the Govern­
ment stands ready to redeem it at any time, but why not make it originally a Govern­
ment issue and save this complication? The issue under the Vreeland bill is not 
reserve money, still it is to be an emergency currency, loaned to the banks at the 
very time when they are short of reserve and all are endeavoring to regain their legal 
position at once. I know the argument of those in favor of this form of currency that 
it is to be paid out by banks to their depositors and legal money held in the vault. 
Let us presume that this is done. That practically all of the reserve money is in the 
vaults of the banks of the country, and the depositors, the people, hold nothing but 
bank notes. Then they will deposit nothing but bank notes in the form of money. 
The deposits may increase, but the reserves of the banks can’t increase, for they hold 
all of the reserve already. Bank notes should never be counted as reserve money 
even though they are guaranteed by the Government, for the principle is wrong. 
But if the emergency issue under the Vreeland act is to be of any service at all, bank 
notes will be counted in the reserves of banks. Bank notes are now counted in the 
reserves of most of our State institutions and of many national banks, owing to the 
impossibility of banks without regularly organized bill departments doing otherwise. 
And what is the result?

They are releasing just so much gold from the country’s reserve to be exported. 
It is a fact now universally recognized by students of currency and money condi­
tions that any issue which is given power to do what gold can do does not increase 
the country’s money supply, but simply frees gold to leave the country, or relieves 
the necessity of gold being imported when it otherwise would be. Therefore, let 
us lay down the general rule that a sound currency is one which represents gold 
and not one which takes the place of gold.

A currency which represents gold will necessitate the importation of gold if its 
issue is increased, for presumably the increase will only be made under pressure of 
a high interest rate and an increased issue necessitates an increased reserve. Whereas, 
a currency which takes the place of gold, when increased, simply relieves the neces­
sity for more gold or allows some gold already in hand to go. This has been illus­
trated strongly several times in this country since 1860. The issue of greenbacks in 
the sixties caused the exportation of gold which they displaced, but they were shorn 
of a great deal of their power to do so by the fact that they went to a decided dis­
count in gold. And let me call your attention to the fact that a money which passes 
freely with gold at par is far more dangerous in this regard than one which is at a 
discount, for the very fact that a money is at a discount is proof that it is not taking 
the place of gold entirely. But it is universally conceded that the greenback did 
displace a great deal of gold in our currency and was a standing menace until the 
resumption of specie payments, when it ceased to be fiat money and became vir­
tually a Treasury note.

And that is what this new issue should be; a gold note based upon a certain specie 
reserve which should be a percentage rather than a fixed amount. To many such an 
issue appears as fiat money and they at once throw up their hands and refuse to con­
sider it. But it is not fiat money any more than gold is as long as it is always redeem­
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able in gold. To be sure it should be given the legal-tender quality in order to give 
it an equal power with gold and in order to make it a better representative of the gold 
for which it stands.

Another period in our financial history when a money issue which took the place of 
gold instead of representing gold drove a great deal of that metal out of circulation— 
or, rather, releasea it and allowed it to go, for gold does not have to be driven away— 
was during the operation of the Sherman Act of July 14,1890. That act provided for 
the monthly purchase of 4,500,000 ounces of silver and the payment therefor with 
Treasury notes which were redeemable in coin. The bill remained in force three 
years, during which time $156,000,000 worth of silver was purchased and as much 
new money put into circulation regardless of the need for it and with no reference to 
any gold reserve, although it was redeemable in that metal at the option of the holder. 
During the three years’ operation of the bill we exported $160,000,000 worth of gold. 
We exported almost the exact amount of gold, because the new issue simply took its

Elace and released it and very nearly bankrupted the Treasury through the operation, 
ecause the notes were issued for onp metal and redeemed in another.
Other instances of issues which took the place of gold instead of representing it were 

the forced mintage of the Bland silver dollar, whereby about $370,000,000 of that coin 
were put into circulation between 1878 and 1890. Although they may not have caused 
the exportation of large amounts of gold, they relieved the necessity for its importa­
tion, which would have naturally followed our country’s phenomenal growth during 
that period and the consequent increased demand for currency.

Another instance is the national-bank note, which has none of the qualities that a 
credit issue by banks is supposed to have, especially the quick redemption; it is not 
elastic; it is not issued in relation to any gold reserve, and although it is not legal tender 
or available as reserve for national banks, still it is for State banks and, as I said before 
is reported as reserve to a certain extent by national banks and to that extent displaces 
gold.

With these various issues which we have, displacing gold instead of drawing it to 
us, our country would soon be depleted of its reserve if it were not for its phenomenal 
growth, its tremendous and steadily increasing export trade, and the production of 
its mines. Yet this should not be so. Our currency should be built on such lines 
that though our exports were diminishing and our business drying up, the last dollar 
of public credit outstanding would be provided for. This can be accomplished by 
means of a currency with a fixed percentage of gold reserve back of it. Then if the 
volume of the currency is increased, the volume of its specie reserve must also increase 
proportionately. If there were heavy gold shipments, the specie would be obtained 
from the gold reserve by presenting the Treasury notes. The Treasury notes would 
not be reissued except on deposit of a like amount of gold. Thus the withdrawal of 
gold would at once reduce our circulation and, through the effect upon the interest 
rate, make further shipments unprofitable, thus automatically protecting the reserve.

By a currency founded on these lines we could make a fuller and much more bene­
ficial use of our stock of gold than we do at present. By clinging to the gold certificate 
as at present issued we are limiting the development of our credit and of our national 
resources to the stock of gold in hand, whereas there is no reason why there should be 
any such arbitrary limit set upon them. Does anyone believe that the deposits of 
gold under the earth’s surface were originally measured by the need for that metal 
in carrying on the banking and financial operations of the world? If they were, then 
let us stick to the use of gold coin and gold certificates. If not, let us devise some 
means by which we can use a currency based upon gold, representing gold, redeemable 
in gold, but which, if necessary, may almost double the usefulness of the stock of gold 
which we find it convenient and necessary to carry. Such a currency would be to the 
people and the banks exactly the same as a gold certificate, for it would be redeemable 
in gold on demand and it would be issuable on deposit of gold.

A default in their redemption would be impossible, for long before the reserve was 
half used for redemption the volume of our currency would be so reduced that no 
more could or would be presented. In the famous bullion report of 1810, I think, it 
was first recognized that a country will absorb a certain amount of money and that if 
the circulation is increased beyond that amount it is corrected through the exchanges 
or the currency decreases in value. Acting upon this, we may take it that our country 
will always have use for the volume of currency outstanding to-day and probably 
mors as it grows.

Therefore we are acting with perfect safety if we take the stock of gold now in the 
Treasury as a reserve ana issue the Treasury notes against it, as I have suggested. In 
a total issue of over 1,400 million there would be less than 200 million of notes not 
actually covered by coin. If an occasion arises when additional circulation is needed
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temporarily, this 200 million of uncovered notes could be increased to 300 or 400 
million with perfect safety, for at such a time more money is needed.

If the demand for money is permanent, gold would be imported eventually and de­
posited with the Treasury, thus bringing the uncovered notes down again to 200 
million, but allowing the volume of notes outstanding to remain at the higher figure. 
This process could continue as our country grew and would operate the same with 
two billion notes outstanding as it would with one billion.

Thus we should have an elastic legal-tender currency redeemable in gold and 
available as bank reserve. And it is as bank reserve that an emergency currency is 
needed. The use of clearing-house certificates proves that conclusively, 'the 
emergency issue of these Treasury notes would remove the necessity for clearing-house 
certificates and the consequent interruption to our domestic exchange.

How much more scientific and useful would such a currency be than that authorized 
Dy the Vreeland measure. The one would relieve instantly, going direct to the work 
for which it was intended, whereas the other has first to be issued by the banks and find 
its way into the hands of the people, where it is to take the place of reserve money 
which is to be returned by the p.eople to the banks before there can be any relief. Or, 
the banks will put the Vreeland currency directly into their reserve contrary to the 
letter and spirit of the law, and I am inclined to think that it will be the latter.

A comparison of this proposed Treasury note with the issues of the banks of England 
and Germany will show that it is not very different from them in principle though it 
would be a direct obligation of the Government, whereas they are the indirect obliga­
tion through the Government bank. The Bank of England was authorized by the act 
of 1844 to issue 14,000,000 sterling in notes, against Government securities anything 
above that amount to be covered by gold, so that the amount invested is fixed and the 
specie reserve fluctuates with the excess of the issue over that amount.

By the same act the privilege of note issue on the part of other banks in the King­
dom was limited to the amount in existence at that time, April, 1844, with the proviso 
that upon the privilege of issue of any of those banks expiring from disuse or failure 
it should revert to the central bank which could thereupon increase its uncovered 
notes by two-thirds of the amount. Through the operation of this clause the bank 
may now issue in the neighborhood of £18,000,000 of. uncovered notes. We note 
here the gradual extinction of other banks of issue and concentration of note issue in 
the one central bank which is opposed to our present policy of having 8,000 banks of 
issue and increasing their privileges. We note also the amount of uncovered notes 
£18,000,000 or $90,000,000, which compares with the $200,000,000 of uncovered 
Treasury notes under the proposed issue. The Bank of England note is also a legal 
tender, therefore, available as reserve for other banks, through, of course, there is no 
legal requirement.

It is interesting to note also that the only time when the circulation of the Bank 
of England has been found inadequate or its weak points brought out were in 1847, 
1857, and 1866. At these times it was necessary to suspend the act or allow the bank 
to increase its uncovered notes, which amounts to the same thing as our proposition 
to increase the uncovered Treasury notes during times of financial stress. Let us also 
note that the weakness lay not in the bank note issue, but that the bank acted as 
reserve agent for all of the banking institutions of the Kingdom, and that the trouble 
was caused by their drawing their balances to replenish the cash in their own vaults. 
The gold was drawn not by the bank note, but by check. We therefore come to the 
strong conclusion that to completely divorce the monetary issue of a country from the 
bankmg business is the only safe and sound plan.

The note circulation of the Imperial Bank of Germany is based largely on the 
English banking act of 1844. There is a fixed limit of authorized circulation against 
which specie must be held in the proportion of one-third and issues beyond this 
amount must be covered in specie for the full amount; except that the bank may 
exceed this limit without metallic reserve upon the payment of a 5 per cent tax to the 
Government. Here also the banks of issue are limited to those in existence at the 
time the act was passed (1875) with reversion of the privilege to the central bank 
upon the suspension of other banks and the proportionate increase of uncovered notes 
to be issued by the central bank.

The authorized circulation as originally adopted was 250,000,000 marks, one-third of 
which (83,000,000 marks) had to be covered in specie; two-thirds (167,000,000 marks) 
to be invested. You will note that the amount uncovered, 167,000,000 marks, is fixed, 
whereas the amount uninvested or represented by coin and metal is not; for the issue 
may exceed 250,000.000 marks by any amount so long as the excess is covered by coin. 
But if this increase is not all covered by coin and the two-thirds, or 167,000,000 marks, 
allowed for investment is exceeded, then the 5 per cent tax becomes operative until 
the note issue is decreased or the metallic reserve increased
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The circulation is something over a billion marks, so the amount to be invested is 
practically fixed, although the above-given figures have been considerably increased 
by the imperial bank having taken over the circulation of other banks. Again, we 
see the similarity to the proposed Treasury notes, with the added feature of the 5 per 
cent tax which corresponds to the interest to be charged by the Treasury for accommo­
dation. We hear a great deal about the Government going out of the banking business, 
but I do not believe that in so far as the currency needs of our country are concerned 
it is possible or feasible for it to do so. M. Noel, in speaking of the Imperial Bank of 
Germany, says: “ The establishment is closely bound to the State and is only able to 
move, think, or act when the State manifests in some manner its presence and affirms 
its control.”  WTiat is that but the Government going into the banking business? If 
we establish a central bank here we must do one of two things: We must hand the 
whole of our financial business over to private parties or the Government must take 
full control. I do not' believe 1 in 1,000 of our citizens would consent to the first, 
and if the latter then it seems to me that the Government would be deeper in the 
banking business than before.

Therefore, why not utilize and extend the good points of our Treasury system, seiz­
ing upon the good points of the currency systems of the world, adapting them to ours 
and proceed on our prosperous way with the firm conviction that Uncle Sam when he 
once sees the way clear will do a thing a little better than anyone else could do it.

The following table shows how present Treasury issues would be thrown into pro­
posed new issue and how easily an emergency issue could be effected, which would 
bviate the necessity of using clearing-house certificates.

[Gold certificates are aken as o* Jan. 31,1913.]
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Present issue. Gold reserve.

Legal tender .................................................................................................. $346,000,000
1,086,000,000

$150,000,000
1,086,000,000Gold certificates...............................................................................................

Total present issue................................................................................. 1,432,000,000 1,236,000,000

Inter­
est

rate.
Treasury notes. Gold reserve.

Per­
cent­
age.

Proposed issue..................................................................
Per ct. 

4 $1,432,000,000
1.532.000.000
1.632.000.000
1.732.000.000

$1,236,000,000
1.236.000.000
1.236.000.000 
1,236 000 000

86
Emergency increase ....................................................... 5 80
Additional increase.......................................................... 6 75
Exceptional increase....................................................... 7 70

Those who are familiar with this subject know how delicate an operation it is to 
tamper with the currency of a highly developed commercial nation such as the United 
States. The prudence and caution demanded may be compared to that of a surgeon 
when he wields the knife near the vitals of a human being. Here is a change which 
may be effected with no more attention attracted than is occasioned by the changing 
of the engraving on one of the bills of our existing issues, and yet it would go to the very 
root of our disorder. Experts claim that $150,000,000 increase would be ample to 
satisfy the reserve shortages of our worst periods. A separate “ issue department” 
should be created in the Treasury and all currency issues controlled from there and not 
reported and confused with the fiscal department. A surplus or deficiency in the 
income of the Government should have no effect on or relation to the issue depart­
ment. The emergency issue could be put into circulation by loaning direct to banks 
in proportion to capital and surplus, or to deposits, and be made a first lien against the 
assets, or through discount committees at the clearing houses, or at the sub treasuries. 
Any one of these three methods would serve; the main thing is to create a sound cur­
rency issue first, and, secondly, to keep it in the control of the people’s Government 
and its operations within the bounds of absolute necessity.

FINALE.

If through the perusal of the three foregoing papers the reader has been induced to 
think a little for himself along the general lines of the greatest good for the greatest 
number; if he has been brought to realize that a plan or proposal which has all of the 
advantages urged in its lavo? may have certain disadvantages which are extraneous
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or outside the direct argument, but still have great weight; if he has begun to see as in a  
picture this vast structure of credit which contains and supports our whole business, 
social, and commercial life, and then to see it crumbling and fading away over night, 
leaving in its relentless wake the helpless and unfortunate victims of its enticing and 
tempting possibilities, then they shall not have been published in vain. The average 
person one meets in the street has so vague and pitiful a view of general financial move­
ments and of the effect of credit growth or paralysis, that a little study will seem like a 
revelation to him. The fact that the laws of credit and finance as applied to the indi­
vidual or the community are so divergent accounts for this in a great degree. How 
many men who have not made a study of finance realize that an increase in loans 
results in an increase in deposits? And yet it is axiomatic to a banker. How many 
earnest men are there who do not rail at the law which prevents national banks from 
loaning on real estate? Yet it has been demonstrated time and again, during and after 
crises, that banks have been crippled by it. How many depositors who do not think 
that their offerings of notes should be taken indefinitely as long as those notes are 
unquestionably good? They do not realize the peril of too much credit. How many 
are there who do not think that an A1 check on Chicago is just as good as gold in New 
York? That a certified check is identical with money? How many bankers are there 
who do not think that reserve carried in another bank as long as the law allows it is not 
just as good as though in their own vaults? How many who wonder why the law does 
not allow a national bank to carry bank notes as reserve? How many who do not want 
to carry bonds as reserve? How many who do not fret at having to carry so much 
useless cash as reserve when it might be earning interest? And what is it which sud­
denly changes the mental attitude of all of them? It is the panic. Then the merchant 
does not want notes, the Chicago check does not appeal to him, the banker forgets the 
coveted interest on his reserve. The panic is at once the scourge and the purger of 
commercial life. It is the firebrand which sears, but maybe it cleanses.

Senator R e e d . Y ou think that it is entirely practical for us to 
require in this bill, if it should be passed, that the reserves of the 
banks should be put in in gold. Do you think we can get the gold 
accessible to the banks ?

Mr. A l l in g . I do not know why not. Every bank carries a 
certain amount of gold certificates. In fact, you will notice the 
term “ specie” in the statement of the comptroller’s report. That 
is not all gold. Various banks are careless about making this amount 
up. Specie includes gold certificates, silver certificates, and any 
coin they may have. There was $713,000,000 on September 4, 1913, 
and on June 12, 1913, there was $724,000,000.

That is the amount of specie, and most of that is gold certificates. 
So you see they have an ample amount of about $400,000,000 or 
$500,000,000, provided they get these other notes back in exchange 
so they can go on and do business. I have a statement here which 
shows—I am not familiar with these figures— the total is appar­
ently $420,000,000 in gold—coin and certificates. There certainly 
is $1,000,000,000 in Treasury certificates outstanding.

Senator R e e d . If we put gold certificates in we would not actu­
ally increase the gold supply, because the gold we have already 
got locked up. The thought I had in my mmd was whether by a 
provision such as you suggest in this bill we could actually largely 
mcrease the amount of gold in the Treasury or in the banks and the 
Treasury together.

Mr. A l l in g . Y ou mean the actual metal.
Senator R e e d . I mean the actual metal.
M r. A l l in g . N o ; you can not increase that b y  legislation.
Senator R e e d . I mean increase the gathering of it. I do not 

mean to increase the actual gold. I am not a fiat money man— at 
least I do not think you can create gold by a fiat. What I mean is this: 
Could we actually gather $550,000,000 more of actual gold coin? 
Do you think it is in the country and that the banks could get it ?
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M r. A l l in g . Y ou mean coin that is in the country?
Senator R e e d . Yes; so that the banks could gather it up.
Ml. A l l in g . I think that could be done—not all of it, but a large 

portion of it.
Senator R e e d . D o you think that a large portion of it could be 

accumulated substantially at once— im mediately I  m ean— and the 
balance of it gat|Jbred in gradually out of the circulation ?

Mr. A l l in g . I should think if all of the national banks came into 
this system that in the neighborhood of $400,000,000 or $500,000,000 
in gold could be accumulated.

Senator R e e d . If we got that much in addition to the $1,100,000,000 
that we have back of our gold certificates, and in addition, I think it 
is, to the $150,000,000 that we have back of our legal tender, we would 
then have in this country the largest gold reserve of any country in 
the world.

Mr. A l l in g . I think we would. I am not familiar enough with 
the figures, however, to state just now. They could use either gold 
certificates or gold coin if required in the bill.

Senator R e e d . What I am asking and what I am dealing with, 
Prof. Sprague, is the actual accumulation of money. I understand 
that a bank could take a gold certificate and use it in lieu of the 
gold. In that event our gold in this country in the banks and Govern­
ment vaults would not be decreased a dollar. I am inquiring as to 
the feasibility and practicability of actually getting more gold coin.

Prof. Sp r a g u e . There is a lot of gold coin, of course, in circulation, 
and by a process of substituting some other kind of money for it, you 
might gradually attract that gold coin into the banks. I do not 
believe there is very much away from the Pacific coast in circula­
tion—that is, outside of the banks—to be gathered in. It would have 
to be imported from abroad, and they could not secure any great 
amount of gold other than the gold certificates.

Senator R e e d . What do you think about that, Mr. Alling ? Do 
you not find a good deal of gold going through your bank right along ?

Mr. A l l in g . Oh, the bulk of the money above $20 bills seems to 
be gold—gold certificates.

Prof. Sp r a g u e . Those are included in the Senator’s supposition.
Senator R e e d . I am talking about the gold; yellow, smny, gold 

coin.
Mr. A l l in g . I could not say how much there would be. What 

does the statement say ?
Senator R e e d . I am dealing with the proposition with the idea 

in mind of seeing how much we can actually increase the gold which 
will be in the Treasury of the United States or in the vaults of these 
regional banks or any other system of banks we establish and which 
will constitute a gold reserve on which notes might be issued.

Prof. Sp r a g u e . There were $143,000,000 of gold coin, as distin­
guished from gold certificates, in the national banks. That might 
go into these Federal reserve banks. Then, there is probably some 
gold coin out in circulation.

Senator R e e d . That gold is held now back of our Federal cur­
rency.

Prof. Sp r a g u e . That, as I understand you, is to include the gold 
coin in the banks.
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Senator R e e d . That is not what I  am trying to get from Mr. 
Ailing. What we have already is locked up and is safe.

Prof. Sp r a g u e . I do not think there is much gold outside of the 
banks at the present time away from the mountain and Pacific Coast 
States. What there is could only be gathered up very slowly by a 
process of the banks carefully keeping any gold that came in over 
the counter and insisting that their depositors whe& they paid checks 
should take currency rather than gold. I do not believe it would 
be possible to get by that means $100,000,000.

Senator R e e d . What do you think about that, Mr. Alling ?
Mr. A l l in g . I can not make anv statement in connection with 

that. I have not made a study of how much actual coin there is in 
circulation. What were the figures, the limit that the professor 
gave ?

Senator R e e d . $100,000,000.
Mr. A l l in g . He stated that you could not get $100,000,000 out­

side of the gold certificates.
Prof. Sp r a g u e . And the gold coin in the banks.
Senator R e e d . I do not care what gold the bank has in it—whether 

it is in the bank or whether it is in an old woman's stocking. I would 
rather it would be in a bank because the money could then be used. 
I am talking about whether there is gold in existence in the United 
States of America outside of the vaults of the Federal Treasury 
sufficient to make up $500,000,000 of gold which could be taken now, 
gathered together and locked up just as we have locked up the 
$1,100,000,000 of gold back of the gold certificates.

Mr. A l l in g . I do not see why not. The report of the Secretary of 
the Treasury shows that there is over $1,000,000,000 of gold certifi­
cates outstanding. And there certainly has not been $500,000,000 
destroyed by fire and loss.

Senator Sh a f r o t h . The Senator says “ besides that." He elimi­
nates that.

Mr. A l l in g . I thought you meant the $500,000,000.
Senator R e e d . Oh, no.
Mr. A l l in g  Well, I will have to consider that before I come back 

from Richmond.
Senator R e e d . Then you will probably stop on your way back. 

However, I am going to ask you just one more question. You are 
in the banking business in New York City?

Mr. A l l in g . Yes.
Senator R e e d . What is the capital of your bank ?
Mr. A l l in g . $1,000,000.
Senator R e e d . What are your deposits ?
Mr. A l l in g . About $14,000,000—a little over that—gross deposits. 

Net deposits under $12,000,000.
Senator R e e d . H ow  long have you been in the banking business
Mr. A l l in g . Twenty-six years.
Senator R e e d . Have you been in New York most of the time ?
Mr. A l l in g . Yes, sir; I  have been in New York all of the time.
Senator R e e d . So that you have had an extensive experience in 

banking in New York City, I take it. How long have you been with, 
this bank ?

Mr. A l l in g . I have been with the bank for 26 years.
Senator R e e d . Have you been president all that time}
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Mr. Alling. No, sir. I am now vice president. I started in as 
a messenger boy, practically.

Senator R e e d . Y ou have worked right up all the way through. 
You have been occupying a responsible position with the bank, how 
long ?

Mr. A l l in g . About five or six years. My powers of observation, 
however, were n$t limited previous to that time.

Senator R e e d . I understand. I only desired to get your experience 
into the record.

I wish you might stop over in Washington on your way back from 
Richmond. In the meantime you might think over the question of 
how much gold we could gather up in this country.

Mr. A l l in g . The committee sits Friday and does not sit Saturday?
The Ch a ir m a n . I think the committee will be in session every day.
Senator P o m e r e n e . I would like to ask one question here, if I may. 

You spoke of an elastic system of currency which ought to expand 
according to the necessities of financial conditions. Now, believing 
in that system, as you evidently do, is it your judgment, assuming that 
this system is adopted, that this reserve board should be named by the 
Government or by the bankers ?

Mr. A l l in g . That is a little outside of the scope of my paper.
Senator P o m e r e n e . I know it is; but it is not outside of the scope 

of our inquiry.
Mr. A l l in g . I think the Government should control this, but I 

still think that no harm could arise from having representation by 
the banks The banking business is a very peculiar business and 
there are things that have to be foreseen at times that a man who is 
not trained in that business does not foresee.

Senator P o m o r e n e . Assuming that this board is to be appointed 
by the Government, it does not mean for one minute if I properly 
construe it, that this board should be composed of men who had no 
experience or were without judgment.

Mr. A l l in g . Well, I  was speaking of men who had no experience 
in banking.

Senator P o m e r e n e . It might or might not be a banking experience.
Mr. A l l in g . No; I thought that one provision eliminates the rest 

of them from it. Is not there one .provision which said that one shall 
have had three years’ experience at a banker. Naturally that means 
that the others shall not.

Senator P o m e r e n e . Not necessarily so.
Mr. A l l in g . It does not say “ at least one” ?
Senator R e e d . Well, that would be the construction.
Senator P o m e r e n e . I am speaking of the reserve board.
Senator R e e d . That would be the construction, that at least one 

must be, and the others may be.
Senator P o m e r e n e . I want your judgment as to another propo­

sition.
Do you think that the national banks should have the privilege of 

going into this business or staying out of it, or should that provision 
be compulsory ?

Mr. A l l in g . I think it would be a great deal better if all the banks 
were in it.

Senator P o m e r e n e . I agree with you; and to that end, do you 
not think, in view of the fact that we are trying to adopt a national
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system here, that it should be compulsory, rather than voluntary— 
looking at it now from the standpoint of an American citizen ?

Mr. A lling. I really think that I have an open mind on that sub­
ject. I am not trying to dodge the question, Senator------

Senator P o m e r e n e . I understand that.
Mr. A lling (continuing). But, of course, I am here representing—  

I am a bank officer.
Senator R e e d . Are your views which you have expressed here— 

with the exception of this one matter, which you have not answered 
directly—the result of some conference or talk that you have had 
with some other bankers ?

Mr. A lling. N o, sir. I never had the honor of being invited into 
a conference.

Senator R e e d . D o you know anything about any propaganda that 
has been carried on—not only now, but for some years past—by the 
banks to bring about a change in the banking ana currency laws ?

Mr. A lling. Well; I would not call it a propaganda.
Senator R e e d . Well, you may call it by whatever term you wish 

to refer to.
Mr. A lling. I think that there is a universal feeling among the 

banks that there should be some change in the currency system, and 
different men have different methods of attaining it, but I do not 
think there has been any concealed move.

Senator R e e d . Do you know anything about a fund for that pur­
pose—for publicity purposes?

Mr. A lling. I do not.
Senator R e e d . D o you know anything about letters having been 

sent out from New York City by certain banks ?
Mr. A ll in g . I do not.
Senator R e e d . Through the other banks of the country ?
Mr. A lling. No.
Senator R e e d . That has not come under your observation ?
Mr. A lling. N o.
Senator P o m e r e n e . Among the powers which are given to the 

Federal reserve board under this bill is the power denominated as—
(6) To permit or require, m time of emergency, Federal reserve banks to rediscount 

tlie discounted prime paper of other Federal reserve banks. * * *
The American Bankers' Association proposed an amendment which 

would eliminate the power to require and confine it to the power to 
permit this rediscounting. What is your judgment as to whether the 
board should have the power to require it or the power to permit it 
only ?

Mr. A lling. I do not think that it is anything to be worried about. 
I mean the fact that the board would have the power.

Senator P o m e r e n e . In other words, you believe that the Govern­
ment ordinarily would not require a thing to be done unless it in 
effect should be done ?

Mr. A lling. N o.
Senator R e e d . Y ou do not get his answer into the record as it 

should be.
Senator P o m e r e n e . And for that reason you are not worrying 

about it ?
Mr. A lling. I am assuming that this board will be composed of 

men of such character that anything they will do in that line will be
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for the best interests of the whole country. I think that is the idea 
of the drafters of the bill.

Senator Sh a f r o t h . Mr. Alling, I  want to ask you one or two ques­
tions, please.

There is no way under this bill of getting money issued under its. 
provisions except by the member banks depositing commercial paper, 
is there?

Mr. A l l i n g .  There is no other way for member banks to get money.
Senator Sh a f r o t h . There is no way for any money to be issued 

under the provisions of this bill except by member banks presenting 
paper for discount?

Mr. A l l i n g .  N o . There is no other way. I do not know as I un­
derstand the full purport of your question, because money is not issued 
when member banks present paper for discount. It is issued when 
the—■—

Senator Sh a f r o t h . The paper is predicated upon the assets that 
are in the reserve banks.

Senator R e e d . Y ou mean the money that is issued?
Senator Sh a f r o t h . I mean the money that is to be issued upon 

that. There is nothing else back of it except the commercial paper 
that is in the hands of the Federal reserve banks, placed there by 
the member bank.
* Now, if that is true, and the circulating medium should include all 
ultimately of the bank’s circulation that now exists and the emer­
gency currency which it is supposed that this bill gives, would it not 
require the Federal reserve banks to have an enormous banking 
business in keeping this paper, which is only 90-day paper, in cir­
culation ?

Mr. A l l i n g .  I do not know. You say “ enormous banking 
business.”

Senator Sh a f r o t h . Yes. If there is $750,000,000 of national- 
bank notes now; if that is to be substituted by the currency author­
ized by this bill, and that currency is predicated solely upon these 
short-time obligations, it means that for that loan there are to be 
renewals every 90 days, or even less time than that, for a good deal of 
the paper is 30-day paper, and would not that require a great banking 
force ?

Mr. A l l i n g .  Y ou  can figure out what it would require. It would 
be simply the total at one time. It would be the total amount of the 
loans and the total amount of the business of the year. With a 45- 
day note you divide the 45 days into the year and the number of 
notes that would have to be discounted during the year, if that is 
what you mean by “ enormous banking business.” It does not seem 
to me that that is a thing to be worried over a great deal. I am not 
worrying about the paper being 45-day paper. I think these Federal 
reserve banks are organized for the purpose of aiding the banks in 
times when they need aid. They are not organized to give the banks 
permanent capital or permanent cash or to help them to build up 
their business.

Senator Sh a f r o t h . But this bill does provide that the currency 
authorized under its terms shall ultimately take the place of all the 
bank currency now existing.

Mr. A l l i n g .  Yes;but they would not have to loan that, would they?
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Senator Sh a f r o t h . It would have to be in circulation or it would 
be a contraction of the currency.

Mr. A l l in g . It would not have to be loaned. There is $700,000,000 
of national-bank notes outstanding now. If you held $100, we will 
say------

Senator Sh a f r o t h . Yes.
Mr. A l l in g . The reserve bank issues $100 of reserve notes; they 

give them to you and take the $100 back. There is no decrease in 
the circulation.

Senator Sh a f r o t h . Yes; but the national-bank notes that are now 
issued have to be retired according to this bill.

Mr. A l l in g . That is as I understand it, but the Federal reserve 
notes are to be issued in exchange for the national-bank notes. 
Whether that is done through a deposit in the Treasury Building, 
whether it is done between the Federal reserve bank and the national 
bank, makes no difference. It is simply an exchange of one note 

. for another.
Senator Sh a f r o t h . But that bank note in circulation has to be 

retired by the bank. They present their notes and they are can­
celed, and they get notes oi this reserve bank which are substituted 
in their place. That circulation then becomes based upon short- 
time paper instead of, as it is now based, upon bonds. There has to 
be some basis for money circulation. It is now based upon bonds, 
is it not ?

Mr. A l l in g . Yes.
Senator Sh a f r o t h . Y ou have 2 per cent bonds that are on file 

with the Treasury Department ?
Mr. A l l in g . Yes.
Senator Sh a f r o t h . They are to be canceled. The banks are to 

get 3 per cent bonds issued to them and wipe that currency out. It 
will be as though it had never been issued. That currency has to be 
issued by these reserve banks, and the only way it can be done is 
by the banks, in substitution for this currency of the country, to de­
posit their bank notes and then have tlie Federal reserve banks issue 
new notes.

Mr. A l l in g . H ow  would they have to borrow it ? This $700,000,- 
000, as I understand it, could not be loaned. We have to go back 
to the beginning of that. Let us say the national bank holds a 
United States bond worth $1,000.

Senator Sh a f r o t h . Yes.
Mr. A l l in g . It wants to retire those bank notes, through the 

operation of the Treasury Department.
Senator Sh a f r o t h . Yes.
Mr. A l l in g . It sells the bond and somebody has to buy the bond; 

and he can pay that back for the bond with, we will say, Federal 
reserve notes.

Senator B r is t o w . Where would he get them ?
Senator Sh a f r o t h . Yes; where does he get them to do that with?
Mr. A l l in g . I am not particularly in favor of that, as you will 

notice in my bill. I have never thought of that feature of it, however, 
and I will ask to let you give me time to think that over also when I 
go down to Richmond.

Senator Sh a f r o t h . I wish you would do so. And now I will not 
ask you any more questions.
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Mr. A l l in g . I  am now speaking offhand, without figuiing it out, 
and I should say it would not result in a contraction. There must 
be a displacement there; if I have S100 national-bank notes and they 
are retired I still have $100.

The Ch a ir m a n . What objection, Mr. Ailing, would you see to tak­
ing the $50,000,000 of actual gold coin now in the Treasury of the 
United States that happens to be theie to-day, all free gold in the 
current funds they happen to have—what objection would there be 
to putting that gold in the Redemption Division, the reserve division 
of the Federal Treasury, and issuing Treasury notes against it, pay­
able in gold—without being a gold certificate but payable in gold— and 
issuing then a like amount of $50,000,000 of Treasury notes against 
3 per cent bonds, and take up these 2 per cent bonds, putting these 
threes in the Redemption Division, the reserve division of the Treas­
ury Department; so that the result would be to retire $50,000,OOOof 
twos and $50,000,000 of national-bank notes, replacing the natonal- 
bank notes with Treasury notes, but having $100,000,000 of these 
Treasury notes and $50,000,000 of gold and $50,000,000 of 3 per cent 
bonds in the Federal Treasury? Would you regard that as a judi­
cious or proper way to take care of these national-bank notes out­
standing ?

Mr. A l l in g . I would not think so at first thought. I would have 
to think about that, because there are always so many ramifications 
about a thing like that. A  question like that must be thought over 
very carefully, but it seems to me—your idea is to issue against this 
$50,000,000 of gold coin just $50,000,000 of United States notes ?

The Ch a ir m a n . In this transaction I speak of, there would be 
$50,000,000 of gold and $50,000,000 of 3 per cent bonds, against 
which $100,000,000 of notes would be issued.

Mr. A l l in g . Fifty per cent of reserve against those notes ?
The Ch a ir m a n . 1 mean $100,000 ,000 of notes against $50,000,000 

of gold'and $50,000,000 of 3 per cent bonds in the Treasury. That 
would be dollar for dollar of bonds and gold.

Mr. A l l in g . These would be 2 per cent bonds, so that it would 
result in the retirement of that much national-bank notes in circula­
tion. There would be no change in the total volume of our circula­
tion.

The Ch a ir m a n . N o ; there would be no change.
Mr. A l l in g . I do not see how it could do any harm, but it looks as 

though the Government would be tying up the free balance of gold 
very much. It would not be able to use that any more. That is, 
the free balance, which the Government has to sustain its credit with.

Senator Sh a f r o t h . But there would be twice that amount of 
notes outstanding.

Mr. A l l in g . Yes; but they are outstanding. They are not in the 
Treasury.

Senator R e e d . I do not believe Mr. Ailing got the import of that 
question.

The Ch a ir m a n . The proposition is this: It has been suggested 
that we retire the national-bank notes by issuing Treasury notes in 
lieu of them as rapidly as we have available free gold to put also into 
the reserve division oi the Treasury, so that—if we have $500,000,000 
of free gold now in the current fund—if we replace those gold dollars,
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those actual coined dollars now in the Treasury, with Treasury notes 
and put that coin into the reserve division of the Treasury------

Senator R e e d . Y ou would have then 100 per cent of gold reserve.
Mr. A l l in g . That is, if you start at that point.
The Ch a ir m a n . Yes, you would have 100 per cent of gold re­

serve, if you start at that point, against these particular notes. But 
at the same time, coincidental with this, $50,000,000 of 2 per cents 
will be taken over.

Mr. A l l in g . With an additional issue------
The Ch a ir m a n  (continuing). Retiring the $50,000,000 of national- 

bank notes issued against those 2 per cent bonds, and issuing in lieu 
of the national-bank notes Treasury notes and in lieu of the 2 per 
cents now in the hands of the comptroller belonging to the various 
national banks which deposited them substitute 3 per cents owned 
by the United States and kept in the redemption /division, which 
will be an available form of public credit by which gold can be ob­
tained in the markets of the world, if necessary, on 3 per cent cur­
rent bonds, either by borrowing or by actually selling them, if neces­
sary, but probably by borrowing them through the fiscal agents of 
the Government, if it should be necessary to add to our store of gold 
from foreign supplies. It is a somewhat long proposition, but in 
view of the fact that you are so familiar with the whole subject, I 
venture to put it before you, because that was along the line of your 
previous paper.

Mr. A l l in g . These suggestions are sound enough, but I  do not 
like the idea of proposing to issue all forms of currency. What we 
want is to get our currency down to as simple a basis as it is possible, 
and to have as few different forms of currency as we can have.

The Ch a ir m a n . The purpose of that was to retire the 7,000 and 
odd different bank notes, each of which has from four to five plates 
and therefore there are 28,000 to 30,000 plates, and instead of that 
have a Treasury note the only form of paper in this country, but 
have that note secured by dollar for dollar, either of gold or United 
States bonds, but in that contingency the bonds will be owned by 
the United States in its own Treasury, the United States can receive 
the interest on its own bonds, and put an end to the payment of 
interest upon bonds owned by the banks.

Mr. A l l in g ,  Another thing that would result would be a replacing 
of national-bank notes not a reserve for national banks by a note 
which would be a reserve. That would at once result in $50,000,000 of 
cash being added to that in the banks.

The Ch a ir m a n . At the present time the State banks have the 
advantage of the national banks in that they can hold these national- 
bank notes as their reserve while the national banks are denied a 
like authority. It is an advantage which the State banks have over 
the national banks.

Mr. A l l in g . Possibly, but as our national banks were organized 
originally, besides having the privilege of issuing currency they are 
supposed to be the national reserve-carrying banks of the country. 
That is what I take the concept of the law to mean, that they were 
to be the reserve-carrying banks of the country. A country which 
has a central bank relies upon its central bank. We have none, and 
we rely upon our national banks. They have certain privileges, or
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did have in the past, of issuing currency and doing business with each 
other in different parts of the country in the way of carrying reserves, 
which were given to them in exchange for carrying the reserves of the 
country. That is what I should say was the spirit in which the 
national-bank act was drawn outside the issuing of national-bank 
notes against bonds.

Senator R e e d . If I understand Senator Owen’s proposition that 
he put to you, it is this: To retire all of the gold certificates, all the 
greenbacks, and all the national-bank notes, and to issue Treasury 
notes and to have the Treasury notes backed by 50 cents on the dollar 
actual gold, and backed by a Government bond bearing 3 per cent 
interest, so that the holder of a note would have 100 per cent, one-half 
of which would be gold and one-half of which would be a bond of the 
United States.

Mr. A l l in g . Y ou have made your statement a little broader than 
Senator Owen made his. He started with $50,000,000 and increased 
it to $100,000,000. You have taken in all the gold available.

Senator R e e d . That is where it would ultimately work out. Would 
that be a safe currency ?

Mr. A l l in g . Not if you double it right away by making 50 per 
cent gold reserve, but if you started off with all the gold in hand and 
issued United States Treasury notes for the same amount as we have 
now, and only increased that as circumstances demanded and con­
ditions warranted, then I would call it a good proposition, but I would 
not call it a good proposition to suddenly double the amount of the 
gold.

Senator R e e d . That is a question of inflation.
Mr. A l l in g . And another thing that I  do not particularly care for 

is to carry all United States bonds as security for these notes, be­
cause they are no more security than the ordinary credit of the Gov­
ernment, and it looks as though we were trying to fool ourselves.

The Ch a ir m a n . It is merchantable.
Senator R e e d . There is this distinction.
Mr. A l l in g . Y ou mean that you do not have to have a special 

act to issue them.
The Ch a ir m a n . Y ou can get gold whenever you want to by issu­

ing bonds and selling them.
Senator R e e d . If you devise a system of currency for the country 

with 50 per cent reserve of gold, it is generally conceded that that in 
itself is a pretty healthy reserve, and the faith and credit of the 
Government in addition. Now, as a bracer to that, if actually every 
time you issue $1,000,000, you squarely set aside $500,000 of gold 
over that, and at the same time about $500,000 interest-bearing 
bonds and hold it, if there ever came a run that depleted that gold 
to a point of danger the Federal authorities would then be author­
ized to take these bonds and put them upon the market until they 
got enough gold to replenish the exchequer—the reserve. That 
would be, would it not, some element of safety over and above the 
mere faith of the Government, because the Government says:

We now have issued ready to put on the market, when necessary, gold interest-bear­
ing bonds.

Mr. A l l in g . It would give you a means of restoring your gold 
supply by sacrificing your bonds once in a while.

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



456 BANKING AND CURRENCY.

Senator Reed. Do y o u  think that would have to be done? If a 
note will float with a *50 per cent gold reserve, and the faith of the 
Government back of it, the bond would never have to be used, would 
it, unless there came some supreme emergency and crisis sufficient to 
break down the bond ?

Mr. A l l i n g .  The bond might decrease a little.
The C hairm an. In connection with the question asked by Senator 

Reed, I submit for the record a table showing the percentage of the 
actual gold reserve against the notes of the different reserve banks 
of Europe, the actual gold reserve against the notes and deposits, 
and the actual gold reserve against the deposits only, which only 
is possible in the case of the Bank of England, because it is the only 
bank that keeps the accounts in such a form permitting the cal­
culation.

Senator S h a fr o th . That is very valuable; it ought to go in.
The C hairm an. I want it to go in so that it will explain my ques­

tion.
The meaning of the table is that these percentages show the ratio 

of reserves in actual gold, or silver, which the Bank of England, the 
Reichsbank of Germanv, the Bank of France, the Bank of Nether­
lands, and the Bank of Belgium, which are all reserve banks, carry 
as against their actual note issue; second, against their note issue 
and deposits combined; and, third, against their deposits only. The 
Bank of England carries £22,000,000 of notes against the amount 
of its deposits and has in actual gold reserve against its demand 
deposits only about 25 per cent of gold.

(The statement submitted by the chairman is as follows:)
Reserve of actual gold versus notes only, versus notes and deposits against deposits only.

Versus
notes
only.

Versus 
both 

notes and 
deposits.

Versus
deposits

only.

Bank of England............................................................................................
Per cent. 

62.7
50.0
88.0
58.0
19.0

Per cent. 
38.3 
37.1
75.0
57.0
17.0

Per cent. 
i 25

Reichsbank.....................................................................................................
Bank of France...............................................................................................
Netherlands.....................................................................................................
Belgium...........................................................................................................

1 Banking department.
See Congressional Record (p. 3466) of Aug. 5,1913.—R. L. O.

It is now five minutes of 5, and I think we had better give Mr. Mar­
shall an opportunity to be heard.

Senator Reed. Will you stop on your way back, Mr. Ailing ?
Mr. A l l i n g .  Yes; I will have pleasure in stopping here on my way 

back.

STATEMENT OF MR. F. E. MARSHALL, OF NEW YORK, N. Y.

The C hairm an. Mr. Marshall, I wish you would state for the benefit 
of the stenographer your full name and address.

Mr. Marshall. My name is Ft E, Marshall, and my residence is 
New York,
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The Ch a ir m a n . With reference to the various positions which Mr. 
Marshall has occupied as a banker, incidentally, I wish to preface 
his statement hj saying that I expressly requested him to appear 
before the committee in connection with this bill, because of his long 
and particularly valuable experience in the banking world, he having 
started out as a bank examiner, then was vice president of the National 
Bank of Commerce of Kansas City, afterwards president of the Con­
tinental National Bank of St. Louis, vice president of the National 
Bank of St. Louis, and afterwards president of the Phenix National 
Bank of New York.

With that explanatory statement, I will allow Mr. Marshall to 
proceed.

Mr. M a r s h a l l . Responding to the request of Senator Owen, I will 
say that I am not here to discuss the bill from a scientific point of 
view. I have read the bill and have tried to fit it practically to the 
banking business of the country as I have come in contact with that 
business in all sections of the United States. I have been a country 
banker, and then have been in the different cities named by Senator 
Owen.

Like most people in reading this bill, my apprehension first was 
about the contraction of credit, whether or not the banks would be 
called upon and that it would be necessary to contract credit faster 
than the conditions would justify in order to meet the provisions of 
the bill; second, my apprehension was as to the issue of currency, 
whether or not the door was open for an inflated currency. While I 
am not at this time an active officer of a bank, being out of business 
actively, yet I consider that I am a banker. I am a stockholder in 
several banks, and from that standpoint I have studied this bill. 
Like other bankers, I have realized that we need something, and that 
is about as far as the bankers themselves have gone. They have 
never agreed amongst themselves as to what that something was.

I think that really down at the bottom of the bill that probably 
the experiences that we went through in 1907, which brought us 
facing the fact that we must do something that would put us on a 
more stable basis in times of stress and that we can not simply go on 
in times of stress and shut down and say “ No,” that that was what 
1907 did for us.

When New York gets in trouble, it is big trouble, and there is no 
place for that city’s banks to go for help, and therefore the reserves 
of the country are locked up and are not available, and I assume that 
the purpose of this bill is, first, to get the reserves back into the country, 
where they are needed and belong, and at the same time establish a 
bank or banks that is a safe depository and a surer source of supply 
in times of stress. Whether this meets it I can not say any more than 
you can. Unless the banks come in and work with you, of course, it 
will not be worth much. It all depends upon the banks coming in.

I have taken the liberty of preparing a few suggestions which I 
want to make as to a few changes in the bill. I am very much in 
favor of the bill, but like many bills it probably needs a number of 
changes here and there in order to make it more workable. My idea 
was right in the beginning here, on page 3, where it says:

The total number of reserve cities designated by the organization committee shftll 
be not less than 12,
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To make it perfectly sure, I will put that:
Not less than 6 nor more than 12.
If enough do not come in to establish 12, I would let it be so you 

could establish less than that number to start with.
Now, with respect to section 7, which was the next one I took up 

and referred to. This relates to the division of earnings, and which 
reads, “ Dividend of 5 per cent”— and it is fixed at that— “ to the 
stockholders.” My suggestion is that that should be 5 per cent until 
the surplus fund is built up to the 20 per cent; then the dividends 
should be increased to 6 per cent, the balance of the earnings to be 
divided equally between the United States and the stockholders. 
I would, however, in addition to the surplus funds, create an undivided 
profit account of, say, 10 per cent, making it that much more safe 
and as a protection to the surplus fund. My idea there is that that 
is an inducement. Naturally, bankers are like other people, they 
are human, and they want to get a return on their money, and the 
majority of banks are accustomed to making 6 per cent or more. I 
am speaking from the stockholder’s standpoint. When we speak of 
the “ banker,” we are liable to misconstrue it as just simply referring 
to the managers of the bank. It should be remembered that the 
stockholders of the country banks throughout the United States are 
country people largely.

I next direct your attention to section 11, relating to the Federal 
reserve board, about which there has been a great deal of talk. I am 
just as strong as anybody can be in the belief that the Government 
should be in control. I believe that the governmental supervision of 
this bank should be as we are discussing “ governmental control.” But, 
I also believe that the stockholders of the different banks should have 
representation on this board or the Federal reserve board. My sug­
gestion is that that board consist of seven members, composed of the 
Secretary of the Treasury and four members to be chosen by the 
President of the United States, at least two of whom are to be ex­
perienced bankers and two members to be chosen by the stockholders 
of the Federal reserve bank, all to be with the advice and consent of 
the Senate.

Senator R e e d . Y ou are speaking of the regional bank now ?
Mr. M a r s h a l l . No; I am speaking of the reserve board. It gives 

the Government absolute control, yet it gives the stockholders of the 
bank representation. Of course, 1 would go on as to the politics of 
each one of them. I think that that should be as it now provides, of 
different parties.

Senator R e e d . Do you think that that feature would amount 
to much ?

Mr. M a r s h a l l . I believe that the people would be better satisfied. 
There is a great deal of talk to the effect that we are going to have a 
politically managed bank.

Senator R e e d . H ow  would you control that, Mr. Marshall ? I 
observe you are speaking from notes.

Mr. M a r s h a l l . N o ; I have just a little memoraiidum here.
Senator R e e d . I take it that my interruption will not interfere 

with the trend of your remarks ?
Mr, M a r s h a l l . T hat is right, it will not.
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Senator R e e d . How would you control that bipartisan feature ? 
My experience and my observation have been that a bipartisan board, 
selected by a bipartisan, is more thoroughly under the control of the 
partisan who selected him than a purely partisan board.

Mr. M a r s h a l l . Purely nonpartisan ?
Senator R e e d . N o ; than a purely partisan board. In other words, 

I want to illustrate it and see if you can suggest something: If the 
Republican Party could pay two Republicans by some means and 
the Democratic Party could pay two Democrats, the source of the 
appointment being partisan m each case, you get two partisans 
to represent each side. But if the Democrat is President and he 
picks a Republican, how are you going to prevent him picking a 
couple of “ Democratic” Republicans?

Senator Sh a f r o t h . Who will “ out-Herod Herod” ?
Senator R e e d . A couple of Republicans who will be more subser­

vient to him than the Democrats? I have had some experience 
and have made some observations of those things. I always found 
out that when I appointed a bipartisan board that my Democrats 
were rather independent. They felt they had earned the right to 
some recognition and promotion, and that they had received only 
that which was coming to them, and that often not as much as they 
ought to obtain; but when I came to my Republican appointees, 
they were solely my creatures, them because

I had any trouble with my boards, that my two Republicans were 
sure to stand with me and my Democrats might be doubtful. I have 
observed that when Republicans made appointments that it worked 
out about the same way; and when you come to talk about appointing 
a bipartisan board of bankers, my observation has been that you 
would have some difficulty in getting Democratic bankers. 
[Laughter.]

Mr. M a r s h a l l . No; I do not agree with you there.
Senator R e e d . Unless you went out and got some man whose 

conscience and partiotism outweighed his interest.
Mr. M a r s h a l l . Senator, I have tried to look at this and have 

looked at it------
Senator R e e d . I want to say right now if a man can devise a

Elan—perhaps you can suggest it—by which the Republicans in 
ongress, or some other authorized party source, could name the 

two Republicans, and you had an equal partisan force to name a 
Democrat, you would have a bipartisan board. In other words, I 
think it is a farce------

Senator S h a f r o t h . The length of service would have a tendency 
to cure that.

Senator B r is t o w . T o my mind, that would make the board con­
tinually bipartisan. The Supreme Court is not bipartisan, and 
that is appointed for a long period of time. When a Republican is 
appointed under a Republican administration, he is a Republican.

Senator R e e d . D o you propose to have this board a long-term 
board ?

Senator S h a f r o t h . Yes.
Mr. M a r s h a l l . Three, six—how is this ?
Senator S h a f r o t h . Eight years.
Mr. M a r s h a l l . Three, six, and nine years, is it not?

9328°—S. Doc. 232, 63-1—vol 1------30

they were exceedingly friendly found that if
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Senator R e e d . This is not giving the witness an opportunity to 
make his statement, but I will never consent while I live to creating 
a system in this Government that the people of the United States 
can not change at the next election.

Mr. M a r s h a l l . Well, you would not put a board of directors—  
that is what it is, the management of a bank—up as an elective 
office, subject to election of the people?

Senator R e e d . N o, sir; but I  would not create a power that con­
trolled the finances, controlled the commerce of a nation, and call 
it a Government power, as an arm of the Government, that would 
be independent of the men that the population of the United States 
sent down here to represent them. I never would consent to that.

Mr. M a r s h a l l . Senator, I have tried to look at that provision of 
it, and I have thought of it not as a political matter, but we are 
trying to get something here to take hold of the conditions which 
now exist.

Senator R e e d . It is not political. I am not talking about that.
Mr. M a r s h a l l . A nd I , for one, would be willing for this board just  

sim ply to be appointed. W e  hear a great deal of talk about the politi­
cal complexion, and that we are going to have a politically controlled  
board of managem ent.

Senator R e e d . If you are going to have the Government out of it, 
if you are going to turn this over to the banks and let the banks control 
it, that is one plan. It might be the right plan, and there are many 
things that might be said in its favor. Sut, if you are going to have a 
Government control, then I am not in favor of fixing that Government 
control so that the people who elect the Government can not change it 
whenever they see nt to elect a new set of men to represent them.

Mr. M a r s h a l l . I suggest that the two members cnosen by the Presi­
dent of the United States and the two members chosen by the stock­
holders shall be with the advice and consent of the Senate.

Senator R e e d . That, of course, is a different question.
Mr. M a r s h a l l .  A s I say, that is sim ply to answer the question that 

is abroad in the country as to a political com plexion 01 this board, 
I  believe I  have enough confidence in men, and m y  experience has 
taught me that the responsibility will be so great on the men who are 
to sit on this board that they will be equal to the responsibility and  
never think of their political beliefs, ana it will not be run along tfcat 
line.

Senator R e e d . I do not think there is, however, so much danger 
from politics coming in as I do from creating a concern here that is 
practically permanent and which is, to a large extent, independent of 
that Government which the people have the power to elect.

Mr. M a r s h a l l . Well, so far as creating the bank is concerned and 
the idea that bankers are going to control, that is as far as we got 
with the Aldrich plan. Two-thirds of the people who read that, 
whether Congressmen or bankers or others, they got far enough to 
see that the door was unlocked and that the bank would be in a 
little while in charge of the bankers of New York, and that was 
enough to kill it. The people of this country aie not going to stand 
for a central bank or any other one bank controlled by the bankers 
of this country. What we call our “ country bankers ” are not going 
to submit to that.
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Senator P o m e r e n e . They had their experience in that regard in

Mr. M a r s h a l l . I feel a little closer to the country bankers myself 
than to the city bankers. I am a country banker. I was president 
of a bank in New York, however, during the panic of 1907, and I 
believe that the country bankers of this country are very much in 
favor of this bill. I have never seen it figured------

Senator B r is t o w . I would like to find one of them out in our 
country who is. I have not found him yet.

Mr. M a r s h a l l . I am not saying that from personal observation. 
I have not been out in the country, but I am speaking of my general 
knowledge of the country banker. We know that every time that 
there is the least scare or anything of that kind the country banker 
commences to fill his vault with money.

Senator R e e d . He would not do that if he could go and get the 
money from the reserve bank when he needed it.

Mr. M a r s h a l l . I think not. In the panic of 1907 customers who 
were my best friends in Missouri, my home State, and from Kansas, 
came to me, and I asked them to send me a statement to look at. 
They were wanting money. They would have 50 or 60 per cent 
reserve, and then they were crying for more. They wanted it to 
sleep on. Those are really the facts when you come down to it.

Senator R e e d . That is because they did not know when a run 
would be started on them.

Mr. M a r s h a l l . Certainly.
Senator R e e d . Why can not a plan be devised whereby that 

country banker could go to the Government, of his own right, accord­
ing to the laws that are prescribed, and get the relief which he needs 
without having to depend upon New York or some other bank, and 
when the occasion is over let it automatically retire ?

Mr. M a r s h a l l . Well, I think this will take the place of it.
^ TTT1 ’ lould anything take the place of it? Why

m go out here, say, to the State of Kansas 
and Nebraska and Oklahoma, and the men in control of the reserve 
banks are in a position to know and they do know that country. 
They know the people that they are dealing with.

Senator R e e d . D o you mean they know the banks they are dealing 
with or the customers of the banks?

Mr. M a r s h a l l . They know both.
Senator R e e d . There is a domain that is as big as Germany, 

France, and the island of England put together, and even more.
Mr. M a r s h a l l . Y ou are going to have men on that board from 

every one of those places.
Senator R e e d . Y ou can get a man from each State.
Mr. M a r s h a l l . There are to be nine, and they are all right in that 

immediate neighborhood; three of them are to be elected by the 
bankers and are to be bankers themselves; three of them are to be 
business men of that section; and then there are to be three appointed 
by this Federal board, and they are to be from that section, as I 
understand it—all local men.

Senator R e e d . They can not be local in the sense of being able to 
pass upon securities, except they have some method of testing it?

1907.
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because you take two men from the State of Missouri; there are 
nearly 3,000,000 people in the State of Missouri, as you know. There 
are three large cities in the western part of the State, one with nearly 
three-quarters of a million, another with a population for banking 
purposes of 400,000, another with a population of 125,000, with 30 
towns or cities above 10,000. No man can know the individual 
credits, nor can any three men know the individual credits, Mr. 
Marshall. You do not mean that.

Mr. M a r s h a l l . I do not mean for a minute that the first time a 
note comes up they are going to say “ yes” and “ no.” Thev have

fot to build up a credit bureau, just as our banks have to do, and 
ecome acquainted with it, and that will take time; but in the mean­

time they are going to have their bank examiners and they are going 
to have their means of finding out these things.

Senator B r is t o w . The Government has its bank examiners. Why 
has not the Government means of knowing the reliability of this debt 
or that debt, just as well as a bank in Kansas City or St. Louis has ?

Mr. M a r s h a l l . They are closer at hand— the bank examiners. He 
goes into a bank and examines all of its assets, of course, but naturally 
he can not tell, when he comes across John Smith's note, and says to 
the cashier, “ Who is he?” “ He is John Smith out here; he is a 
farmer.” But he can not go out and see John Smith and see where 
he lives and verify that.

Senator B r is t o w . Y ou do not expect one of these nine men, who 
will not even see the notes and who will never get inside of the 
bank------

Mr. M a r s h a l l . You are mistaken about that.
Senator B r is to w . One of these nine men ?
Mr. M a r s h a l l . One of the member banks. He will not go out 

into the country or anything of that kind. At the same time the 
members of that bank will have all the information there from the 
member banks. If that man offers a note of John Smith he should 
tell him at least that John Smith is one of our farmers here, that he 
knows his farm, etc.

Senator R e e d . He will tell them just exactly what he told the 
bank examiner when he goes to get a credit.

Mr. M a r s h a l l . My experience, as far as that is concerned, is that 
now and then you will find a banker who lies, and he is wrong; but, as 
a rule, the manager of that bank, I  think, m ay be relied upon to tell 
the truth. My experience is that the banker who runs the bank is 
interested in his bank, although now and then you have a cashier, 
a president, or a bookkeeper who will go wrong; but this m ust be 
done on faith and confidence in men, and I  believe that you have got 
to do that in this case as well as in other banks.

Senator B r is t o w . Why do you think this intermediate step neces­
sary ? You take 20 per cent of the capital of a bank at Salina, Kans., 
out of its banking capital and put it into this bank in St. Louis or 
Kansas City, and you take 5 per cent of its deposits and put them 
down there in order to create a bank to do business, in order that 
this bank might get its paper discounted at a critical period. Why 
should you impose such an unjustifiable burden on the country bank 
in order that it may get exactly what this regional bank comes to the 
Government for? Why can not the country bank go direct to the 
Government ?
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Mr. M a r s h a l l . I do not agree with you that you are imposing a 
burden on this country bank. You take the 10 per cent capital that 
the regional bank gets------

Senator B r is t o w . It is 20 per cent in the bill.
Mr. M a r s h a l l . Call it 10 per cent.
Senator R e e d . I understand that the bank capital is as to the 

bank deposits as one to eight, in round numbers.
Mr. m a r s h a l l . Yes; the capital represents simply a portion of the 

reserve of that bank. If you take a part of the reserves of the 
banks and start a bank with it, you have got $500,000,000 of deposits, 
or $600,000,000, we will put it. You are going to keep one-third of 
that as a reserve. Then, you have got $400,000,000 of it to use. 
You are not going to keep all of it in the vault.

Senator B r is t o w . Y ou are taking 20 per cent of the banking 
capital out of the country community, ana you are taking that to a 
distant city and compelling it to be invested there, and you do not 
permit more than 5 per cent dividends to be paid on it.

Mr. M a r s h a l l . Yes; but I  am asking 6.
Senator B r is t o w . We will say 6, then. The bill puts it at 5, and 

that is money that is taken out of the community; it is the com­
munity's money which comes from the farmers and the merchants 
and the men in various occupations there, that they have put into 
their own bank for their own local community. You take that 
capital to a distant city, limit the amount they can earn on it, which 
is less than they are getting now in nineteen-twentieths of the banks, 
and compel this bank to take a part of its deposits down there, and 
then it gets in return the privilege of borrowing it back. That is 
the proposition that you are putting up to the country banker.

Mr. M a r s h a l l . But the money that you say you are taking away 
from them is now already away m New York, Chicago, or St. Louis, 
and under the law it is legal reserve.

Senator P o m e r e n e . And where they can not get it when they 
want it.

The Ch a ir m a n . It is tied up in stock and bond loans.
Mr. M a r s h a l l . I have never seen this worked out in tables. I am 

sorry to say that under the provisions of the bill it is necessary 
for any of the banks individually or collectively to become borrowers. 
I noticed from figures submitted—I have forgotten the name of the 
Member— in the House a day or two ago, showing that in order to 
comply with the provisions of this bill that reserve banks would have 
to borrow about $105,000,000 or $110,000,000, and the central reserve 
city banks about $150,000,000 or $160,000,000. I was very glad to 
see that if it should be borrowing at all that it should be by the city 
banks, because their assets are more liquid, and it gives them three 
years in which to accomplish it, and my prediction is they will never 
borrow a dollar, and that these banks will be able to take care of 
themselves and turn themselves over in ample time; in fact, the 
reduction in reserves as now fixed takes care of the capital stock 
investment.

Senator B r is t o w . What is the use, if you are going to reduce the 
reserve, which I think ought to be done, of creating this intei mediate 
machinery in order to permit the country bank to avail itself of the 
advantage which the Government proposes to create for it? Why 
not let it have the full advantage of the reduction of the reserve ?
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Mr. M arshall. When you come to issuing notes— and I am very 
much afraid of the issuing of notes—I have always been opposed to 
asset currency, it seems necessary as an emergency currency and it 
should be for that purpose only. These reserve banks are built by 
reserves that are now dead—you make that a bank, and a bank of 
$600,000,000. You use that as active, working money, except the 
33 J per cent of this $600,000,000 of deposits which is now dead capital, 
which is in the vaults as reserve, ana you make that now a working 
item of $600,000, less 33 J per cent, or $400,000, which you are going to 
loan out to the various banks that want it. They are not all going to 
come in at once. They are going to come in as it is needed, and I 
believe that this reserve board and the board of directors that you 
have will weigh very carefully their power of rediscounting, and my 
opinion is that it wiil be very seldom if ever that the note issue will be 
resorted to. If I followed it correctly, you said that this note issue of 
the reserve banks was to take the place of national-bank currency as 
retired. I do not so construe it.

Senator B ristow. That is the provision of the bill.
The Ch a i r m a n. Oh, yes; it is.
Senator R e e d. Taking care of emergencies without the issuance of 

money. Let us say that you establish at the city of St. Louis a 
regional reserve bank for tne States of Missouri, Kansas, Nebraska, 
and Oklahoma; that is, four States— that is about what would go 
into that reserve. They have a capital of $500,000,000; and you 
want money to move crops. How is that bank going to give it? 
Why, the banks of Kansas City asked Mr. McAdoo lor a loan of 
$5,000,000, and they got $2,750,000; and the banks of St. Joseph—  
I will not be sure of this—wanted $1,500,000. I think the banks of 
St. Louis wanted much more than those of Kansas City. That is only 
the State of Missouri. If you took in these other States you would 
find a very heavy demand from Senator Bristow’s State of Kansas, 
because they have a large State and a population of 1,700,000. Then, 
there is Omaha, up in Nebraska; and then comes Oklahoma. It 
means to me that you would exhaust the total assets of that bank 
before you got well started.

Mr. M arshall. M y  understanding, Senator, is that the banks of 
the country—take tne banks of Kansas and Missouri— are not going 
to do all of their business with this reserve bank. My understanding 
is that this is their reserve repository.

The Ch a i r m a n. Part of their reserve.
Mr. M arshall. But they will continue to do business— the country 

bank—with Kansas City, St. Louis, or New York, but they will not 
do as much.

Senator R e e d. They will use the whole of that $5,000,000, and in 
crop-moving time they will not have enough to start on.

Mr. M arshall. $5,000,000 is only the capital. I do not think 
that this bank in the district you say would be able to furnish all the 
money they would need with $5,000,000.

Senator R e e d . I do not know whether they are going to be able to 
furnish enough to cut any substantial figure; you understand, I am not 
opposing this matter. 1 am trying to find out what it is going to be 
aole to accomplish, and absolutely where we are going to brmg up.

Senator B ristow. Excuse me. Mr. Marshall, referring to the sug­
gestion you made a while ago, that this money would not be used
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by these banks— why, we are to have no other kind of currency. 
Tne national-bank notes will be retired.
Mr. M arshall. I understand.
Senator B ristow. This will be substituted for it.
Mr. M arshall. My construction of it was that the currency 

issued by these reserve banks was simply to be resorted to in times 
of emergency or stress. So far as that is concerned, I am not alto­
gether in sympathy with the idea of retiring the national-bank cir­
culation at this time.

Senator R e e d . H ow  will we keep it in flow when the banks pro­
test about the bonds?

Mr. M arshall. So far as that is concerned, these 2 per cent bonds, 
we have them. Those 2 per cent bonds, as you all know, were put 
out under conditions and representations which caused the banks 
to run after them, because it was not a basis of circulation, but they 
were all going to be made depositaries, and every little bank in the 
country was going to get $25,000 or $50,000, and many of them were 
appointed; the money was to be put right back, and it hardly got 
warm until they began to call it. These bonds went up on that basis 
to 110.

Senator P o m e r e n e . And the Treasury Department called it out of 
those depositaries where it was supposed to draw interest and put it 
in others where it did not draw interest.
Mr. M arshall. That is true as far as that is concerned. At that 

time I do not believe the banks were paying interest, but, at the same 
time, that was done.

Senator R e e d . They robbed the little banks.
Mr. M arshall. There is no use talking about that, it was done. 

It was necessary to find a provision, then, to maintain these 2 per 
cent bonds. They then turned around and made them the only bond 
that was available for circulation, taking off the 3 per cent bonds. 
The idea that I had in mind in order to bring these bonds back to par, 
or above—I can not name the section of the law, but you gentlemen 
can refer to it. There is one section of the law where banks of 
$150,000 capital and under must buy these bonds equal to one- 
fourth of their capital, and keep a circulation. Banks of $200,000 
capital and above—that means the reserve city banks—can buy a 
mmimum of $50,000. In other words, you take one of the big bants 
of New York City, and it can buy $50,000 worth of bonds and be 
within the meaning of the law. I would amend that section so that 
the reserve city banks of New York and Chicago and Kansas City 
and everywhere else should buy bonds at least equal to half of their 
capital.

Senator R e e d . In other words, you would treat them the same as 
the small banks have been treated.

Mr. M arshall. If it is a burden, let them carry their part of it. 
It is a just and fair thing to do, and you are making a market for your 
bonds.

Senator Sh a f r o t h. Y ou would not have enough bonds to supply 
the demand.

Mr. M arshall. You had better have them above par and the 
banks running after them than to have them kicking them around. 
I welit over the list the other day and figured out about 10 banks—  
5 or 10 in New York, 1 or 2 in Chicago and St. Louis, and so on—-and
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out of those 10 banks on that scale you would have a demand, for 
$20,000,000 of bonds.

Senator R e e d. That sounds to me like a pretty practical sugges­
tion.
Mr. M arshall. It is fair. You will find some banks that have a 

capital of $5,000,000 that have less than one-half million dollars 
of bonds. Suppose those banks during the panic would have had 
that much more circulation and would have had their full capital in 
circulation. If I had the national-bank act, I think I could refer to 
that section of the law.

These 2 per cent bonds going below par have, in a way, destroyed 
a little confidence. I have recently been out West—in fact, I have 
been spending most of my time out there—-and I was talking to 
some brokers, and they told me there were men and women who had 
come in with $100 or $200 or $300 worth of bonds, 2 per cents and 
others, where they had seen these United States bonds going down, 
and they thought they would sell. Of course, there has been a great 
deal published on that subject.

Senator Sh a f r o t h. I thought nearly all of those bonds were held 
by banks— hypothecated.
Mr. M arshall. I said it was not altogether twos—different United 

States bonds. It had an effect on all bonds. If you will notice, 4

Eer cents have dropped from 114 to about 110, and our threes are just 
arely par. I doubt very much if you will find the threes, so far as 

the investment basis is concerned, maintained par.
I will go on with this. This will give the Government five mem­

bers and the shareholders two, the Government, however, having 
a majority of the board, but the shareholders would have represen­
tation, which would seem to be but fair. In the board of directors 
of the Federal reserve banks the shareholders elect a majority, six 
to three. In this case the shareholders have a majority, but all have 
representation. This change would drop the Secretary of Agri­
culture and the Comptroller of the Currency from the Federal reserve 
board. While I fully realize that their presence on the board is 
desirable, yet I also fully realize that the gentlemen composing this 
board hold a very responsible position, and it will justly require all 
of their time and attention. They will, no doubt, find it necessary 
to visit the different reserve banks from time to time, and will find it 
advisable to make their stay long enough to become acquainted with 
the conditions and detail operations of the banks, and I very much 
doubt if the positions now held by the Secretary of Agriculture and 
the Comptroller of the Currency would admit of them giving the time 
to this position that it will require of each and every member of the 
board.

Now, as to section No. 13. That covers the Federal advisory 
council. It seems to me that this is unnecessary and not required. 
The close and active relations of the reserve board and the board of 
directors, it would seem, meets this requirement, especially if the 
shareholders have two members on the Federal board.

Section 16 is the next one I allude to, in reference to Government 
deposits. The Government proposes to charge interest on their 
deposits. My idea is that the Government should accept division 
of profits in lieu of interest the same as other depositors. In other 
words, if we go into partnership let us divide the profits.
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Senator Sh a f r o t h . That does not require the Government; it 
says it “ may.”

Mr. M a r s h a l l . It is in there, and I think if you would leave it 
open, it would-------

Senator B ristow. Public opinion will have something to do with 
that.
Mr. M arshall. If the Government is going to be a depositor the 

same as other stockholders, let it get interest when it is divided up 
the same as the other depositors.

Next is section 17, page 30. Collateral security to protect the issue 
of notes should have 20 to 25 per cent margin, and it would seem 
to me that security should include United States bonds and other 
securities that might be held by Federal reserve banks. In other 
words, this money is not to be issued to the Federal reserve bank. 
It is to be issued to the people and the reserve bank is going to be 
used as the distributor, but that bank is to furnish the collateral.

Senator B ristow. Y ou think bonds are not good security?
Mr. M arshall. The assets of the Federal bank.
Senator B ristow. That suits me better.
Mr. M arshall. I would not confine it to simply collateral notes, 

commercial paper as defined and looked upon in this country as it is 
to-day. I believe that if any one class of credit is inflated it is com­
mercial paper, and it has been going that way for some time.

Senator R e e d. Is it not true, Mr. Marshall, getting down to real 
absolute truth, that there are more mercantile failures of a disas­
trous character than any other class of failures ?

Mr. M arshall. There are a good many of them; I have been in a 
good many.

The Ch a i r m a n. When you speak of commercial notes, Mr. Mar­
shall, being inflated, you really are grouping together all that class 
of accommodations extended to commercial men, are you not ?
Mr. M arshall. I am speaking now of what we bankers call “com­

mercial paper. ”
The Ch a i r m a n. Are you speaking of commercial paper as qualified 

and narrowed down in this bill to paper drawn against actual ship­
ments of merchandise ?

Mr. M arshall. No; I am not putting it that way. In other words, 
I am not including any commercial paper------

The Ch a i r m a n. That is the only kind of commercial paper the 
Federal reserve bank will have. They will only have commercial 
paper drawn against shipments of merchandise—cotton, corn, and 
wheat, and manufactured goods.
Mr. M arshall. I would say that the security, or the paper, if you 

please, that this board would require as collateral against notes issued 
would be different and would get quite a different scrutiny from the 
discounts of a member bank.
Senator R e e d. H o w  are you going to tell whether notes are drawn 

against cotton, corn, and wheat? If you attached a warehouse re­
ceipt, then it would be all right, but without that how are you going 
to tell ?

Mr. M arshall. Suppose you go to Temple, Tex., which is a big 
cotton-shipping point, and there are 1,000 bales of cotton which is
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going to Liverpool. That will go by the way of Galveston. They 
draw their draft, with railroad bill of lading attached, and seiid it 
through to be exchanged for the bill of lading. That is what I call 
a draft against existing values.

Senator R e e d . They have nothing in this bill requiring any such 
thing.

M r. M a r s h a l l . I think it says u against existing values.”
Senator R e e d . There is nothing in this bill, as I  understand it, 

that requires a bill of lading or warehouse receipt to be attached.
The Ch a ir m a n . It does require that the Federal reserve board 

shall clearly differentiate these bills and make them bills which are 
actually based upon commercial transactions, and it is intended that 
they shall be limited to transactions of that character.

Senator R e e d . Upon commercial transactions. That is very in­
definite.

The Ch a ir m a n . It is not indefinite when you come to deal with 
individual bills, Senator.

Senator R e e d . I am a merchant. I am a retail merchant, and I 
have a stock of goods which cost $1,000,000. I am in debt to the 
wholesale houses for a lot of it, and I give the wholesale houses my 
notes. I have creditors who are owing me, and I get their notes. 
Would that come within the purview of this bill?

The Ch a ir m a n . It would. You take a shipment of stoves to this 
retailer, and that retailer gives his note in payment for those stoves, 
to be paid for at a particular time. It is assumed that those stoves 
would be sold out to country people and the money from them used 
to liquidate that.

Senator R e e d . The trouble is that the money collected for the 
stoves may be collected and may not; but if it is collected there is no 
guaranty that it will follow that the money will go back to the dis­
charge of the note given by the retailer to the wholesaler, and the 
fact is that of all men who are liable to break out any moment and 
to fail disastrously it is these merchants.

The Ch a ir m a n . If they mix up their accounts in that way.
Senator R e e d . They all mix them up.
M r. M a r s h a l l . You do not get much more paper such as you 

describe there; that is, you take the merchant, for instance, in 
Kansas City—the wholesale merchant who gives his note to the 
manufacturer from whom he buys, and then the manufacturer comes 
to the bank and discounts it. That paper has really passed away, 
because the wholesale merchant in St. Louis or Chicago borrows 
through the note broker on his open credit, on his statement as a basis 
of credit, and from his bank in Chicago, St. Louis, or New York. 
That is why I said that such paper was inflated, if any line of credit 
is inflated. Within the past 10 or 15 years what we call our “ note 
brokers” have sprung up, and they are the distributers of paper and 
they borrow on their open note.

Ihe Ch a ir m a n . That permits the very evil Senator Reed Was 
describing.

Mr. M a r s h a l l . Single-name paper.
The Ch a ir m a n . That is what it does and encourages it.
Senator R e e d . There is no way to stop it on that class of paper.
The Ch a ir m a n . This plan would not mclude that class of paper.
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Senator K e e d. Without it you would not have anything according 
to the statement of Mr. Marshall.
Mr. M arshall. Oh, yes; you would. I was just saying that in the 

broad sense commercial paper such as I am describing now, while the 
majority of that paper is good, it is renewed over and taken up and 
renewed. I believe that any currency that is issued on an asset 
should, on what we call merchandise, such as com, cotton, or wheat, 
which is seeking a final resting place, and that is to be absorbed and 
going to be paid for in money.

Senator R e e d. Then you would attach a warehouse receipt?
Senator P o m e r e n e. 1 ou discriminate and designate that as prime 

paper ?
Mr. M arshall. I discriminate and designate that as prime paper, 

given for existing values—that is, in the process of transportation, 
you might say, or that is to be consumed and paid for.

Senator R e e d. If you were going to loan money on that and be 
perfectly safe, you would take a bill of lading ?

Mr. M arshall. Or a warehouse receipt or something of that kind.
Senator R e e d. There is nothing in this bill that says that there 

shall be attached anything of that kind.
Mr. M arshall. It says, “ Drawn against existing values,” etc.
Senator B ristow. Suppose that a merchant at Kansas City has a 

large stock of goods and he has not the money to pay for them and 
he wants to discount his bills, which most of them want to do, if they 
are good ?
Mr. M arshall. They must do it, if they are successful.
Senator B ristow. He goes to the bank and borrows the money 

and pays the wholesaler and takes the discount. His note is given 
for 30, 60, or 90 days or probably 6 months—I don’t know. Do you 
mean to say that that merchant’s notes in that bank are not the assets 
that could be available here on the 90-day note ?
Mr. M arshall. A s far as that is concerned, I am inclined to think 

that this may cover that.
Senator R e e d. If it does not cover it, it does not do much good, 

does it ?
Mr. M arshall. Oh, yes; we have plenty of instances. When we 

go to move the crop is when we need the money. The movement of 
cotton absorbs more real money than any one product. The bankers 
in the South in the cotton district provide and get most of their 
money for planting along in April and May, and that is for the 
planting purpose and does not bring on a stringency or anything, 
because it is bank credit; but when September and October comes, 
then that is the money to move the cotton, and it takes a good deal 
of money. With the exception of probably September and October—  
maybe commencing the latter part of August—you will find New 
York exchange at a premium the year around in Chicago, St. Louis, 
Kansas City, and Galveston and every place; but n those months 
when the money is coming back from the East and going there you 
will find it at a discount, but just as soon as the movement comes 
and a whole lot of cash is required you will begin to see New York 
exchange at a premium.

Senator R e e d. Coming back to this other question we were just 
discussing: A man has 100 bales of cotton. He sells that to a cotton
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broker or merchant in Galveston and he draws upon that man for his 
money. Of course that is a transaction to be settled in a very few 
days. He puts up his draft at the bank, and that would be good to 
issue assets against, because back of it lies the cotton. Let us take 
the man now who has bought the cotton and put it in his warehouse. 
He goes to the bank and borrows money. The cotton is back of that 
just the same as it was in the other transaction. Would you say 
that was good ?
Mr. M arshall. I would say that was good, if you got your maigin.
Senator R e e d. Suppose instead of it being cotton in the bale it is 

cotton in the roll, ana silk and woolen goods.
Mr. M arshall. Oh, you mean it is manufactured?
Senator R e e d . That it has been manufactured. Would you say 

that man was not entitled to those benefits ?
Mr. M arshall. He certainly is entitled to those benefits.
Senator R e e d. Y ou have gotten down to a point that the mer­

chant's note should be accepted if he is a solvent man and has a stock 
of goods ?

Mr. M arshall. Certainly.
Senator R e e d. Then you have gotten down to the point where that 

merchant’s note issued and sold by a broker and scattered throughout 
the country is a thing that can oe put into the banks and currency 
issued on it ?

Mr. M arshall. Of course it is good for value, if you follow it 
through.

Mv idea there was that the line can be drawn, and that is why I put 
in tnere what are the assets of the bank. These Federal reserve 
banks are going to have United States bonds and municipal bonds, 
etc., and I should say that the assets of that bank is the thing that 
wants to be scrutinized. I do not care what their security is, if it is 
good. But then the time limit must be considered. Every one of 
these notes must find their home as quickly as possible.

Senator R e e d. Y ou say that is a margin of safety against taking 
all those assets, of course throwing out those found to be bad. You 
would put in 20 per cent ?

Mr. M arshall. Twenty per cent margin in place of issuing it 
on par.

Senator B ristow. Why would not a few good mortgages do to 
put in as assets of a bank ?
Mr. M arshall. There is nothing that I like better than a good 

real estate farm mortgage, as far as being good is concerned, but 
we have not a good market for that. You want to have something 
there that is liquid if you have to realize on it. It is either going 
to be paid or there must be a market for it. There is really not a 
built-up active market for farm mortgages.

Senator B ristow. Mr. Marshall, you interest me there very much. 
Here is John Wanamaker, Woodward & Lothrop------

Senator R e e d. I wish you would go into that in the morning.
Senator Sh a f r o t h. Mr. Marshall is not going to be here to-morrow 

morning.
Mr. M arshall. I will stay here and arrange to catch the 11.45 

train.
Senator P o m e r e n e . All right; we will question you further in the 

morning.

470 BANKING AND CURRENCY.
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The Ch a ir m a n . To-morrow, Mr. William H. Berry, of Chester, Pa., 
is to be with us.

Mr. M arshall. Can you start with me at 10 o’clock?
Senator P o m e r e n e. You are giving the practical side of this mat­

ter in a very intelligent way. Some of these bankers only see the 
matter through a banker’s eye.

Mr. M arshall. I am interested not as a bank president. I am a 
stockholder—a little one—in country banks and a reserve city bank.

Senator P o m e r e n e . I have a bill of lading here that I th ink you 
w ill see the benefit of.

Mr. M arshall. All right.
The Ch a i r m a n. We will now adjourn to meet to-morrow morning 

at 10 o’clock sharp.
(Thereupon, at 6 o’clock p. m., the committee adjourned to meet 

to-morrow, September 17, 1913, at 10 o’clock a. m.)

BANKING AND CURRENCY. 471

WEDNESDAY, SEPTEMBER 17, 1913.

Committee o n B anking a n d Cu r r e n c y,
U nited States Se n a t e,

Washington, D. 0.
The committee assembled at 10.15 o’clock a. m.
Present: Messrs. Owen (chairman), Reed, Pomerene, Shafroth, and 

Bristow.

FURTHER STATEMENT OF F. E. MARSHALL, OF NEW YORK.

The Ch a i r m a n. Mr. Marshall, the committee will be glad to have 
you conclude your comments of yesterday upon the pending meas­
ure. Have you a written memorandum which you desire to submit ?

Mr. M a r s h a l l . No, Mr. Chairman; I have just some memoranda 
for me to refer to. I think yesterday afternoon when the committee 
adjourned that we were discussing section 17 of the bill, as to collateral 
security.

Senator P o m e r e n e . Yes; I believe you were discussing that 
feature.
Mr. M arshall. Collateral security to protect the issue of notes. 

The bill now provides that that security be put up to par.
Senator P o m e r e n e . Yes.
Mr. M arshall. And I should say that it should be a margin of 

20 to 25 per cent.
Senator P o m e r e n e. D o you mean above ?
Mr. M arshall. Yes; above------
The Chair m a n (interposing). You mean by that that as to those 

notes to be issued by the Government, you think that the member 
bank getting a loan from the Federal reserve bank should also put 
up a light margin above the amount of that loan ?
Mr. M a r s h a l l. Yes, sir. Strictly construing the law, it speaks 

of discounting certain paper. You construe that to mean that if the 
member bank came to the Federal reserve bank to borrow money, it 
would bring a note of, let us say, John Smith, for $5,000 or $10,000, 
and the Federal reserve bank would discount that note. I have
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always preferred, as a banker, to have a bank come to me to borrow. 
I always preferred, if a banker borrowed money from me, rather 
than to discount his customer’s note, that I would take the bank’s 
note, with his bills receivable as collateral security. Do you under­
stand the distinction I make?

Senator Po m e r e n e . Yes; you mean to make it a primary obliga­
tion of the bank?
Mr. M arshall. I was saying, Senator Pomerene, that this language 

would seem to be rather that you were aiming to discount the paper 
of the bank. I always prefer, in lending money to a country bank, 
to take its own note, with its bills receivable as collateral. Then you

f'et a margin of 35 or 40 per cent, taking the customer’s note as col­
ateral to work on. You discount the note of John Smith, on the 

indorsement of the bank, you have.
Senator Po m e r e n e . In making that statement, do you have in 

mind the provision of the bill which permits the board to demand at 
any time additional security from the bank?

Mr. M arshall. Certainly. That is why I put in my suggestion of 
having a margin. And it would seem to me that this security should 
include United States bonds and other securities that the Federal 
reserve bank might have.

Senator P o m e r e n e. I think that is a good suggestion.
Mr. M a r s h a l l . N ow , in this same section 17, page 31 of the bill, 

where it refers to the redemption of the notes—
Whenever Federal reserve notes issued through one Federal reserve bank shall be 

received by another Federal reserve bank they shall be returned for redemption to 
the Federal reserve bank through which they were originally issued, or shall be 
charged off against Government deposits and returned to the Treasury of the United 
States.

It says the notes shall be charged against the Government de­
posits. I would not g?ve this privilege; it seems to me no bank 
should be given the privilege of making a charge against the Gov­
ernment account. In other words, they should not charge these 
notes against the Government account and then return them for 
redemption, but should return them to the Treasury for redemption.

Senator B r is t o w . If they charged them against the Government 
deposits, the Government would not have any way of knowing what 
its balance was at a given time.

Mr. M arshall. N o. Then, there is a redemption fund provided 
for that purpose. Let it go through the regular course.

The Ch a i r m a n. I think that is a substantial objection.
Mr. M arshall. Yes. It is a bookkeeping matter; but it is im­

portant. The 5 per cent redemption fund that the Government has 
for the redemption of notes issued, I would have in addition to the 
33J per cent required reserve carried in the vault of the Federal re­
serve bank. You make that redemption fund now as a part of the 
33 J per cent reserve. I would make it in addition to the reserve.

The Ch a i r m a n. D o you think it is necessary to have these notes 
redeemed at the Treasury of the United States at all, since they are 
redeemable by the Federal reserve bank ?
Mr. M arshall. Well, it is a Government note.
The Ch a i r m a n. I know; but these reserve banks are agents of the 

Government and are acting as redemption agents. Would it i*ot 
really tie up that additional amount of money to send them to the 
Treasury ?

472 b a n k i n g  a n d  c u r r e n c y .
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M r. M a r s h a l l . Yes; of course it would tie up that amount of 
money—not, however, if you would increase the reserve in the vault. 
If you only have 33 J per cent reserve in the bank’s vault, it would tie 
up more; but if you mcrease that 33J per cent by 5 per cent more, 
there would be the same amount of money. But I think with the 
custom of redeeming notes at the Treasury— then you would have 
part of your own circulation out, which was redeemable at the Treas­
ury, and part which was not, which would make a confusion.

The Ch a i r m a n. If it was made redeemable at the banks alone, the 
bank report would contain a constant record of that; whereas other­
wise, there would have to be Treasury account, and at the same time 
an account of the bank coincident with that. Of course, that is not 
a matter of vital importance.

Mr. M arshall. Yes. Now, I will continue at the same page of 
the bill, or rather, the next page, 32, line 21, reading as follows:

Any Federal reserve bank may at any time reduce ita liability for outstanding 
Federal reserve notes by the deposit of Federal reserve notes, whether issued to 
such bank or to some other reserve bank.

It would seem to me that a Federal reserve bank which desired to 
reduce or retire its note issues should be required to do so by the 
deposit with the Treasury of the United States only of its own notes, 
or gold, or lawful money of the United States and should not make 
the redemption deposit for retiring such issues with any Federal reserve 
agent and should not make the retirement by the deposit of note issues 
of other Federal reserve banks. My understanding is that one Fed­
eral reserve bank is not liable for the issue of another Federal reserve 
bank; is that right?

The Ch a i r m a n. Yes. That is, the Federal reserve bank does not 
itself issue the notes. The bank is merely a borrower of these notes.

Mr. M arshall. I understand that.
The Ch a i r m a n. And the banks are not issuing the notes, and hence 

they are not responsible for them, except to the extent that they 
borrow them.
Mr. M arshall. Certainly. Well, they are responsible for them, 

are they not ?
The Chairman. T o the extent that they borrow them, but no more.
Mr. M arshall. But this bill would provide that a bank located, 

for example, at St. Louis, if it should take an issue of these notes 
from the Government, when they got ready to retire these notes 
they could send in the notes of another Federal reserve bank located 
in New York, and thereby retire their own circulation.

The Ch a i r m a n. Yes.
Mr. M arshall. Well, I do not think that is right.
The Ch a i r m a n. But in every case the notes of the various banks 

are identical.
Mr. M arshall. Yes; but the national bank to-day is responsible 

for its own note which it issues. You are going by this bill to make 
the Federal reserve bank responsible for the issues of other banks.

The Ch a i r m a n. But these Federal reserve notes are issued upon 
the responsibility of the Government of the United States, and then 
loaned to the Federal reserve bank; and the bank is responsible only 
for such notes as it borrows.

Mr. M arshall. Only for such notes as it borrows ?
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The Ch a i r m a n. Yes; only for those. Now, whether it returns 
upon retirement these identical notes which it borrowed, whether 
they are earmarked, or whether they are not earmarked, would make 
no difference.
Mr. M arshall. I understand, but they have got to deposit gold 

or lawful money with the Treasurer of the United States.
The Ch a i r m a n. Certainly.
Mr. M arshall. Well, I think the deposit for the purpose of reduc­

ing the liability of a bank upon its note issues should be a deposit 
of its own identical note, ana not the notes of another bank.

The Ch a i r m a n. Is your suggestion, then, that these particular 
notes should be earmarked I

Mr. M arshall. N o, Mr. Chairman; I want nothing of the kind.
The Ch a i r m a n. Well, would they not have to be earmarked in 

order to return the identical note ?
Mr. M arshall. Well, as I understand, you are going to provide 

by this bill for a number on these notes; and I want to have them 
earmarked just as little as possible.

The Ch a i r m a n. I do not think they ought to be earmarked at all.
Mr. M arshall. Well, that is understood. When you mark a note 

you put a question mark on it.
Senator R e e d. If a bank goes down to the Federal Treasury and

fets $1,000,000 of notes issued by the Treasury clerk, and another 
ank goes and gets another $1,000,000, and so on— it is not necessary 

to extend the illustration further. But finally there is $10,000,000 
out in that way.

Now, the Government is interested in being paid back its money. 
If you are one of those bankers and you take the same $1,000,000 
that you borrowed and bring it back, of course the Government is 
made whole.

Now, if you take the $1,000,000 that I borrowed, which is the 
same kind and class of money, and carry that back to the Treasury, 
why is not the Government made whole just the same? There is 
just $9,000,000 of that money still outstanding in either event. It 
is all the same class, character, and kind of money.

Mr. M arshall. My suggestion, Senator Reed, was not to protect 
the Government. Each one of these Federal reserve banks is re­
sponsible for the amount of notes which it takes out.

Senator R e e d. Yes.
Mr. M arshall. For its own notes.
Senator R e e d. Yes.
Mr. M arshall. I say then, going on the theory that there would 

be a mark on them---
Senator R eed (interposing). Why is there any necessity for doing 

that?
The Ch a i r m a n. Mr. Marshall is addressing himself to the form of 

the bill as it was reported to the House; ana he agrees with us that 
the Federal reserve notes should not be earmarked.
Mr. M arshall. Yes; but if they are going to be earmarked—  

which this St. Louis bank, which I have been mentioning, for in­
stance—it may be numbered 7, it is going to be liable for every note 
that is marked with the number 7, for instance.

Senator R e e d. Well, if you fixed a liability on the bank to re­
deem, not $1,000,000 of its money, but a particular $1,000,000 out
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of that $10,000,000 that has been mentioned, then, of course, you 
must identify that $1,000,000.
Mr. M arshall. Yes; but you are doing so if you earmark them.
The Ch a i r m a n. Well, you agree that the notes ought not to be 

earmarked ?
Senator R e e d. It would introduce interminable confusion.
Mr. M arshall. We agree on that, but I am taking the House 

bill as it now provides.
The Ch a i r m a n. All right, Mr. Marshall; we understand.
Mr. M arshall. I will now refer to page 33 of the House bill, line 

13, where it says:
It shall be the duty of every Federal reserve bank to receive on deposit at par and 

without charge for exchange or collection------
And so on. I predict that this will be very heavy and expensive 

operation, and will absorb a large amount of money.
Senator R e e d. Will you please read that again?
The Ch a i r m a n. Will you please read that portion of the bill a 

little more fully, Mr. Marshall?
Mr. M arshall (reading):
It shall be the duty of every Federal reserve bank to receive on deposit, at par and 

without charge for exchange or collection, checks and drafts drawn upon any of its 
depositors upon any other depositor and checks and drafts drawn by any depositor in 
any other Federal reserve bank upon funds to the credit of said depositor in said 
reserve bank last mentioned.

Senator R e e d. I understand what you refer to now. You have 
read enough of the context.
Mr. M arshall. There are a great many checks afloat—too many 

of them to make it proper to bind the Federal reserve bank down to 
par. We should let the business itself take care of that. Do you 
not think so ?

Senator B ristow. Do I understand that if I were in Missouri 
somewhere and gave a bank there a check on a bank at Salina, Kans., 
and it was presented to one of these member banks, both banks being 
members oi this regional association, that that bank is compelled to 
take that check ?

Mr. M arshall. It is compelled to take that check at par, yes, 
according to this bill. In other words, if your bank at Salina, Kans., 
was a member bank and any other bank that was a member should 
deposit that check which came in to them with the Federal reserve 
bank, they must take it at par. Now, as a rule, that bank at Salina 
would charge 10, 15, or 25 cents.

Senator B ristow. Well, in some places they do and in others 
they do not make a charge, but let us suppose that the check was 
not good.
Mr. M arshall. Well, that is a banking matter. They should 

not take it unless it has some good indorsers. That is simply a 
business transaction.

Senator R e e d. Well,.let us suppose this sort of case: We have been 
dealing with the question of exchange. Let us suppose that a large 
institution in a bankrupt condition, and with no funds in its own 
bank, should draw a check for $1,000,000—that is a very large sum, 
of course, but we will take an extreme case—and the institution 
should cash that check at a member bank with a capital of only 
$100,000; but the bank thought the check was good and indorsed

9328°—S. Doc. 232, 63-1—vol 1------31
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it. Now, under this bill the regional bank would have to take that 
check, would it not, whether it was good, bad, dr indifferent, or does 
the language of the bill simply relate to exchange ?

Mr. M arshall. Well, it means simply taking checks, and so on. 
I do not think it means to bind the regional bank; the managers of 
the bank must always say “ yes.”

Senator R e e d. Of course the first bank does not have to say “ yes” ?
Mr. M arshall. N o ; nor the regional reserve bank.
Senator R e e d. Well, I think that language in the bill is broad 

enough to cover that.
Mr. M arshall. M y  idea is that these banks are going to be con­

ducted like other banks.
Senator R e e d . I am speaking of that language in the bill. It says: 

“ It shall be the duty of every Federal reserve bank,” and so on.
The Ch a i r m a n. If you look at that language I have interlined you 

will see what is meant. Let me explain that, if I may. If that were 
written out in full it would read this way:

It shall be the duty of every Federal reserve bank to receive on deposit [from mem­
ber bank], at par and without charge for exchange or collection, checks and drafts 
drawn upon any of its depositors [member bank] or------
Mr. M arshall. Certainly.
The Ch a i r m a n. And that might include private checks—

or by any of its depositors [member bank] upon any other depositor [member bank] 
and checks and drafts drawn by any depositor [member bank] in any other Federal 
reserve bank upon funds to the credit of said depositor [member bank] in said reserve 
bank last mentioned, nothing herein contained to be constrred as prohibiting member 
banks from making reasonable charges to cover actual expenses incurred in collecting 
and remitting funds for their patrons.

That would still permit the member banks to charge their patrons.
Mr. M a rshall. Certainly.
The Ch a i r m a n. And would still permit the member banks, so far 

as they themselves are concerned, to par their own items through the 
Federal reserve bank.

Senator P o m e r e n e . It is not intended to apply to the collection 
of checks drawn by an individual depositor on a member bank ?

The Ch a i r m a n. N o. The member bank may par such checks, 
however, through the Federal reserve bank, so far as the member 
bank is concerned.

Senator R e e d. Well, I am taking a different view of that or else 
I am not making myself understood. I am not dealing for the mo­
ment with the question of the exchange that may be charged off. 
I am dealing with the question that this language seems to make it 
incumbent upon the reserve bank to cash a checK.
Mr. M arshall. N o ; I do not think that, Senator Peed.
Senator R e e d. Well, I think you can say that the language is sus­

ceptible of the other construction; and certainly in drawing a law 
we ought to remove any possible ambiguity.
Mr. M arshall. Yes.
Senator R e e d. And it ought to be framed so that it clearly applies 

only to the matter of exchange.
Mr. M arshall. Well, m y  idea was to get away from what I know, 

from discussing the matter with one banker at one time; I know 
that he had the idea in view that he could take this great buudle of
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items lie had in the process of collection all over the United States 
and go and dump them into this Federal reserve bank.

Now, every city bank has got a large amount of money tied up, 
running all the way from Maine to California, in the process of col­
lection; and the man I spoke of was working on the idea that he 
could take all of those checks and dump them into the reserve bank 
and convert them immediately into what we call reserve funds. Do 
you not see ?

Senator B ristow. Yes.
Mr. M arshall. And it would rather sound to me as if they were 

aiming to put that burden on the Federal reserve bank, which would 
tie up a lot of money in the first place, and be expensive; and I just 
thought I would call attention of the committee to it for that reason. 
Now the next suggestion I have------

Senator R eed (interposing). Will you wait just a moment, Mr. 
Marshall? I think this language ought to go in after the word 
“ patrons” on line 23 of page 33:

Nothing herein contained shall be considered or be construed so as to require any 
banks to receive any checks or drafts which it believes to be unsafe.

Mr. M a rshall. Yes; that would prevent them from being com­
pelled to handle it when it was unsafe.

Senator B ristow. Well, Mr. Marshall, if you are going to take up 
some other subject now I would like to take up the matters we were 
considering yesterday afternoon.

Mr. M arshall. All right. I will refer to section 19, relating to re­
funding bonds. Now, I have not any memorandum on this for my 
guidance. As I said to the committee, I am not in sympathy with 
the bill to the extent of refunding the 2 per cent bonds and retiring 
the national bank circulation at this time.

The Ch a i r m a n. Do you think it better to defer that ?
Mr. M arshall. Yes; I think it better to defer it.
The Ch a i r m a n. Would you think it advisable to have a provision 

in the bill for retiring a part of these bonds that are now on the 
market ?

Mr. M arshall. I think, Mr. Chairman, that I would amend that 
law so as to make the national banks take out circulation alike, and 
thus create a demand for the present 2 per cent Government bond.

The Ch a i r m a n. So as to absorb a quantity of them ?
Mr. M arshall. So as to absorb them all and make a demand for 

them.
The Ch a i r m a n. Y ou might create an overdemand for them.
Mr. M arshall. It would be better to have an overdemand than 

an underdemand. But you can figure that out to adjust it.
The Ch a i r m a n. Yes; relatively.
Mr. M arshall. A s I say, you can take a dozen or two of banks 

now in the larger cities and by increasing the circulation very little 
you can get a demand for $25,000,000 to $50,000,000 of bonds. It 
would bring these bonds to par, in my opinion.

The Ch a i r m a n. Well, there is no doubt about that; not the 
slightest.
Mr. M arshall. I look upon bonds which are below par as very 

undesirable and unsafe.
The Ch a i r m a n. I agree with you upon that.
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Senator P o m e r e n e . What do you regard as the cause of these 
bonds falling below par ? I understand what is given as being the 
reason but I should like to know what is the actual reason.
Mr. M arshall. Well, it is lack of demand, so far as that is con­

cerned. The law provides for the larger banks taking out a minimum 
amount. Of course, the supply is more than the requirements. I 
have read something about it but I know nothing about it at all per­
sonally, but it has been a strain all the time to keep the bonds at par.

Senator P o m e r e n e . Yes. I had in mind a statement which is cur­
rent to the effect that they were being purposely discredited. I have 
no doubt that you also have heard of that.
Mr. M arshall. Yes, sir.
Senator P o m e r e n e . N o w , the question is, is there any foundation 

for that statement ?
Mr. M arshall. I know nothing about that.
Senator B ristow. Why woiud the banks try to depreciate 

$600,000,000 or $700,000,000 worth of property which they own? 
That is the question to my mind.

The Ch a i r m a n. The term “ they” is pretty broad when making a 
charge against anybody

Mr. M arshall. Yes. Now, this charge has been made as to 
a few.

The Ch a i r m a n. Two or three.
Mr. M arshall. So far as that is concerned, the market for United 

States bonds, as well as for practically all other bonds, is largely in 
one center, and that is New York. If you want to sell even a Gov­
ernment bond in San Francisco, or St. Louis, or Chicago, you will 
wait until the broker gets a quotation on it in New York, and he is 
probably selling it in New York for delivery in New York.

Senator B ristow. Well, the quotation may be in New York, but 
these bonds------
Mr. M arshall (interposing). Yes; the real purchaser is in New 

York as a rule.
Senator B ristow. That is, if a bank at Salina wants to increase its 

circulation------
Mr. M arshall (interposing). Or decrease it.
Senator B ristow. If it wants to sell $25,000 of these bonds, they 

would sell them in New York?
Mr. M arshall. They would sell them in New York. They may 

do so through their Kansas City correspondent.
Senator B ristow. Yes.
Mr. M a rshall. But the Kansas City correspondent will get for 

the broker in Kansas the quotation in New York.
Senator B ristow. And suppose they wanted to buy ?
Mr. M arshall. It would be the same way.
The Ch a i r m a n. $15,000,000 or $20,000,000 of these bonds would 

fix the market price, would it not ?
Mr. M arshall. Yes; when I was in St. Louis I sold them always 

in New York.
Senator B ristow. Of course these 2 per cent bonds would not sell 

as an investment?
Mr. M arshall. No; I doubt if you could keep up that amount of 

even 3 per cent—$700,000,000. I think it is very doubtful.
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Senator B r istow. Speaking of retiring these bonds, suppose that 
we should issue a currency, put a gold reserve behind it— tne same as 
our greenbacks are— and take that up and substitute instead of a 
bonded national debt a noninterest-Dearing national debt in the 
shape of currency, like our greenbacks------

Senator Sh a f r o t h (interposing). With the 50 per cent gold 
reserve ?

Senator B ristow. I would put it at even more— at 60 per cent 
or more.

Mr. M arshall. Well, you are opening the door for redemption 
faster than you have got the money to do it, of course. But it would 
probably be safe.

Senator B ristow. I think Mr. Ailing in the article which he pre­
pared suggests about 70 per cent gold reserve.

Senator Sh a f r o t h. Yes; I read that last night.
Senator B ristow. Seventy or seventy-five per cent.
Mr. M arshall. I have no doubt 75 per cent would be safe, so far 

as that is concerned. You would never have any trouble.
Senator Sh a f r o t h. Well, would not 50 per cent be sufficient, if 

you had in the law itself a provision directing the Secretary of the 
Treasury to buy gold, if necessary, and sell bonds, if necessary, in order 
to maintain that 50 per cent reserve?
Mr. M arshall. Well, no doubt it would be safe; but you would 

never want to buy the gold or sell the bonds except when you needed 
it, and then you would be at the mercy of the fellow that nad gold to 
sell or could buy your bonds. It is like we had to put out the 4 per 
cent bonds; it had to be done at the mercy of the man who had the 
gold. And yet the 4 per cent bonds, after they got them, sold at a 
premium of 32 or 33.

Senator Sh a f r o t h. But that would not cost as much as the pay­
ment of interest on these bonds which the banks hold, of $14,000,000 
a year.

Mr. M arshall. Well, so far as that is concerned, as long as we are 
a borrowing Nation, and have got out already these 2 per cent bonds, 
we must figure on that. It is a fact that they are out at the present 
time, 2 per cent interest bonds, payable at the option of the Govern­
ment.

Senator Sh a f r o t h. No; they are not payable at the option of 
the Government.

Mr. M arshall. Yes; I think they are payable at the option of the 
Government, Senator Shafroth.

Now, I would like to correct something that some member of the 
committee said last night, that the purpose of these Federal reserve 
banks was to issue currency to take the place of national-bank notes. 
I think you are mistaken. I read that law over again, and it says 
distinctly that the issue of this currency is for these banks, and for 
them only. There is no provision in tms bill------

Senator Sh a f r o t h (interposing). Well, there is a provision for the 
retirement of these 2 per cent bonds.

Mr. M arshall. Yes; but it does not say that it shall be done 
through the issue of currency through these banks.

Senator B ristow. What becomes of that, then ?
Mr. M arshall. There is no such provision.
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Senator Shafroth. D o you mean to say that we are going to give 
3 per cent instead of 2 per cent interest, and have the national-bank  
circulation still in existence ?
Mr. M arshall. N o ; you are going to retire that.
Senator Sh a f r o t h. Then there would be a contraction in the 

currency ?
Mr. M arshall. That is the way I should see it.
Senator Sh a f r o t h. That would be a crisis that would be terrible.
Mr. M arshall. One moment, please. I had that here before me. 

It is under the section of the bill relating to note issues. It says:
That Federal reserve notes, to be issued at the discretion of the Federal reserve 

board for the purpose of making advances to Federal reserve banks as hereinafter set 
forth, and for no other purpose, are hereby authorized.

Now, where do you get such a provision for retirement?
Senator Sh a f r o t h. Well, if they retire these national-bank notes 

it is supposed that some currency shall take their place and that there 
will be a demand by the national banks for this currency to take the 
place of their own bank notes.
Mr. M arshall. Well, this section provides that the basis of the 

security for this issue of notes shall be the assets of the bank, 90-day 
notes, etc.

Senator Sh a f r o t h. Yes.
Mr. M arshall. Y ou do not think that that contemplates getting 

out a currency for the retirement of these national-bank notes, do 
you?

Senator Sh a f r o t h. ‘Yes.
Mr. M arshall. My construction of this language is that that is to 

be an emergency currency only.
Senator Sh a f r o t h. Yes.
Mr. M arshall. And it certainly should be held for that purpose.
Senator Sh a f r o t h. I think it ought to be limited to emergency 

currency; but I think the national-bank note should be retired by the 
substitution of United States notes.

Senator R e e d . But you are talking about what you believe, 
while------
Mr. M arshall (interposing). While I am talking about what this 

bill provides.
Senator Sh a f r o t h. Yes.
Senator R e e d . This bill provides for the retirement of these 

national-bank notes, without any substitute, or else for this emergency 
currency as a substitute; one or the other?

Senator Sh a f r o t h. If that were the case, you would have a crisis 
such as we had in 1893.

Senator R e e d . All of which leads me to believe that we ought to 
rush this bill through in the next two or three days without read­
ing it.
Mr. M arshall. Now, in section 21 of the bill it says:

That so much of sections two and three of the act of June twentieth, eighteen hun­
dred and seventy-four, entitled “ An act fixing the amount of United States notes, 
providing for a redistribution of the national-bank currency, and for other purposes,’? 
as provides that the fund deposited by any national banking association with the 
Treasurer of the United States for the redemption of its notes shall be counted as a 
part of its lawful reserve as provided in the act aforesaid, be, and the same is hereby, 
repealed.
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In other words, the 5 per cent redemption fund the national banks 
now carry with the Treasurer of the United States for the redemption 
of national-bank notes is now carried as a part of the national-bank 
reserves. You repeal that part of that act. They have got to carry 
the 5 per cent redemption fund and it is not a part of their reserve.

I suggest that if that is to be done that that redemption fund of 5 
per cent should be reduced to 2  ̂ or 3 per cent. You will relieve a 
considerable amount of money that is now tied up for redemption 
purposes.

Now, I have not looked into the redemption bureau, but my expe­
rience as a banker is—for instance, while I was in New York we had 
$1,000,000 currency, and we had $50,000 redemption fund with the 
Treasurer of the United States. We seldom had more than $5,000 to 
$10,000 of redeemed money. That is charged to our $50,000. We 
might make it good—in other words, the $25,000 to $40,000 that is 
tied up there------

Senator B ristow (interposing). Is never used?
Mr. M arshall (continuing). Is never used. It is tied there in the 

Treasury for that purpose. Now, if that is checked up, you will find 
that at certain times that 5 per cent redemption fund is overdrawn. 
In other words, when they redeem this currency, they do not promptly 
make it good.

Senator B ristow. They do not promptly make it good to the bank ?
Mr. M arshall. That is the fault of the Government; the fault of 

the fellow in charge.
Senator Sh a f r o t h. I would like to call attention to this language 

in the report of the House committee upon this bill, as Chairman 
Glass says that these bonds are redeemable after 1930:

The bonds now have no due date, and while the Government may redeem them 
after 1930 they are not necessarily payable after that period.

Mr. M arshall. That is right. Therefore they are redeemable at 
the option of the Government.

Senator Sh a f r o t h. Yes, and not until 1930; not now.
Mr. M arshall. Yes; but you want to redeem your bonds.
The Ch a i r m a n. There is no danger whatever of any disturbance 

from the provision in this bill, because the possible maximum is only 
$39,000,000.
Mr. M arshall. You mean that much a year.
The Ch a i r m a n. Yes.
Senator Sh a f r o t h. $37,000,000 a year. But you can, under this 

bill, get out new bank notes, under the provision of this bill, after the 
20 years elapse. They do not limit that. There is a provision in there 
that they can go on and organize new national banks and take out 
new currency until the 20 years expire.
Mr. M arshall. Yes.
Senator B ristow. Or they can surrender their currency.
Senator Sh a f r o t h. They can surrender their currency, yes; they 

can do that now.
Mr. M arshall. Now, section 23 of the bill relates to bank exam­

iners.
That the examination of the affairs ot every national banking association authorized 

by existing law shall take place at least twice in each calendar year and as much oftener 
as the Federal reserve board------
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I would put in there the words “ Comptroller of the Currency” 
before the words “ Federal reserve board” ; and also after the words 
“ Secretary of the Treasury” in line 10 I would put the words “ the 
Comptroller of the Currency.”

Line 19, “ amount whereof shall be determined”— as to the salaries 
I would put it that the Secretary of the Treasury and the Comptroller 
of the Currency should fix the salaries of bank examiners.

Senator S e e d . Well, now, why have a subordinate sit with his 
superior officer to fix those salaries ?

M r. M a r s h a l l . The bank examiners generally are closer in contact 
with the active work. Do you mean that the comptroller should not 
have power with the Secretary ?

Senator R e e d . Yes.
M r. M a r s h a l l . The comptroller knows what the examiners are 

doing and the duties of the examiner better than the Secretary.
Senator R e e d . Yes; but you have got to have a superior in every 

office.
M r. M a r s h a l l . T h at is true.
Senator R e e d . Now, the Secretary would naturally consult, if he 

was a man of proper discretion, with the comptroller; but to give the 
comptroller an equal authority with the Secretary—does the comp­
troller have the appointing power of examiners ?

Mr. M a r s h a l l . Yes; he nas the appointing power. The comp­
troller appoints the bank examiners.

Senator R e e d . But the Secretary of the Treasury appoints the
• comptroller, does he not ?

Mr. M a r s h a l l . No; the Treasurer appoints him.
Senator R e e d . But on the Secretary’s recommendation.
M r. M a r s h a l l . He is a presidential appointee, and the comptroller 

appoints the examiners with the approval of the Secretary of the 
Treasury.

And I put it that way because—now, this goes on here, and I think 
the way the examinations are provided for here in the bill is very 
burdensome.

The Comptroller of the Currency shall so arrange the duties of national-bank ex­
aminers.

That is the same as it is now.
That no two successive examinations of any association shall be made by the same 

examiner.
That is wrong, because an examiner knows more after he has 

examined a bank 5 times or 10 or 20 times than he did before.
The Ch a ir m a n . Do you think that the purpose contemplated by 

that provision might be accomplished by providing merely that 
other examiners should be allowed to come in ?

Mr. M a r s h a l l . Y es, sir.
The Ch a ir m a n . And you think it is better not to bind the comp­

troller down to that arrangement as contained in the bill ?
Mr. M a r s h a l l . M y idea is to make him responsible, my idea 

being that all examinations of Federal reserve banks and the mem­
ber banks and the national banks should be made by the direction 
of and to the Comptroller of the Currency. All requests for special 
examinations by Federal reserve board should be made to the comp­
troller, who should have charge of all examiners and their work and
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the supervision of all banks, Federal examinations not to be oftener 
than twice a year, special examinations as often as necessary and as 
often as requested by the Federal reserve board.

The Ch a i r m a n. So that your suggestion is as to page 41, line 18, 
that the whole provision should be that the examination should not 
be more than twice a year ?

Mr. M a r s h a l l . Yes. Suppose you have got a trust company. 
The State is examining that company twice a year, or more and the 
Comptroller of the Currency is examining it four times or more; and 
you would have examinations for that company nearly all the time. 
Now, banks are like everything else, there are good banks and bad 
banks. Some banks would be better off without examination at all, 
and others would be better off with examinations three or four times 
a year. You would not want to burden a good bank on account of 
the faults of another.

Senator Sh a f r o t h . In the banks in England, no examination 
whatever is required.

Mr. M a r s h a l l . That may be true; but we are different.
Senator Sh a f r o t h . Oh, I think that is a wrong principle.
The Ch a ir m a n . Our system is very different from theirs.
Senator R e e d . My idea is that the author of that provision in the 

bill undoubtedly thought that one examiner should be a check upon 
another.

Mr. M a r s h a l l . Yes.
Senator R e e d . That apparently is a good idea.
The Ch a ir m a n . Yes ; of course.
Senator R e e d . But it would be better to provide for an examiner 

in chief who might at stated intervals, or at such times as he saw fit, 
drop in and make an independent examination.

Mr. M a r s h a l l . Well, the Comptroller of the Treasury is the exam­
iner in chief.

Senator R e e d . But he does not go out to the different banks.
Mr. M a r s h a l l . N o .
Senator R e e d . But if there was an examiner in chief, too, he would 

simply drop around occasionally and look over the work of these 
examiners.

Mr. M a r s h a l l . That is exactly what is being done now.
Senator R e e d . I suppose so.
Mr- M a r s h a l l . These examiners are being switched from place to 

place; but the idea of this bill seems to be that no one examiner 
should examine a bank a second time.

Senator B r is t o w . That would be a great weakness.
Senator R e e d . A bank examiner might get his mind on a certain 

class of paper. He might begin to suspect it, but not have sufficient 
ground to reject it.

Mr. M a r s h a l l . I speak from experience. I was a bank examiner 
at one time. I knew more about a bank at the end of three years as 
an examiner than I did the first year.

Senator Sh a fr o t h . You got familiar with some of the paper 
then?

Mr. M a r s h a l l . Yes; and with the bankers themselves.
Senator B r is t o w . Yes; with the bankers; it is also a personal 

matter.
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Mr. M a r s h a l l . And my idea of that is to put the responsibility 
on the comptroller, and to put the examiners under him, as they are 
now, and make him responsible for his work. The more responsi­
bility you put on him the better it would be done.

Tne Ch a ir m a n . Have you any other points which you wish to 
submit, Mr. Marshall?

Mr. M a r s h a l l . Yes. Section 25 relating to transfer of stock. 
On page 43 it says:

The stockholders in any national banking association who shall have transferred 
their shares or registered the transfer thereof within sixty days next before the date 
of the failure of such association to meet its obligations shall be liable to the same 
extent as if they had made no such transfer.

I would change that provision to apply not to the stockholder, but 
to any officer or director. We have got many stockholders that know 
nothing about the management of the bank, and they should not be 
liable for the criminal acts or mismanagement of the officers or 
directors, except as they are liable for their double assessment in 
case of failure. If you were a stockholder in some bank you might 
be away a great deal and know nothing about what was going on. 
There are many women up in New England who are stockholders, 
and if a bank failed and a woman happens to sell her stock 30 or 60 
days before the bank fails, by this provision she is made liable just 
the same.

Senator R e e d . It seems to me that when you fix the 60-day limit 
you do not reach the real evil, because the man who knows that the 
bank it going to fail and wants to escape his liability might know it 
60 days or 6 months or a year before it failed. It seems that some­
thing should be inserted that would cover that point, such as—
every stockholder who transfers his stock, with knowledge of the insolvency or im­
pending insolvency of the bank, or any knowledge of facts sufficient to put him upon 
inquiry or notice, be held liable.

Mr. M a r s h a l l . Yes.
The Ch a ir m a n . That is much better, I think.
Senator Sh a f r o t h . Do you not think that in addition to such a 

provision there ought to be that fixed limit ?
Senator R e e d . 1 would not put in any limit at all, but only actual 

knowledge of the failing condition of the bank.
The Ch a ir m a n . That is the important point.
Senator Sh a f r o t h . But if you do not have any limit you might 

go back to a director or stockholder within six years.
Senator R e e d . But if he transferred with knowledge of the bank's 

failing condition, he ought to be held. I will give an illustration: 
There is a bank in my State that I think for five years was absolutely 
insolvent. The president I believe—well, I believe it was not the 
president but the cashier— knew that there was a very large amount 
of paper that had been forged. The paper would have been good if 
it haa been signed by the man whose name it bore; but it was forged
Saper which was carried along there on a note from time to time, 

’ow, a man who knew that condition never ought to be able to 
escape liability for his stock. Probably he would be liable on another 
ground than as a mere stockholder.

Senator Sh a f r o t h . If he sold his stock, the person to whom he 
sold it would have a right of action against him for false pretenses.
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Senator R e e d . But I am speaking about his being liable to a stock­
holder upon another ground than stock ownership. Because a man 
who runs any bank, and has actual knowledge of fraud of that kind 
being perpetrated, if I put my money in it, there ought to be a liability 
on him absolutely unlimited.

The Ch a ir m a n . I suppose you refer to the Shafer case ?
Senator R e e d . Yes.
The Ch a ir m a n . I s there any other point you  wish to submit, 

Mr. Marshall ?
Mr. M a r s h a l l . Yes. Section 26, relating to farm loans. Now, 

suppose that a trust company or State bank comes into this system. 
They loan money. Would this 12 months, limit apply to trust 
companies and State banks?

Senator B r is t o w . It would have to apply to all the banks that 
come in.

The Ch a ir m a n . But these banks have different policies; one is a 
commercial bank and the other is an investment bank. I think there 
ought to be a distinction between them, not to compel them all to 
come under the same rule. Take a savings bank; they make a large 
part of their investments in real estate.

Senator B r is t o w . Before we leave that I would like to suggest— —
Mr. M a r s h a l l . Will you please let me finish this point ? I would 

not have a separate capital for the commercial and the savings 
departments, but would have a regular savings department with 
proper books, and provide safe investments for savings funds; and 
the reports should clearly state the amount of savings deposits and 
the amount of investments carried for account of savings; but one 
capital should be liable for all deposits, both commercial and savings 
alike. I think it would be complicated otherwise. This bill pro­
vides for a certain amount of capital. It says that it shall not be 
less than $25,000. Well, there are several national banks, small 
ones, with $25,000 capital; and they might desire to start a savings 
department, but it would not justify them with a capital of $25,000.

The Ch a ir m a n . Of course, that is right; they are carrying on 
savings departments now on the time-certificate plan.

M r. M a r s h a l l . Y e s ; that is better.
Senator B r is t o w . I should like to take up that matter in con­

nection with these farm loans. I asked yesterday why a real estate 
mortgage should not be made the basis for this currency and why it is 
not preferable and more desirable than the short-time paper; and 
you suggested that the difficulty was that there was no established 
market for a security of that kind like there was for bonds. Is there 
not just as much of a market for real estate mortgages as there is for 
commercial paper ?

Mr. M a r s h a l l . Oh, no.
Senator B r is t o w . There is not?
The Ch a ir m a n . Might I interpose a statement here?
Senator B r is t o w . Certainly
The C h a ir m a n . Mr. Festus J. Wade, of the Mercantile Trust Co. 

of St. Louis, established a market for farm loans, by wide advertise­
ment among the people themselves, so that he actually made those 
farm mortgages a liquid asset; and right in the middle of the recent 
panic he was selling farm mortgages at 6 per cent. When money was
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easy he was selling them on a 5 per cent basis. But he was able to 
collect money right in the middle of the panic upon farm mortgages, 
owing to the fact that he had, by himself, through that institution, 
established a market for farm mortgages. I think that answers your 
question. Of course there is no market for them now, except as 
built up by some individual.

Senator R e e d . There might be some market for them if we had 
some means of cashing them.

The Ch a ir m a n . Certainly.
Mr. M a r s h a l l . My idea is that back of this currency there is a 

security that is going to be paid, and therefore retire the currency.
Senator B r is t o w . That is a beautiful theory. But as a matter of 

fact the banks of the country with which I have a very slightfamili- 
arity—while their short-time paper is the only kind of paper they 
do carry, as a matter of fact it is not paid any more than a farm 
mortgage is paid. They are carried along from year to year. I have 
renewed notes over five times. The banker would know that it 
would ultimately be paid.

Senator R e e d . You run a newspaper, do you not? [Laughter.]
Senator B r is t o w . N ow , that is a way the majority of the news­

paper men do.
Mr. M a r s h a l l . I kn ow  that.
Senator B r is t o w . And it will not be paid.
Mr. M a r s h a l l . Well, suppose that your bank at Salina discounts 

John Smith’s plain note. John Smith is a farmer breeding cattle. 
His note is as good as gold.

Senator B r is t o w . Yes.
Mr. M a r s h a l l . N o w , that note— I  do not know whether it would 

be under the bill—it says paper, “ issued for agricultural purposes,” 
whether the money is used for or is going to be used for that purpose 
or not.

Senator B r is t o w . The point I  am making about the discrimination 
against farm mortgages is that John Smith is a farmer at Salina in 
the example you mentioned; and a banker can take his note, due in 
90 days, and make it the basis of this currency. Now, if John Smith 
did not have a farm his note might not be worth anything.

Mr. M a r s h a l l . Yes.
Senator B r is t o w . And yet a mortgage on his farm is barred by 

the bill.
Mr. M a r s h a l l . Yes. But the argument against that is that it is 

not a liquid security for payment.
Senator R e e d . Y ou mean that it does not come due quickly?
Mr. M a r s h a l l . Yes; it does not come due quickly.
Senator R e e d . Then, the evil does not reside in the fact that it 

has got a security back of it of a certain character, but in the cir 
cumstance that it does not become due soon enough. Is not that 
the real objection, instead of the fact------

M r. M a r s h a ll  (interposing). It does not come due, and, as 1 
said, it is not liquid. Tnat is no reflection on the security.

Senator R e e d . Well, I would like to have somebody define to 
me what is meant by a security being “ liquid.” If “ liquid” means 
that a note is a good note, and it is coming due in 30 or 60 or 90 days, 
or a shorter time—if that constitutes being a liquid security, I know 
what you mean; if it means anything else, I would like to know 
what it does mean.
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Mr. M a r s h a l l . Well, as you say, it runs a year sometimes.
Senator R e e d . But I am trying to get you to tell me what you 

mean by “ liquid,” if it does not mean what I have said.
Mr. M a r s h a l l . A security that will be reduced to cash—be paid.
Senator R e e d . Well, I  am speaking of a note of 30 or 60 or 90 

days, a note the maker of which can be compelled to pay it. Does 
that constitute a liquid note ?

Mr. M a r s h a l l . N ot com pelled ; that means at the end o f six  
m onths or a year— through a court.

Senator R e e d . I mean the maker is good, and if you demand your 
money you can get it.

Mr. M a r s h a l l . If y ou  dem and you r m on ey  y ou  can get it ; and 
the purpose is to  p ay  it at m aturity ; the purpose o f the borrow er and 
the nolaer o f the note is to  cash the note at m aturity .

Senator R e e d . If the Senator will pardon me another question: 
Now, as a matter of fact, banks have a line of credit which consti­
tutes a large part of their business with regular customers that they 
carry from year to year, renewing the notes every 30, 60, or 90 days—  
do '

Senator R e e d . N ow , would you exclude that character of note ?
Mr. M a r s h a l l . So far as that is concerned, that is a note that is 

given for the purpose—that is practically going to be renewed, and 
you know it—why, I would exdude it. I would make a great dis­
tinction between security that is to be put up between the note issue, 
and the security or note, if you are going to discount it for the bank 
for the purpose of taking care of his customers.

Senator K e e d . That is what I am getting at. Here is a large mer­
cantile concern in a city. It goes down to the bank and arranges 
for a line of credit. It proposes to open its account and says, 
“ How much of a line of account will you extend to me?” The 
banker says, “ Up to $200,000.” Now, he borrows that. Sometimes 
he is up to $200 ,000 ; sometimes he is down to $10,000 or $15,000 ; 
but as a matter of fact he is probably owing the bank something all 
the time. Would you exclude that class of paper ?

Mr. M a r s h a l l . Not if he was a good substantial customer.
Senator R e e d . Well, if, as a matter of fact, he borrows $200,000  

and was entitled to a credit of $200,000; he borrowed $100,000 and 
ran along just at that amount; would you exclude that paper?

Mr. M a r s h a l l . D o you mean that he is a continuous borrower ?
Senator R e e d . Yes. He generally owes that bank $100,000, renew­

ing his notes from month to month, but at any time the bank said 
to him “ Pay,” he would get the money in there in a very short time. 
Would you exclude that ?

Mr. M a r s h a l l . If he is good I would not.
Senator R e e d . Well, I want to know now in the name of the Lord 

God of Israel—and I do not say it in any irreverent sense—whether 
you are going to exclude that class of paper in the practical operation 
of this law ?

Mr. M a r s h a l l . Well, as I said a while ago, I would make a dif­
ference in the paper that I take as security for a note issue and the 
paper that I discount as a paper for its general use.

Senator R e e d . I understand that your distinction is that you want 
liquid paper on the one hand and would accept nothing else, while on
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the other hand you  w ould  a ccept other paper; bu t when y o u  com e to  
really  decide whether a paper is liq u id  paper or n ot, b y  w hat rule 
w ill y ou  d ec id e  and b y  w hat yardstick  w ill y ou  m easure it  ?

Mr. M a r s h a l l . In the first place, if you have a note that is good— 
what we call commercial paper, that we defined yesterday—paper 
based on cotton, we will say, in the course of shipment, with a draft 
at 30 or 60 or 90 days, that is strictly prime paper, and I would put 
just as much of that kind of paper behind a note issue as I said.

Senator R e e d . Y ou say a note with a draft. Do you mean an 
acceptance ?

Mr. M a r s h a l l . Yes; I mean an acceptance.
Senator R e e d . N ow , I w ant to  ask y ou  w hat proportion  o f the co m ­

m ercial business o f this cou n try  is carried on  through  acceptan ces? 
Is it n ot the fact that the acceptance has alm ost gone out o f  date ?

Mr. M a r s h a l l . Well, the acceptance has, so iar as that is con­
cerned. There are, however, a good many acceptances while the 
cotton is on the way to Liverpool.

Senator R e e d . Well, there may be some foreign acceptances; but 
now, getting down to the real situation in this country—but is it not 
a fact that the aggregate of all the acceptances in this country would 
not begin to furnish enough securities to issue money against ?

Mr. M a r s h a l l . Certainly.
Senator R e e d . N ow , that is what you call prime commercial paper. 

That is one call. What else ?
Mr. M a r s h a l l . I told you last night. You spoke of a certain line 

of paper. Take your wholesale merchant, who buys his goods and 
gives his note to the manufacturer, and the manufacturer discounts it. 
Those are what we call commercial paper. That class of paper is 
not used much more, because the creditor who borrows through his 
bank and the commercial broker and gives his paper direct and pays 
and takes his discount, and so on.

Senator R e e d . I am thro.ugh with my line of questioning, Senator 
Bristow; I beg your pardon for the interruption.

Senator B r is t o w . A s to commercial paper I will give an illustra­
tion. We will take Woodward & Lothrop, or John Wanamaker, or 
Armour & Co. These merchants, as I understand, keep out a large 
amount of paper. Say it is 90-day paper of Woodward & Lothrop’s. 
The broker settles that. That will be paid; but it is paid by the sale 
of another note.

Mr. M a r s h a l l . Quite often. Not alw ays.
Senator B r is t o w . Not always, but frequently. And he keeps so 

much of that afloat all the time.
Mr. M a r s h a l l . Certainly; no question about that.
Senator B r is t o w . Well, why should that be given any different 

consideration from the merchant at home, in a small way, who 
renews his notes every 90 days ? It is a part of his capital, is it not ?

M r. M a r s h a l l . But if your bank at Salina buys John Wanna- 
maker’s note through a broker he is absolutely free from all obliga­
tions to John Wannamaker to renew. He buys that note. When 
it comes due he sends it to the place where it is payable, and he gets 
his money, and it is reduced, so far as he is concerned, to money.

Senator B r is t o w . N o w , when you take the 90-day notes or 60- 
day notes that are held by any bank—I do not know much about 
these city banks, but take a country bank— and most of the banks
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are country banks— and there is not a bank in the United States that 
could compel payment of those 90-day notes without disaster.

M r. Ma r s h a l l . D o you mean all at once ?
Senator B r is t o w . All at once—when they become due. There is 

not a bank in the United States that could do it.
M r. M a r s h a l l . D o you mean compel them all at once? That is 

not a condition ever heard of. If all depositors, for instance, should 
demand payment at once it would produce a very serious situation.

Senator B r is t o w . Why is not the mortgage on the farm, on the 
land itself, which is the basis of the prosperity of this country anyway, 
conservatively made, the best security in the world ?

Mr. M a r s h a l l . Senator, I have seen the time when it was about 
the poorest—in 1893, when I was a banker in Kansas City, and one 
of these farm-mortgage concerns, which was taking mortgages and 
selling them, broke, and we had to take quite a number of its mort­
gages as security.

Senator Sh a f r o t h . That was the Lombard Investment Co.
Mr. M a r s h a l l . I had 14 of them on land in your State, and some 

of them not so far from you. Those mortgage descriptions read fine— 
fenced, bam, house, etc.—and not one of them had the improvements 
they said they had, and those mortgages were on 80 to 320 acres, and 
loans run from $300 to $500 apiece. I got a lawyer at St. John, 
Kans., to go out and run down a lot of those pieces of land and fix 
up the titles, and see where they got to, and when I got through they 
were not worth over $1 an acre, and they could not be sold.

Senator R e e d . Mr. Marshall, you furnished an illustration of the 
badness------

Mr. M a r s h a l l . Of what?
Senator R e e d . The badness of farm loans by citing a splendid, 

barefaced fraud, a parallel of which would be to say that a lot of 
rascals got together and organized a fake corporation and put in a 
lot of paper that had nothing back of it, probably part of it forged, and 
put it into the channels of commerce for the purpose of imposing 
upon somebody. You would not want commercial paper con­
demned because of that, and I do not think your illustration, with 
all due respect, about farm loans is any more fair. We all know 
what the Lombard Investment Co. was.

M r. M a r s h a l l . I was speaking not as a whole. Nobody has a 
higher regard for farm mortgages than I have, and the day I was 
speaking of is past. That was when the country was settling up and 
everything was new. It is quite different there now.

Senator R e e d . Maybe you have heard of some gentlemen who 
laid out some lots that were 50 by 140, and had a nice map of them, 
and they mortgaged them, and they had perfect titles, and then it 
was discovered that the lots were 50 inches wide and 140 inches deep; 
but we hardly take that as an illustration.

M r. M a r s h a l l . Senator, it was far from  m y purpose to  g ive that 
as an illustration  to base farm  m ortgages on generally.

Senator R e e d . Certainly; I  thou^it so.
Mr. M a r s h a l l . I have taken plenty of farm mortgages, and I have 

great confidence in them, and I was just speaking of that isolated 
instance.

The Ch a ir m a n . There is no doubt about it that the Lombard In­
vestment Co., with the gigantic fraud that was behind it, which
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Senator Reed points out, as we all know, did have a very bad effect 
on the country at laree.

Senator B r is t o w . H ow  many merchants were there in 1893 who 
were in financial straits?

Mr. M a r s h a l l . There were m any.
Senator B r is t o w . What was their paper worth ?
Mr. Ma r s h a l l . It might also be asked, What were many banks 

worth ?
Senator B r is t o w . Take the banks that failed, what were they 

worth ?
Mr. M a r s h a l l . That in 1893 not only the farm but practically the 

rest of the country was broke.
Senator B r is t o w . Everybody was broke. We can look back 

and recall farms which you could not get $1 an acre for, but if the man 
gets the mortgage or took the farm, there is not one in all that western 
country who kept it who did not make money.

Mr. M a r s h a l l . Certainly. I wish I had kept them all.
Senator B r is t o w . Yes, if you had kept them all------
Mr. M a r s h a l l . B ut those were extrem e conditions.
Senator R e e d . If you had kept them you would have had enough 

money to start a country newspaper ana come to the Senate.
Mr. Ma r s h a l l . W e  were all broke, because w e were selling $1.50 

hogs, and $1 and $2 cattle, and burning corn  fo r  fuel.
Senator R e e d . What was the trouble with prime commercial 

paper in those days?
Mr. Ma r s h a l l . Those were extreme times, and it is not a fair com­

parison.
The Ch a ir m a n . I will remind the witness that he will miss his 

train.
Senator B r is t o w . Just one more question. Only as a rule—there 

are exceptions, but, as a rule, the only security that did come back 
in the end was good farms, was it not ?

M r. M a r s h a l l . W ell, I  th ink  som e o f the m erchants and banks 
that were shaky at that tim e g o t  well.

Senator B r is t o w . Many of them went into bankruptcy.
Mr. M a r s h a l l . Many o f them  that were sick  g o t  well.
Senator B r is t o w . B u t all the farm s g ot well.
Mr. M a r s h a l l . Many of them got well; yes; I should say so; I 

agree with you there.
Senator K e e d . That could be accomplished if the man who had 

the farm could have lived without anything to eat.
Senator B r is t o w . They could find something to eat and get a 

little sorghum tcAsweeten the bread.
Mr. M a r s h a l l . It is no reflection on the farm-mortgage security, 

because as a class of security it is probably the best, or among the 
best, that we have.

Senator B r is t o w . Y ou have six minutes yet.
Senator R e e d . He can not catch his train unless he goes.
M r. M a r s h a l l . I have a con veyance  dow n  there w aiting fo r  m e 

and I  can catch  the train all right.
Senator B r is t o w . The Government issues this currency and loans 

it to the banks and the banks put up the security and the currency 
is returned. The banks, as far as tne Government is concerned, do 
not have to return that money and it is not intended that they shall
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return that money until the community can conveniently meet their 
obligations ?

Mr. M a r s h a l l . That is right.
Senator B r is t o w . Why is it necessary to have short-time paper, 

making it possible to force the community to return the money until 
they can conveniently ?

M r. M a r s h a l l . A s far as that is concerned, that is just why I 
injected that, that I would take the assets of the Federal reserve bank 
as collateral, and other bonds. When you go to issuing money, I 
say, take all the security you can get.

Senator Sh a f r o t h . Mr. Marshall, do you think there is enough 
prime commercial paper that could be used for the purpose of deposit­
ing in the reserve banks that would take the place of the $750,000,000 
of bank currency ?

M r. M a r s h a l l . N o, sir.
Senator Sh a f r o t h . Do you think it would be more commercial 

paper than would be in existence ?
Mr. M a r s h a l l . Well, I do not know as to totals; but, on the other 

hand, Senator, I would not indorse putting out a permanent asset 
currency. I believe that to be asset currency, if you please, but it 
would simply be a short time—emergency—currency to meet the 
emergency and to get it back in and cancel it just as quickly as 
conditions would justify.

Senator Sh a f r o t h . Would it not require enormous machinery on 
the part of the reserve bank to handle $750,000,000 of commercial 
paper ?

Mr. M a r s h a l l . Certainly.
Senator Sh a f r o t h . Maturing at from 30 to 60 and 90 days ?
Mr. M a r s h a l l . C ertainly it w ould, and especially if you  undertook  

to m ake it perm anent.
Senator R e e d . I am very sorry you have to go.
The C h a i r m a n . I will ask the committee now to give Mr. Dos 

Passos a few minutes to be heard.

STATEMENT OF JOHN R. DOS PASSOS, OF NEW YORK, N. Y.

Mr. Dos P as s o s . I will take only about 10 minutos.
The Ch a ir m a n . I want you to give your name and address to the 

stenographer.
Mr. Dos P a s s o s . My name is John R. Dos Passos, and my resi­

dence is New York City. I have some thoughts on these questions, 
and I have put them in print to save you gentlemen's time.

Senator R e e d . Before you begin, will you make a statement as 
to who you are ? Not for our enlightenment, but for the enlighten­
ment of those who want to read your statement.

Mr. Dos P a s s o s . With becoming modesty, I wish to announce 
myself as a gentleman who has had to do with Wall Street for 35 
years. I am the author of the work on Stockbrokers and Stock 
Exchanges, but I am before this committee in a perfectly inde­
pendent character, representing nobody but myself, and nobody is 
responsible for my thoughts.

Senator R e e d . What has been your experience in financial mat­
ters, in a broad way ?

9328°—S. Doc. 232,63-1—vol 1----- 32
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Mr. Dos P as s o s . Everything; I have been connected with all 
kinds of trusts, and I have been connected with all kinds of corpora­
tions for 35 years in Wall Street.

Senator R e e d . As a capitalist and investor ?
Mr. Dos P a s s o s . No, as a lawyer, representing capital and 

investments. The last retainer I had was from a French syndicate, 
which built a road out in the State of Oklahoma.

The Ch a ir m a n . He refers to the Missouri, Oklahoma & Gulf, 
which was financed by a French syndicate represented by Mr. Dos 
Passos.

Mr. Dos P as s o s . What I wanted to do was not to take your time 
now, but if after you have read the pamphlet if you think it is of 
sufficient importance to read the little pamphlet I have printed here, 
I shall be very glad to obey the call of the committee and to appear 
especially on questions that you have discussed here this morning 
about the farm mortgages. I have studied that question thoroughly, 
and I think possibly I might give you some enlightenment in regard 
to that—views that perhaps may not have occurred to outside people.

You have here, in the fourteenth section, under the head of “ Re­
discounts, ”̂ this language:
* * * but such definition shall not include notes or bills issued or drawn for the 
purpose of carrying on or trading in stocks, bonds, or other investment securities. * * *

Senator Sh a f r o t h . What page is that ?
Mr. Dos P a s s o s . That is under the heading “ Rediscounts,” 

I have it on page 120 of this book here.
Senator P omeTr e n e . That is the Glass report, I think.
The Ch a ir m a n . That is the report of the House, page 120. It is 

section 14 of the bill and page 24.
Mr. Dos P a sso s . This language that I have read here—

* * * but such definition shall not include notes or bills issued or drawn for the 
purpose of carrying or trading in stocks, banks, or other investment securities, * * *

What does that mean? The aim of the author of that language, 
I assume, is to exclude banks from lending on securities of the stock 
exchange, but it is very ambiguous and will give rise to enormous 
discussion, both among the lawyers and everybody else who read 
this passage. If you want to exclude or prevent or prohibit the 
banks formed under this law from loaning money on securities dealt 
in on the stock exchange, I think you had better say so plainly. I 
am in favor of that to a certain extent, and yet I am supposed to 
represent Wall Street interests. I believe to-day if you pass a law 
by which the stock exchange would be excluded from participating 
in the proceeds of banks you would do something for the benefit of 
the stock exchange and you would not have to legislate in regard to 
currency at all.

Senator R e e d . How would it benefit the stock exchange ?
Mr. Dos P a sso s . The stock exchange would not be required to 

borrow money, but do as they do in London and Paris.
The C h a ir m a n . Bimonthly ?
Mr. Dos P a sso s . Bimontlily; and if they did that the whole busi­

ness of currency and rates of interest would be settled, and you would 
never hear of tightness of money. Where does that all come from, 
this tightness of money? You have not gone into that aspect of the 
matter.
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Senator P o m e r e n e . You mean “ tightness” of money as it has to 
do with operations in Wall Street?

Mr. Dos P asso s . Everything; that is when interest goes up to 
100 or 200 or 300 or 500 per cent, which is a thing absolutely unheard 
of in London and in Paris.

Senator R e e d . You do not expect to cover such a subject as that 
in 10 minutes ?

Mr. Dos P asso s . No.
The Ch a ir m a n . When could you return, Mr. Dos Passos ?
Mr. Dos P a sso s . I will come here Friday. Would that suit you?
Senator Sh a f r o t h . He had better come Monday.
Senator P o m e r e n e . I suggest that we wire him when he shall 

come.
Mr. Dos P asso s . I am going to sail for Europe on the 24th of this 

month, and, of course, I would not be able to get here next week, but 
I can come back here on Friday and I shall do it with great pleasure.

Senator Sh a f r o t h . I think that is all right.
The Ch a ir m a n . Will it suit the convenience of the committee to 

hear him on Friday ?
Senator Sh a f r o t h . I think so.
Mr. Dos P asso s . I will leave a number of copies of this article of 

mine, which will open up the subject to you, so that you will be able 
to examine me with a great deal more skill.

The Ch a ir m a n . Very well.
Mr. Dos P asso s . I am obliged to you for allowing me to intervene 

for a moment.
(The document filed with the committee by Mr. Dos Passos follows:)

T h e  R e la tio n  of th e  Stock  E x c h a n g e s  to th e  Cu r r e n c y  Q u e st io n .

[By John R. Dos Passos, of New York City.]

The pith of the President’s views on currency reform is contained in these words 
in the message which he personally read to Congress:

‘ ‘ Our banking laws * * * must not permit the concentration anywhere in a 
few hands of the monetary resources of the country or their use for speculative pur­
poses in such volume as to hinder or impede or stand in the way of other more legiti­
mate, more fruitful uses.”

Without questioning the general necessity of a new system for banking and cur­
rency, and without criticizing the remedies or language of the new measure intro­
duced in Congress by the distinguished chairmen of the Senate and of the House 
of Representatives, Messrs. Owen of Oklahoma and Glass of Virginia, 1 venture to 
suggest a method by which “ the concentration * * * in a few hands of the 
money resources of the country or their use for speculative purposes” will be pre­
vented most effectually and which will not interfere with the reforms sought to be 
accomplished by the above or any other measures finally adopted.

I believe that the first step toward true banking reform would be to divorce the 
transactions of the stock exchange from the banks—to prevent brokers from using 
the money of these institutions in speculative adventures. The operations of the 
exchange as now conducted require the banks of New York to furnish a vast sum of 
money to facilitate the business of its members. When one gives an order, for example, 
to purchase, say, 5,000 shares of New York Central Railroad stock in the stock exchange 
it involves the raising of, say, about $500,000, of which the customers’ ordinary margin 
contributes 10 per cent, $50,000, and 10 per cent, $50,000, is furnished out of the 
capital of the stock broker, making $100,000. As the broker must pay for the stock 
on the following day he is required to go into the money market and borrow $400,000 
by the pledge of the 5,000 shares of stock bought. Now, as 85 per cent of the trans­
actions of the exchange are speculative, in the case put $400,000 is furnished by the 
banks to aid a purely speculative venture. And as one can very readily perceive, 
if 1,000,000 shares of stock are dealt with in a day, which has been a common occur­
rence, the aggregate sum of money drawn out of the banks would be simply colossal.
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Of course, this money is placed back again in the banks to be used in some other 
speculative deal, but the fact remains that hundreds of millions of dollars of banking 
funds are daily employed by the stock brokers for the facilitation of purely speculative 
transactions. This system is wholly unnecessary and useless. It should be eliminated. 
The operator who buys for speculation 1,000 shares of stock never sees the certificates 
of stock, never wants to see them, and is interested only in the rise and fall of the 
market. He is playing for a profit. The borrowing of money and the financing of 
the transaction are entirely with the stock broker who performs the operation, and the 
customer or speculator never sees or handles the securities in which he is trading. 
In addition to this misuse of banking funds, that ought to be at the disposal of the 
industrial and commercial community, the system of actually financing each trans­
action is a great hardship upon the corporations. Each corporation whose stock is 
actively dealt in is subjected to enormous expense and inconvenience by being com­
pelled to furnish and issue fresh certificates of stock each day.

The corporations to effectuate these useless transfers are compelled to have engraved 
and on hand thousands of certificates by which transfers can be quickly made on 
their books; they are compelled to furnish gratis these engraved certificates which 
cost very large sums of money and in the course of the day when the operations in a 
particular stock are very large, and the transfers upon the books continuous, the 
corporations are compelled to employ clerks to do the work, or trust companies and 
transfer agents to facilitate deliveries and to attest the regularity of the transfers and 
the forms of the new certificates. There is no spectacle of Wall Street so ludicrous 
as to behold the messengers running around with certificates of stock, demanding 
large checks which are duly certified to close these purely speculative transactions. 
This ridiculous and unnecessary process goes on day after day and these huge sums 
of money are drawn otit of the banks when the funds should be held to meet the legiti­
mate business transactions. The exchange should be compelled to make bimonthly 
settlements as is the practice in London and in Paris, and to close the transactions 
by the payment of differences, or delivery of securities, as the parties require. The 
New York Stock Exchange is no better than the two bodies just mentioned. If it 
does not take the initiative in this respect it should be compelled by law to do so. 
The benefits which would arise from bimonthly settlements are these: First, the 
funds of the banks would not be used daily for the speculative purposes of the stock 
exchange; second, high and fluctuating rates of interest would never prevail. Such 
a situation as interest at the rate of 50 per cent, 100 per cent, or 300 per cent, or 400 
per cent is never witnessed in Paris or London, simply because stock exchange trans­
actions are settled by the payment of differences through bimonthly settlements. 
The transactions of the exchanges are entirely segregated from regular legitimate 
banking operations.  ̂ The operations as there conducted are either for the “ account” 
or for “ money,”  which means “ cash.”  One can always buy for cash and have quick 
delivery of any stock required. But these transactions are rare—the bulk ot the 
business is for the “  account ” to be settled bimonthly by deliveries or the payment 
of differences; third, the corporation would be relieved of the enormous burden of 
labor and expense now involved in the daily transfers of certificates of stock; fourth, 
the brokers would be relieved from borrowing vast sums of money and of becoming the 
victim of banks and bankers; besides, their business could be conducted with less 
capital and in greater dimensions.

It will be said by some brokers who have not studied these questions that they can 
not adopt the English method in this country because they can not protect themselves 
against loss. That reply is absolutely unfounded and inadequate. Their business 
can be carried on precisely as it is in London and it can be arranged by the exaction of 
margins so that the stockbrokers in making transactions will suffer no further loss or 
incur greater contingencies than those which are applicable to any speculative busi­
ness.

In private I have always contended that the money of the country should not be 
tied up in stock-exchange transactions. Why the stock exchange has not taken the 
initiative for this reform I can not understand. Fortunately, I am not solitary in these 
views. One of the most experienced and intelligent financial leaders of this country, 
Mr. William A. Nash, who is now chairman of the board of the Corn Exchange Bank, 
in an address before the subcommittee of the Committee on Banking and Currency, in 
the House of Representatives, January 16, 1913, uses this significant language:

“ But financial history shows that panics and crises do arrive, and probably will 
during all time. That those convulsions are more violent in our own country in con­
tradistinction to other nations may be attributed principally to the cash basis of most 
of our transactions. Especially on our stock exchanges the demand money feature 
causes violent fluctuations in rates which the foreign exchanges are free from owing to 
their plan of semimonthly settlement which places all their loans practically on time,

4 9 4  BANKING AND CURRENCY.

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



while with us we have a demand and cash basis; and it is the activity of the demand 
for money and not the scarcity of money that creates the fluctuations in rates with 
which we are so familiar.”

And now I wish to say a word about the history and progress of this important body. 
The stock exchange as an institution and its members—the stock brokers—have within 
the past year been the subject of much criticism. The comments upon Wall Street 
generally have been conspicuously bitter, and many of these attacks were so be­
sprinkled with ignorance, prejudice, or passion that the real and legitimate purposes of 
the exchange have been disregarded. All of the evils growing out of the existence of 
the stock exchange have been most vividly depicted, but the benefits of this great 
institution have been more or less suppressed or misunderstood. Let us look at both 
sides of the picture. A stock exchange was coeval with Anglo-Saxon finance. Pre­
vious to the creation of the Bank of England in 1694, public stocks and what we now 
designate under the general name of “ securities”  were practically unknown in Eng­
land, but at this epocn that country, having been fully relieved from the fetters of the 
feudal system, began to blossom out into a new national career of commercial and 
industrial life—and we have before us the wonderful and successful history which she 
has since made. Instead of meeting public expenditures for the Army and Navy, for 
the civil service, or for public works or improvements, by levying and collecting direct 
assessments, the Nation began to borrow money by means of public stock or State 
obligations which were issued at a fixed rate of interest and which were to be repaid 
out of the governmental revenues.

As these and other public loans were subscribed for by a large number of indi­
viduals, their ultimate success depended upon the stockbrokers, who began to act 
as “ go-betweens” and who, in due course of time, after many migrations from one 
quarter to another in London, finally, about 1698, located in Capel Court, which 
became the central and fixed point of dealing in all kkids of securities, and the brokers 
became licensed operators. It was necessary that these intermediaries should act 
in accord as to price and other details in the distribution to the public of these se­
curities, and the London Stock Exchange became the factor in this important work. 
It is an indisputable fact that all the great public improvements and utilities in this 
and other countries have been directly or indirectly financed through stock ex­
changes. Shares of stock, as they are called, in the sense of negotiability, are only 
one degree removed from bank notes and gold or silver currency, and they must be 
so handled or manipulated that they can be quickly transferred from hand to hand 
without the ceremonies and delays incident to other legal instruments, such as deeds 
and mortgages. An intermediary between the creator of securities and the public 
has grown to be an absolute necessity, and without it the-successful negotiation of 
securities could not be made. A stock exchange, therefore, is just as much a necessity 
to the Government as it is to private corporations and individuals, for while in the 
first instance a Government may sell its issues directly to purchasers when the time 
comes, as it inevitably does, for the purchasers to dispose of their holdings, they must 
have some place where they can do so safely and promptly. Few persons buy se­
curities with the fixed purpose of holding them until they mature, and a market in 
which they can dispose of them is a necessary element of their negotiation. A public, 
recognized, established mart is a sine qua non to the merchants, as well as to the 
financiers or brokers; in fact, Government and corporation securities could not be 
negotiated if there were not a place where they could be speedily converted into cash. 
A stock exchange, among others, accomplishes two purposes: First, it furnishes the 
place where continuous buying and selling of securities prevails and where uniform 
rules of dealing are maintained, and, second, the brokers themselves constitute a large 
class of temporary purchasers, who are ready to deal in all kinds of State or corporate 
obligations and who afterwards, so to speak, send them adrift through hundreds of 
channels and rivulets to professional speculators or investors. It has truthfully been 
said that the real-estate broker has largely contributed to the building up of New 
York, but the sphere of his operation has been immeasurably less in scope and im­
portance than that of the stockbroker. The railroad map of this country attests, the 
large cities illustrate, and the colossal public improvements exhibit his wonderful 
work. This marvelous record has all been accomplished by the sale of railroad, gov­
ernmental, municipal, and corporate securities, which have been placed in the hands 
of hundreds of thousands of investors in this country and all over the world through 
the agency of the stock exchange. If, instead of one fixed and recognized plac*1 for 
dealing in securities, there were many, acting under different methods of business, 
the wildest confusion in price and terms would prevail.

In view of the magnitude of public and commercial operations and the stupendous 
amount of capital required to finance them, a stock exchange is to-day more important 
than ever it has been in the history of the world. The New York Stock Exchange
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has in round numbers 1.100 members. That body can absorb and distribute millions 
of dollars’ worth of securities each day. The brokers act as distributors and they also 
constitute a financial breakwater, for the predominating speculative element in the 
exchange renders it always possible to deal in large or small quantities of bonds and 
stock for cash. It is cause for depreciation therefore, that the stock brokers’ side 
of this great question has heretofore not been more boldly presented and more strongly 
elaborated, instead of in a sort of apologetic, defensive manner, as if the occupation 
needed explanation and excuse—as if his business were furtive. No doubt there 
have been thieves among stock brokers, as there have been thieves in churches, but 
in balancing the good and evil to the community of this institution, the former pre­
ponderates, and while we might wish that the speculative transactions coula be 
curtailed, and that the pure gambling which is often witnessed, with its consequent 
evils, could be abated, the necessity for the exchange is predominating, and he who 
would stop its operations, or diminish its efficiency, is either utterly reckless of the 
future of the country, or ignorant of the greatest factor in its development.

That evils are connected with the operations in the stock exchange is undeniable. 
The point is whether many of these can not be remedied, and whether the time has 
not arrived when the method of doing business in the exchange must not be radically 
changed. The prominent evils are over speculations and reckless trading; frauds 
perpetrated upon a customer by individual brokers; besides the operations of cliques 
of wealthy men who control particular corporations and who with the knowledge of 
their inside working manipulate the securities in such a way that it becomes almost 
impossible for the average operator in or outside of the exchange to make money by 
his intelligence or knowledge—or in fact to have a fair deal. All of these evils have 
become accentuated in the last decade and they ought to be corrected, not by a multi­
tude of penal laws but by the exchange itself. Short sales become so reckless at 
times that they should be curtailed. They can not entirely be abolished, but when 
they are openly and brazenly made the stock exchange should instantly reduce their 
proportions. I have neither time nor space to go into the details of a remedy for this 
shameful practice, but one can be easily devised. I must, however, suggest that the 
specialist with his hands full of “ stop orders” should be abolished. No one or two 
men should be allowed, by appointment or custom, to monopolize the dealing in any 
particular securities. This practice places the orders for purchase and sale in the 
hands of one individual and enables him consciously or unconsciously to make prices 
and shape the course of speculation. With half a dozen “ stop orders.”  as they are 
called, in his hands at one time the specialist becomes the absolute master of the par­
ticular stock in which he deals. I make no charge against the specialist either of 
carelessness or dishonesty: I only assert that the method is a most dangerous one, and I 
contend that he should be summarily extinguished and with his extirpation the 
practice of “ stop orders” would soon disappear.

The brokers say that “ stop orders” are necessary for their protection. My reply is 
simple and brief: They must find some other way to protect themselves. They 
enjoy an extraordinary franchise both from the Federal and State Government as 
brokers without the payment of license fees, and they should not employ business 
methods which result in such dreadful losses not only to individual customers but to 
the whole body of speculators and innocent investors. If the brokers should say that 
the “ stop order” is in the interest of the customer, the answer is equally clear that 
unless the customer can find some better method of limiting his loss in his specula­
tive operations he must desist from them. It is overlooked that the real investor is 
entitled to protection as well as the stockbroker and speculator. If in giving a “ stop 
order” a stock speculator were injuring himself only then the community might be 
indifferent to his speculations, but the execution of one stop order for never so small 
a quantity in the hands of a specialist of shares establishes a price which affects all 
persons interested in that particular stock. Like a ten-pin ball, it strikes all along 
the line, and in a feverish market it generally occasions enormous losses to innocent 
operators and sometimes a panic—and a panic because one individual dealing in 100 
shares has chosen to set a price at which he imperatively commands a sale of a par­
ticular stock and if not at the price named, at a lower price, and like the cry of fire 
in a crowded building confusion and panic are instantly created.

Then it is charged, and with more than a modicum of truth, that frauds may be 
and are committed by brokers as against-their customers. But there is full redress 
for such acts—one in the courts and the other in the exchange itself. I have had an 
experience covering many years and I am bound to say that in general the redress is 
equal to the wrong in either tribunal. The courts and juries favor the customer. 
Besides, one who asserts that he has been wronged may, in general, place his claim 
before the stock exchange and as a rule he will find quick and proper redress. It is 
true that there are a few stupid and ignorant men in the governing committee, but in
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my humble judgment a more equitable body does not exist. It is, par excellence, 
the tribunal to which resort should be had when a customer feels he is injured—it is 
cheap and prompt and the ji dges are experts.

It has been suggested that the remedy for many evils is in the incorporation of the 
exchange. In my judgment it is not only unnecessary but it would be detrimental 
to the interest of the public. The stock exchange should always have the first and 
final right of saying who should be of its members. The occupation of a stockbroker 
is one of peculiar delicacy and importance and I am glad to say that the esprit de corps 
has been well maintained. The exchange should be allowed the unlimited privileges 
of saying “ yes” or.“ no” to an applicant without public interference. The incorpora­
tion of tne exchange puts it under the domination of a general statute and it could not 
make any fundamental alterations in its regulations without special legislation. The 
necessities of commerce can not wait upon such slow and uncertain methods. More­
over, the exchange would have to be incorporated under a general law, which would 
invite into this important field classes of adventurers and speculators who would cause 
the real objectsof tne exchange to be disregarded, to the immeasurable lossof the public. 
A multitude of exchanges would at once spring up like mushrooms. Which would be 
the proper organization? The creation o f different exchanges would inevitably work 
confusion as to price and terms, the uniformity of which is one of the main purposes 
of its creation. To be efficacious there can be only one great central mart for the sale 
and purchase of securities—there must be a responsible body creating one standard of 
values—not only that, but to exercise a controlling voice as to the form, language, and 
conditions of negotiable instruments. The press is the best censor for this body and 
although at times the criticisms are harsh and often unjust, the exchange can survive 
them when it knows that investigation will show that its inward management is correct 
and fair.

Besides, the courts exercise jurisdiction over the exchange as a body dealing with 
quasi public interests. To alter fundamentally the present legal status of the ex­
change would be a pure experiment. It is not true reform—it is a wild dream of a 
class which believes in breaking up or pulling down without soberly considering 
results.

New Y ork , September, 1913.

(The following statement of Prof. Sprague was made at different 
times during the sessions of the committee on September 16 and 17 
and is inserted at this point in the record in order that the remarks 
may be consecutive:)

FUBTHEB STATEMENT OF PEOF. 0. W. M. SPBAGUE, OF 
HARVARD UNIVERSITY, CAMBRIDGE, MASS.

[Proceedings of Sept. 16,1913.|

The Ch a ir m a n . Prof. Sprr gue, we have had many witnesses who, 
passing upon this matter, have been svggesting changes in the bill. 
1 do not think we have had a single witness who has pointed out 
anything in the bill that was of advant? ge. Would you be kind 
enough to point out what features of the bill you regard as improv­
ing the present system, if you consider that there are any such fea­
tures ?

Prof. Sp r a g u e . There surely are many good features in this bill, 
Mr. Chairman, and I will try to indicate some of them to the com­
mittee before I go on to make such suggestions as to changes as I 
have in mind.

Senator P o m e r e n e . Let me suggest, Mr. Chairman, before Prof. 
Sprague goes on, that of course the committee understands that he 
is a professor in the Lniversity of Harvard, and so on; but I think it 
would be well for him to give his residence, his connections, and so 
on, for the benefit of the record.

The Ch a ir m a n . Yes; it would be well for you to put that at the 
head of your statement, Prof. Sprague.

N a n k in g  a n d  c u b e e n c y .  4 9 ?
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Senator Sh a f r o t h . In other words, you can answer the usual 
interrogatories by lawyers— “ What is your name, residence, and 
occupation,” etc.

Prof. Sp r a g u e . My name is O. M. W. Sprague, and I am converse 
professor of banking and finance in Harvard university.

At the hearing on September 5 ,1 indicated the defects in our bank­
ing system whi<3i this bill is designed to remedy. I believe that the 
measure, if adopted in its present form without change, would provide 
the machinery which under competent management would very 
largely remove these defects. The institutions to be established 
would have adequate resources to meet seasonal requirements and to 
enable them to handle emergencies effectively. Their operations 
would also tend to make commercial paper the most liquid asset for 
all banks; this because the Federal reserve banks are limited in their 
rediscounting operations to commercial paper.

At the present time banks employ an undesirably large portion of 
their funds in stock-exchange loans, not because they have any par­
ticular preference for this sort of loan, not because they wish to give 
special consideration to those engaged in speculative activities, but 
because most bankers have been of the opinion that it was possible 
to liquidate stock-exchange loans more quickly than commercial loans.

One result of the adoption of this measure will unquestionably be 
that a somewhat smaller proportion of bank loans will be available to 
borrowers engaged in dealings in securities.

This will be due in part to. the change in the relative liquidness of 
commercial paper contrasted with security loans, which I have already 
mentioned, ana will be in part due to the decentralization of reserves, 
for which provision is made in the bill.

Whether the decentralization of reserves provided in the bill may 
not cause disturbance during the period of transition is a question 
which should be given careful consideration. The present arrange­
ment of reserves is, after all, in large part, the result of national legis­
lation which authorizes the counting of balances with city banks as 
reserve for country banks. This is a feature of the bill to which I 
shall come a little later.

When I say that the bill, if passed in its present form, would re­
move the most serious defects in our banking system, I assume two 
things: First, that the banks generally assent to the arrangement; 
and, secondly, that the management 01 the various institutions to be 
established shall be competent.

Senator Sh a f r o t h . The management shall be what? I did not 
understand.

Prof. Sp r a g u e . Shall be competent.
The problems which will confront the management of these insti­

tutions will be novel and complicated. As I indicated in the previous 
hearing, these institutions, possessing great powers to extend credit, 
must also possess some power to restrain the abuse of credit.

The managers of the reserve banks will find, I am convinced, that 
they will often have to act counter to general public sentiment—  
both the sentiment of the business community and the sentiment of 
bankers in general. There are comparatively few people in the com­
munity who can ever be convinced, in any circumstances, that it is 
desirable to lessen the amount of credit available. And yet this will
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be at times the duty of the managers of the Federal reserve banks 
and of the Federal reserve board.

The Ch a ir m a n . To limit credits?
Prof. Sp r a g u e . T o limit credits. I  will consider the situation 

this spring as an illustration.
Suppose these institutions had been established, and that they 

had available a large amount of lending power. There would have 
been strong pressure put upon the management of the reserve banks 
to grant rediscounts liberally last winter and spring and this sum­
mer. Very few people in the business community were of the opin­
ion at that time that it was desirable that credits should be in the 
slightest degree curtailed, but rather they held the opinion that 
they should be increased.

Senator B r is t o w . Pardon me, Prof. Sprague, but I  think it is 
better to ask these questions when they come to our minds, if it does 
not disturb you.

Prof. Sp r a g u e . N o, Senator Bristow; it does not disturb m e.
Senator B r is t o w . Y ou say that the people in the business com­

munity thought it would have been unwise ?
Prof. Sp r a g u e . N o ; that the people in the business community 

thought it would have been wise.
Senator B r is t o w . Oh, they thought it would have been wise?
Prof. Sp r a g u e . Yes; they wanted more credit.
Senator B r is t o w . Well, do I understand you to say that there 

should not have been more credit ?
Prof. Sp r a g u e . I say that emphatically. I hold that the moder­

ate amount of liquidation which has taken place during the last six 
months has been of very great advantage to the business community. 
It has strengthened the business situation. Large numbers of concerns 
were borrowing distinctly more than was altogether safe at that 
time. They were endeavoring to conduct an increasing amount of 
business upon insufficient working capital provided by themselves. 
In other words, they were endeavoring to supply increasing working 
capital requirements by means of short-time loans, and entirely by 
that means.

Senator B r is t o w . Well, am I  to understand that you think it is 
desirable that some commission, or board, or individual should have 
the authority to say when this credit shall be extended and when it 
shall not be extended ?

Prof. Sp r a g u e . If these Federal reserve banks are to possess 
special powers to extend credit, they must use great judgment in 
granting that credit. For nothing is more certain than that indefi­
nitely large additions to the total supply of credit are an unhealthy 
business influence. The local banker is not in position to take such 
considerations sufficiently into account. He is lending to his local 
customer. He is eager to make as large profits as he can; he lends 
ordinarily all that his reserves will permit him to lend.

Senator B r is t o w . Well, why should not he do that, if it is safe ?
Prof. Sp r a g u e . But it is not safe.
Senator B r is t o w . Well, who is a better judge than he as to its 

safety ?
Prof. Sp r a g u e . He is a fair judge regarding particular loans, but 

not regarding the general situation.
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To take a particular instance of a company which expanded its 
operations during the last two years by quite 100 per cent: It pro­
vided itself with a sufficient amount of capital by means of long­
time obligations to enlarge its plant, but it did not provide itself 
with any additional capital with which to finance its sales. It 
relied upon banks for these additional requirements, and it suc­
ceeded in getting from banks in one way or another the funds for 
these additional requirements, but its situation was far less satis­
factory than before, for any delay in collections became an increas­
ingly serious matter.

Senator B r is t o w . Well, is not that a question for the local banks 
that lend this concern money to decide ? What right has any board 
or commission to say to that bank that this man or that man is or is 
not good, or that the bank ought or ought not to make this loan to 
him? Why should not the head of that bank decide that question 
for himself ?

Prof. Sp r a g u e . The local banker should decide that; but when 
the local banker appears before the Federal reserve bank desiring to 
rediscount a large amount of paper in order to get the funds with 
which to make additional loans, then it becomes the duty of the 
Federal reserve bank to determine whether the situation is becom­
ing overextended; whether it is safe that large additions should at 
that time be made to the available credits at the disposal of the 
local banks.

Senator B r is t o w . Well, why should not the same rule apply to 
this—of course I do not take much stock myself in these regional 
banks; I think it is a kind of artificial arrangement that is not very 
desirable. But it may be; I do not know much about it.

Senator Sh a f r o t h . D o you think that they are less desirable than 
the central banks, Senator Bristow ?

Senator B r is t o w . Well, I  do not believe in either.
Senator Sh a f r o t h . Y ou do not believe in either?
Senator B r is t o w . No; I think we have got along pretty well be­

fore this idea was developed; and it seems, because we do need some 
elasticity— although not nearly so much as speculators think— that 
they are undertaking to reform the whole world, because there are 
defects that could be cured without much trouble. But why should 
not the man who discounts this paper decide whether or not it is a 
good business proceeding to do so, instead of having that question 
decided for him by some student of finance? It is his money to 
invest, why should he not decide for himself whether it is good 
policy to do so or not?

Prof. Sp r a g u e . So far as the banks are using their own resources 
I quite agree with you, but it becomes a different question when 
that local banker desires to borrow from the Federal reserve bank, in 
order that he may lend more to his own customers.

The management of the Federal reserve bank has no voice in the 
matter until the various local bankers desire to borrow from the 
Federal reserve bank.

It is proposed here to set up institutions with power to enlarge the 
total amount of credit to a very great extent. This power to increase 
credit should be coupled with the power and determination to exer­
cise judgment in granting this credit. It is not a question of reducing 
the resources of the local banks; it is simply a question as to whether
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it is desirable, at any particular time, to increase their resources, and 
as to how much it is desirable to increase those resources.

Senator Sh a f r o t h . H ow , under this bill, Prof. Sprague, will the 
regional banks contract credit?

rrof. Sp r a g u e . They will at times contract the credit which they 
themselves have created. If, for instance------

Senator Sh a fr o t h  (interposing). Will it be by simply refusing ac­
commodations ?

Prof. Sp r a g u e . Yes. If, for instance, they opened for business 
this morning, and during the next two months they did a business 
of, say, $200,000,000, that would be the net addition to the amount 
of credit which would otherwise have been granted the business 
community. Now, they will have power to contract the credit 
which they have advanced if it seems wise to do so.

Senator Sh a f r o t h . Then the paper they have taken as security 
becomes due, does it not ?

Prof. Sp r a g u e  Yes; that is the only way they will contract. 
The resources of the banks, other than the Federal reserve bank, will 
be just as great in any case as they would have been if these institu­
tions had never been established.

Senator Sh a f r o t h . Yes. Now, under the provisions of this bill, 
Prof. Sprague, the currency which is now known as the national-bank 
note would be substituted by the Treasury note which is prescribed, 
would it not ?

Prof. Sp r a g u e . That is a matter which I do not think is satisfac­
torily handled in this measure; and my first suggestion for a change 
has to do with the matter of the national-bank note.

Senator Sh a f r o t h . Well, now, give us your suggestions as to that 
change in the measure, will you ?

Prof. Sp r a g u e . The bill provides for the gradual substitution of 
Federal reserve Treasury notes for the existing circulation of the 
National banks—seven hundred odd million dollar̂ . This is to be 
carried through gradually. But, when completed, t the end of 20 
years, the Federal reserve bank would presumably have steadily 
outstanding notes for at least as much as this $700,000,000 of national- 
bank notes. In addition, they would, of course, have such further 
amount as might be deemed advisable. But surely they would have 
outstanding at all times something like the existing issue of national- 
bank notes.

As security for any issues of notes these Federal reserve banks must, 
in addition to a cash reserve of 33 J per cent, deposit as security 100 
per cent in commercial paper. It follows, therefore, that if these Fed­
eral reserve banks are to issue regularly $700,000,000 of notes to take 
the place of the national-bank notes, they must be constantly doing 
a business in rediscounting commercial paper of at least $700,000,000.

Now, I think it is wholly undesirable that these institutions should 
be doing any such amount of business as that merely to maintain 
the status quo.

Senator Sh a f r o t h . In other words, these 90-day notes, or dis­
counts, that they have taken in order to maintain the currency after 
it has once been issued, will have to be discounted continually every 
90 days, or at intervals------

Proi. Spr a g u e  (interposing). Yes.
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Senator B r is t o w . Or there will be a contraction ?
Senator Sh a f r o t h . Yes. In order to keep that paper money in 

existence, or else contraction must occur?
Prof. Sp r a g u e . Yes, sir; the amount of paper money in existence, 

to say nothing of that amount which, in the course of 20 years, it will 
be perfectly proper to issue because of the growth in population 
and business of the country.

I hold that a different form of security should be provided for the 
amount of circulation issued by these Federal reserve banks, which 
simply takes the place of the existing issue of the national banks; 
ana I propose as security for this $700,000,000 or $750,000,000 the 
very same security which the national banks now hold; that is to say, 
United States bonds.

Senator B r is t o w . Well, why not leave the same debt as it is, so 
far as they are concerned ?

Prof. Sp r a g u e . There are two reasons for making the change. In 
the first place, the change would give these regional associations a 
certain steady income without any additional burden upon the 
Government.

I would exchange the 2 per cent bonds held now by the national 
banks for a 3 per cent Government issue when the bonds were taken 
over by the Federal reserve banks from the national banks. I 
would then impose a tax of 1J per cent upon these issues of notes, 
so that the burden upon the Government would be exactly what it is 
now, since at present on notes secured by 2 per cent bonds there is 
a tax of one-half of 1 per cent. Therefore, if a tax of 1J per cent 
were imposed and the rate on the bonds raised to 3 per cent, the 
situation, so far as the Government is concerned, would be exactly 
as it is at present.

Senator B r is t o w . That would have a tendency to contract the 
currency, however, would it not ?

Prof. Sp r a g u e . N o ; the national banks would surrender $700,- 
000,000 of bonds to the Federal reserve banks. The Federal reserve 
banks would then assume the obligation of the $700,000,000 of 
outstanding national-bank circulation.

Senator Sh a f r o t h . Would you do that all at once, Prof. Sprague?
Prof. Sp r a g u e . I would do it all at once. The reason for making 

this change from 2 to 3 per cent bonds, and raising the tax from one- 
half of 1 per cent to 1J per cent is this: It is desirable that these Fed­
eral reserve banks should have a marketable security. The 3 per 
cent------

Senator B r ist o w  (interposing). Well, why should the security be 
marketable ?

Prof. Sp r a g u e . I am going to explain that in just a moment. The 
3 per cent bonds, perhaps, would be marketable. But I do not think 
it is desirable or necessary that the Federal reserve bank should dis­
pose of the 3 per cent bonds to the general public permanently. But 
if a part of these 3 per cent obligations were put in tne form of one-year 
notes, then the Federal reserve bank could readily market, at any 
time, its one-year notes at par; at the end of the year the one-year 
notes would be paid by the Government, but paid through the Federal 
reserve banks which would take over from the Government another 
issue of one-year notes.
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Let me illustrate it in figures: Suppose that we secured the $700,- 
000,000 of Federal reserve bank notes which take the place of the 
national bank notes by $400,000,000 of 3 per cent bonds, maturing 
in 20 years, and by $300,000,000 of one-year notes the Federal 
reserve banks being under the obligation, at the end of each year, to 
take another batch of one-year notes, maturing 12 months later, and 
so oil year after year.

The only purpose of putting a part of this Government indebtedness 
in. the form of one-year notes is to give the reserve banks something 
which they could readily market at any time when it might seem 
desirable to them to increase their resources or to secure control of 
the market.

The greatest difficulty which will probably confront the manage­
ment of these regional banks will be that of making the rate of discount 
effective. When the other banks have abundant funds, the rate 
which the regional banks may set up for rediscounting will be wholly 
ineffective. At times it is exceedingly important that banks such as 
these shall be able to control the market m a measure to make their 
rate of discount effective. That could be done easily if among the 
assets of these Federal reserve banks were one-year notes—Govern­
ment notes—which the Federal reserve banks could sell in case they 
desired to make their rate of discount effective.

All of the European central banks have assets of this sort, and it 
is very largely by the manipulation of these short-term Government 
obligations that they are enabled to make their rates of discount 
effective whenever it seems to them desirable.

Senator Sh a f r o t h . D o not the European banks, in order to make 
their rates effective, often go upon the market and buy securities for 
the purpose of taking up the quantity of available paper offered for 
sale among the other banks ?

Prof. Sp r a g u e . Oh, no; just the contrary; if they buy then they 
must pay, and that will provide the market with more funds of these 
central institutions. The method is to sell; then the market has to

^ Senator Sh a f r o t h . Often they sell their paper at a less rate than 
they have discounted it for ?

Prof. Sp r a g u e . Commonly they do not sell the paper that they 
have discounted; they sell these Government obligations. It is 
contrary to traditions that these central institutions should take 
commercial paper which they have already discounted and dispose 
of it to some other institution, but they do take Government se­
curities and sell them, and the payments for these securities reduce 
the available resources of the market, and consequently market 
rates move up.

Senator Sh a f r o t h . What Government securities would these 
banks have ?

Prof. Sp r a g u e . Under the plan I have suggested, they would have 
$700,000,000 of Government securities which they would have taken 
over from the national banks, but a part of that would be in the form 
of one-year notes renewed year after year and a part of them would 
be in tne form of long-time bonds.

Senator Sh a f r o t h . Bonds of the Government?
Prof. Sp r a g u e . Bonds of the Government.
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Senator Sh a f r o t h . That is, United States bonds or bonds which 
they have hypothecated there ?

Prof. Sp r a g u e . No; I referred simply to Government bonds which 
the reserve banks would have taken over from the national banks on 
assuming the obligation of the national banks to redeem their out­
standing circulation. No money would pass.

Senator Sh a f r o t h . But would not they have to hold those bonds 
as security for the circulation ?

Prof. Sp r a g u e . It should also be provided that in lieu of securities 
the bank might impound gold or lawful money as security. Under 
the provisions of this bill the Federal reserve banks must hold 33J 
per cent in cash and 100 per cent in commercial paper. I should 
suppose that no one could conceive of any objection to the banks 
holding, say, 10 per cent more in cash and only 90 per cent in com­
mercial paper, if they held 43J per cent in cash, why, clearly 90 
per cent in commercial paper would be an entirely additional security. 
So, in the case of these Government obligations to whi'Jh. I referred, 
as securing the $700,000,000 of circulation, those notes might very 
well be secured by gold or lawful money in lieu of the Government 
obligations, and that would give the reserve banks a free hand in 
disposing of some of these securities when it might be necessary in 
order to make discount rates effective.

Senator Sh a f r o t h . This bill, Professor, provides that the reserve 
bank shall pay no interest upon deposits except to the Government. 
Will that not have a tendency to prevent the depositing of moneys 
of national banks or of other banks with the Federal reserve bank?

Prof. Sp r a g u e . Unquestionably so.
Senator Sh a f r o t h . In other words they would prefer, above the 

amount which they are required to keep there for their own re­
sources------

Prof. Sp r a g u e . Yes.
Senator Sh a fr o t h  (continuing). And the capital which they 

invest in the matter of the required 20 per cent or 10 per cent— they 
would, of course, prefer to keep their deposits in New York and get 
a rate of interest on them ?

Prof. Sp r a g u e . Surely.
Senator Sh a f r o t h . D o you think that is a good provision that 

requires that the Federal reserve banks shall not pay interest on 
deposits ?

rrof. Sp r a g u e . I do. These Federal reserve banks should not be

{)laced in a position which will make it difficult for them to earn at 
east their running expenses and a moderate return on their capital; 

and yet it is probable that at certain times there will not be enough 
business for these institutions, if wisely handled, to yield very large 
earnings. Their earnings will vary with the activity of business, but 
in periods of business inactivity, m years like 1908 and 1909, I can 
not see where these institutions will secure any very considerable 
income. Further, I do not regard it as desirable that all of the banks 
in the country should deposit temporarily idle funds in these regional 
institutions. The result would be to overburden these regional insti­
tutions with enormous amounts of funds and varying amounts of 
funds, which they would find it extremely difficult to invest profita­
bly and to the general advantage. I think that these institutions 
should have resources sufficient to accomplish the particular pur­
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poses of meeting seasonal requirements, of keeping the banking 
machinery going m emergencies, and so on; but I do not think any 
evils have been shown in our system as the result of the depositing 
of reserves in city banks, which call at the present time for arrange­
ments which would make it wholly impossible or undesirable for the 
banks to deposit any funds whatever with each other.

Senator Sh a f r o t h . Professor, what objection is there for the 
currency which is to take the place of the national-bank note being 
made a full legal tender for the payment of all debts and dues to 
the Government ?

Prof. Sp r a g u e . I do not feel that there is any danger------
Senator Sh a f r o t h . Would it not have a tendency to strengthen 

the currency ?
Prof. Sp r a g u e . There has been no difficulty whatever regarding 

the currency since 1897. The currency problem settled itself very 
largely because of the enormous increase in gold production. The 
silver certificates and the bank notes and the United States notes 
were too large a part of our total circulating medium in the early 
nineties. They are not a dangerously large part of the circulating 
medium at the present time, because we have, like other countries, 
much more gold than we had 15 years ago, and it makes no difference 
whatever whether you make the silver certificates and the United 
States notes and the national-bank notes legal tender or not. Peo­
ple who worry about that are simply fighting over again the battles 
of 20 years ago, not realizing that conditions have changed. If you 
do not increase the amount of silver certificates and national-bank 
notes that you make legal tender above the existing amount, it does 
not make the slightest difference whether you make them legal tender 
or not.

Senator P o m e r e n e . What effect would it have upon the supply of 
gold?

Prof. Sp r a g u e . It would have no effect whatever. All of these 
kinds of money are in fact in circulation practically as if they were 
legal tenders now. If they had not been in circulation, if we had 
not had them, there would, of course, be more gold in the country 
now than in fact there is; but there is an abundantly sufficient sup­
ply of gold in the country, so that all of the various paper issues are 
entirely safe.

Senator Sh a f r o t h . Would not the legal-tender quality added to 
the paper, if there ever comes a time when the quantity of gold may 
be slight, make such a demand for the legal-tender currency by 
reason of there being probably 100 billions of debt or 80 billions of 
debt, as I have seen it stated, that could be paid in the full legal- 
tender money, and would it not have a tendency to keep its parity 
with gold bullion if it was legal tender ?

Prof. Sp r a g u e . It would have a very slight influence in that 
direction, but the fundamental factor would be its quantity relative 
to the quantity of gold. If gold production all over the world were 
suddenly suspended, one can conceive a situation in which a con­
siderable amount of the gold now in circulation in this country 
might go abroad. I do not say that it certainly would go, but in 
such an extreme case it might, and in that case the existing amount 
of paper might be relatively too great, but I do not regard discus­
sions of that sort now as being of any great practical importance,

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



5 0 6 BANKING AND CURRENCY.

and for the reasons which I have mentioned. There are a great 
many persons who would disagree with me about this point, but I 
believe that they are simply basing their present arguments upon 
recollections of past conditions.

Senator Sh a f r o t h . Well, at any rate the legal-tender character 
of the permanent money could not be of any detriment to the sta­
bilities of that money ?

Prof. Sp r a g u e . Oh, no.
Senator Sh a f r o t h . Professor, you mentioned the other day in 

your testimony—I do not know whether it was in talking to me pri­
vately or whether it was in your testimony— that the bill which I 
introduced concerning the national-bank currency might be made 
workable by a few changes. Will you point out the changes that 
you suggest ?

Prof. Sp r a g u e . It begins to be apparent that I am to go on until 
after lunch, and I should like to go over the bill once more.

Senator Sh a f r o t h . All right. Then, we will change that line of 
questioning.

I want to know, Professor, if you have got a table that would indi­
cate the quantity of gold reserves that are required of the central 
banks of Europe to back their currency. In England we know that, 
outside of the $90,000,000 or £18,000,000, they keep dollar for 
dollar of gold back of their notes that they issue and which, with 
the $90,000,000, makes a gold reserve of practically 66 per cent. 
Do you know what the Imperial Bank of Germany keeps ?

Prof. Sp r a g u e . They are required to hold a cash reserve of at 
least 33J per cent.

Senator Sh a f r o t h . Y ou mean a gold reserve?
Prof. Sp r a g u e . Not a gold reserve. It includes silver and it 

includes an issue of Imperial Government notes, a relatively small 
issue, and only a small part of it is found in the reserve of the 
Reichsbank; but there is no specific gold requirement of reserve 
against their notes. As a matter of fact, the gold reserve has varied 
enormously in its ratio to the notes.

Mr. Ch a r le s  A. Con  a n t . I think the German law of 1911 re­
quired gold to be held in lieu of lawful money previously required. 
You know they revise the law every 10 years. Is not that your 
recollection ?

Prof. Sp r a g u e . Very likely you are right.
Senator Sh a f r o t h . What percentage ?
Mr. Co n a n t . Thirty-three and one-third per cent is legal, but 

actual holdings are enormously above that.
Senator Sh a f r o t h . Is that gold or gold and silver?
Mr. Co n a n t . Gold since 1911; previously lawful money, but always 

mainly gold.
Senator Sh a f r o t h . I notice by Mr. Conant’s work that in Canada 

a gold reserve is required of 25 per cent upon the issue of Dominion 
notes up to $30,000,000, and that thereafter they have a provision 
something like our gold certificates by which any person can get a 
certificate or a note upon depositing a dollar in gold. Has there been 
any change in that law within recent years that you know of ?

Prof. Sp r a g u e . N o ; there was a change in the conditions of note 
issue of the Canadian banks, but my recollection is that no change 
was made as regards the conditions of issue of the Canadian note*
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but the issue is somewhat analogous to the arrangement which you 
propose in your bill.

Senator Sh a f r o t h . Something like the requirement as to the 
greenbacks ?

Prof. Sp r a g u e . Yes. Suppose, for instance, that we fused the 
$150,000,000 gold reserve and all the gold held against the gold cer­
tificates and issued a uniform note, with that gold as reserve, and pro­
vided that additional notes would be issued if gold were brought to 
the Treasury. Thus any increase in the issue would involve an 
equivalent deposit of gold, but the total deposit of gold would be 
less by the difference between $150,000,000 and $346,000,000 than 
the gold held. That is virtually the Canadian note.

Senator Sh a f r o t h . Professor, will you explain to us the process 
that would take place under this system of making the rate of discount 
effective ?

Prof. Sp r a g u e . The rate of discount of institutions such as are pro­
posed will be effective without any difficulty if the other banks are 
quite generally borrowers by means of rediscounts.

Senator Sh a f r o t h . From these banks ?
Prof. Sp r a g u e . From these banks. For then it will be only nec­

essary for the Federal reserve bank to raise the rates, and the other 
banks, finding that they must pay higher rates for rediscounts, will 
naturally exact higher rates from their own customers. It happens, 
however, at times that it is thought desirable to make the rate of dis­
count of such institutions effective, when the other banks are not bor­
rowing to any appreciable extent, when the other banks’ own resources 
are quite sufficient to enable them to meet all demands for accommo­
dation at lower rates than the reserve banks deem advisable. It is 
then that the reserve banks would find it necessary to curtail the 
resources of the market, and they could accomplish that if they had 
this succession of one-year Government 3 per cent notes that I have 
spoken about. Otherwise I do not see how these institutions could 
secure effective control, unless they themselves were doing a large 
amount of business with the general public. The Bank of England 
does a considerable amount of business with individual customers.

Senator Sh a f r o t h . Professor, when the Bank of England has a dis­
count rate— that is, a rate of interest at 4 per cent—you will often find 
the loans are made by outside banks as low as 3 per cent ?

Prof. Sp r a g u e . Yes.
Senator Sh a f r o t h . D o you call that rate effective under that con­

dition of affairs ?
Prof. Sp r a g u e . N o .
Senator Sh a f r o t h . It is not ?
Prof. Sp r a g u e . The rate then is not effective.
Senator Sh a f r o t h . It is only effective when it raises the rate of 

discount by the general banks equal to the Bank of England ?
Prof. Sp r a g u e . Or very close to it.
Senator Sh a f r o t h . And that is presumed to invite foreign capital 

to buy securities there, and thereby an influx of gold comes in ?
Prof. Sp r a g u e . That would be more true of a market in the posi­

tion of the German market. In London a large part of the foreign 
trade of all the world is financed. When, therefore, rates go up in 
London, there is a tendency upon the part of foreigners to finance 
their own trade a little more at home than they formerly were doing,
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and it is by that means that the advance in the rate of discount in 
London tends to relieve the demands for accommodation in the Lon­
don market.

Now, the problems which will confront our Federal reserve banks 
will be very different and in some respects less easy to handle than in 
London. We shall not be financing the foreign trade of other coun­
tries, and it is somewhat uncertain whether we shall finance the bulk 
of our own foreign trade. When we liquidate, therefore, the pres­
sure comes upon people within the country doing business in this 
country; when London liquidates the liquidation is spread over 
pretty much the entire commercial world, and it is carried through 
more easily and is less disturbing to the domestic borrower in Great 
Britain. Our regional bank managers will find that the foreign ex­
changes are a very much less important factor in determining their 
policy than they are in the case of the Bank of England. The situa­
tion of the foreign exchanges has never, I should say, in the past been 
a fundamental cause of financial disturbance in this country. Even 
in 1893 it was not a fundamental cause, and in so far as it was a cause 
it was due to the redundancy of the currency and excessive silver 
issues; and in 1907 the commotion of that year was not due to the 
unsatisfactory situation regarding foreign exchanges, but it was due 
to unsatisfactory conditions in the country itself, and that will prob­
ably continue to be the situation for many years to come.

Our regional reserve banks therefore will have to direct their policy 
to conserving and strengthening the situation at home, since when 
they come to liquidate, if they do, it will be liquidation of accommo­
dation to our owp people and not, as is largely the case in London, 
the liquidation of loans made to people in all of the different com­
mercial countries.

Senator Sh a f r o t h . Do you contemplate that under the workings 
of this bill that we will have one rate of discount in one regional dis­
trict and another rate of discount in another regional district ?

Prof. Sp r a g u e . I do; and I regard that as one of the great ex­
cellencies in this bill. I covered that point at some length the other 
day when I appeared before the committee.

Senator Sh a f r o t h . I remember something of it, but I do not re­
member all. I do not think I was there all the time. I do not care, 
however, for you to go through it again, if it is in the record. I ex­
pect to read the record fully anyway.

Senator B r is t o w . I asked the Professor something about this 
restraining of credits. I wanted to get his ideas as nearly as'I could. 
The plan that he suggested, as I understood it, was that when the 
local bank comes to the regional bank desiring currency------

Prof. Sp r a g u e . Or credit?
Senator B r is t o w . Yes. That this bank shall determine whether 

or not it shall have it. Suppose that a member bank that needs more 
money or could use more !money to make loans that were good loans 
brought a portfolio of notes to t>e discounted, in order to get the cur­
rency to use. Your idea is that that regional bank shall accept these 
notes or not as it sees fit ?

Prof. Sp r a g u e . Not quite that. Of course it would exercise that 
right if it thought the security presented by the borrowing bank was 
unsatisfactory.

Senator Bristow. Yes,
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Prof. Sp r a g u e . But, assuming that the security itself were satis­
factory, then the reserve bank would in no case positively refuse to 
rediscount; but if in the judgment of the board the situation was one 
in which it was desirable to restrain credit a little or keep it from ex­
panding quite so rapidly as it seemed likely to expand—to put up 
Lts rate of discount, to charge, for instance, 6 per cent instead of 5—  
these general considerations which I have talked about with reference 
to the danger of overexpansion and that sort of thing would be taken 
into account by the managers of the reserve banks in determining the 
rate at which they would rediscount. They would not be a ground 
for wholly refusing to lend.

Senator B r is t o w . In other words, that puts in the control of the 
regional banks the power to expand or contract the currency ?

Pj*of. Sp r a g u e . It does.
Senator B r is t o w . D o you think that is desirable ?
Prof. Sp r a g u e . That power must be somewhere, if we are to have 

a currency that will be adjusted to varying requirements for currency.
Senator P o m e r e n e . Where would you lodge it, Senator?
Senator Sh a f r o t h . Have a permanent currency like the green­

backs now, and then------
Senator B r is t o w . I would not give it to two men, I am sure.
Senator Sh a f r o t h . And then let it be operated in this way------
Senator B r is t o w . It seems to me, of course, that is placing in 

the hands of these 12 banks the power to expand or contract, and it 
is a question of judgment------

Prof. Sp r a g u e . It is.
Senator B r ist o w  (continuing). With them.
Prof. Sp r a g u e . The situation is this at the present time: We 

have another kind of currency which is wholly controlled by banks— 
that is, deposit currency; 90 to 95 per cent of the business of the 
country is done with checks drawn against deposit accounts, and 
the banks by making loans increase the amount of those deposit 
accounts, and consequently the amount of checks that are drawn, 
and very largely those checks never involve any use of money or 
currency whatever.

Senator B r is t o w . But there is this radical difference, as I  see it, 
in operation. There are 25,000 banks. They do this in the normal 
operation of their business, and this other system gives 12 banks the 
power to do it irrespective of what the other 25,000 banks might wish.

Prof. Sp r a g u e . It leaves the 25,000 banks the powers which they 
now have over this deposit currency, but it adds a group of institu­
tions with some power also to increase and decrease deposit currency 
and a considerable power to increase and decrease note currency, 
because we have found in the past that the 25,000 banks working 
separately land us in chaos every 15 years.

Senator B r is t o w . I hear a lot about this “ chaos.” I would like 
to know what chaos it is.

Prof. Sp r a g u e . We are in chaos when it becomes impossible for 
the time being to make payments by the ordinary banking ma­
chinery. When a man who has purchased cotton in Memphis and 
has in turn sold it to Liverpool is unable to get back to Memphis the 
proceeds of that sale from New York so that he may continue to 
buy more cotton and to ship more cotton; that is the situation which
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occurred in 1907, and it was reflected in a contraction and a decrease 
in the amount of goods between different parts of the country.

Senator B r is t o w . That was because New York refused to send 
the currency, was it not ?

Prof. Sp r a g u e . But we are trying to develop a system under 
which New York will not refuse to send currency.

Senator B r is t o w . N ow  why is not this present law, the Vreeland 
bill, if made a little more flexible, just as good as all this machinery 
that you are trying to create here ?

Prof. Sp r a g u e . Because it leaves the situation as regards the use 
of the liquid funds of banks just what it is at the present time. 
It does not lessen the concentration of the money in idle bonds in 
New York, and it leaves the stock-exchange loan apparently, if not in 
fact, the most liquid asset which banks can hold.

Senator B r is t o w . The concentration of funds in New York is largely 
because the New York banks pay interest on these reserves?

Prof. Sp r a g u e . Oh, no, no. You could abolish the interest upon 
reserves and yet New York would continue to be the center where 
the strain would be concentrated in emergencies, for outside banks 
would then lend direct in the New York Stock Exchange, as many of 
them do now, whenever the call rate is at all above 2 per cent, and it 
is always much above that in any period prior to an emergency.

Senator B r is t o w . As I  understand, the only difficulty is in getting 
the money from New York when it is needed in these commercial 
transactions, and New York needs it and does not want to send it 
to New Orleans. This Vreeland bill proposes that under conditions 
of that kind that the bank can take certain securities and get the 
money direct from the Government, and an interest rate is imposed 
so that when the stress is over that that retires itself. Why would 
not that be effective ?

Prof. Sp r a g u e . If the machinery were somewhat improved, I will 
admit that it would make the situation somewhat more workable 
than it is at present, but it would not lessen the tendency to invest 
temporarily idle funds on the stock exchange, would not make com­
mercial Loans the most liquid assets banks can hold, and therefore 
give such borrowers the lowest going rate. The situation in this 
country is this------

Senator B r is t o w . I do not believe in that, you see. I do not 
think a man who gives a note for 90 days is entitled to any lower 
rate than a man who gives it for a year, unless the security is better.

Prof. Sp r a g u e . It is so here, but in England a man who is in 
business and who buys some wool for the purpose of making it up 
into cloth will get a lower rate ordinarily than the man who buys 
100 shares of steel stock and uses that as a basis for a three-months’ 
loan. The secured-seeurity loan has to pay a higher rate in London 
than the mercantile loan, and that is distinctly a desirable situation.

Senator K e e d . Why ?
Prof. Sp r a g u e . I would not say that the secured-security loans------
Senator K e e d . Why is that desirable ?
Prof. Sp r a g u e . Because upon the whole the proceeds of mer­

cantile loans are being used in connection with current industrial 
processes, whereas the proceeds of secured-security loans may be 
used lor that purpose; they may be used also in connection with 
the marketing of new issues of securities, and then they serve a

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



BANKING AND CURRENCY. 511

aighly useful purpose, but they very largely are used for the pur­
pose of simply holding securities for a rise, and that is not serving a 
particularly important economic purpose. If I buy 100 shares of 
steel stock, hoping that it will go to 80, I do not see why I should 
oe able to get a three-months’ loan at 4 per cent while you, who 
are engaged in making cloth, are obliged, we will say, to pay 6.

Senator Reed. I did not mean to interrupt the progress of your 
sxamination, Senator. I will take this up later.

Senator B r is t o w . Just a moment. There is another point. I  
understood you to say, Professor, that one of the desirable features 
of this bill was that it would decrease security loans ?

Prof. Sp r a g u e . The tendency would be to decrease the security 
loan.

Senator B r is t o w . And increase these commercial loans ?
Prof. Sp r a g u e . Yes.
Senator B r is t o w . Do you think these commercial loans ought to 

be given greater consideration than the permanent and stable 
investments of the country?

Prof. Sp r a g u e . Well, that is quite a different proposition. The 
security loans to which I refer are like the commercial loans as regards 
maturity. They mature at various dates, commonly within six 
months. We are considering here short-time loans of various kinds. 
The question of rate upon long-term obligations—bonds and mort­
gages—is wholly a different matter.

Senator B r is t o w . But in this banking system that we are under­
taking to create here, the only kind of paper that can be made a basis 
of currency— that is to be the currency of the country, substituted 
for the national-bank currency we now have—is this commercial 
paper?

Prof. Sp r a g u e . That is not my proposition. My proposition is 
that of the comparatively small fluctuating part of the currency, 
the $100,000,000 or $200,000,000 or $300,000,000 by which it is 
desirable if the total amount of currency in a given year should 
expand and contract, should be related in some way to those com­
mercial operations which occasion these changes m requirements 
for currency. I do not believe that these Federal reserve banks, if 
properly handled, will, aside from the present outstanding circulation 
of national-bank notes, issue in any ordinary year more than $100,- 
000,000 or $200,000,000 of currency.

Senator B r is t o w . Y ou have used the expression several times “ if 
properly handled”— that qualification. Suppose it is improperly 
handled, then what ?

Prof. Sp r a g u e . Then it were better we had none of this legislation. 
But we never have feared to set up desirable arrangements because 
of the fear that they might be abused, and I suppose that we would all 
agree that if they are abused that we shall learn in the course of 
time how to use these arrangements, if they themselves are of a 
desirable kind.

Senator B r is t o w . Ah, but, Professor, here we are placing in the 
hands of these 12 banks the authority to contract or expand the 
currency.

Prof. Sp r a g u e . Not the authority to reduce it below its present 
amount; simply the authority to contract that amount which they 
have previously expanded.
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Senator B r is t o w . But this bill gives them the power to contract 
the currency by law—that which we now have—does it not ?

Prof. Sp r a g u e . I am not quite certain, for, as I said at the outset, 
I find the note-issue section of the bill unsatisfactory, and I find it a 
little difficult to make clear to my mind just how it would work, but I 
can say, regarding the suggestion that I make, that it would not give 
these Federal reserve banks------

Senator B r is t o w . Your suggestion is entirely different from this

Prof. Sp r a g u e . It is.
Senator B r is t o w . Oh, yes; very different. You propose a cur­

rency quite similar to the national-bank currency we nave now—  
somewhat different—I do not think as good, to be frank with you.

Prof. Sp r a g u e . Yes.
Senator B r is t o w . Because I  do not believe in giving these banks 

these short-time notes in order to let them put pressure on the public 
and discourage business and business activity, but the same principle 
would underlie your system that we now have ?

Prof. Sp r a g u e . Yes.
Senator B r is t o w . If that is the system which is to be abolished 

and this other substituted for it------
Prof. Sp r a g u e . I do not propose to change materially the condi­

tions under which the existing volume of currency is issued. I would 
confine the control of these institutions almost wholly to that part of 
the supply of credit which they themselves create, leaving to the 
banks the control over the supplies of credit which they now control, 
and leaving the outstanding currency in volume where it is, so far as 
its amount goes.

Senator B r is t o w . Leaving the national-bank notes as they are, 
will you state—if you are not prepared to do it now, this afternoon 
sometime—just what changes ought to be made in the present 
Vreeland bill in order to give desirable flexibility to the currency ?

Prof. Sp r a g u e . That would be on the assumption that no bill of 
this kind is to pass, and to indicate how the Vreeland bill might be 
changed in details, not in essentials, to make it at least helpful. I will 
attempt to do that, but I think I would prefer to take that up after I 
have finished with this bill.

Senator B r is t o w . All right.
Prof. Sp r a g u e . And I can give it a little more thought.
Senator B r is t o w . Y ou can do that in writing, if you will. I  would 

like to have it, Mr. Chairman. As I understand, there are two weak­
nesses in our present currency system, concerning which complaint is 
made, and that is that it is not flexible, and tnat the rates are not 
mobile; that a large amount of the money is locked up in individual 
banks as reserves.

Prof. Sp r a g u e . I should add to that a third defect, which I regard 
as even more serious, that our check machinery breaks down in every 
emergency.

Senator B r is t o w . The “ check machinery” ?
Prof. Sp r a g u e . Yes. In 1907, for instance------
Senator B r is t o w . That was by the violation of the law by a bank 

refusing to pay out money upon check when it ought to have done 
it, because it said it could not?

Prof. Sp r a g u e . Yes.
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Senator B r is t o w . If that bank could take its securities and get 
the money, then there would be no reason for it refusing that pay­
ment, would there ?

Prof. Sp r a g u e . That is right.
Senator B r is t o w . Could not the Yreeland bill be made so as to 

meet that emergency ?
Prof. Sp r a g u e . I will either make a statement at the end of my 

discussion of the bill or put it in writing.
Senator B r is t o w . This breaking down of the checking system is 

due to the inflexibility of the currency, is it not ?
Prof. Sp r a g u e . It is due to the failure of the banks to make re­

mittances to each other between different parts of the country, whether 
because they refuse to use the reserves which they have or whether 
because the reserves which they have are not large enough, or whether 
because the currency is inflexible is------

Senator B r is t o w . I s it sometimes because they do not want to 
do it ?

Prof. Sp r a g u e . It is because we have in this country made a fetish 
of the required reserve. The bankers and the public have the idea 
that a bank must maintain its legal ratio of reserve to deposit liabili­
ties, though the heavens fall. They do not take the view that the 
reserve is something to be used.

Senator B r is t o w . That is the fault of the reserves; that is the 
immobility of the reserve and the inflexibility of the currency. Do 
not all these complaints that you make come right back to these 
two things ?

Prof. Sp r a g u e . Yes, sir; one can put it/that way.
Senator R e e d . May I  ask a question ?
Senator B r is t o w . Yes; certainly.
Senator R e e d . Just abandoning all circumlocution, you get back 

to this, do you not, that the bank takes over its counter a given sum 
of money, say, $1,000,000, all of which may be demanded in a moment?

Prof. Sp r a g u e . Yes.
Senator R e e d . And it loans it out— about 80 per cent of it—which 

it can not get back under 30, 60 or 90 days ?
Prof. Sp r a g u e . Yes.
Senator R e e d . That is just where we come to; that is what you 

mean, is it not?
Prof. Sp r a g u e . That is the whole theory of credit banking.
Senator R e e d . That is the whole difficulty. If the banks could go 

and get the cash any time they wanted to, they would not have to 
stop their checks and they would not have any trouble ?

Prof. Sp r a g u e . That is true.
Senator R e e d . That is all.
Senator B r is t o w . A s I said awhile ago, I do not think, Professor—  

it may be because I do not comprehend it properly— that you pre­
sented any other weaknesses that do grow out of these two alleged 
defects.

Prof. Sp r a g u e . How about the better rates for security as con­
trasted with commercial loans ?

Senator B r is t o w . Well, I do not think law ought to control that.
Prof. Sp r a g u e . But it is law very largely which has given security 

loans the present prestige.
Senator B r is t o w . Ought they not to have that ?
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Prof. Sp r a g u e . They ought not to have it, because the uses to 
which the proceeds of such loans are put, taking them as a whole, 
are not so important in the development of the agricultural and 
manufacturing interests, and the commerce of the country------

Senator B r is t o w . There is simply a difference of opinion about 
that, and of course it is presumptuous to put mine against yours, but 
I think that investment loans are just as important or more im­
portant than any other loans we have.

Prof. Sp r a g u e . But the abundance of money available for short- 
time security loans puts the whole security market upon a very un­
sound foundation. If I have saved a certain amount of money and 
buy some steel stock------

Senator R e e d . Suppose instead of buying stock you buy a 
mortgage ?

Prof. Sp r a g u e . If I buy a mortgage, then I pay for it ?
Senator B r is t o w . Yes.
Prof. Sp r a g u e . That is one thing; but suppose instead of that I 

buy my mortgage and at the same time I buy an automobile. I must 
pay for my automobile, but I use my mortgage as a basis for a loan 
at a bank, for three months or six months. If a very large number 
of people are doing this, if a considerable part of the long-time obli­
gations of the country, whether mortgages or stocks or bonds, is 
made the basis for short-time loans, these securities are not strongly 
held; they are largely held specula tivelv, and if it becomes necessary 
for the banks to liquidate, the price of these securities drops suddenly 
and the banks find it is impossible to liquidate.

Senator B r is t o w . If those securities are good—of course, that is 
to be presumed ?

Prof. Sp r a g u e . Yes; I understood that.
Senator B r is t o w . And this pressure comes for funds, why should 

not the banks take those securities to the Government and. get the 
money to meet the emergency, as this Vreeland bill provides; and 
when the emergency is over why can they not get the securities back?

Prof. Sp r a g u e . Securities have an almost indefinite capacity for 
rising in price in case you can secure banking accommodations. 
Take the case of loans made on good mixed stock exchange collat­
eral, and assume that the average price of the securities is at par—  
a hundred—and that the banks have plenty of funds. The banks 
are making loans freely, let us say, at 3 per cent. They make loans 
to the amount of $80 upon these securities. The securities begin to 
advance in price because we can get loans upon them so readily. 
They go to $120. The banks now loan 80 per cent of 120, say, $96. 
They Keep on moving up, and they go to $140 or $160, reaching a 
price wholly out of relation to the earning power of the properties 
represented which put out those securities.

Senator B r is t o w . If that is the great favor which commercial 
paper will receive from the enactment of this legislation, why should 
commercial paper be selected out to be favored in that way as against 
substantial investment secured by a mortgage? Why should not 
the mortgage on a man’s farm or building, if it is properly made, 
have just as much consideration in legislation at this time ?

Prof. Sp r a g u e . I have answered that question before; I think the 
fluctuating part of the currency ought to be related to the business 
operations which occasion the fluctuation in demand. But another
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reason is this, we should develop arrangements in this country by 
which the borrower on the mortgage can reach affectively distant 
investors. Such persons are not to be reached by means of credit 
banks, the business of which is primarily to make short-time loans. 
They can be reached in the case of agricultural mortgages, I believe, 
by a system of debenture banks of some sort, under which you will 
bunch together a great many mortgages or a great many farms and 
use them as the security for issues of debentures in sufficient amounts, 
say, that it is worth while to incur th3 expense of reaching the 
distant investor, of putting this very satisfactory sort of security 
before him. You can not expect to reach an investor in eastern 
Massachusetts with a $1,000 mortgage on a Kansas farm, but if you 
can bunch together 1,000 of such mortgages and use them as a basis 
for putting out $500,000 or $1,000,000 of debentures then you can 
reach the most distant investor; that is the proper method.

Senator B r is t o w . I think that is very desirabla. And I agree with 
you as to that. But I can not see why you should, in fact, penalize 
investments of that kind, as this proposition does.

Prof. Sp r a g u e . This bill will not penalize any investment except 
the security investments in the large cities, and it will not penalize 
them to any greater extent than they are penalized in all the 
European countries; it will simply put the boot a little upon the 
other leg.

The Ch a ir m a n . If I understand it, Professor, you mean that when 
money can be readily available upon stocks and bonds it would 
permit a ready basis for a bull market that would have practically 
no limit if that should continue.

Prof. Sp r a g u e . It would; that is the danger, and it has happened 
in the past. And one consequence is that the fluctuations in our 
stock market are far wider than they are in any of the European 
markets, and is wholly out of i elation to the fluctuations in the earn­
ing power of the various corporations.

Senator B r is t o w . I have n ot any defense o f the stock-m arket 
gam bling b y  the banks that encourage it.

Senator R e e d . May I ask a question here that will save me asking 
a number later on? If I understand you, Professor, you hold that 
sound banking demands that banks ao not loan my money upon 
ordinary industrial stocks, because the stocks are not stable and are 
liable to either go up or down to a very considerable extent ?

Prof. S p r a g u e . Partly occasioned by the abundance of bank credit 
available for such loans.

Senator R e e d . Regardless of the reason, you hold that is not sound 
banking ?

Prof. Sp r a g u e . I would not wish to put it in that way exactly. I 
think a moderate amount of loans may with entire propriety be made 
upon such security. What I object to is that our present banking 
system tends to put an unduly large proportion of the available 
amount of bank credits------

Senator R e e d . Is that due to any law, oris that due to any practice 
of banking ?

Prof. Sp r a g u e . It is  largely due to the law.
Senator R e e d . What phase of the law gives that advantage?
Prof. Sp r a g u e . It is due to the tendency------
Senator R e e d . I am speaking of law and not tendency.
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Prof. Sp r a g u e . T o the concentration of funds in New York City* 
to an extent vastly beyond the commercial requirements of borrowers 
in New York City plus the nonspeculative security requirements of 
borrowers in New York City.

Senator R e e d . What feature of law operates to put .the money 
there? Do you refer to the fact that New York City, St. Louis, and 
Chicago are the three general reserve cities of the country ? Is that 
the phase of the law that you refer to ?

Prof. Sp r a g u e . Yes.
Senator R e e d . In other words now—so that I may clearly under­

stand you— the ordinary bank of the country has to keep 6 per cent 
on reserve in its own vaults, and the bank in an ordinary city has to 
keep 12£ per cent of its own bonds. Over 12  ̂ per cent it may send 
to New York, St. Louis, or Chicago ?

Prof. Sp r a g u e . Yes.
Senator R e e d . And when you get to New York or Chicago or St. 

Louis they keep 25 per cent in reserve; but they also have the 
reserves of these other banks— a portion of their reserves— deposited 
with them. Is that what you refer to under the law ?

Prof. Sp r a g u e . Yes; I  would not wish to say, however, that that 
is the only factor.

Senator R e e d . We will say that the law permits that. The law 
does require the deposit of these reserves to be held by a bank in its 
own vaults; the law does not require the deposit of that in a reserve 
city. So that if it is sent to the reserve city it is sent not as a mat­
ter of law but as a matter of volition------

Prof. Sp r a g u e . Under the law .
Senator R e e d . The banks do it because they are permitted to do it ?
Prof. Sp r a g u e . Yes.
Senator R e e d . Not because they are permitted to do it; they do it 

because they want to do it and are permitted to do it.
Prof. Sp r a g u e . Yes; under the law.
Senator R e e d . The law does not prohibit it. Would you suggest 

that these deposits of surplus should not in the future be permitted 
to be sent to other banks ?

Prof. Sp r a g u e . No; because I  believe there is a more effective 
means to accomplish the same result.

Senator R e e d . N ow , regardless of the means; would you suggest 
that?

Prof. Sp r a g u e . Not by prohibition.
Senator R e e d . Not by prohibition ? ^
Prof. Sp r a g u e . No; not by prohibition, which would be putting 

nothing in its place.
Senator R e e d . Let us not discuss the question of what you are 

going to put in its place. If it is a bad system and it has grown up 
because it is not prohibited then ought it not to be prohibited ?

Prof. Sp r a g u e . It is not so bad a system that it is desirable to 
root it up and put no system in its place.

Senator R e e d . Very well. The nrst step in the process would be 
to stop it. Now, then, we agree on that; that it ought to be stopped ?

Prof. Sp r a g u e . Yes.
Senator R e e d . N ow , then, you  propose to put som ething in lieu 

o f  it ?
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Prof. Sp r a g u e . Yes.
Senator R e e d . I would like to ask you what that is.
Prof. Sp r a g u e . I would set up an arrangement which would make 

something other than stock exchange loans the most liquid asset 
which banks can hold. The reason why commercial loans get a bet­
ter rate in Europe than stock exchange loans is because banks like 
the Bank of England rediscount commercial paper at a lower rate 
than they rediscount the stock exchange security loans.

Senator R e e d . Of course, that involves a whole system. Going 
back to the question of prohibition, would this be of any benefit: To 
provide that no bank should loan money above a certain per cent of 
the then cash value of stocks and nothing above a certain per cent of 
th$ face value ?

Prof. Sp r a g u e . I am rather distrustful of such rigid restrictions. 
Offhand, I would not wish to express an opinion as to just how they 
would work, but it seems to me that it is ordinarily desirable to make 
it worth while, and desirable for people to do what is the most advan­
tageous to the community, if that is possible, rather than to attempt 
to secure the same result by means of positive prohibitions.

Senator R e e d . If it is wrong, why not prombit it and be done 
with it ?

Prof. Sp r a g u e . It is only wrong because of its excess.
Senator R e e d . I understand; but it is unsafe.
Prof. Sp r a g u e . In excess it is unsafe.
Senator R e e d . Suppose we would say they should not loan more 

than a certain per cent of their money upon stocks ?
Prof. Sp r a g u e . Y ou can not put it upon that basis, either. There 

are at times comparatively small commercial requirements, whereas 
there may be large issues of new securities being marketed by invest­
ment houses. It is very difficult to distinguish between the stock- 
exchange loan for speculative purposes and the loan which is made 
in connection with, say, marketing a new issue of telephone securities.

Senator R e e d . Is not that answer just equivalent to saying that, 
after all, you have to leave this to the banks? What you would 
like to do is to hold up some other system that would be so attractive 
that the attraction of that system would overcome the tendency of 
banks to go into improper speculation. Is not that about where we 
end on that proposition, and do we not end there without any real 
remedy ?

Prof. Sp r a g u e . I think it is a remedy. The banks in New York 
do not lend to the extent that they do lend on securities because they 
wish to foster speculation. They lend in that way partly because 
it is the easiest‘way to lend. It is much more easy to lend $1,000,000 
on good stock-exchange collateral than it is to lend it to Smith and 
Jones and Robinson, one of whom is in the woolen business, another 
in boots and shoes, and the third in the flour business.

Senator R e e d . But they will just keep that up unless we prohibit 
it?

Prof. Sp r a g u e . No. They will lessen stock-exchange loans if they 
find that the loans made to Jones and Smith can be converted quickly 
into cash—more quickly than the stock-exchange loan.
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Senator R e e d . In other words, you say to a bank: ‘ Now if you 
loan money to A, a merchant, you can go and have money issued by 
the Government on it, if you desire t; but if you loan it to B upon 
stock you can not use that stock for that purpose.”

Prof. Sp r a g u e . Exactly.
Senator R e e d . In other words, you would give a death blow to the 

value of stocks to that extent, just in proportion— that is a mixed 
metaphor. You can not speak of it as a proportion—just as your 
system approached the utter destruction of the value of stocks as 
securities it would be effective, and just in proportion as it did not 
approach it it would be noneffective ?

P rof. Sp r a g u e . N o .
Senator R e e d . If the desire is to destroy these stock-exchange 

loans as a security, why not do it by direct means ?
Prof. Sp r a g u e . That is not the desire, to my mind.
Senator R e e d . If the object to be attained is to make it so that a 

bank will not borrow or loan on stock securities, why not do it by 
direction ?

Prof. Sp r a g u e . That is not the object at all.
Senator R e e d . But I understood you to say so. Let me under­

stand your process of reasoning. Your first proposition is that it is 
dangerous for banks to loan their money upon mdustrial stocks ?

Prof. Sp r a g u e . No.
Senator R e e d  (continuing). Unless they do it to a very limited 

extent.
Prof. Sp r a g u e . And unless they do not regard these loans as their 

most liquid assets. If the banks will regard their stock exchange 
loans as a mode of tying up funds which they can not for the moment 
employ in other directions------

Senator R e e d . That is the reason you give, of course, but the 
amount of it is that you want to discourage the banks from loaning 
upon industrial stocks. That is what you want to accomplish.

Prof. S p ra g u e . To a moderate extent, yes; and to encourage com­
mercial loans to a moderate extent.

Senator R e e d . But the object is to discourage the loans upon 
industrial stocks. That can be done of course by a prohibition, 
can it not ?

Prof. Sp r a g u e . That is entirely annihilating it, though.
Senator R e e d . That discourages it completSy.
Prof. Sp r a g u e . But I said to discourage moderately.
Senator R e e d , I know you said that you wished to discourage it 

moderately. Your method. of discouraging that practice moderately 
is to give the note of the merchant a utility in tne hands of a bank 
that is not given to the stock put up with that banker as collateral ?

Prof. Sp r a g u e . Exactly.
Senator R e e d . N ow , just in proportion as you increase the ad­

vantages of the ordinary note of the merchant you discourage the 
loans upon stocks ?

Prof. Sp r a g u e . Yes.
Senator R e e d . If you desire to discourage loans upon stocks and 

do discourage loans upon stocks, you destroy one of the elements of 
value of the stock, do you not; and you force the price of the stock 
down. Is not that inevitable ?

Prof. Sp r a g u e . It depends a good deal upon the extent of the dis­
couragement.
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Senator R e e d . But I said to that extent. If you will notice my 
question I said to that extent.

Prof. Sp r a g u e . Not necessarily.
Senator R e e d . For instance, I can go and buy 1,000 shares of steel 

stock, if I have the money, which no Senator is presumed to have. 
I put my money into that, first, because it pays an interest, and I 
regard it as a safe investment. I put it into it further for the reason 
that I can take that stock and go to a bank and borrow money upon 
it when I need it. Now, you take away my ability to borrow the 
money, and I will at once hesitate about buying the stock.

Prof. Sp r a g u e . I do not take it away; I lessen it a little.
Senator R e e d . Y ou lessen it ?
Prof. Sp r a g u e . Yes.
Senator R e e d . To the extent you lessen it, you impair to that same 

extent the value of the stock ?
Prof. Sp r a g u e . That is particularly true of speculative securities.
Senator R e e d . Without regard to whether they are speculative 

securities or not, it will inevitably beat down the value of anything, 
will it not ?

Prof. Sp r a g u e . I do not like to answer these questions without a 
little explanation upon my own part.

Senator R e e d . The trouble is that the explanation generally leads 
us away and we do not get anywhere if everything is qualified. 
We have to do something positive in this bill if we do anything. We 
have either got to stand still and do nothing or we have to enact a law 
that will do something. You can not give to a law all the fine and 
delicate shades of distinction that a skilled logician may make when 
he is talking across a table.

We have to do something. If you are going to make your law so 
that the banks will quit loaning their money on these stocks or so 
that they will only loan a quarter as much as they do now on that paper 
or half as much or three-quarters as much, we have to do something 
either to compel the banks to do that or to induce them to do it. 
The point I am dwelling on at this moment, and I dwell on nothing 
else, is whether that necessarily does not impair the value of all that 
kind of stock.

Prof. Sp r a g u e . It is pretty certain to do so at the outset.
Senator R e e d . Will it not inevitably do so ?
Prof. Sp r a g u e . No; and for this reason: That in this country an 

inordinately large amount of stocks are held by weak holders on the 
basis of bank loans. With a system which tends in a moderate 
measure to discourage that kind of operation the tendency will be to 
lessen such speculative holding of securities; to lessen the fluctua­
tions in securities on our markets; to make them more highly re­
garded by permanent investors both here and abroad.

It will, in other words, clean up the market rather better than is 
ordinarily the case in this country.

I believe that these consequences will offset some average decrease 
in the amount of security loans. Another thing that will probably 
happen is this: The stock exchange in this country is run m a way 
peculiar to itself, with daily settlements. The dealings are con­
cluded day by day; the stock sold to-day is delivered to-morrow. 
Stock dealings in all other parts of the world are conducted on the 
basis of fortnightly settlements, a method which ties up very much
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less bank credit than our method. I am of the opinion that if 
legislation such as is before us is passed the stock exchange will 
find that it will be obliged to adopt the European practice of fort­
nightly settlements, a change which will economize credits and 
which will perhaps lessen somewhat speculation.

Senator R e e d . Well, now, that is introducing an entirely different 
element.

Prof. Sp r a g u e . It is impossible to answer questions such as you 
are asking without qualifying them somewhat. There are a great 
variety of ramifications in bills of this sort.

Senator R e e d . The trouble I find with your answers—I am speak­
ing with great respect; I am not critical—is this— and I think I speak 
for most of us here—that you introduce every time some new element 
in the equation. The point we were considering was whether or not 
denying to the banks the right to loan money upon industrial securi­
ties, or creating a system that would make it undesirable for the banks 
to loan money upon industrial stocks, would not impair the utility of 
the stock and consequently its value ?

You say that it would except for the fact that a stability would 
come to the stock market. In other words, if I understand you, as 
you limit the uses to which a thing can be put you increase its sta­
bility and thereby increase its value. Is not that the hole we come 
out of ?

Prof. Sp r a g u e . A s you limit the fluctuating supply of credit for 
stock-exchange dealings you will tend to make the prices more stable. 
It is largely because at one time in the year you may have $200,000,000 
or $300,000,000 more available for stock-exchange operations than 
at another time of the year.

Senator R e e d . Would not it be a pretty good idea to wipe out the 
stock exchange and all speculation ?

Prof. Sp r a g u e . N o .
Senator R e e d . Why not ? We would stop the speculation entirely 

and then you would have nothing but stability.
Prof. Sp r a g u e . A certain amount of speculation is desirable.
Senator R e e d . That is, a little gambling is a stimulus to enterprise.
Prof. Sp r a g u e . Enterprise is tinctured with gambling.
Senator R e e d . Well, 1 will not follow the subject further.
The Ch a ir m a n . I would like to have appear m the record at this 

point this suggestion: That the 25,000 banks in the country are 
naturally and necessarily apportioning their assets in the form of 
cash, which is entirely ana immediately liquid; in open accounts 
with reserve agents, which except in times of panic is immediately 
liquid; in short time, quickly maturing commercial paper against 
actual commercial transactions, which is supposed to be collectible 
out of the pockets of the people promptly and therefore will serve as 
a liquid asset from the reservoir of money in the pockets of the 
people; and, finally, in the longer-time loans sometimes based upon 
investment securities which in normal times are not difficult of con­
version; sometimes in investment loans to clients which are intended 
to be carried along from season to season as a loan expected to be 
worked out after several years. Many banks carry loans of this 
character and in that way convert their securities into substantial 
investments. These reserve banks are intended to make immedi­
ately mobile the commercial paper against actual commercial 
transactions,
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Senator B r is t o w . I want to ask one more question, if I may, and 
it is in line with the inquiries by Senator Reed. What effect would it 
have on this undue accumulation of funds in New York if we reduced 
the reserve required of country banks to 6 per cent ? Will they loan 
their additional money at home instead of sending it to New York?

Prof. Sp r a g u e . We find that in fact country banks do not, through­
out the country, lend at home all that they might be permitted to lend 
and still keep within reserve requirements. Many of them lend out­
side their own localities by purchases of commercial paper, or by direct 
loans in New York, or by surplus balances with reserve agents. I 
should expect, however, that after the reduction in reserve require­
ments they would lend a little more at home than they now do; but 
I should expect that they would continue to deposit very largely 
with city banks.

Senator B r is t o w . They do that because they fear that in an 
emergency they might need those funds and they place the funds on 
deposit there in order to have the money if needed ?

Prof. Sp r a g u e . A bank can seldom insist upon payment of loans 
made to its own solvent depositors merely because it would like to 
gather in some funds. Its own clientele expects to be taken care of 
right along. Largely the amount of loans made to its clientele is by 
arrangement at the beginning of the year under lines of credit. A 
bank needs to have some resources which it can call in without dis­
turbing any of its regular patrons, and it regards balances with out­
side banks or purchases or commercial paper of firms at a distance 
as resources which it can call in if it needs additional funds. A well- 
conducted bank, therefore, in the country would not in any circum­
stances lend all but 6 per cent of its resources to people in the imme­
diate vicinity.

Senator R e e d . So that it will still continue, notwithstanding the 
change we might make with reference to the amount of reserves, to 
deposit a considerable portion of its cash in other banks, and for the 
reason you have just stated?

Prof. Sp r a g u e . Yes; but with these Federal reserve banks es­
tablished and in good working order I should expect that the local 
bank would feel that it could then loan a rather large percentage of 
its funds right at home. This it would prefer to do, because anything 
that develops its own locality is a direct advantage to its own busi­
ness, and if it can take this paper to the Federal reserve bank and get 
it rediscounted, that is all it wants.

Senator B r is t o w . Suppose that it could take good securities to 
the Government— to a subtreasury somewhere— and get the cash 
from the Government that it needed, would not the disposition then 
be to loan the money at home instead of to keep a reservoir some­
where else ?

Prof. Sp r a g u e . The disposition then would probably be to do that 
and to invest in local securities such as county bonds; but it seems 
to me that from the local point of view that is rather undesirable, for 
•county bonds now find a market with distant investors. You have 
tapped the sources of cheap money for that kind of security, but you 
have not and you are not able under our system to tap outside 
sources for loans—short-time loans to the local merchant and the 
farmer and the manufacturer.
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Senator B r is t o w . But suppose a mortgage was available as well 
as bonds ?

Prof. Sp r a g u e . I think you can reach that result very much better 
through the debenture banking method that I spoke of a moment ago.

Senator B r is t o w . But we have not that proposition before us.
Prof. Sp r a g u e . I thought it possibly would come before you in 

the future. If there was no better means of getting capital for 
mortgages it would be distinctly unfair to the farmer to exclude the 
mortgage; but even this bill contains arrangements for savings 
departments, which will probably increase somewhat the demand for 
mortgages.

Senator B r is t o w . It will never be used in any of the small towns, 
of course.

Prof. Sp r a g u e . I think that the only feasible means is some 
arrangement for debentures which would I believe tend to reduce 
the mortgage rate in many parts of this country by 1 or 2 per cent 
at least.

Senator B r is t o w . Of course, you will understand that I am an 
amateur in any discussion of this kind; but I can not understand 
why mortgages on property conservatively made are not as good a 
basis upon which to establish a temporary currency as a man’s note 
without the mortgage, but who owns the property.

Prof. Sp r a g u e . The reason is not one of safety. It is partly 
because there is so much in the way of lands and of mortgages, and 
the amounts loaned on mortgages nave no connection with changes 
in the requirements for the use of currency. There are good safe 
mortgages—enough to furnish security for billions of additional 
currency, but it would not be desirable to have those billions of 
additional currency issued. It would simply inflate prices and cause 
most undesirable results.

This other kind of security is rather more limited in amount------
Senator R e e d . Y ou use the phrase “ rather more.” How much 

of it is outstanding ?
Prof. Sp r a g u e . Oh, it is impossible to say. I used that expres­

sion advisedly, u rather more.” There is a danger.
Senator R e e d . If we issued currency on all the commercial 

paper—if we issued a dollar of currency for every dollar of commer­
cial paper there is in this country—we would have an inflation such 
as has never been dreamed of in any country in the world.

Prof. Sp r a g u e . I heartily concur with what you say there, and it 
suggests to me that this is a good place to enter a criticism of the 
opinion which has been expressed here by bankers, that there is 
some automatic means of keeping the currency within safe limits 
if you tie it up with commercial paper. There is no such automatic 
safety valve as that.

Senator R e e d . I am glad to hear somebody say something that 
has been perfectly patent on the face of these hearings from the 
beginning. If that is true, Professor, it is perfectly manifest that 
the safety limit—the point of safety—has got to be fixed by some-* 
thing other than the volume of commercial paper. It has got to be 
fixed by a law, or by a board, or by some governing power. Is not 
that true ?

Prof. Sp r a g u e . Yes. That is one of my reasons for having said 
at the very beginning this morning that the problems which will
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confront the management of these Federal banks are novel and 
exceedingly complicated. To know whether the amount of credits 
granted by rediscount is getting beyond safe bounds will require 
very great judgment, indeed, ana they will not be able to determine 
the matter in any automatic way whatever.

ADDITIONAL STATEMENT OF PROF. O. M. W . SPRAGUE.

[Proceedings of Sept. 17,1913.]

Senator Sh a f r o t h . Would you prefer, Prof. Sprague, to go now ?
Prof. Sp r a g u e . I would.
The Ch a ir m a n . He has been very patient about waiting here, and 

I do think we should give him an opportunity to conclude.
Senator Sh a f r o t h . Mr. Berry is here, and he is compelled to leave 

to-night.
Mr. W il l ia m  H. B e r r y . Yes, I have to leave to-night, but I am 

in no hurry to leave.
The Ch a ir m a n . Prof. Sprague would like to have the opportunity 

of making his statement without interruption.
Senator P o m e r e n e . I think he should have that privilege.
The Ch a ir m a n . And then he will be willing to answer any questions. 

He has been interrupted so much that he has been unable to make any 
coherent suggestions in regard to the bill.

Senator P o m e r e n e . That is the purpose I had in mind in making 
the motion I did when our hearings commenced. Let him make his 
statement, and after he is througn we can ask him questions based 
upon memoranda we have made as he proceeds with his consecutive 
statement and it will be of greater advantage to the committee when 
they take this up in executive session.

Senator R e e d . Mr. Chairman, while you are making these pre­
cautionary suggestions, I venture to remark that Senator Bristow 
is out of the room.

The C h a i r m a n . Senator Bristow is to be invited back when Prof. 
Sprague resumes his statement, and I will now send word to him.

(At this point Senator Bristow returned to the hearing room.)
Prof. Sp r a g u e . My statement regarding the sections in the bill 

having to do with the issue of notes appears in such scrappy form in 
the hearings of yesterday, being interrupted by questions, that I 
should like to first summarize my opinion on that part of the bill.

I think it undesirable that the outstanding circulation of the national 
banks should be transferred to Federal reserve banks unless some 
change is made regarding the requirements for security of the notes 
issued by those banks. The national-bank notes might be left where 
they are. The issue might be continued by the individual banks, 
and that would not seriously affect the workability of this measure. 
They might conceivably be transferred to the Government— issued 
by the Government and redeemed by the Government— and under 
proper safeguards that would be entirely feasible and would not affect 
one way or another the effectiveness of this measure.

If, however, it is decided that the Federal reserve banks should 
issue the outstanding national-bank circulation, then some other 
form of security should be devised for at least that amount of notes, 
and I suggested yesterday that the same security be held for that 

9328°—S. Doc. 232, 63-1—vol 1------34
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amount of issue as is now held by the national banks, namely, Gov­
ernment bonds, but that the rate of interest on the bonds be raised 
to 3 per cent, the notes to be taxed 1£ per cent, and that a portion 
of the bonds be changed into one-year notes to give the Federal banks 
a readily marketable security, as a means of securing control of the 
market. That would be my suggestion regarding this matter, in 
case the Federal reserve banks are to issue the outstanding circulation 
of the national banks now or later.

The present provisions of the bill in this respect are unsatisfactory, 
also, because they increase the interest burden upon the Government, 
and because they are not entirely fair to the banks. There would 
probably, under the arrangements for transferring the note issue and 
for refunding the bonds, be some fall in the price of the bonds which 
the banks now hold as security. I do not think that the banks should 
be required to suffer any loss on account of the 2 per cent bonds which 
they nave purchased in order to take out circulation. If it is deemed 
advisable not to turn the issue of the national banks over to the 
Federal reserve banks, then some other arrangement can doubtless 
be devised which will be entirely fair to the banks and which will 
place the $700,000,000 of notes upon a sound foundation; but as I am 
confining myself to the provisions of this bill I will not at this moment 
enter upon a discussion of any arrangements which do not presuppose 
taking over the notes by the Federal reserve banks.

I now turn to a second proposal, designed to make this measure on 
the purely banking sido somewhat more workable. It has to do with 
the provisions in the bill regarding the rearrangement of reserves. 
I think that the principle embodied in this bill of transferring a con­
siderable portion of the deposited reserves of the banks from reserve 
and central reserve city banks to these Federal reserve banks is 
entirely sound. But I am inclined to think that the bill goes some­
what too far in this respect. It transfers all of the reserve balances 
of reserve city banks deposited in central reserve city banks to the 
Federal reserve banks, and that seems to me entirely wise.

It also does the same with the balances of country banks; and 
here in my opinion the bill goes too far. My reason is not because I 
think it particularly necessary to give reserve agent banks these 
country bank balances. It is rather from the point of view of the 
country banker that I am looking at this problem. The country 
bank aoes not ordinarily have a very large volume of assets of the 
kind that will meet the rediscount provisions in this bill. Properly, 
those rediscounting provisions are drawn with care to limit the 
operations of the Federal reserve banks to paper maturing within 
snort periods of time, and which can ordinarily be liquidated readily.

Reserve agent banks can lend with much more freedom to coun­
try banks than can these Federal reserve banks. Doubtless rela­
tionships will continue between city and country banks, even if this 
bill is passed in its present form. But I am convinced that the 
accommodation which the country banker can secure from city 
banks will be somewhat greater if the city banks hold a moderate 
portion of the reserves of the country banks. I am in favor, there­
fore, of leaving it optional with the country banker to hold the 
last 4 per cent of his requirements either in vault in a Federal reserve 
bank or with properly qualified reserve agents in the reserve cities. 
An arrangement of this sort will be apt to lessen materially the
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number of applications made for accommodation from the Federal 
reserve banks, and will be helpful to the management of those insti­
tutions for that reason. But, primarily, my ground for taking this

Eosition is that it will give the country banker two strings to his 
ow, put him in better condition to meet all requirements that come 

upon him from his local clientele. It may be added that this change 
would doubtless make the bill a bit more attractive to the banks in 
general, but that is not the fundamental reason for advocacy of this 
change in the bill.

I now turn to changes designed to secure more satisfactory manage­
ment and greater publicity. Bankers have appeared before this com­
mittee desiring representation upon the Federal reserve board. I am 
not going to waste time urging a modification of that sort. I do 
think, however, that it is most undesirable that a majority; of the 
board should be reconstituted at the very beginning of a presidential 
term or, indeed, at any one time. By making the end of the term of 
Comptroller of the Currency come in the second year of a presidential 
term this difficulty would be met. I think, moreover, that the bill 
should be modified in another direction with results which should be 
all that the banking fraternity can reasonably demand, and with re­
sults which will be to my mind helpful in securing efficient manage­
ment for the proposed institution.

The bill provides for an advisory council, which shall meet four 
times a year, but it does not provide any means for giving members 
of the advisory council regular, continuous information regarding the 
policy of action of the Federal reserve board. I would urge that the 
chairman of the advisory council, or, in his absence, its vice chairman, 
be given a seat on the Federal reserve board, without a vote. This 
would put him in a position to know what is being done on the board. 
It would enable him to know at any time whether it was desirable 
to call his advisory council together to offer advice or to formulate 
criticism of the management of the policy of the Federal reserve 
board. A change of this sort in the measure would simply give 
effective publicity, and that is about all that the bankers would secure 
through minority representation on the board itself.

I turn now to the management of the separate reserve banks. It 
is only the management of the Federal reserve banks that will make 
loans—the Federal reserve board is authorized to make no loans. 
Whatever its policies, however ill-advised it might conceivably be, 
the Federal reserve board could not dissipate the resources intrusted 
bv the Government and by the banks to the Federal reserve banks. 
If losses are incurred it will be entirely owing to faulty management 
of the reserve banks.

I do not think in the public discussions of this bill that this point 
has been given proper emphasis. Many have criticized the proposal, 
apparently on the assumption that the Federal reserve board itself 
might dissipate the assets intrusted by the banks to these institutions. 
I attach very great importance—indeed, fundamental importance, I 
may say— to the character of the management of the Federal reserve 
banks distinguished from the Federal reserve board. The pro­
visions in the bill regarding the selection of the directorates of the 
Federal reserve banks seem to me entirely satisfactory, with one 
exception. I refer to the class B directors, who are to fairly repre­
sent agricultural, commercial, and manufacturing interests. The
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bill provides that the Federal reserve board may at any time remove 
this class of directors if they do not seem to iairly represent these 
interests. In other words, there is a string attached to this group 
of directors throughout their incumbency of the office. The Federal 
reserve board should, in my opinion, be empowered to approve or 
disapprove of the men selected to fill these positions, but after they 
have been approved that should be the end of it so far as their term of 
office is concerned, just as is the case with Government officials whose 
appointment involves the advice and consent of the Senate.

The bill is also slightly obscure regarding the functions of the 
chairmen of the boards of the Federal reserve banks. Whether they 
are to be the chief executive officers of these regional banks or not 
is not clear. Apparently the chairman is simply to be a presiding 
officer, and the chief executive officer is to be selected by tne board 
of directors. That, in my opinion, is the proper arrangement, but 
whatever the arrangement is to be, it should be more clearly indicated 
in the bill than is the case at the present time.

I am now going to turn to the question of the proper number of 
reserve associations, and I would relate the discussion of this subject 
to what I have said at various times during these hearings regarding 
the novel and complicated problems which will have to be solved 
largely by the managers of the various reserve banks and of course 
also by the Federal reserve board. It is a matter which should be 
given careful consideration, whether it is entirely feasible to secure 
a satisfactory management at the outset for as many as 12 of these 
regional associations. I am inclined to think that a satisfactory 
management would be a little more certain in case the number of 
regional banks were somewhat less. This is a matter which can be 
in part determined by the organizing committee. It is one reason 
for giving the organizing committee a little latitude in the number of 
regional banks which should be established; and then there is another 
reason of a practical sort: It is not certain that all of the banks will 
come in. I believe that most of them will come in, but the whole 
scheme could be more easily upset by recalcitrant bankers if the 
organizing board must set up 12 reserve banks than would be the 
case if this organizing board has some latitude in the matter. Give 
the organizing board, for example, the power to establish not less 
than whatever number you think must be made—say 7, if you like, 
or 8, and not more than 12—and you have one of the impediments 
removed to setting up this machinery.

It is quite conceivable, for instance, that in order to make 12 
regional banks it might be necessary to split up New York City into 
two in order to meet the absolute requirements of the bill.

Assuming that a satisfactory management can be secured for the 
various regional banks, I do not regard* it as absolutely essential that 
their number shall be 5, 8, or even 12. In some respects doubtless 
the machinery could be handled more easily with 5 than with 12, but 
I see no compelling reason for holding that if 5 institutions of this 
kind will serve a useful purpose that 12 can also serve a useful pur­
pose. It is largely, to my mind, a question of the kind of management 
you can get, and whether the choice of the directors for the regional 
reserve banks will be as satisfactory if each institution covers a com­
paratively small area as it would be if it covered a somewhat wider 
area.
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Some of the modifications which I have so far touched upon would 
doubtless make the measure a little more attractive to the banks, and 
that the measure should be made as attractive to the banks so far as 
is consistent with securing the purposes in view seems to me to go 
without saying. An added reason for taking this position is the 
coercive feature of the bill. I consider that it is entirely proper that 
this bill should contain provisions which put a little compulsion upon 
the banks to come into the system. This is because the success of 
the system requires or presupposes that at least a very considerable 
number of the national banks come in. Bankers are properly a rather 
cautious body of men. We would not wish to have our banks con­
ducted by the most speculatively inclined portion of the community. 
Many bankers in the absence of any slight compulsory feature in the 
bill, however satisfactory the bill may be, will be apt to delay coming 
in, would be apt to allow the machinery to be established by others, 
waiting themselves to see how it would work. A moderate measure 
of compulsion, therefore, seems to me to be entirely proper, in the 
interest of securing any sort of legislation of this kind. But, that 
being the case, the system into which the banks are to be gently 
forced should be quite fair to the banks, at least so far as is consistent 
with the purposes in view. It does not seem to me that this bill 
should contain provisions which would in fact or even apparently 
lessen the earning power of the banks, unless those provisions are 
essential to the working of the proposed scheme. I therefore ven­
ture to suggest a few additional modifications, which would, so far as 
I can see, have no appreciable effect upon the character of the manage­
ment or upon the working of the machinery to be established.

The first of these proposals is a reduction in the subscription to the 
capital from 20 to 10 per cent of the capital of subscribing banks. 
The capital of an ordinary bank serves two purposes. It gives con­
fidence in the institution; it makes certain that those conducting it 
have something at stake, and, in the second place, it is a margin of 
safety against loss. These proposed Federal reserve banks, how­
ever, are only to do business with the banks; they are only to do 
business with the institutions who are to provide the capital, and who 
are also tg provide a large portion of its other funds. If these people 
who are to do business with the reserve banks are entirely satisfied 
with 10 per cent rather than the 20 per cent capital, the ground for 
a large capitalization, as a means of inspiring confidence disappears.

Second, as regards the margin of safety, the reserve banks are so 
tied up as regards the character of the loans which they may make 
that there is exceedingly little danger of any appreciable loss being 
made; that in any year the losses incurred would approach current 
income seems to me to be wholly unlikely. None of the grounds 
therefore for large capital which are present in the case of ordinary 
banks appear when we consider this special class of institutions.

The European central banks, with hardly an exception, conduct 
none of their banking operations with funds secured from their 
shareholders. In all instances, so far as I recall, these various 
European banks in securing their charters or renewals of charters, 
have been obliged to invest in the securities of their Governments, 
or to make special loans to their Governments, which have absorbed 
their entire capital and often more than their entire capital. They 
conduct their banking business with the funds which they have cur­
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rently secured from depositors, chiefly banking depositors. Similarly 
these Federal reserve institutions would have ample funds from the 
Government deposits and the balances placed with them by the other 
banks.

It may further be noted that as the Government is very largely 
the residuary of profits, that the smaller the capital the larger the 
return which will come to the Government from the operations of 
these institutions. I think that if the banks are required to put in an 
amount equal to 5 per cent of their own capital and another 5 per cent 
remains on call as an obligation, these banks will have quite sufficient 
capital for any conceivable purpose. After all, $10,000,000 secured 
by bank subscriptions to capital is no more a basis for the operations 
of these institutions than an equal amount secured either from the 
Government as deposits or from the banks as balances. After a bank 
gets its funds, there they are, and the extent of its operations is deter­
mined by the amount of the funds and the source of the funds is a 
negligible factor.

In most parts of the country 6 per cent is a very common rate for 
bank loans. The country banker, in particular, feels disinclined to 
invest his capital in this institution on a 5 per cent basis. As a means 
of meeting this objection, the bill was modified after its first intro­
duction, and provision was made for giving the shareholders 40 per 
cent of the surplus earnings, 60 per cent going to the Government, 
the distribution being made on the basis of the balances carried by 
the various banks with, their Federal reserve bank.

I dislike this method of giving the banks a somewhat larger share 
in the earnings of these institutions, for the reason that it may tempt 
the management of the reserve banks to handle them so as to earn a 
large income. Now, these institutions should not be handl&d prima­
rily or even appreciably for the purpose of making profits. If they 
are so handled, they will not serve some of the purposes for which 
they are to be set up.

Take, for example, a case like that of the Bank of England at the 
present time, with a reserve approaching 60 per cent, brought up to 
that level because the situation in the immediate future is somewhat 
confused and because there may be very heavy demands upon that 
institution. Clearly if the Bank of England were run very largely for 
the purpose of getting the largest possible profit it would make a con­
siderable amount of loans now and would not maintain these high 
reserves. I think that a definite dividend to the shareholders is a 
very much better arrangement than anything which gives them a 
right to a share in surplus earnings. I think that it would be far 
better to raise the rate of the return to 6 per cent and drop out this 
provision that 40 per cent should go to the ibanks. Then all over and 
above 6 per cent on the shares would go to the Government, and I am 
firmly of the opinion that in the long run the Government would get 
vastly more out of these institutions than it will if the measure is 
passed containing its present provisions regarding the disposition of 
earnings.

One more change I will venture to outline regarding capital, 
although it is a suggestion which I make with some little hesitation. 
It would probably be regarded as more satisfactory by the banks if, 
in subscribing to the capital stock of these Federal reserve banks, 
they became subscribers to the capital stock of the entire group of
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Federal reserve banks. If this were to be done, it need not change 
and should not change in the slightest degree the method of select­
ing the directors of Federal reserve banks. The Boston bank, for 
instance, subscribing, would have a vote only in choosing the direc­
tors of the Federal reserve bank of Boston, and similarly with a bank 
in New York or San Francisco or elsewhere. The dividend would 
be then somewhat more secure, for the dividends would be on a sort 
of cooperative basis. It might very well happen that the regional 
bank in New England would not earn enough to pay its dividend in 
a given year; while the regional bank in Chicago might in the same 
year be earning much more than enough to pay 6 per cent upon its 
shares.

Under the plan that I have been outlining, the total profits of all 
the reserve banks would be available for paying the limited dividend 
upon the shares owned by all of the banks. It would simply be a 
change which would make a little more certain that in all years 6 or 
5 per cent would be paid to the shareholders.

1 have now finished the suggestions for changes that I wished to 
bring before the committee. It will be observed that they do not 
cover very many points in this bill. The larger portion of the bill 
seems to me to be entirely satisfactory, and in many respects superior 
to other measures which have been brought forward during the last 
three or four years.

The rediscounting features seem to me to be entirely satisfactory, 
calculated to give commercial loans a better rate than security loans, 
because commercial loans will become more liquid. The bill is en­
tirely satisfactory, to my way of thinking, in confining the use of 
acceptances to foreign dealings. It is in the foreign trade that the 
acceptance is generally in use. It is an unfamiliar method of grant­
ing credit in this country, and to grant the right to accept to Danks 
in connection with purely domestic transactions would not, to my 
mind, serve any good purpose, and it might very well result in serious 
abuse.

The provisions in this bill regarding the making of short-time 
loans to farmers on lands, as security, would seem to me to go about 
as far as it is wise to go in facilitating increased accommodation to 
farmers through credit banks.

It is impossible to go further, not because mortgages, taken as a 
class, are a less safe form of security than commercial paper, and not 
because mortgage loans are less liquid than commercial paper in 
emergencies. In emergencies nothing is liquid, and extensive 
liquidation should not be attempted. The purpose of this bill is to 
set up institutions which will make it unnecessary at any time in the 
future to resort to drastic, wholesale liquidation, which always fails 
and which cannot be carried through. But there is a reason why 
mortgaged loans in large quantities are not satisfactory security for 
credit banks and the reason has to do with the situation of the indi­
vidual bank in ordinary times. In ordinary times any one or small 
number of banks that for any reason get into trouble can quickly 
liquidate commercial loans. They mature soon, and they are an 
asset which other banks may be willing to take, so as to give the few 
banks that are in trouble the necessary funds.

Mortgages can not be quickly converted, and the individual bank 
which gets into trouble finds it ordinarily exceedingly difficult to raise
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money quickly from other lenders on the basis of its mortgages; and 
of course its mortgages do not mature within a short period. It can 
not get any funds by simply doing no more new business.

Senator B r is t o w . Professor, I  should like to ask you a question 
right there.

The Ch a ir m a n . Well, Senator, we agreed to let the Professor 
finish and then cross-question him at length.

Senator B r is t o w . I thought he was through.
Prof. Sp r a g u e . That would be my reason for differentiating be­

tween the mortgage loan and the commercial paper; not because, 
taken as a whole, mortgages are less liquid than the commercial 
paper.

Another entirely satisfactory feature of this bill, to my way of 
thinking, is the provision for savings-bank departments. Over a 
large part of this country there are no mutual savings banks and it 
does not seem likely that they will be developed in the near future. 
Indeed, in sparsely settled or purely agricultural sections of the 
country there is not room for the two classes of banks. The business 
is, in fact, combined with ordinary banking, but it is desirable that 
the funds of small savers should incur the same risk of loss to which 
deposits of the ordinary business man are subject. The business man 
is m better position to choose a bank and to withdraw his account 
in case he thinks that anything is unsatisfactory. The savings 
depositor should be given especial protection. His funds should be 
more carefully safeguarded than those of the ordinary checking 
depositor. I believe that the demand for the guarantee of deposits 
which sprang up in the West a few years ago was largely due to the 
fact that in that part of the country savings deposits and other 
deposits are indiscriminately mixed together and invested in one 
mass of assets.

The provision regarding the foreign banking in this bill seems to be 
entirely adequate.

Finally, I mention as further excellencies in the bill the simplicity 
of its organization. Contrasted, for example, with the bill of the 
National Monetary Commission, this bill in its method of choosing 
the management is vastly superior. It is, furthermore, superior to 
the bill of the National Monetary Commission in that it does not in 
any case impose upon banks the burden of guaranteeing loans made 
by other banks with these institutions to be established.

Much criticism is made of this bill because of an excess of Govern­
ment influence in its management. Without characterizing the bill 
of the National Monetary Commission, it does seem to me mat from 
the point of view of the banks it should be a very large offset that this 
bill does not obligate them in any case to guarantee the loans which 
other banks are to secure from the Federal reserve institutions.

The banks can not lose any of the funds which they intrust to 
these institutions unless they themselves choose incompetent persons 
to make up the majority of the boards of the Federal reserve banks. 
And if the banks can not lose any money from the working of these 
institutions, the question of Government against banking control of 
the central board narrows itself down to this: Will the general policy 
adopted be wiser if there is a Government board than if it is a board 
largely selected by bankers ?
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But even if the central board is unwise and incompetent it can not 
involve the disposition of the assets intrusted to these Federal 
reserve banks by the Government and by the banks.

Senator R e e d . Why not ?
Prof. Sp r a g u e . Because the central board can not lend any money 

It can simply say that the rate of discount shall be 12 per cent 
instead of 7.

Senator R e e d . Y ou are speaking of the central board, are you not ?
Prof. Sp r a g u e . Yes; I am speaking of the central board. The six 

out of the nine members of each Federal reserve bank board are chosen 
by bankers, and if they choose incompetent persons and the assets 
are dissipated they will then only have themselves to thank.

Senator R e e d . I understand; I thought your last remark amounted 
to a statement that even if you had this management of regional 
reserve banks the assets would not be dissipated. I understand your 
proposition now. I thought you spoke ol the other banks.

Senator B r is t o w . I understood you to say that the reason it was 
not desirable to have farm loans—real estate mortgages—as the 
basis for this currency was that they could not be realized upon so 
rapidly.

Prof. Sp r a g u e . I referred rather to the provision in the bill per­
mitting individual banks to make a moderate amount of 12-month 
loans on the basis of mortgage security. I was not referring at all 
to the Federal reserve banks or to the issuing of currency. I was 
trying to indicate why, to my way of thinking, considerable long-time 
investments for banks whose obligations are payable on demand are 
undesirable.

Senator B r is t o w . D o you see any objection to making mortgages 
the basis for the issuing of currency to these banks ?

Prof. Sp r a g u e . Yes. At the present time there is no satisfactory 
machinery in this country for marketing mortgages or securities based 
upon mortgages. If, for example, the States would establish de­
benture institutions—rural banks with a State bank at the head—  
which could put out debentures against mortgage loans and get in 
touch with the financial markets, then I should say that these State 
institutions would become satisfactory borrowers at these Federal 
reserve banks.

Senator B r is t o w . It is contemplated that the Government will 
have to collect this money—realize on these securities. Do you con­
template that ?

Prof. Sp r a g u e . Referring to this debenture arrangement?
Senator B r is t o w . N o . That is a thing that we can not consider 

here at all. It is an impossibility to imagine anything like that. 
We have no control over the States.

The purpose of this legislation mainly is to insure a more elastic 
currency, so we have been told, and to do that an emergency cur­
rency is provided for, so that when the banks need it they can get it, 
and they get it by putting up this security, and it is limited to com­
mercial paper that matures m a certain time. Why does the Gov­
ernment want paper that matures within 45 and 60 days as a security 
for this currency ?

Prof. Sp r a g u e . The reasons are involved. An adequate answer 
involving the whole range of bankmg operations must be taken into 
consideration. Perhaps I can put it shortly in this way: The re­
striction of the security to commercial paper is not because commer­
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cial paper is a safer asset than some other kinds of security. It is 
not a safer asset than the best of farm loans or the best of real-estate 
loans in cities, nor the best of bonds issued by certain corporations. 
It is not, therefore, on the ground of safety that there is any reason 
for picking out commercial paper rather than something else.

Commercial paper, is, however, preferable, because, so far as the 
individual bank is concerned, it will be able, in ordinary times, to 
liquidate its commercial paper to meet its obligations with the 
Federal reserve banks more readily than would ordinarily be the case 
with other kinds of security.

Suppose that our Federal reserve bank rediscounts for a member bank 
notes which are good but slow. Suppose, for example, it rediscounts 
a note based upon the security of some New York City block. The 
proceeds of the loan have not presumably been put into any trans­
action which will be completed during the life of the loan. If it is 
commercial paper in the true sense and you have borrowed, say, for 
four months’ time presumably you are employing the proceeds of 
that loan in a transaction which will be completed within the four 
months, so that in a sense the loan will pay for itself.

The transaction in connection with which you used the proceeds 
of the loan will pay for it. In this case the bank that used this com­
mercial paper Will be paid, and it can meet its rediscount obligations. 
If, however, you open the door to rediscounts based upon bonds and 
other things, individual banks will have their funds tied up in long­
time operations and consequently will require continuous rediscounts 
with the Federal reserve banks.

Senator B r is t o w . Well, the objection, as I understand it, that you 
offer is that the farm mortgage runs for a long time—it does not 
become due— and that you expect the notes that are put up as security 
to be paid within a short time. Is not that a thing for the bank to 
take into consideration in making its loans ?

If that bank has mortgages that are better as a rule than ordinary 
notes of hand, why should not that be made the basis for the cur­
rency? The note that is put up as security for the currency does 
not necessarily have to be paid in order to enable the bank to meet 
the bill. Let it keep its 90 day paper or 30 day paper in its vaults, 
in the regular way as it does, and retire the currency. The only thing 
that will retire this emergency currency is the tax on it anyway. It 
will not be retired at all unless it is taxed.

Prof. Sp r a g u e . It will be retired if we have a competent manage­
ment for these institutions. If, as was assumed yesterday, these 
institutions are so managed that they get down to a 33J basis just 
as far as they possibly can these institutions will not do us any good 
at all.

Senator B r is t o w . Y ou can not get any Government board to 
contract a currency. It will not do it, because it would be a very 
unpopular thing, and it will never be done, in my judgment. You 
may theorize afl you please, but as a practical matter it will not be 
done. You can expand, of course, but you will never contract.

Prof. Sp r a g u e . That is the danger of this institution, whether it 
is handled bv a group of people appointed by Government authority 
or appointed by the banks.

Senator B r is t o w . The only thing that will retire these notes is 
a tax that will make it unprofitable to keep them out to the bankers 
who are using them.
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Prof. Sp r a g u e . But that will not necessarily prevent overexpan­
sion on the part of these institutions, because after these institu­
tions are set up you will find that the demand for notes will be 
vastly lessened. You will find that the banks will make settlements 
between each other on the books of these Federal reserve banks, and 
that what they will chiefly want will be additional deposit accounts 
against which they can check. When the Bank of England makes 
additional loans and the banks need additional funds what they 
want is almost never currency; what they want is additional deposits 
at the Bank of England; and the same will be largely the case in 
this country in the operations of these institutions, and if they get 
down to anything approaching the minimum of their reserve in 
ordinary times they will be able to help us but slightly in an emer­
gency.

I have repeated this warning over and over again in these hearings, 
because I have observed that very few people in the discussion of this 
subject during the last three or four years have dwelt upon it at all. 
Most persons in urging some such measure as this have dwelt almost 
exclusively upon its power to expand credits when there was a need, 
and have saia almost nothing about the necessity of such an institu­
tion if it is to expand when there is need also of being in position to 
contract a little or to restrain long before emergencies come upon us. 
We should have, according to the theory of some people who have 
discussed this measure, something a.most similar to a United States 
Treasury with an indefinite amount of funds ready to pay them out 
to the banks whenever the banks ask for them. That would be a 
most unhealthful condition of affairs. We have had something ap­
proaching it during certain administrations of the Treasury Depart­
ment when there has been a large surplus, with the result that the 
bankers have felt no appreciable responsibility for maintaining the 
credit structure and have expanded credit to a dangerously rapid 
extent. If the managers of these institutions, including the Federal 
reserve board, are not conservative men, the results of setting these 
institutions at work will be disastrous.

Senator B r is t o w . If any of you financiers and experts think any 
administration will set about deliberately to contract the currency for 
the purpose of giving business more stability, you are pursuing a 
dream. It will not be done; there would be a protest made here from 
which they would all shrink.

Prof. Sp r a g u e . I think you will find that the responsibilities 
which will rest upon the Federal reserve board will be very obvious 
and so heavy that they will almost in spite of themselves take the 
conservative point of view. At any rate I feel certain that after one 
experience with the consequences of over liberal granting of credits 
in periods of active business, we shall settle down to a proper under­
standing of the proper functions of such institutions as is proposed 
by this measure. That was the case in the history of the Bank of 
England. For years there was no proper conception on the part of 
the directors of that institution of its duties, and it took a succession 
of crises to make clear both to the officials of the bank and to the 
general public the proper functions of that great institution.

Senator B r is t o w . We have a pretty good system here now, except 
that it is not flexible enough. Why should we change it ?
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Prof. Sp r a g u e . That is not the trouble with it—that it is not 
flexible. Consider the situation from 1897 to 1907. The total 
amount of currency in this country increased by about 40 per cent 
during that period of time.

Senator B r is t o w . Well, that did not hurt anybody; that was a 
very prosperous and desirable period.

Prof. Sp r a g u e . But at the end of it we landed in the panic of 1907.
Senator B r is t o w . The panic of 1907 would have peen avoided 

if these New York banks had not loaned on securities that were 
not good; if they had not loaned money for speculative purposes. 
When the water was squeezed they had to liquidate; they had to 
foreclose and they could not get their money and the country people 
who had their money there in New York could not get their money. 
If these banks could have gone to the Government and got relief, 
temporary relief, the panic of 1907 never would have come.

Prof. Sp r a g u e . Yes; it would. It might have come in 1908. The 
situation would have become very much worse if they could have 
got additional credit at that time.

I have two more matters which I will put into the record if the 
committee desires. Senator Shafroth asked me to go over his bill and 
give him an opinion on it. I was also asked by Senator Bristow to 
express an opinion about the possibilities of the Aldrich-Vreeland bill.

The Ch a ir m a n . We will be glad to have you do so.
I would like to ask the consent of the committee just here to put 

into the record the interest tables of the five reserve banks of Europe. 
The matter is explained in great detail and is a very valuable com­
pilation which I think ought to be before the committee.

(The tables mentioned by the chairman are as follows:)
Bank of England.

I ssue D e p a r t m e n t .
liabilities.

Notes issued..........................................  £51,241,210

51,241,210

ASSETS.
Government debt................................. £11,015,100
O ther securities.....................................  7,434,900
G old coin and bullion..........................  32,791,210

51,241,210
B a n k in g  D e pa rt m e n t .

Proprietors’ capital..............................  £14,553,000
Rest.......................................................  3,300,154
Public deposits (including exchequer, 

savings oanks, commissioners of na­
tional debt, and dividend accounts). 9,936,777

Other deposits......................................  49,139,180
7-day ana other bills............................. 18,046

77,007,157 

Dated January 6,1910.
The above is the statement as it appears in the weekly returns.

G ovemment securities......................... £  17,507,945
Other securities.....................................  36,211,089
Notes...................................................... 22,375,490
Gold and silver coin.............................. 912,633

77,007,157 
J. G. N a ir n e , Chief Cashier.

B alance  Sh e e t , Ja n . 6,1910.
[Arranged so that it corresponds in form with the balance sheets of the other banks given here.] 

l i a b i l i t i e s .  a s s e t s .

Capital and rest.................................... £17,913,154
Notes in circulation..............................  28,865,720
7-dav and other bills............................  18,046
Public deposits.....................................  9,936,777
O ther deposits......................................  49,139,180

105,872,877

Cold coin and bullion and silver coin.. £33,703,843 
Government securities in both depart­

ments.................................................  28,523,045
Other securities..................................... 43,654,989

105,872,877
[N ote .—All per contra entries, as those of the notes of the banks held by themselves, etc., are omitted 

so as to show the real position of the accounts.)
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It will thus be observed that the note issues are covered by 62.7 per cent gold. 
That the public and private deposits are covered in the banking department by 

38.3 per cent of notes and coin, nearly all such reserve being in notes, which, meas­
ured by actual gold, would make a gold reserve of only about 25 per cent against the

It will be observed under the tables of interest rates that this narrow margin has 
been supplemented by frequent changes of the rate of interest to attract gold from 
other countries when English commerce requires gold, and it would also appear that 
in 1847, 1857, and 1867 the Bank of England was permitted to issue leeal-tender 
notes against commercial paper in times of panic in order to extend needed loans, 
restore confidence, and safeguard the commerce and industry of England.

Imperial Bank of Germany 
B a la n ce  Sh e e t , D e c . 31,1908. 

[Marks converted as 20=£1.]

Capital and reserve...............................  £12,458,581
Notes in circulation............................... 98,771,474
Amount due on clearing and current

accounts.............................................. 33,244,291
Deposits (not bearing interest)............  25,167
Sundry liabilities and reserve for doubt­

ful debts.............................................. 720,072
Net profits for 1907................................  1,537,287

146,756,872

Gold in bars......................  £16.792,075
German gold coin.............  21,620, f
Divisional money.............................

£38,412,973
10,594,046

Notes of imperial treasury (Reichs-
kassenscheinen)..................................

Notes of other banks.............................
Bills held:

Due within 15 days. 
Due at later dates...

49,007,019
2,876,243 
505,105

22,660,590
28,939,529

Bills on foreign places.
51,600,119
6,457,493

58,057,612
Loans.....................................................  8,796,468
Securities...............................................  19,724,627
Value of real property belonging to the

bank...................................................  2,849,450
Sundry assets........................................  4,940,348

146,756,872
[N o t e .—All per contra entries, as those of the notes of the banks held by themselves, etc., are omitted 

so as to show the real position of the accounts.]

It will be observed that the Bank of Germany carries 50 per cent of gold against 
its notes and 37.1 per cent of gold against its notes and deposits, but the Bank of 
Germany can also issue legal-tender notes against commercial paper of a qualified class.

It will be observed that the Bank of Germany also carries a large volume of quick 
assets. Thus the Bank of Germany, like the Bank of England and the Bank of 
France, holds its reserves liquid and always available for loaning for commercial 
and industrial needs.
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Bank of France. 
B alance Sh eet , D ec. 31,1908. 

[Francs converted as 25—£1.1
LIABILITIES.

Capital of the bank............................... £7,300,000
Reserve and profits in addition to cap­

ital......................................................  1,700,774
Notes payable to bearer in circulation

(head office and branches)................ 197,972,403
Drafts....................................................  914,397
Current account with the treasury___  7,199,491
Current accounts and deposit ac­

counts:
Paris..........................  £22,780,727
Branches...................  2,721,524

. 25 502 251
Dividends unpaid, etc.......................... l\  876’ 386

242,465,702

ASSETS.
Coin and bullion at Paris and at the

branches............................................
Bills due yesterday to be received

this day............................................
Amount of bills:

Paris..........................  £9,920,192
Branches...................  18,886,626

Advances on securities:
Paris..........................  6,332,341
Branches...................  14,478,603

Advances to Government (laws of 
June 9, 1857; June 13, 1878; Nov.
17, 1897)............................................

Government stock reserve fund.........
Disposable funds, Government stock. 
Immovable funds, Government stock

(law of June 9, 1857)........................
Amount appropriated to special re­

serve.................................................
Office and furniture of the bank and 

buildings at the branches, etc.........

£175,401,607
1,757

28,806,818

20,810,944

7,200,000
519,230

3,985,234

4,000,000

336,298
1,403,814

242,465,702
, are omitted[Note.—All per contra entries, as those of the notes of the banks held by themselves, etc. 

so as to show the real position of the accounts.)

This table shows that the Bank of France carries 88 per cent in coin against notes, 
the coin including both gold and silver, however, and carries 75 per cent of coin 
against notes and deposits. Its authorized issue of notes is 5,800,000,000 francs, or 
£232,000,000, which leaves a margin of over £35,000,000 sterling, or $175,000,000 
margin of notes, besides the quick assets which it constantly carries, just as the Bank 
of England does.

The need for large cash reserves in France is due to the fact that the check system 
(currency) against deposits is not developed in France as in England and in the United 
States.

Bank of the Netherlands.

B alance  Sheet , Ma b . 31,1909.
[Guilders converted as 12=£1.]

LIABILITIES.
Capital.....................................................£1,666,667
Reserve...................................................  435,955
Notes in circulation................................  22,798,206
Transfers.
Curreilt accounts................
Discount on—

Inland bills..................
Foreign bills.................

Sundry liabilities...............
Net profit for distribution.

173,200
539,849
10,521
3,060

59,598
90,360

ASSETS.
Coin, bullion, etc...................................£13,665,502
Inland bills............................................ 3,514,247
Foreign bills..........................................  1,550,309
Loan accounts....................................... 4,144,246
Advances on current accounts............  1,882,021
Investments:

Capital............................................  332,662
Reserve...........................................  432,708

Sundry assets, buildings......................  255,721

25,777,416 25,777,416
[ N o t e .— All per contra entries, as those of the notes of the banks held by themselves etc., are omitted 

so as to show the real position or the accounts.l
This bank carries gold against its notes of 58 per cent and gold against notes and 

deposits of 57 per cent, its deposits being very small.
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National Bank of Belgium.

B ala n ce  Sh e e t , D ec . 31,1908. 
[Francs converted as 25=£1.]

LIABILITIES.
Capital paid up.......................................£2,000,000
Reserve fund..........................................  1,444,899
Notes in circulation................................  32,275,122
Current accounts....................................  4,028,662
Stamp duty, share of profits due to the 

Government, employees’ superannua­
tion, provident funds, dividends due,
etc........................................................  1,029,776

40,778,459

ASSETS.
Specie and bullion..................................
Bills discounted (bills in Belgium, 

£19,738,332; foreign bills, £7,421,639;
total, £27,159,971)................................

Securities due for collection...................
Advances on Government securities__
Government and reserve fund securities 
Securities for current accounts, etc.......

£6,326,529

27,159,971
193,849

2,056,765
3,418,343
1,623,002

40,778,459
[N o t e .— All per contra entries, as those of the notes of the banks held by themselves, etc., are omitted 

so as to show the real position of the accounts.]

The Bank of the Netherlands carries 58 per cent of gold against its notes and 57 
per cent of gold against its notes and deposits. This bank only carries a very small 
line of deposits.

The National Bank of Belgium carries 19 per cent of gold against its notes and 17 
per cent of gold against its notes and deposits.

The three great banks of England, France, and Germany, as above mentioned, 
practically provide the gold accommodation needed by western European commerce, 
the two latter banks, however, serving a useful local purpose.
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T a b l e  I . — Rate of discount—-Number of changes in each year at the Banks of England, France, Germany, Holland (1844-1909), and Belgium (1851-
1909.)

Bank of England. Bank of France. Bank of Germany Bank of Holland. Bank of Belgium.
Year

Rise. Fall. Total.
|

Rise. Fall. Total. Rise. Fall. Total. Rise. Fall. Total. Rise. Fall. Total.

1844............................................................................
P e r ct. Pe r ct. 

1
Per ct. 1 Pe r ct.

(!)
C1)
(1 )1

Per tf.
C1)

Pe r ct.
(1) 
C1)
W 2

Pe r ct. 1 Per ct. P e r ct. 1 Per ct. 
( , ) 5

Pe r ct.
(l)

Per c*. 
(I)5

Per ct.
(2)
(2)
(2)
(2)
(2)
(a)

Pe r ct. 
(a) 
(2) 
(2) 
(2) (2)
(2)
(2)
^ l

P e rc i.
(a)
(2)
(2)
(2)
(8)
(*)

1845............................................................................ 2 2 1 i 2
1846............................................................................ 1 1 1 l

i
2 2 2

1847............................................................................ 6 3 9 U 1 1 1 1
1848............................................................................ 3 3 0) C1)

0)
C1)
(1 )1

0)
<‘ )
(■)
( I )1

1 l 2 1 3 4
1849............................................................................ 1 1 0) i 1 1 1
1850............................................................................ 1 1 (') 0)

0)
(1 )i

0
C1)
C1)

0) 1 1 (2) (2)1851............................................................................ 0) ( , ) » (I ) , 0) 0) (!) C1)
0)

C1) (I) (I) i1852............................................................................
^ l

(1)
1853............................................................................ 6 6 1 1 2 2 C1)

f1)
(l) (»)

(*)
(l) i

1854........................................ .................................. 1 1 2 1 i 2 1 1
W 2 0) (1)

1855............................................................................ 4 4 8 2 2 1 1 0) i})1856............................................................................ 2 5 7 1 1 2 3 1 4 3 3 u  1
1857............................................................................ 6 3 9 4 4 8 4 2 6 5 3 8 3 1 4
1858............................................................................ 6 6 4 4 1 4 5 6 6

C1)
4 4

1859............................................................................ 2 3 5 1 1 2 1 1 2
C1)

(V) 0) 1 1 2
1860............................................................................ 8 3 11 1 1 0) (i) C1) (l) C1) 1 1 2
1861............................................................................ 3 8 11 4 3 7 (1 C1) 0) 2 2 3 2 5
1862............................................................................ 2 3 5 1 3 4 (1) (l) C1) 2 2 4 1 2 3
1863............................................................................ 8 4 12 a 3 8 W 1 W 1 4 2 6 3 3
1864............................................................................ 7 8 15 4 7 11 3 1 4 5 4 9 2 4 6
1865............................................................................ 8 8 16 2 4 6 3 2 5 6 5 11 3 3 ' 6
1866............................................................................ 5 9 14 2 5 7 1 7 8 4 7 11 2 4 6
1867............................................................................ 3 3 2 2 (i) C1)

(l)
(l) 2 4 6 l 1 1

1868............................................................................ 2 2 (*) G)
0)

C1)
(1 )4

0) C1) 2 2 0)
W 2

(1) 1 
(l) 3

(*)1869............................................................................ 3 4 7 (l) W 1 W 1 5 5 0)1870 .......................................................................... 4 6 10 4 2 3 5 4 8 12 U 5
1871.......................................................................... 4 6 10 1 l 2 2 2 2 2 5 6 11
1872 .......................................................................... 9 5 14 1 1 1 1 5 1 6 6 3 9
1873............................................................................ 11 13 24 2 2 4 3 4 7 4 5 9 9 8 17
1874............................................................................ 6 7 13 2 2 2 2 4 3 3 3 6 9
1875............................................................................ 5 7 12 C1) (1 )i (1 )i

2 3 5 1 1 3 6 9
1876............................................................................ 1 4 5 3 3 (l) 0)

C1)
(A) 2 2

1877............................................................................ 4 3 7 1 1 3 4 7 (l) C1) 1 1 2
1878............................................................................ 6 4 10 1 1 1 2 3 2 2 2 1 3
1879 .......................................................................... 5 5 1 1 2 2 3 5 2 2 1 3 4
1880............................................................................ 1 1 2 1 1 2 2 3 5

W 3 0) ( , ) 3
1 1 2

1881............................................................................ 4 2 6 2 2 2 1 3 4 3 7
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1882.
1883-.
1884..
1885..
1886..
1887.. 
1H88-.
1889..
1890..
1891..
1892..
1893..
1894..
1895..
1896..
1897..

1900.
1901.
1902.
1903.
1904.
1905.
1906.
1907. 
190.8.. 
1909.

G)

202

G)

2
5 
4 
2 
2 
2 1 
2 
3
6 
2

241

G)

443

3
1

G) G)
G) G)
G) G)
G) G)2 2

2
G) G)
G) G) 1
G) G)
G) G) 1
G) G)
G) G)l

2
1 3

G) G)
G) G)
G) G)
G) G)
G) G)
(1) 2 G)

2
G) G)

50 65

1 No change.

0)
G)
(0
G)

G)
G) ]
G)
e)10)
G)

G)
G)
G)0)0)
G)

G)

G)

91

G)

105

G)

196

5 3
4
1
1

G) G)
G) G)
G) G)

G)4
3
1

4 2
2

(1) 2 G)
1
1

4
3

1
G) G)l

1
l 1
3
1 2

3
1 1

94 94

8
G)

G)

G)

0)

G)

G)

G)‘

188

G)

G)

G)

106

G)

G)

G)

G)
G)

10
i
2
6
4
2
6
4
2

192

W
►teJ
WM
Szj
Q
►
o
o
dwwteJ
%QKj

* Operations commenced in 1851.
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T a b le  I I .—Lowest and highest rates charged and extent of fluctuation during each year, Banks of England, France, Germany, Holland (1844-1909), g*
and Belgium (.1851-1909).

Year.

Bank of England. Bank of France. Bank of Germany. Bank of Holland. Bank of Belgium.

Lowest
rate.

Highest
rate.

Fluctu­
ation.

Lowest
rate.

Highest
rate.

Fluctu­
ation.

Lowest
rate.

Highest
rate.

Fluctu­
ation.

Lowest
rate.

Highest
rate.

Fluctu­
ation.

Lowest
rate.

Highest
rate.

Fluctu­
ation.

P a c t . Pe r ct. Pe r ct. Pe r ct. Per ct. P e r ct. P e r ct. P e r ct. P e r ct. P e r ct. P e r ct. P e r ct. P e r ct. P e r ct. Pe r ct.
0 0 0 0 4 41 1 0 0 0 0 0 0

2J 3* 1 A 0 0 4 5 1 21 51 3 0 0 0
3 3* 1 0 0 0 4 5 1 4 51 11 0 0 to3 8 5 4 5 1 4* 5 £ 4 5 1 0 0 0
3 5 2 0 0 0 4* 5 3 5 2 0 to 0
21 3 1 0 <* 4 41 21 3 1 to 0
2* 3 * 0 S1* (l) W 2 21 1 0 to 0

0 0 (l) 0 0 0 FI 0 P> 0) 0) 0
2 2 1 1 3 4 1 0 0 0 0) 0) C1) 3 4 1
2 5 3 3 4 1 4 5 1 2 3 1 W w5 51 i 4 5 1 4 5 l 0 0) 0 to to1855............................................................................ 3* 7 3| 4 6 2 4 41 1 3 4 1 0 0 0)
4* 7 2| 5 6 1 4 6 2 4 51 11 3 4 1
5* 10 H 5 9 4 5 74 21 4 7 3 31 51 2
21 8 54 3 5 2 4 61 21 3 7 4 3 5 2
2* 4* 2 3 4 1 4 5 1 0 0 P) 3 4 1
2* 6 3* 3* 4* 1 0 P> 0 0 0 3 4 1
3 8 5 4* 7 2J 0) 0) 0 3 4 1 3 5 2
2 3 1 31 5 1* 0 0 0 31 4 1 3 4 1
3 8 5 3* 7 3* 4 41 1 3 5 2 3 51 21
6 9 3 4* 8 3* 4* 7 21 41 7 21 4 6 2
3 7 4 3 5 2 4 7 3 3 6 3 3 6 3
3* 10 6* 3 5 2 4 9 5 41 7 21 3 6 3
2 3* 1* 2* 3 * 0 21 41 2 21 3 12 3 1 0 0 0 0 21 31 1 0 0 02£ 41 2 0 0 0 4 5 1 21 5 21 0 0 0
2i 6 31 2* 6 31 4 8 4 3 6 3 21 6 312 5 3 5 6 1 4 5 1 3 4 1 21 51 3
3 7 4 5 6 1 4 5 1 21 5 21 21 51 3
3 9 6 5 7 2 4 6 2 4 61 21 31 7 31

1874............................................................................ 2* 6 3* 4 5 1 4 6 2 31 5 11 31 6 212 6 4 0 0 0 4 6 2 3 31 & 3 41 112 5 3 3 4 1 3* 6 21 W W f1) 31 12 5 3 2 3 1 4 51 11 0 0 0 21 31 1
1878............................................................................ 2 6 4 2 3 1 4 5 1 3 4 1 21 41 22 5 3 2 3 1 3 41 11 3 4 1 21 4 11
1880............................................................................ 2* 3 § 2* 3* 1 4 51 H 0) 0) 0 3 31 1
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1881............................................................................ 24 5 2* 34 5
3 6 3 34 5
3 5 2 3 341884............................................................................ 2 5 3 C1)

8

C1)188 5 
188 6 

2
2

5
5

3
3 C1)

C1)1887............................................................................ 2 5 3 0) 0)1888............................................................................ 2 5 3 24 441889............................................................................ 24 6 3* 3 4
1890............................................................................ 3 6 3 C1) 0)1891............................................................................ 2* 5 24 C1) C1)1892............................................................................ 2 34 U 24 3
1893............................................................................ 2* 5 24 C1) C1)1894............................................................................ 2 3 1 0) C1)1895............................................................................ C> 0 0) 2 241896............................................................................ 2 4 2 C1) C1)
1897............................................................................ 1 2 4 2 C1) 0)1898.................................................................. , ........ 24 4 14 2 3
1899............................................................................ 3 6 3 3 441900............................................................................ 3 6 3 3 441901............................................................................ 3 5 2 (0 0)1902............................................................................ 3 4 1 C) C1)1903............................................................................ 3 4 1 C1) C1)1904............................................................................ 3 31 4 C1) C1)1905............................................................................ 24 4 14 C1) C1)1906............................................................................ 34 6 24 0) (l)1907............................................................................ 4 7 3 34 4
1908............................................................................ 2* 6 34 3 341909............................................................................ 24 5 24 C1) C1)

i No change.

14 4 54 14 34
14 4 6 2 34
4 4 5 1 34

0) C) C) 0 3
0) 4 5 1 24
C1) 3 5 2 C1)
C1) 3 5 2 C1)2 3 44 14 C1)1 3 5 2 C1)
C1) 4 54 14 24
0) 3 54 241 3

4 3 4 1 24
0) 3 5 2 24
C1) 3 5 2 24

4 3 4 1 0)
C1) 3 5 2 24
i1) 3 5 2 3

l 3 6 3 24
14 4 7 3 24
14 5 7 2 34

C1) 34 44 1 3
Q) 3 4 1 C1)
(J) 34 4 4 3
C1) 4 5 l 3
(0 3 6 3 24
C1) 44 7 24 3

4 54 74 2 5
4 4 64 24 3

0) 34 5 14 24

a Operations commenced in 1851.

44 1 34 54 2
54 2 34 6 2i
54 2 34 4 I
34 4 3 * 4 i
3 4 3 4 i

0) 0) 24 4 14
i1) 0 24 34 l
Q) C1) 24 5
Q) C1) 3 5 2

44 2 3 4 1
44 14 C1) 0) (L)3 4 24 3 45 24 24 3 4
34 l C1) 0) C1)

G) (x> 24 3 4
34 l 24 3 4
34 4 C1) 0) 0)3 4 3 4 l
5 24 34 5 145 14 4 5 l
34 4 3 4 l

0) C1) C) 0) (*)
34 4 3 4 1
34 4 C1) C1) C1)3 4 3 4 1
5 2 34 44 1
6 l 4 6 2
5 2 3 6 3
3 4 3 34 4
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542 BANKING AND CURRENCY.

T a b l e  III.— Rate of discount, 1844-1909— The number of days at each rate arranged 
from the lowest rate to the highest.

Rate.

Bank of 
England.1

Bank of 
France.*

Imperial Bank 
of Germany.J

Bank of the 
Netherlands.4

National Bank 
of Belgium.6

Num­
ber of 
days.

Num­
ber of 
days 

per cent 
of total 
(total— 
1,000).

Num­
ber of 
days.

Num­
ber of 
day* 

per cent 
of total 
(total— 
1,000).

Num­
ber of 
days.

Num­
ber of 
days 

per cent 
of total 
(total— 
1,000).

Num­
ber of 
days.

Num­
ber of 
days 

per cent 
of total 
(total— 
1,000).

Num­
ber of 
days.

Num­
ber of 
days 

per cent 
of total 
(total— 
1,000).

2 per cent.............. 3,409 143 2,735 115 1,328 56
2\ per cent............. 28 1

per cent............. 3,599 151 2,579 108 5,058 212 3,169 147
3 per cent.............. 5,859 246 7,828 329 3,073 129 8,013 336 9,412 437
3£per cent............. 1,921 80 2,060 86 644 27 3,737 157 2,965 138
4 per cent.............. 3,772 158 4,579 192 12,192 511 2,167 91 3,416 159
4£ per cent............. 608 26 353 15 1,626 68 811 34 698 32
5 per cent.............. 2,195 92 2,061 86 4,094 172 1,823 76 944 44
5$ percent............. 263 11 120 5 707 30 375 16 378 18
6 per cent.............. 975 41 1,170 49 970 41 260 11 540 25
6£ per cent............. 91 4 8 72 3 150 6
7 per cent.............. 633 26 286 i2 269 11 135 5 27
7$ per cent............. 21 1 no 5
8 per cent.............. 268 ii 41 2 37 1
9 per cent.............. 95 4 16 63 2
10 per cent............. 141 6

Total............ 23,857 1,000 23,857 1,000 23,857 1,000 23,857 1,000 21,549 1,000

1 Lowest rate 2 per cent; highest rate 10 per cent. 
8 Lowest rate 2 per cent; highest rate 9 per cent.
* Lowest rate 3 per cent; highest rate 9 per cent.
* Lowest rate 2 per cent; highest rate 7 per cent.
6 Lowest rate 2\ per cent; highest rate 7 per cent.

T ab l e  IV.— Rate of discount, 1844-1909— The number of days at each rate, arranged from 
the highest number of days to the lowest.

Bank of England. Bank of France. Imperial Bank of 
Germany.

Bank of the Neth­
erlands. Bank of Belgium.

Da
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en
t.

Nu
m
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r 

of 
da

ys
 

per
 c

en
t 

of 
to

ta
l 

(to
ta

l-1
,0

00
).

5,859 3 246 7,828 3 329 12,192 4 511 8,013 3 336 9,412 3 437
3,772 4 158 4,579 4 192 4,094 5 172 5,058 212 3,416 4 159
3,559 2* 151 2,735 2 115 3,073 3 129 3,737 3* 157 3,169 2£ 147
3,409 2 143 2,579 2} 108 1,626 68 2,167 4 91 2,965 3£ 138
2,195 5 92 2,061 5 86 970 6 41 1,823 5 76 944 5 44
1,921 3J 80 2,060 3* 86 707 5* 30 1,328 2 56 698 32

975 6 . 41 1,170 6 49 644 3* 27 811 4* 34 540 6 25
633 7 26 353 4* 15 269 7 11 375 5* 16 378 5* 18
608 26 286 7 12 110 7* 5 260 6 11 27 7
268 8 11 • 120 5& 5 72 6J 3 150 6£ 6
263 5* 11 41 8 2 63 9 2 135 7 5
141 10 6 21 1 37 8 1
95 9 4 16 9
91 6£ 4 8 61
28 2i 1

23,857 1,000 23,857 1,000 23,857 1,000 23,857 1,000 21,549 1,000

It will thus be seen that these great banks holding the national reserves have been 
able to furnish commerce with a very low rate of discount for nearly all the time and 
only occasionally have been compelled to rnise the rate to a high point.

These low rates illustrate the enormous value of these great banks to European com­
merce and the urgent necessity for action by the United States along similar lines.

(Thereupon at 12.55 o'clock p. m. the committee took a recess until 
2.30 o ’cIock p . m.
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BANKING AND CURRENCY. 5 4 3

AFTER RECESS.

The Ch a ir m a n . Prof. Sprague, the committee wanted to give 30 
minutes to Mr. Claflin, if that will be agreeable to you. He has to 
go away this evening.

Prof. Sp r a g u e . That will be entirely agreeable to me, Mr. Chair­
man.

STATEMENT OF JOHN CLAFLIN, OF H. B. CLAFLIN CO., 
NEW YORK CITY.

Mr. Cl a f l in . In the first place, I would like to say that I agree 
with the recommendations of Prof. Sprague, especially with regard 
to the question of removal of the class JB directors and the expediency 
of havmg the chairman of the advisory committee sit with the 
Federal council.

The Ch a ir m a n . Or the reserve board, as they call it?
Mr. Cl a f l in . Yes. Personally I should very much like to have 

the Federal board composed of three members to be appointed by 
banks, leaving three to be appointed by the President, ana the Secre­
tary of the Treasury having practically the casting vote. I think 
such men as Mr. Marshall, to whom we listened this morning, and 
Mr. Wade, whose name was mentioned this morning, and any of the 
notable bankers of the country, even if we did not go so far as New 
York and took a man like Mr. Hepburn, whom you have seen here 
and who is as clear-headed and as fair-minded a man as I know. It 
seems to me that their expert knowledge would be of great value to 
the Government appointees and would probably enable the Govern­
ment appointees to solve some questions that might be difficult for 
them to solve without a pretty extensive knowledge of banking. If 
they, however, should not be obtainable, I should be very glad to 
have the chairman of the advisory council «sit with the other members.
1 think that would effect a very large part of what I would like to see; 
that is, the discussion of these current topics by some one who would 
have really expert knowledge of the matter.

Prof. Sprague’s suggestion that 4 per cent of the reserves of the 
country banks should be left continuously with the city banks rather 
than to be put finally apart in their own vaults and apart with the 
Federal reserve banks, seems to me a wise suggestion.

I was thinking on that line myself, and I had in mind suggesting
2 per cent; but I feel that it is very desirable to make the country 
banks feel that as far as possible the facilities which they now have 
are not withdrawn from them. Of course it is going to be a pretty 
serious matter for all these country banks to determine what to do. 
If a large part of them should determine that they would rather 
make a sacrifice on their bonds than go into this proposed Federal 
issue, it would mean that the issue would be very much crippled and 
could hardly expect to do the great work which I think it will do if 
there should be a hearty cooperation of the banks.

And in that line, too, it must be borne in mind that if a large part 
of the banks would not come in, then there would be a contraction 
of the circulation which would be a very serious problem, indeed. 
I can see no way in which that could be met, because if a half of the
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5 4 4 BANKING AND CURRENCY.

750 millions were to be liquidated—that is, if those notes were to be 
withdrawn from circulation within a year—the question would be a 
very serious one, indeed; and while in a way it is a fact that the banks 
are not suffering very much by selling their Government bonds, and 
that is to a certain extent an inducement, a very great inducement, 
for them to come in, yet, on the other hand, if a great many of them 
should see that this association could hardly be formed without their 
cooperation, and they should stay out for this year, the situation 
mignt be serious, and I would suggest from that point of view that 
it would be better that the banks, though they would have to forego 
the other privileges of the national bank within a year, should be 
allowed for as long as three years— two years more—to keep their 
circulation. That would mean a slower liquidation of the Govern­
ment bonds.

The C hairm an . Y ou understand this reduction is a maximum of 
35 millions per annum?

Mr. Cl a f l in . No; I did not understand that. I am very glad 
to know that.

The C h a ir m a n . It is a maximum possibility of 35 millions per 
annum.

Senator B r is t o w . Suppose they cease to be United States banks ?
Mr. Cl a f l in . That is the point. Suppose they cease to be United 

States banks. Then they are compelled to give up the circulation at 
once.

The Ch a ir m a n . Yes; they would do that. They would give up the 
circulation if they did not come in.

Mr. Cl a f l in . That is what I am afraid of, not from their stand­
point; but if they can not afford to make the losses, it is their question 
and not mine. But as a merchant, as a member of the general com­
munity, I should suffer very much if those banks, or half of them, 
should elect not to come in and should be compelled by the terms of 
this law to give up their circulation within a year. It seems to me 
that would be nothing less than a calamity; and as I look at it I do 
not for the moment see any reason why that one year for them to give 
up their circulation should not be extended to three years. The banks 
would suffer the loss of going out, and the privileges that the national 
banks have otherwise would be denied them. But I think for the 
benefit of the community they should be allowed to continue the 
circulation for three years. That would make a slower liquidation of 
the Government bonds, and, meantime, probably under this bill a 
considerable part of the 375 millions could be put out in some other 
form.

I look at it, of course, in a different way from the bankers. I am 
looking at it entirely in its effect on the whole community, the mercan­
tile community especially.

The Ch a ir m a n . That is the point of view we especially want to get 
from you, Mr. Claflin.

Mr. Cl a f l in . And so it has seemed to me that there is a serious 
danger, and it seems to me, too, that perhaps in the shifting of the 
reserve accounts it might be better to make the changes a little more 
slowly. For instance, of course the country banks are the most 
important of all. The present requirement is that within 60 days 
ana up to 14 months, 3 per cent of their reserves------

Senator P o m e r e n e . What page are you reading from, please?
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BANKING AND CURRENCY. 5 4 5

Mr. Cl a f l in . I am reading, now, from page 61. My suggestion 
would be that instead of 3 per cent, only 2 per cent should be required 
at first, and that that should be increased at the end of 36 months to 
4 per cent instead of to 5 per cent, as is proposed here. And after 36 
months it should be, as is suggested here, 5 per cent. It would simply 
make it slower, but arrive at the same conclusion.

And then on deposit in the reserve or central reserve city banks it is 
now permitted that 4 per cent should remain up to 14 months. I 
would increase that to 5 per cent, taking the gold out of the Federal 
banks and putting it back into the city banks, and within from 
14 to 36 months I would have a gradual reduction. That is, 
in one year it would be up to 4 per cent, the next year to 3 per 
cent, and the next year to 2 per cent. There I should like to leave it, 
although if it were thought better not to do so, I would have it go 
from two to one and then from one to nothing, taking two additional 
years.

My whole thought is that it is most important from every standpoint 
that this new act should be put into operation in such a way that there 
will be no violent suffering, there will be no great loss over it. There 
is a very interesting compilation here in regard to the results at the 
end of 36 months. That is on page 65. I think that compilation 
would be correct if it were not for the question of the timidity of 
very many people, especially, we will say, bankers, when the future 
is uncertain. This computation is made on the general theory that 
there would be a pretty even division of the reserves among the 
banks; that the banks, in other words, would have it divided so that 
no one bank would hold very much more than it was compelled to 
hold.

In point of fact, whenever the bankers feel somewhat uneasy, 
some of the bankers, instead of trying to help a community, go to 
work to strengthen themselves.

Senator P o m e r e n e . That is pretty general, is it not ?
Mr. Cl a f l in . It is pretty general; yes. I knew several country 

banks, after 1907, who boasted that they had at the end of the panic 
a reserve of 50 per cent. They had broken a good many of their 
customers in doing that, but it was a question of self-preservation. 
Happily, under this act, when it is thoroughly in operation, there 
should be no such necessity. I believe they will all feel easy, and in 
the beginning, as it is going into operation, while there may be some 
uneasiness, because they are somewhat uncertain as to what will 
happen, I think we will have to count that some of them are going 
to be abnormally desirous of keeping stronger than the others, keeping 
stronger than is necessary, ana I think we must take that human 
element into consideration and provide, as I have suggested, for the 
first 60 days and perhaps for the first year; and then I  would make 
a gradual taking away of the reserves from the city banks and depos­
iting them in the Federal banks in such a way and at such times that 
it would look perfectly clear to everybody who studied it that it 
could be done and there could not be any difference of opinion 
about it.

I do not know, gentlemen, that there is anything else that I want 
to say to you. I do want to express to you my approval of the 
general principles of the bill, and I think that I have indicated to 
you the things that I should like to see changed. I myself would

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



5 4 6 BANKING AND CURRENCY.

very much rather have these notes issued by the banks than by the 
Government. I feel that there is a sentimental as well as a practical 
reason why that would be better, because in times of stress if there 
is any doubt about the Government itself, it has a very much more 
harmful effect than a doubt about the bankers. But I do not think 
the workings of the bill will be materially affected by what may be 
done in that regard.

Senator P o m e r e n e . In other words, your criticisms go to the 
transition from one system to the other, rather than to the ultimate 
effrct of the system proposed ?

Mr. Cl a f l in . Yes; that is what I am commenting on now. I 
made, in the first place, some suggestions following Prof. Sprague's 
remarks of this morning which seem to me to be thoroughly sound.

Senator B r is t o w . Mr. Claflin, what defects do you think our 
present currency system has ?

Mr. Cl a f l in . The great defect is the lack of flexibility.
And, by the way, right in that line, I think that if we had a Federal 

board partly consisting of bankers they would be very much more 
certain to contract the currency when it ought to be contracted 
than if they were appointed mainly not from bankers. Bankers 
appreciate, perhaps, more than anybody else how important it is to 
contract when thmgs are easy, so they may be prepared for expan­
sion when there is stress.

Senator B r is t o w . Lack of flexibility. The chief purpose of this 
legislation is to provide, then, means by which credit can be extended; 
currency provided when there is stress ?

Mr. Cl a f l in . Yes, sir.
Senator B r is t o w . Why could not that be done without breaking 

up this present currency system which we have and taking the 
cnances on disturbance?

Mr. Cl a f l in . It could be, perfectly well.
Senator B r is t o w . H ow  would you suggest that we go about it if 

we undertook to do that ?
Mr. Cl a f l in . I think it would be a simple matter. I should leave 

the present currency undisturbed, just as it is, and I should authorize 
an .association, various associations of banks, if you please. I should 
personally like better one great association, but if there is any ob-

Jection to that, then a series of associations, probably the fewer the 
>etter, and give them certain rights under Government supervision 

to rediscount for all the national banks of the country. I am throw­
ing this out just as a thought, as it comes to me on this question, but 
I have no doubt in my own mind that if, for instance, there were three 
or five or seven or whatever the number, the fewer the better, I think, 
and these associations were made up from the banks of the country, 
and if those banks had the right, subject to strict Government super­
vision, to discount—that is, to rediscount—for the member banks a 
limited amount, I think there would be afforded then an additional 
currency that would have all those elements of flexibility, because 
this must always be borne in mind, that you never want the whole 
currency flexible. That is not important. It is only the superficies 
of it, the outside, a certain rim, that is to be flexible, and that is all 
"We want.

Senator B r is t o w . If I understand it, these associations would per­
form the functions, to a certain extent, that the clearing house does
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now, and that you would rather legalize a clearing house certificate, 
or something after that order, in times when it was necessary to 
resort to that ?

Mr. Cl a f l in . My idea would be that this should always be in op­
eration. These associations might be called clearing houses, for they 
would be very much of that kind. They would be associations of 
banks, and these banks would have the right to rediscount for their 
member banks. They would have the right any time, and it would 
be used not always in times of stress. I should think it ought to be 
used every autumn to an extent, and it ought to go out every Febru­
ary or March. Every year it should be used instead of having to 
draw from New York and Chicago, as they have now, some 75 millions 
or possibly 100 millions of legal money and cause in that way a very 
great contraction of credits in all the cities, indeed everywhere, be­
cause all the smaller cities depend more or less on the larger cities to 
cause a contraction right in the fall of the year when the merchants 
want the money most, and at the same time crops have to be moved.

If we had such associations as I suggest, and they had the right to 
rediscount under Government supervision, they could rediscount at 
that time for the farmers and people who have the crops to move, 
and there would be no better security than that.

Senator P o m e r e n e . H ow would you capitalize this association?
Mr. Cl a f l in . It really does not make very much difference. They 

would be perfectly good, being made up of these associated banks. 
I would capitalize them for a moderate amount.

Senator P o m e r e n e . H ow would you organize them?
Mr. Cl a f l in . Allow .the banks to come in; allow them only to 

come in ratably, you know.
Senator P o m e r e n e . Wherein does that differ from the regional 

system here ?
Mr. Cl a f l in . It does not differ from it, practically. The only 

thing is this is supplemental and this does not consider the doing away 
with the present bond-secured currency. I should simply leave that 
and make this a very much less important association. You see 
now it is proposing a very extensive reform in the currency. There 
would be a very much slower effect, but it would be on top; it would 
be a very much smaller association.

Senator B r is t o w . That would be dealing with the flexible part of 
it. It would be providing a flexibility which it does not now have 
by supplementing the present system.

Mr. Cl a f l in . The present change is basic, and that would be simply 
supplemental. They would be very much less important institutions, 
but they would perform a certain function, which would be additional 
to what is now performed.

Senator B r is t o w . A s to the additional currency that might be 
issued, would you have that currency issued by the Government and 
furnished these associations?

Mr. C l a f l i n .  No; I would have that issued by the banks entirely 
on their responsibility.

Senator P o m e r e n e . The banks, or associations?
Mr. Cl a f l in . These new associations.
Senator P o m e r e n e . Pardon my interruption, Senator.
Senator B r is t o w . That is all right. What would be the nature of 

this currency, then, that would be issued ?
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Mr. C l a f l i n . Bank notes.
Senator B r is t o w . B y  the associations, or b y  the banks ?
Mr. Cl a f l in . By the association.
Senator B r is t o w . And that would be of temporary use and then 

automatically retired ?
Mr. Cl a f l in . Yes; we would make very strict requirements that 

no bank should pay out any other bank’s notes, and that in itself would 
compel the retirement. The banks would not hold the notes. They 
would be no good to them excepting to pay debts with. They could 
not be held as reserve; they would go back to the bank that issued 
them and have to be paid. I should have strict requirements of re­
demption at all these various centers.

I really ought, perhaps, not to take up the time of the committee 
with simply throwing out these answers that are made on the spur 
of the moment and without very much thought.

Senator B r is t o w . I understand you do not take very kindly to 
the Government issuing this money ?

Mr. C l a f l i n .  No; I very much prefer the banks to issue it.
Senator P o m e r e n e . Will you allow me to ask a question there, 

Senator ?
Senator B r is t o w . Yes.
Senator P o m e r e n e . Y ou say you much prefer the banks to issue it ?
Mr. Cl a f l in . Yes.
Senator P o m e r e n e . Is not that really a matter of sentiment 

rather than anything else ?
Mr. Cl a f l in . I think to some extent it is, because in the last 

analysis really the Government does stand behind it; but I think 
there is this great difference, that in the case of stress and there comes 
to be any question of the Government defaulting, we get such a condi­
tion as we had in 1893 when the fears that the Government would 
cease paying gold on greenbacks caused alarm that has hardly ever 
been equaled in this country. If it was simply a question of the 
banks ceasing to pay, the alarm would be very much less.

Senator Sh a f r o t h . But the reserve was only 100 millions for the 
346 millions of greenbacks, was it not? And that was afterwards 
increased. There has not been a single flurry since that time. There 
has not been any redemptions at all, they tell me.

Mr. Cl a f l in . That is perfectly true, and it is perfectly true that if 
the Government issues any money, if it has a sufficient redemption 
fund, there can be no question about it.

The Ch a ir m a n . And we have really now 1,100 millions of gold 
warehoused against it, and if anybody wanted gold, that would be 
available before they needed to call upon the Government reserve 
fund against the greenbacks.

Mr. Cl a f l in . Of course, the difficulty about that, as I understand 
it, is this, that those warehouse receipts are already in the hands of 
various people who may not want to part with them. The Govern­
ment can not use that gold.

The Ch a ir m a n . Oh, no; I was only speaking of the public being 
already supplied with these certificates upon which they could get coin 
or bullion gold if they really desired it for shipment.

Mr. Cl a f l in . Oh, perfectly for shipment.
Senator Sh a f r o t h . They are in circulation pretty generally now, 

are they not, among the people ?
Mr. Cl a f l in . To some extent.
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Senator Sh a f r o t h . I drew out some money the other day, and I 
do not know but what it is all gold certificates. There is a gold note 
[indicating], there is a gold note, and there is one. All of them are 
gold notes.

Mr. Cl a f l in . But I think the difficulty in 1893 was not that the 
people needed gold, but that they were afraid they could not get it. 
As soon as they found out they could get it, it was all right. The 
most astonishing thing occurred in 1893. Within two days after Con­
gress had passed the silver purchasing repeal bill there was plenty of 
money everywhere. The day before there was no money to be had 
at any price. Twenty-four per cent was freely paid for money, per 
annum, and that in a mercantile way, too—mercantile paper;

^ 1 J ~ ' r cent per annum. It was not a

____  ̂ _______  ̂ > per cent, and in another week it
was offered at 6 per cen—any amount of it. And within a month 
after it was down to 3 per cent, or a month and a half after.

The Ch a ir m a n . The Chair must remind the committee that Mr. 
Claflin’s time has expired.

Senator B r is t o w . Can not we ask more questions if he has time?
The Ch a ir m a n . The committee itself limited the time.
Senator B r is t o w . But I do not understand that we are limited 

here to the number of questions we can ask.
Senator Sh a f r o t h . The only thing is, Senator, we have got some 

people here who are waiting to be heard.
Mr. Cl a f l in . I do not want to impose on the other gentlemen.
Senator B r is t o w . I must say that I object to not being permitted 

to interrogate the witnesses.
The Ch a ir m a n . The committee is in control of its own time, and 

the committee assigned 30 minutes for hearing Mr. Claflin.
Senator B r is t o w . I did not hear anything about the committee 

doing that.
The Ch a ir m a n . Y ou were here; I  do not know why you did not 

hear it. The committee can easily adjust that. But Prof. Sprague 
and Mr. Berry are both here and they expect to be heard this after­
noon.

Mr. Cl a f l in . I feel that I am really imposing on these gentlemen.
Senator B r is t o w . N o . If anybody is imposing on them, it is 

myself. Have we not plenty of time ?
The Ch a ir m a n . We have, but Mr. Claflin wanted to leave this 

evening, and we had Prof. Sprague yield to him in order to give him 
that opportunity.

Mr. Cl a f l in . Thank you very much, gentlemen. I appreciate 
your courtesy.

The Ch a ir m a n . We are very much obliged to you, Mr. Claflin.
Now, let us come to some understanding.
Senator B r is t o w . I think we had better. There is no use in my 

wasting my time here undertaking to acquire information in regard 
to this bill, when we have a witness of this kind who understands the 
business feelings and needs of the country, and then not have an 
opportunity to ask him questions. That is the objection I make.

The Ch a ir m a n . The rights of the witnesses themselves should be 
taken into consideration. Prof. Sprague, of Harvard, has been here

And two days after that same
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for 10 days. H© went home and came back, and he has been inter­
fered with three or four times. Mr. Claflin having only a limited 
number of minutes that he could give us, we persuaded Prof. Sprague 
to wait. It was not with any view to cutting you off, Senator. The 
matter was submitted to the committee, and the question was asked 
should we give this time to Mr. Claflin, and it was agreed that we 
should, and having done that it is the duty of the chair to remind 
the committee when the time arrives. The committee has the right 
then to proceed with another witness, if they want to. The matter 
is entirely at the will of the committee. I am not disposed to make 
any arbitrary suggestions or rules about it. I only want to be fair 
to the men who have been good enough to come here to give us all 
the information they can.

Senator Sh a f r o t h . Whom shall wa call now ?
The Ch a ir m a n . We ought to say what we are going to do. I am 

perfectly willing to leave it to the committee.
Senator B r is t o w . I am perfectly willing that the committee adjust 

itself to the convenience of the gentlemen, provided that if we do not 
get through they will come back and let us finish up at some other 
time. I think it would be very much better to get through with one 
witness before we take up another, and try to arrange so that the 
gentlemen who come can remain until we get to them, and not have 
so many of them at one time.

Senator Sh a f r o t h . But Mr. Claflin was not really entitled to go 
on the stand at all at this time. He was put on the stand on the 
plea that he could get through in 10 minutes. We gave him 30 
minutes.

Senator B r is t o w . I think it is a good deal of a farce to call a man 
of Mr. Claflin’s importance and with his relations to the business 
interests of this country, and then give him only 10 or 30 minutes.

Senator Sh a f r o t h . That is all he asked.
Senator B r is t o w . That is not all I ask.
Senator Sh a f r o t h . I am perfectly willing that you should have 

him back here.
The Ch a ir m a n . We could ask him to come back here with perfect 

ease and with perfect propriety.
Senator B r is t o w . That is the objection I make, and I think it is 

a most important thing. I do not look upon this as lightly as some

fjentlemen seem to. I think it »is the most important piece of legis- 
ation, by all odds, that this Congress will undertake, and I do not 

believe you can take too much care.
The Ch a ir m a n . We are all agreed on that, Senator.
Senator B r is t o w . And when we have men who have valuable infor­

mation which we need in legislating upon this question I think we 
ought to exhaust every means that we have to get such information.

The Ch a ir m a n . We have pursued that course with the exception 
of this one witness, and this witness had to go, he said.

Senator Sh a f r o t h . Let us take \ip some one else, then.
The Ch a ir m a n . Take Prof. Sprague and ask him any questions you 

wish to, and then we will take up Mr. Berry.
Senator B r is t o w . Anything the committee desires, just so we have 

full opportunity to bring out the information.
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STATEMENT OF PROF. SPRAGUE— Continued.

Prof. Sp r a g u e . I have prepared a short statement regarding 
Senator Shafroth’s bill and a statement regarding the Aldrich- 
Vreeland Act, in response to a request from Senator Bristow.

If Senator Shafroth’s bill were passed in its present form it would 
not add a single dollar to the existing amount of paper money in 
circulation or reduce the amount of gold in the country. It would 
provide in the course of time for a single issue of notes to take the 
place of gold certificates, the national-bank notes, and the United 
States notes. The total of these issues is something like two billions 
of dollars. But it would require the conversion of only about 700 
millions of the gold certificates to put back of all of the new issue, 
the 50 per cent gold reserve provided in the bill.

When the process of converting the national-bank notes had been 
completed we should have about 1,700 millions of notes protected 
by a gold reserve of 850 millions of dollars. There would be no 
more difficulty in continuing the redemption of these notes than 
there is about continuing the redemption of the notes which they 
are to replace; and that is no difficulty at all.

Presumably, in the course of the next 10 years, as during the last 
10 years, we shall add considerably to the stock of gold money in 
this country, because of the large current gold production of which 
we, like other countries, will naturally acquire some share. I can 
conceive, therefore, of no circumstances in which the issue of these 
1,700 millions under the proposed arrangement would occasion any 
serious difficulty. I think, however, the measure might be improved 
in one respect if provision were made for a gold reserve of 55 per 
cent, with the further provision that in case the reserve should fall 
to 45 per cent the Government should then replenish the reserve by 
the sale of its obligations, either long-term bonds or short-term 
notes. It is wholly unlikely that in any circumstances this reserve 
would drop from 55 to 45 per cent, for it would mean that something 
like 150 millions or more of these notes would be redeemed; and it is 
wholly unlikely that any such amount of gold would in any single 
period be required for export purposes or otherwise.

If the reserve were placed, however, exactly at 50 per cent, it 
might be frequently necessary for the Government to secure gold 
elsewhere on account of a very slight amount of redemption.

There is a provision in this bill which I regard as wholly unneces­
sary and also as calculated to discredit the notes, since it somehow 
assumes that the notes to be issued are not an entirely satisfactory 
circulating medium. I refer to the provision of the bill empowering 
the Secretary of the Treasury to require banks to hold such propor­
tion of these notes as a constituent part of their reserve as may be 
deemed advisable. If this issue of notes needs any such adminis­
trative protection as that, it is not a thoroughly sound, well-but­
tressed issue. I think it quite undesirable to give the Secretary of 
the Treasury such authority. If this bill were passed------

The Ch a ir m a n . After mentioning the bill you had better state 
the number, otherwise it will be confused with the measure we have 
been considering.

Prof. Sp r a g u e . Senate No. 3041. If this bill were passed, and 
the conversion of various kinds of notes into a single issue were
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completed, our banking situation would be practically what it is 
at tne present time except that the national banks would no longer 
be issuing the national-bank notes, but the difficulties which we have 
experienced in the working of our banking machinery would remain, 
neither affected for the worse nor for the better. This bill is a 
purely monetary bill concerned with that part of the circulating 
medium which there is every reason to suppose will be constantly 
required for monetary purposes by the people. If attached to a 
banking bill, it would be an obstacle to the passage of any measure 
whatever, because there are a large number of people in this country 
in whose minds are ever present the experiences of the country in 
the seventies and the eighties, when our currency was redundant. 
It is a measure which to my mind, if presented to Congress, should 
be presented on its own merits, by itself. There would then be a far 
better chance to convince the public of its merits than would be the 
case if it is a portion of a measure which is already so complicated 
that it is impossible in any short period of time to set forth its 
merits.

That is all on Senator Shafroth’s bill.
Senator Sh a f r o t h . That is very satisfactory.
The Ch a ir m a n . Now you have another one which Senator Bristow 

asked you about—the Vreeland bill.
Prof. S p r a g u e . I have reexamined the Aldrich-Vreeland bill 

and am of the opinion that the obstacles which prevent its being a 
very serviceable measure are largely sentimental, but they are none 
the less real on that account.

This measure when passed purported to be an emergency measure. 
Bankers and the public generally look upon the resort to the powers

f ranted in the bill as an indication of a serious situation of something 
ordering upon a panic. The notes authorized by the bill perhaps 

could be put out without loss by the banks at the present time, but 
they will not be put out because of this feeling not only among 
bankers, but among the people generally. This suggests to my mind 
the defect of purely emergency measures as contrasted with measures 
along the lines of the Glass bill, which we have been considering.

Tne machinery set up by the Glass bill will be in operation con­
stantly. There will not be so much business for the Federal reserve 
banks in ordinary times as in times of moderate or great strain, 
but the increase in business by the Federal reserve banks will not 
be apparent to the general public. On the other hand, there is a 
certain machinery provided m the Aldrich-Vreeland bill which will 
only be set up on special occasions. It is therefore a little analogous 
to clearing-house loan certificates in its sentimental effect, because 
clearing-house loan certificates have only been issued on occasions 
of serious crisis. The good effect of their issue is largely nullified 
by the alarm which their very issue creates. And so with this bill.

I do not think that slight changes in the conditions under which 
these notes could be issuea, such as changes in the constitution of the 
associations or changes in the character of the security to be deposited 
or modifications in the taxation of these notes, would make any 
appreciable difference.

Senator B r is t o w . What changes ? What I  asked was that you 
suggest the changes to be made in it that would make it adaptable.
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Prof. Sp r a g u e . That is what I expected to do, but after looking 
over the bill I came to the conclusion that the powers in the bill were 
sufficient; that it is not through modification in the terms of the bill 
that would make it appreciably more helpful than it has been in the 
past. You can not overcome by slight modifications in its provisions 
the sort of sentiment which I believe is the explanation of the failure 
to use the bill, and the unwillingness of the bankers to use the bill. I 
may be wrong in this opinion, but that is the conclusion at which I 
have arrived. I think that probably any purely emergency measure, 
however agreeable it may be made in its aetails, will not be used unless 
the emergency is extreme.

Senator B r is t o w . Mr. Claflin suggested that if our present cur­
rency system was left as it is, and a number of associations formed by 
the bankers, these associations should rediscount for their members 
and issue a currency in the nature of an asset currency, and that it 
would take care of the desire for flexibility without disturbing our 
currency system which is already in existence. Do you think these 
associations provided for in this bill could be arranged so that they 
could be organized and be in existence and used for the purposes sug­
gested by Mr. Claflin, and in that way overcome the prejudice that you 
are referring to ?

Prof. Sp r a g u e . That is conceivable. If the conditions of issue 
were made so easy that it would almost be worth while to take out 
these notes in ordinary times, it might be done. If, for instance, you 
should set up an arrangement with the avowed purpose that it should 
be used every year, in the autumn, we will say, and at other times if 
there was a very moderate strain, it is conceivable that the bankers 
might get in the way of using that machinery. I am, however, not 
altogether certain that I should go along with Mr. Claflin in this 
suggestion, which it is fair for us to recall he made rather in an 
offhand fashion. I should be inclined to fear that if these associa­
tions of banks were set up with power to rediscount and issue notes 
pretty freely, they would issue notes pretty freely and that credit 
would be undesirably expanded. I do not feel certain that these 
more or less voluntary associations of banks with these wide powers 
would handle these powers as carefully and wisely as a group of 
regional banks, more or less under the control of a Federal reserve 
board. No one can say that the scheme would not work well, but I 
should feel a little less confident of good results than I should from 
the kind of institutions proposed in the bill before us.

Senator B r is t o w . Y ou think the banks would be inclined to 
inflate the currencŷ  under the system suggested by Mr. Claflin more 
than under this regional-reserve system that is suggested in this bill ?

Prof. Sp r a g u e . I am inclined to think so.
Senator B r is t o w . Why? What makes you think that?
Prof. Sp r a g u e . My observation is that the bankers in this country, 

and indeed in other countries as well, in periods of active business 
lend to the full extent of their lending power, whatever that may be. 
The moderate contraction of the last 10 months would not, in 
opinion, have taken place if the banks had held in their vaults say 
a couple of hundred millions more of cash with the same deposit 
liabilities that in fact they had. I believe if there had been 200 
millions more of cash scattered about among the banks in this country,
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that instead of moderate contraction during the last few months 
there would have been further expansion.

Let us suppose that we had had such voluntary associations of 
banks with power to issue notes. They would have rediscounted to 
a considerable extent during the last autumn. And I am inclined to 
think that the notes which they put out would not have come back 
for redemption; that they would have remained in circulation and a 
little of the gold certificates, of United States notes that are now in 
the pockets of the people, would have drifted into the coffers of the 
banks and would have made there a basis for further credit expansion. 
I am not sure of this, as I have said before, but I do believe that we 
are more likely to get that element of conservatism in the handling 
of these great powers of extending credit through a comparatively 
small number of boards and through a central board at Washington 
than we are through an indefinite number or an uncertain number of 
voluntary associations of banks.

Senator B r is t o w . That is all I  care to ask the professor.
Senator R e e d . First, Professor, I  want to ask you if you have ever 

been a practical banker yourself ?
Prof. Sp r a g u e . N o, sir.
Senator R e e d . Y ou have studied and read, I  presume, a very 

great deal on this question ?
Prof. Sp r a g u e . And, I may add, argued a good deal with banker 

friends.
Senator R e e d . I only wanted to know just whether you had seen 

the practical side, because I wanted to ask a question which would 
relate to that, which I am going to ask you now.

Were you here when Mr. Ailing gave us his views with regard to 
gold reserve ?

Prof. Sp r a g u e : Yes, sir.
Senator R e e d . His plan differed from this plan suggested in the 

bill, radically. Have you given any thought to the suggestions ?
Prof. Sp r a g u e . It is a little difficult to express an opmion about a 

proposition which one has heard only in these hearings before there 
has been any opportunity to read them over.

Senator R e e d . I just asked you if you had considered them ?
Prof. Sp r a g u e . I had some impressions, but they are not such 

settled convictions as I might have after reading over what he has 
said. But my feeling as he outlined his scheme was that he was at­
tempting to secure certain results by means of mathematical ratios 
which, to my mind, can only be secured by a competent management. 
I do not believe that it is possible to devise any system of ratios of gold 
to note issues and ratios of cash reserve to deposit liabilities of Fed­
eral reserve banks which will insure that the powers of such institu­
tions will be wisely used and be available for all sorts of situations. It 
does not, to my mind, matter very much whether we place a 40 per 
cent reserve or a 33 J per cent reserve or any other ratio of reserve 
against the notes or otner obligations of these Federal reserve banks. 
Whatever the ratio is, the management will be obliged to maintain a 
considerable reserve above that ratio in ordinary times, so as to have 
something to use in emergencies. But what they should have above 
the minimum legal requirement can only be determined by experience.

Senator R e e d . Yes. And frankly speaking, any system which has 
not been tried out must necessarily contain at least some of the ele­
ments of an experiment ?
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Prof. Sp r a g u e . Exactly.
Senator R e e d . I wish, if you could do it in a very brief statement, 

you would give us your idea of what would constitute an ideal banking 
system in the United States, disregarding, now, this bill.

Prof. Sp r a g u e . Some years ago I prepared a series of articles 
later published as a book with the title “  Banking Reform in the 
United States.” The propositions which I then made differed to 
some extent from those which we have before us, and differed even 
more from those in the bill of the National Monetary Commission, in 
that I took the position that the minimum amount of change should 
be made in our banking system necessary to secure a given result; 
and if I were to develop an ideal banking system or measure of 
legislation it would involve making a minimum amount of change to 
remove presejit defects.

Senator R e e d . No; that is just exactly what I do not want you to 
do. I want you just to imagine this country now as a country 
without a banking system at all, and you gifted with the absolute 
power to establish a banking system which would be the best that 
your ingenuity could conceive.

Prof. Sp r a g u e . I should, in the first place, permit banks to be 
established with branches within at least county areas, and perhaps 
somewhat larger jurisdictions, although I should not be willing to go 
so far as to establish a branch bank system covering an area as large 
as the State of New York.

Senator R e e d . Y ou say a branch banking system. That implies 
a head, and it would mean that there should be a central bank ?

Prof. Sp r a g u e . N o ; I mean that any bank would organize branches. 
The biggest difference between our banking system and that in other 
countries is that we do not permit the individual banks to have 
branches, and I do not believe in the overgrown system of branches 
which characterizes banking in many other countries. I think, 
however, we have gone a little too far in splitting banks, localizing 
banks, and I should like to see our banks given the power to operate 
branches within a moderate area. I believe that that would give 
better banking accommodation in sparsely settled sections of the 
country.

Senator R e e d . So that n ow  y ou  w ou ld  establish a system  o f banks 
in w hich  a m em ber o f that system  w ould  have the right to have 
branches ?

Prof. Sp r a g u e . Within restricted areas.
Senator R e e d . Within restricted areas. Very well. Now, what 

is the next step %
Prof. Sp r a g u e . In the second place, I should permit these banks 

to conduct every variety of financial business, the operation of sav­
ings departments and of certain kinds of trust-company business. 
I am convinced that experience shows that the udepartment store” 
principle in banking is a sound one under proper legislation and 
supervision, of course.

This would give the national banks the ability to hold their own 
against State institutions which, in many parts of the country, they 
do not now possess.

As regards reserves, I should, because of the large number of our 
banks, continue to impose a reserve requirement. This is a require­
ment peculiar to the united States; and the fundamental reason is
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the large number of banks which we have; and my slight modification 
with reference to branch banks would not greatly diminish the 
number.

I should have no more than two classes of banks—country banks 
and reserve agent banks. I would permit any bank that cared to 
enter into this class of business to become a reserve agent bank. 
All banks which did not care to qualify for such business would be 
country banks, wherever situatecf. The reserve agent bank would 
have to have a higher capitalization than country banks and hold a 
larger reserve, of course. But I would permit country banks to keep 
pernaps a third of their required reserve, whatever it might be, with 
these reserve agents.

I should further insert a provision in the law regarding the method 
of paying interest upon bankers’ balances, whether counted as a part 
of the required reserves or not.

The trouble which we have experienced in the past on account of the 
concentration of balances of country banks in city institutions is very 
largely due to the fluctuating portion of such balances. Country 
banks, for example, increase tneir reserve balances by perhaps 50 to 
100 millions of dollars between the end of May and the end of July. 
These balances and something more are withdrawn in September, 
October, and November. The city banks, because they pay interest 
upon daily balances, must fully employ them. When they receive 
funds from country banks in June, they must employ those funds, 
even though they Know that those funas will be withdrawn in Sep­
tember or October. Now it happens that there is no temporary 
requirement for accommodation from city banks during just those 
few months when their country balances are at the maximum. It is 
possible, however, in most years to lend these funds on stock-exchange 
securities. It is a favorite period of the year for bull campaigns in 
stocks. When the balances must be withdrawn in the autumn, these 
stock-exchange loans are contracted and prices go down. No one is 
harmed in ordinary years except those who are speculating in securi­
ties; but in unusual years it is very difficult to withdraw the funds 
thus employed.

If the bankers themselves had adopted an arrangement for interest 
on balances under the terms of which interest would be paid on 
minimum monthly balances during periods of six months, there would 
not be this temporary inflow of funds to New York City, the use of 
which has never served any particularly useful purpose. * A country 
bank, under this arrangement, would receive interest on that balance, 
the lowest balance which it held—not to any day during a period of 
six months, because that would be unfair, but its lowest average 
monthly balance during any six months7 period.

A simple modification of the method of paying interest on deposits 
like this would have vastly diminished the disturbances which m the 
past have been caused by the concentration of bank balances in the 
cities.

Some years ago I was of the opinion that the changes which I have 
mentioned, together with a specially taxed and definitely limited asset 
currency, would be entirely sufficient to enable our banks to pass 
through periods of emergency without breaking down or witnout 
suspension of cash payments. I am no longer of that opinion. Both 
bankers and the public have lost confidence to such an extent in our
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banking machinery that confidence can not be regained unless some 
pretty considerable and striking change is made in the system.

On the whole, I am therefore of the opinion that some sort of 
central rediscounting institutions are now needed to give bankers and 
the public confidence in the system.

The stronger, however, the individual banks are and the more per­
fect their arrangements among themselves the less burdensome will 
be the task which will fall to the rediscounting institutions. The bill 
of the National Monetary Commission did not add in any direction 
to the strength of the banks or strengthen their relationships one with 
the other, but left things as they were and provided a rediscounting 
association. The present bill does make important changes in the 
relations between banks, but, as I said this morning, I think it goes 
too far in breaking up those arrangements, with the consequence of 
concentrating relationships between the many thousands of banks 
on the one hand and the Federal reserve banks on the other.

I believe, as I intimated this morning, that the reserve agent 
banks might well act in a sense as buffers between the regional 
banks and the great mass of country banks, not separating the 
country banks from the regional banks by any means, but continu­
ing the relationships with reserve agents so that the country banks 
will have more places to which to go for accommodation, and not find 
accommodation unduly restricted because of lack of a particular 
kind of security.

Putting it in another way, it seems to me altogether wise to mini­
mize, so far as is compatible with the purposes in view, the duties 
and responsibilities of the regional banks; and particularly is this 
true during the first few years after institutions are set up. If they 
work well, it may in the future be found a better arrangement to 
withdraw country balances entirely from reserve agents. If the 
regional banks were providing a better service, that would be pretty 
certainly largely done without any legislation.

If I were going to add an entirely novel provision to this bill it 
would be the one regarding the method of paying interest upon 
bankers’ balances. There will be bankers’ balances, even if this 
measure is passed, because there are large bankers’ balances over 
and above reserve requirements, and there will still be the tendency 
for bankers to send temporarily idle funds to the cities for short 
periods of time in order to get the 2 per cent; and the situation that 
is created by the use of such temporary funds by the city banks will 
create pressure upon the regional banks for accommodation. If it 
were thought feasible to insert a provision in this bill regarding the 
method of paying interest upon bankers’ balances, I think it would 
prove of very great service to the managing boards of the regional 
institutions.

Senator Sh a f r o t h . Professor, I  want to ask you just one or two 
questions. Will you state whef\er, in your judgment, the provision 
concerning the discounting of paper at the regional reserve bank and 
the issuance of currency upon the same would take care of the na­
tional-bank notes that are outstanding now, the 700 millions of bank 
notes ?

Prof. Sp r a g u e . I suppose it could, but it would be most unde­
sirable. Suppose, for instance, that these notes are retired, ac­
cording to the provisions of this bill, 5 per cent year after year. That
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would mean 35 millions each year. Well, 35 millions might not 
make a very appreciable impression, particularly if currents of trade 
were such as to oring in that year a very large amount of gold. But 
next year another 35 millions is withdrawn, and another 35 the year 
after. Sooner or later this withdrawal of the national-bank notes 
would have an effect upon bank reserves. It would not lessen the 
amount of money in use among the people in their pockets; it would 
come out of bank reserves, and the oanks would find that their 
lending power was lessened somewhat. They would find it necessary 
to go to the Federal reserve banks to rediscount, and it might work 
out that in the course of 20 years the volume of rediscounts would 
expand and provide the security for an equivalent of these national- 
bank notes which were being retired.

I think that might happen, but I think it most undesirable that 
these Federal reserve banks should be doing so large a business right 
along simply for the purpose of keeping national-bank notes afloat, 
those notes which have been for many years a permanent part of the 
circulating medium and which the ordinary requirements of the pop­
ulation absorb.

Senator Sh a f r o t h . Then you think that the operation of this bill, 
which is called the Owen-Glass bill, is not desirable so far as its feature 
of retiring national-bank currency is concerned ?

Prof. Sp r a g u e . Exactly. I think it most unsatisfactory.
The Ch a ir m a n . I will ask you just one question, Professor. In 

case of the substitution of legal-tender notes for the present national- 
bank notes, do you think that that would cause a material increase 
of credits in the country by enlarging the reserves ?

Prof. Sp r a g u e . I do not. The national-bank notes are now pretty 
completely in circulation outside of the banks in so far as they are 
not held by the State banks as reserves.

The Ch a ir m a n . A s pocket money, you mean ?
Prof. Sp r a g u e . Yes, as pocket money by the people, in so far as 

they are not held by the State banks as reserves. Every year as 
the business of the country increases an increased amount of money 
is used outside of the national banks in the pockets of the people or 
by State banks, so that I do not think the conversion of the seven 
hundred odd million dollars of national-bank notes to legal-tender 
notes would make any appreciable difference now, and such slight 
difference as it might maKe would be a diminishing influence if we 
assume no further increase in the total. I regard it myself now as 
quite negligible.

Senator Sh a f r o t h . Professor, I have been requested to ask you 
a question. While I am anxious to have Mr. Berry go on the stand, 
I think I ought to ask this one question. What would the effect be, 
in your judgment, upon the repeal of the United States statute that 
imposes a tax of 10 per cent upon State bank circulation? Suppose 
it were repealed.

Prof. Sp r a g u e . I think that we have altogether too many banks 
in this country to permit them generally to issue notes secured gen­
erally against their assets. There are so many banks that it would 
be probably out of the question to set up any system of regular 
redemption. A provision of law forbidding any bank to pay out the 
notes of any other bank would have some influence in checking undue 
expansion of the notes, but it would not be sufficient. Many people
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are constantly dwelling upon the Suffolk banking system of Massa­
chusetts and its device 01 daily redemptions. That system was a 
very perfect one so far as its redemption device went. The notes 
were redeemed steadily, constantly, and under that system it was 
impossible for any single bank to largely increase its note issue, for 
the reason that it was certain that an unusually large amount of its 
notes would be presented against it for redemption; but when all of 
the banks in Massachusetts were expanding at the same time, the 
system of daily redemptions did not check the expansion in the 
slightest degree. While each bank found that more 01 its notes were 
bemg presented for redemption, each bank found that it had more 
notes of other banks to be redeemed as an offset, and it worked just 
as it does in the case of checks. Checks are steadily redeemed, but 
if all of the banks are expanding, clearing-house operations do not 
reduce in the slightest degree the volume of deposits.

The result in the case of Massachusetts banks was this: That they 
increased their note issue to such an extent that practically all of 
the gold money was forced out of circulation. In the first place it 
was drawn into the bank by the simple process of substitution, but 
it did not stay there. Loans continued to be expanded, and in 
making payments outside of New England, where the notes were not 
so satisfactory as gold, the gold gradually drifted away. The result 
was that the banks were conducting business—both deposits and 
notes steadily retired—on a basis of practically no cash whatever. 
That is what would happen in this country under a system of uni­
versal asset currency even though an arrangement for steady redemp­
tion were set up.

In the course of time bank notes would gradually be substituted 
for lawful money and gold now in circulation. That would be at­
tracted into the banks and be made the basis for additional loans, 
which would force up prices and gradually force an amount of gold 
out of the country unless we had a collapse before that process was 
completed. It is only by moderation in loans that credit can be kept 
withm due bounds. No processes of redemption will accomplish that 
purpose when the banks generally are expanding their loans.

Senator P o m e b e n e . I want to ask you just a question or two. 
Assuming that this regional system of banks is adopted, what do you 
say as to the wisdom or unwisdom of permitting the public to sub­
scribe for this stock, instead of the banks; either in part or whole?

Prof. Sp r a g u e . I see no objection to it whatever, and I do not feel 
that there would be any tendency on that account for the people to 
demand that the Federal reserve banks lend directly to individuals. 
People who invested in the bank stock would be a comparatively 
small number compared with the total population of the country.

Senator P o m e b e n e . In your judgment they would subscribe for 
that about as they would subscribe for an issue of bonds if the Gov­
ernment should issue bonds ?

Prof. Sp b a g u e . Yes.
Senator P o m e b e n e . And if that were done, would you not to that 

extent be increasing the bank capital of the country—that is, by not 
requiring so much to be paid or subscribed by the banks ?

Prof. Sp b a g u e . Well, I am not certain of that. The banks now, 
most banks, have various investments which are not strictly of a bank­
ing sort—bonds, for example. I should expect that the banks would
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sell some of their bonds to provide themselves with the funds for 
their capital subscription. The bonds we will assume for the sake 
of the illustration will be purchased by the individuals who might, 
under the other arrangement, have bought stock in the proposed 
bank.

After all the amount of funds which are available for banking 
purposes depends more largely upon the amount of funds which 
people leave with the banks than it does upon the capital, and the 
increase in capital is not necessarily a net increase in the available 
banking fund. I think, however, it would probably, to some extent, 
though not to the extent of the capital subscription, add to funds 
available for banking purposes.

Senator P o m e r e n e . Senator Bristow’s objection seems to be that 
the country banks are opposed to subscribing for the amount of stock 
in the regional banks provided for in this bill. . It occurred to me that 
if that objection is sound, by opening up this stock subscription to the 
public you could provide for the necessary capital for the regional 
banks in that way.

Prof. Sp r a g u e . It might make necessary some changes in the 
method of selecting the managements of the Federal reserve banks.

Senator P o m e r e n e . Probably so.
Prof. Sp r a g u e . That would open up a wide field for discussion. 

If the capital can be disposed of to individuals without involving 
any other change in the bill, I do not see that there is any objection 
which can be made. The one that the bankers made seems to me 
to be rather fanciful. They contended that then the banks would 
soon begin to do business with the public. I do not think there is 
anything in that at all.

Senator P o m e r e n e . Just another question on which I want to 
get your view. This bill provides that the reserve funds for the 
redemption of the reserve notes shall be gold or lawful money. 
What do you say as to whether that should be limited to gold or 
not?

Prof. Sp r a g u e . I do not feel that that is a matter of serious 
importance. The European central banks, with the exception of 
the Bank of England, have always had to support a considerable 
amount of other than gold money in their reserves. The amount 
of lawful money which this institution would in any conceivable 
circumstance find itself burdened with must be exceedingly small, 
because, as I have said several times, practically all of the lawful 
money is in constant use outside the banks. If lawful money is not 
going to be increased in quantity, I think it is a flatter not worth 
bothering about, whether the reserve is to be gold or gold and lawful 
money.

Senator Sh a f r o t h . That is all. We are very much obliged to 
you, Professor.

STATEMENT OF HON. WILLIAM H. BERRY, OP CHESTER, PA.

Senator Sh a f r o t h . Mr. Berry is the gentleman whose book we 
started to read in the committee and of which we read several chapters.

I wish it also to appear in the record that Mr. Berry was at one 
time treasurer of the State of Pennsylvania.

Senator P o m e r e n e . And he is now collector of customs.
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Mr. B e r r y . There are two general schools of thought on this cur­
rency question, one of which supposes that it is necessary that a 
certain restraint be put upon the activities of the people. I think 
that school would perhaps be most ably represented by the professor 
who has just preceded me and to whose remarks I have listened with 
so much interest.

The other school of thought is that in which the concept of indi­
vidual freedom in the matter of activity is the great consideration. 
I am of the second class. I do not believe that any restraint should 
be put upon the activity of any man. I do not believe that it is wise 
to put any restraint upon any individual who wishes to exercise his 
activity in the production of wealth; nor do I believe that any man 
should sit in judgment as to what activity he should engage in.

Therefore 1 approach this subject from a different standpoint alto­
gether from that which the professor has presented. I am sorry to 
break in upon your deliberations because it will be a rather abrupt 
change in the viewpoint at least.

I am not a banker. I am like the fellow who when he was asked 
whether he was the mate of the vessel or not said, “ No; I ate the 
mate.”

I am the fellow who stands on the outside of the bank, and I speak 
from the standpoint of the business man who uses the banks.

The Senate Committee on Banking and Currency sent out a list of 
questions, which in my judgment were very searching and covered 
the entire field of thought under consideration. I spent a good deal 
of time in endeavoring to intelligently answer those questions. There 
were 33 questions, but they are not all quite pertinent to this dis­
cussion this afternoon. I shall not trouble you with any of the details 
in regard to the organization of the bank and I have no suggestions 
to make along that line.

Senator Sh a f r o t h . Mr. Berry, I read those answers, and I feel 
that they ought to go into the record right here. They are splendid 
answers to those questions.

Mr. B e r r y . I am perfectly willing to put them into the record, but 
I thought it would be rather an abuse of your time to undertake to 
read them all now. There are a few which it will be necessary for me 
to refer to as I make my argument on this bill in order that they may 
be properly understood.

The Ch a ir m a n . I think it would be well to have the questions of 
the committee and the answers prepared by Mr. Berry incorporated 
in the record.

Mr. B e r r y . I want to make this preliminary statement. I believe, 
with the President, that every man who has an asset to hypothecate 
ought to be able to secure credit in a competitive market, in a market 
which would establish a just interest rate, and it is with that point 
in view 0iat I have prepared the figures I have here to submit to 
this committee.

I believe that to be the great desideratum.
Now, it will save time for everybody concerned if I go over some 

of these answers and refer to portions of them respecting matter 
which I think very pertinent. In the first place, I would like as many 
of you gentlemen as can to make use of this table. It is a table com­
piled from the report of the Comptroller of Currency and appears in 
my books.
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Senator Sh a f r o t h . That shows that only 8 per cent of the money 
of the country is used.

Mr. B e r r y . My remarks will be largely a statement of facts.
The first question asked by the committee was:
What are the essential defects of our banking and currency system?
My answer to that is: The basic defect of the system is in the ina­

bility of the banks, collectively, to secure legal tender money in suffi­
cient quantities to enable them to safely meet the legitimate demands 
for credit.

By “ legitimate demands” I mean such as are accompanied by the 
offering of adequate security.

Any such demand for credit would incite an active competition 
among the banks for the privilege of supplying it, if they could safely 
do so; in which case an equitable interest or discount rate would be 
automatically established, and discrimination in favor of certain bor­
rowers would be reduced to the minimum or entirely eliminated.

Under natural laws, as well as existing statutes, the power of the 
banks to extend credit is limited by the amount of reserve money 
that they hold.

They can not discount paper beyond this point.
The Ch a ir m a n . There is not the slightest doubt about that.
Mr. B e r r y . I will continue. Banking is founded and operated 

upon the law of averages determined by experience. Of the checks 
drawn by an individual against his account, only a small percentage 
will demand cash payment; the rest will be deposited, and a transfer 
of credit on the books will take care of them; but those who ask for 
the money must receive it. So that while the exact amount of money 
necessary to promptly meet this demand in any given case may be 
debatable; the fact that the bank imperatively needs some money 
in order to discount paper and physically care for the checks drawn 
against an account is beyond question.

Safe banking requires a liberal percentage above the amount ordi­
narily found necessary to pay checks.

In addition to this physical limitation, and because of it, the stat­
utes require the national banks to hold an average of about 12.5 per 
cent of legal tender against deposits; but by means of deposits of 
legal tender in these banks by the State banks, trust companies, 
etc., the general average in the banks collectively may be, and is, 
considerably reduced.

A point is, and must be finally reached, however, when no further 
reduction in the per cent of reserve can be safely or legally made, and 
when this point is reached no further credit can be floated, no matter 
what security is offered.

In such case the transfer of cash from one bank or one city or even 
from one country to another can not help the general situation, since it 
does not increase the total held, and therefore the absolute solvency 
of our banks, as proven by their four billions of unimpaired capital 
and surplus, whicn is held m the form of so-called quick assets (stocks 
and bonds), is of no use whatever in the premises.

In such case there is nothing the banks can do but refuse to extend 
credit. If credit is refused, panic conditions are set up which compel 
the banks to withdraw existing credit.
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Inevitably extensions will be refused to and withdrawals made from 
those in whom the bankers are not personally interested, and all the 
evils of a so-called money or credit trust or monopoly at once appear.

Therefore the demand for credit can not be met.
A careful study of the following table, taken from the report of 

the Comptroller of the Currency, June 30, 1912, will show that 10

[>er cent of reserve money held against deposits approaches the danger 
ine and is certainly the limit of safety.

The table in my answer shows the condition of 25,193 banks of all 
kinds, compiled from the report of the Comptroller of Currency, June 
30,, 1912 (pp. 39 and 40).

It is not an exact transcription. Two or three of the columns 
have been brought together so as to condense it. All of the obliga­
tions are in one column and all the cash assets are in another column, 
so that the basis of percentage can be had.

The table is as follows:

[The national-bank notes are included in the demand obligations. The 5 per cent redemption fund is
also included in the total cash.]

[Amounts in millions.]

Years. Capital
and

surplus.
Loans
and

discounts.

Govern­
ment de­
posits.

Total 
cash in 

all banks.

Total
demand
obliga­
tions.

Per cent 
of cash 

to obliga­
tions.

1864.............................................................. $391.0 $70.7 $198.3 $544.8 $18.5
1865............................................................ 451.5 362.4 $58.0 199.4 830.5 24.0
1866............................................................ 561.2 550.4 39.1 231.9 1,122.7 20.0
1867............................................................ 577.7 588.5 33.3 205.6 1,101.7 17.1
1868............................................................ 595.8 655.7 28.3 200.7 1,291.8 15.5
1869.......................................................... 615.7 686.3 12.8 162.5 1,337.5 12.1
1870............................................................ 646.4 719.3 13.2 187.7 1,356.3 13.9
1871............................................................ 659.8 789.4 11.1 194.0 1,578.2 12.2
1872.............................................................. 748.0 871.5 12.4 177.6 1,693.3 11.6
1873............................................................ 748.5 1,439.9 15.1 218.2 1,776.5 12.3
1874............................................................ 750.2 1,564.5 10.6 252.2 1,875.8 13.4
1875.............................................................. 846.8 1,748.1 10.2 238.7 2,115.3 11.2
1876.............................................................. 863.9 1,727.1 11.1 226.4 2,084.5 10.8
1877............................................................. 874.7 1,720.9 10.9 230.5 2,115.0 10.8
1878............................................................ 825.4 1,561.2 25.6 214.6 2,043.4 10.5
1879.............................................................. 826.5 1,507.4 252.1 216.3 2,254.0 9.6
1880.............................................................. 825.4 1,662.1 10.7 285.5 2,279.7 12.5
1881............................................................ 864.3 1,901.9 12.2 295.0 2,621.5 11.2
1882............................................................ 900.7 2,050.3 12.6 287.1 2,781.9 10.5
1883............................................................ 973.4 2,133.6 13.9 321.0 2,899.5 11.0
1884............................................................ 1,036.0 2,260.7 14.2 321.2 2,875.9 11.1
1885............................................................ 1,040.0 2,272.3 14.0 414.3 3,017.5 13.7
1886............................................................ 1,080.5 2,456.7 17.1 375.5 3,067.1 12.9
1887............................................................ 1,267.0 2,944.9 23.2 432.8 3,498.2 13.1
1888.......................................................... 1,347.4 3,161.1 58.4 446.1 3,636.6 13.0
1889............................................................. 1,425.2 3,475.2 46.7 499.1 3,953.8 14.0
1890............................................................ 1,552.7 3,842.1 30.6 478.3 4,219.6 11.3
1891............................................................ 1,648.9 3,965.9 25.9 478.1 4,346.2 11.0
1892............................................................ 1,721.4 4,336.6 14.2 586.4 4,820.3 12.1
1893............................................................ 1,781.1 4,368.6 13.7 515.9 4,896.1 10.7
1894............................................................. 1,752.2 4,085.0 14.1 688.9 4,837.1 14.2
1895............................................................. 1,759.6 4,268.8 13.2 631.1 5,113.1 12.3
1896............................................................ 1,756.3 4,251.1 15.4 531.8 5,160.7 10.3
1897............................................................. 1,725.2 4,216.0 16.4 628.2 5,221.7 12.0
1898............................................................ 1,724.7 4,652.2 52.9 687.8 5,831.0 11.7
1899............................................................ 1,734.7 5,177.6 76.3 723.3 6,944.4 10.4
1900............................................................ 1,906.9 5,657.5 98.9 749.9 7,603.1 9.8
1901............................................................ 2,031.7 6,425.2 99.1 807.5 8,878.7 9.0
1902............................................................ 2,298.5 7,189.0 124.0 848.1 9,838.1 8.9
1903............................................................ 2,595.3 7,738.9 147.3 857.2 10,060.1 8.5
1904............................................................ 2,753.4 7,982.0 110.3 990.6 10,509.9 9.4
1905............................................................ 2,902.7 9,027.2 75.3 994.1 11,871.4 8.3
1906............................................................ 3,224.2 9,893.7 89.9 1,016.4 12,816.6 7.9-6.5
1907............................................................ 3,335.8 10,763.9 180.7 1,113.7 13,828.2 8.0-6.6
1908............................................................ 3,513.7 10,438.0 130.3 1,368.3 13,528.5 10.0-8.6
1909............................................................ 3,634.6 11,373.2 70.4 1,452.0 14,743.2 9.8-8.8
1910............................................................ 3,832.5 12,521.7 54.5 1,423.8 16,013.5 8.8-8.0
1911............................................................. 4,018.0 13,046.0 48.4 1,554.1 16,640.5 9.3-8.0
1912............................................................. 4,176.9 13,953.6 58.9 1,572.9 17,790.0 8.2
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It appears from the table that in 1865 the reserve cash held was 
24 per cent of deposits; and through the substitution of bonds for 
United States notes, and an accompanying expansion of credit 
amounting to $860,000,000, the reserve was reduced to 11.6 per cent 
in 1872. This forced a curtailment of credit that caused the panic of
1 8 7 3 \This curtailment raised the percentage of reserve to 13.4 per cent 
in 1874, from which time it steadily fell to 9.6 per cent m 1879. 
Credit was restrained and panic was only averted by the deposit of 
$250,000,000 of Government funds in the banks. (See table, p.563.)

In the next decade the coinage of silver under the Bland-Allison 
Act increased the legal tender money in banks, and for this reason 
an increase of $700,000,000 of new credit was accompanied by a rise 
in the reserve cash to 14 per cent in 1889.

This result was hastened by the fact that in 1878 the balance of 
trade turned in our favor, and in 1877 the excess of exports over 
imports of merchandise was $150,000,000, and continued at this 
average throughout the decade (1877 to 1887).

This favorable balance in merchandise gave rise to an importation 
of gold during this period amounting to $21,654,000 per year, or a 
total of over $216,000,000, which, added to the $240,000,000 of silver 
coined in that period, made a total increase of legal tender or re­
serve money in the country, above the current coinage of gold, or 
$456,000,000 in the decade. This accounts fully for the rise in per 
cent of reserve during this period of business activity and credit ex­
pansion.

In 1888 the balance of trade turned against us for two years, and 
in the period from 1888 to 1896 the average in our favor was reduced 
from $150,000,000 to $80,000,000.

I wish you would note carefully this statement, gentlemen. So 
much has been said of the cost of gold under which we labored in 1893 
that this is a very important statement.

This necessitated the exportation of gold, and in this period of 
nine years $298,000,000 of gold went abroad, or $33,000,000 per year. 
The coinage of silver ($24,000,000 per year) was not sufficient to 
supply this loss and provide a basis for expanding credit, and the 
per cent of reserve cash rapidly fell to 10.7 in 1893. There were 
no funds in the National Treasury from which to help the banks as ip 
1879 and other years. New credit was necessarily refused, and panic 

* ensued during which $280,000,000 of existing credit was withdrawn.
I take the position firmly and undertake to defend it against all 

comers that that cataclysm was due solely to the exportation of gold, 
due to the change in commercial relations between this and foreign 
countries.

Strange to relate, as a remedial (?) measure, the purchase of silver 
was stopped at this time, and the only available source of reserve 
money shut off in time of famine, and the country wallowed in the 
slough of depression until the discovery of new gold fields and new 
processes for refining low-grade ores in 1897 and 1898 increased the 
rate of gold production in the world by 50 per cent in two years, and 
for the simple reason that we had no money in the bank upon which 
we could maintain the credit necessary for our business.

This gold gave immediate relief, and a period of world-wide business 
activity and credit expansion was inaugurated, unparalleled in
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history. Reserves in our banks were strengthened, but new and 
undreamed-of concepts of our productive powers were awakened, 
and the expansion of business soon overtook; the increased produc­
tion of gold, and while reserves increased enormously in actual vol­
ume the percentage began to decline and in 1901 had fallen to the 
unprecedented low level of 9 per cent. The reduction continued 
until in 1906 it had fallen to 7.9 per cent, although the total reserve 
held had increased 47 per cent.

At this point it became impossible for the banks to physically 
meet the cash payments of checks or to comply with the law as to 
reserves, and in the midst of unparalleled optimism and business 
activity the crash of 1907 came.

The railroads of this country were overwhelmed with business. 
There was not an idle car in the United States when the panic struck 
us in 1907, and that panic came simply because the banks of the 
country were unable to meet the requirements of the law as to the 
reserves and they were compelled to withdraw credit.

Senator R e e d . Y ou spoke of the railroads. That was true of 
every industry, was it not ?

Mr. B e r r y . Yes, sir.
In the year ending June 30, 1908, no new credit was created and 

$320,000,000 of existing credit was withdrawn.
The deposit of $100,000,000 of Government funds in the banks, 

together with $100,000,000 of forced imports of gold and the with­
drawal of $300,000,000 of credit, raised the reserve to 10 per cent in 
1908, since which time it has again fallen to 8.2 per cent in 1912. The 
figures for 1913 are not at hand, but large exports of gold have been 
recently made, and the banks have been retrenching, which indicates 
that the reserve is now at or below the point of collapse in 1907.

It is my firm conviction that the credit situation of the United 
States is more strained than it was at this time in 1907 by reason of 
the fact that these $63,000,000 of gold has left the country, and some 
additional credit has been expanded.

These facts clearly show the cause of our financial difficulties, and, 
in my judgment, completely exonerates the banks from all blame for it.

Judged by the work it does, our banking system is, in my opinion, 
the best in the world. The difficulty is wholly resident in the currency 
end of the system.

Those are the two great factors in the currency of the Nation.
Our currency is a compound, consisting, first, of legal-tender money 

uttered solely by national authority; ana, second, of circulating credit 
mainly emanating from the banks.

Money is a resource or asset that is given by law a fixed power to 
extinguish debt. The credit that circulates with and in lieu of it 
is a debt or a promise to pay money. It is circulated by and for the 
convenience of those who create it, and it is received by the public 
on sufferance.

The proportion of credit, therefore, that can circulate at par with 
money depends upon the disposition of the people to voluntarily
receive it.

Experience in this country, as indicated in the table, shows that 
100 per cent of credit to 10 per cent of cash in banks is about the 
highest proportion possible. The slightest hesitancy on the part of
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the banks in paying any kind of cash the customer wants increases 
the amount required.

The law fixes a lower proportion (100 to 12.5) in the banks over 
which the Government has supervision.

The law also fixes the amount of money available in the country 
by designating the sources from which alone it may be supplied, and 
since the difficulty is resident in the scant supply the law alone can 
remedy it.

Now I take up the next question:
To enumerate concisely the advantages and disadvantages of the present system.
In answer to the first question I have described at length the one 

essential defect of the system. There are others, but they are trifling.
The advantages of our present banking system are many.
First. It consists of about 26,000 independent banks widely dis­

tributed over an enormous territory, so wide indeed that collusion 
and monopolistic control are well-nigh impossible.

Freed from the difficulty inherent in the scarcity of reserve money, 
competition among these banks for the privilege of extending 
credit would insure an equitable interest rate and a supply of 
credit equal to the demand.

This would allow our people to indulge their disposition to improve 
their condition without limit other than their ability and disposition 
to work.

Second. This system, comprising 26,000 banks, has been a natural 
growth answering a demand for banking facilities wherever it has 
appeared. These banks have an unimpaired capital of $2,000,000,000 
and a surplus of more than $2,000,000,000. They carry $5,000,000,000 
of quick assets (stocks and bonds) and are carrying nearly $20,000,- 
000,000 of credit upon $1,500,000,000 of cash.

They have established clearing-house facilities, local and general, 
that make their credit universally mobile with a trifling cost for ex­
change. They are capable of furnishing to the people of this Nation 
all the credit they need, and fail to do so solely because they are unable 
to convert their vast assets into new reserve money any faster than 
the gold supply will permit.

No new banking machinery is needed.
If any extension should be needed (as it will), the energy and ini­

tiative of the people will supply it when and where it is needed just 
as it has in the past.

The experience of the past 10 years shows that the natural expan­
sion of business in this country requires an annual increase of bank 
credit amounting to more than $1,000,000,000.

Senator R e e d . You mean a billion dollars of new money?
Mr. B e r r y . I mean new credits, new bank credits, discounts of 

paper, and other methods of established bank circulation.
Senator Sh a f r o t h . On the basis of eight to one, it would be about 

$125,000 of new legal-tender money.
Mr. B e r r y . In 1910 the banks extended $1,300,000,000 of new 

credit; in 1912, $1,150,000,000.
Assuming that 10 per cent of legal tender is necessary to carry 

credit, the banks, collectively, must secure $100,000,000 of new 
legal-tender money each year to safely meet this demand.
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It is the experience of 50 years that the banks can secure only one 
half of the new money that comes into the country; the other half 
remains in the hands of the people. It follows, therefore, that in 
order that the banks may secure $100,000,000, an increase of 
$200,000,000 must be made m the country each year.

Senator Sh a f r o t h . Mr. Forgan said tnat the building up of legal 
money was one to eight. That is the reason I said $125,000. You 
say one to ten.

Mr. B e r r y . Yes.
The most favorable view that can be taken of the prospect is that 

the annual average importation of gold for the last 32 years, which is 
$5,000,000—you will find that in the Statistical Abstract. There are 
mutations—it goes in more rapidly one year than another.

That will be continued, and that the highest yearly production of 
gold in the country, $90,000,000, will also continue.

Thirty millions of this annual product is used in the arts, leaving 
$60,000,000 for coinage, to which add $5,000,000 imported, and we 
have $65,000,000 as the total possible annual increment from gold, as 
against $200,000,000 that the country needs.

In the presence of these facts it is no wonder that the banks do not 
respond to the demand for credit, for while they have $5,000,000,000 
of quick assets it is impossible to liquefy them in sufficient quantities 
to do so. ^

Nor is it surprising that an abnormally high interest rate obtains, 
nor that discrimination between borrowers leads to charges of con­
spiracy by lenders.

All of this is inevitable in the presence of a limited supply of credit 
which is forced by a limited supply of money.

The banks have vast resources unimpaired (stocks and bonds), but 
are unable to increase reserves, and must refuse credit.

I now take up question No. 3, which is:
What are the chief purposes to be attained by an improved system?
I answer that question as follows:
The chief purpose is to provide an unlimited supply of credit 

everywhere available, so that any man who has an asset to hypothe­
cate as security can not only obtain credit upon it, but may do so in a 
market where competition among the bankers will insure him a just 
interest rate.

Bankers will readily extend credit when it is to their interest to 
do so, and since only a 10 or 15 per cent reserve is necessary, the 
conversion of a $150 asset bearing 4 or 5 per cent interest into cash 
will qualify them (without reducing their total of assets) to take on 
$1,000 of discounts at 6 per cent; but under existing conditions, 
where all the banks are loaned up (the conversion of the asset into 
new money being unlawful), the sale of the asset can not be made 
except at a sacrifice, and when sold by one bank to another does not 
help the general situation, since to qualify one bank to loan $1,000 
has disqualified another.

There is no remedy along that line.
If there was a place where certain forms of bank assets (the pub­

lic credit, for instance) could be converted into money, outside of 
the general market, bank reserves could be strengthened when
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needed, and the demand for legitimate credit met, the interest rate 
kept normal, and the general profit to bankers increased.

I will take up question No. 4, which was as follows:
Should national banks continue to have a bond-secured currency?
I answer “ no,” and for several reasons.
First, this currency is of less value to the banks or to the commu­

nity than the capital invested in the bonds would be if it was em­
ployed, as it should be, in the more proper and profitable forms of 
banking.

To illustrate: In round figures $700,000,000 of bank capital is 
invested in these bonds; $35,000,000 more of their cash is impounded 
in the redemption fund to which the Government finds it necessary 
to add $25,000,000 more; making $60,000,000 absorbed in main­
taining current redemption for the notes issued against the bonds. 
$650,000,000, or 87.8 per cent of the entire issue, was thus redeemed 
in 1912.

We may assume that one-half of these notes are constantly loaned 
and earning 6 per cent for the banks, say $25,000,000 per annum, to 
which add $20,000,000 interest on the bonds, or $50,000,000 in all 
accruing to the banks on a total investment of $730,000,000, or a 
trifle less than 7 per cent per annum.

Now, if these bonds were sold to the Government for new legal 
tender United States notes, and the bank notes destroyed, the pro­
ceeds ($700,000,000) held in bank reserves would enable them to 
carry the five to seven billions of credit which is now needed and can 
not be granted, and from which at 6 per cent they would receive 
$300,000,000 per year, or six times the present return, while general 
business, using the credit, would reap a far greater return.

Second. The bank note is a mongrel in our currency. It is given, 
as I believe unjustly, certain monetary privileges and masquerades 
as money until it reaches the bank, where its real character is dis­
closed, and it runs immediately to the redemption bureau, for the 
sole reason that it is not money and can not stand in bank reserves.

Eighty-seven per cent of the entire issue runs back in a single year, 
and the 5 per cent fund of the banks being found insufficient, the 
Government furnishes the rest.

Third, a bank note secured by any kind of collateral is a form of 
credit; it is a promise to pay money, and therefore can not be justly 
or wisely given legal tender powers and made the basis of further 
expansion of credit or promises to pay money. There is no bottom 
to that pit. The piling up credit upon credit is dangerous, and 
therefore a remedy is not possible through the issue of credit notes 
of any kind.

Every note or coin that carries legal tender power and circulates 
in the Nation should be issued by the General (Government, not as a 
loan secured by bonds or any other collateral—for this is banking, and 
the Government should not engage in banking—but by issuing it in 
exchange for an equivalent* in value, just as the gold coin and gold 
certificate are issued. This is a Government function and can not 
be safely or lawfully delegated.

The bonded debt of the Nation in the hands of the banks is an 
equivalent in value to the money it represents. It is an evidence 
that an equivalent sacrifice has been made to the community by the
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holder of it, and, when surrendered, affords the most just and direct 
way to supplement the mining of gold and furnish the banks with the 
needed legal cash basis for their credit.

I have shown, in answer to question No. 2, that in order to safely 
carry the billion of new credit that the Nation needs each year, 
$200,000,000 of new legal-tender money is necessary, and that only 
$65,000,000 can be secured from mining importation of gold. We 
must, therefore, either supply this deficiency with legal-tender paper 
or refuse to allow business to freely expand—to adopt or practice 
another proposition, and say, “ Hold on.”

The only alternative is to reduce the required reserve of legal cash 
or put some form of credit currency in reserves with it, and thus 
invite disaster. The issue of credit upon credit in endless succession 
is to invite disaster and is entirely unnecessary.

Banking is not a governmental function. All the circulating 
credit, of whatever form, should emanate from the banks. The local 
bank is alone capable of determining the validity of the demand for 
or the value of the assets offered to secure credit in its vicinity, and 
should loan its credit on its own initiative and at its own risk, reaping 
the benefits and suffering the losses incident thereto. This credit 
will circulate by the sufferance of the people, because they find it 
more convenient and less expensive than money. It should—and 
would, if enough could be carried by the banks—automatically 
correspond in volume to the growing needs of the people.

It may be noted in passing that since the population is constantly 
growing and the scale of living constantly rising, that even a tem­
porary shrinkage of credit can not occur unless forced by circum­
stances outside of the volitions of the people, so that if we remove 
this outside pressure we need have no concern about retiring any of it.

The sole cause of the failure of credit to expand in response to 
demand is the impossibility of securing sufficient reserve money to 
safely carry it. The sole cause of contraction is the effort of the 
banks to aajust the volume of credit to their scant reserves.

Bank notes, however issued, can not remedy this evil, unless they 
are given power to stand in reserves— a travesty upon sound finance 
that would finally result in chaos.

If the essential difference between credit and money is held in 
mind, much of the confusion of thought on this subject will disappear.

Credit arises out of the voluntary arrangements between indi­
viduals, and without the sacrifice of an equivalent in value.

For example, citizen A goes to banker B, and on giving security, 
directly or indirectly, is given a credit on the books of the bank, which 
he uses as currency while he still owns and uses the asset again&t 
which the credit was issued.. In other words, he has the “ cake and 
the penny too,” having made no sacrifice whatever except the interest 
charge. Nor has the banker sacrificed anything beyond the use or 
impounding of the fractional reserve required to carry the loan, for 
which, and his service in cashing checks, he is receiving the interest.

On the contrary, legal-tender money is purely a creation of law, 
and the universal practice of sane lawmakers is to demand the abso­
lute sacrifice of a full equivalent in value by the individual receiving 
it to the community issuing it.

For example, it is assumed that the effort involved in the produc­
tion of 25.8 grains of gold is equivalent in value to a dollar of legal-
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tender currency, and the law provides that any person presenting 
that quantity of gold as evidence of this sacrifice, may have it coined 
into a dollar, but the gold must be sacrificed or devoted to the 
money used, and finally surrendered in exchange for other valuable 
things desired. The owner can not keep his gold as an ornament 
and use it as money at the same time; he can not have the “ cake and 
the penny, too.”

Money should always and only be thus issued, and when thus 
issued an overissue is not to be feared, unless the gold or other form 
of wealth thus used should by some fortuitous circumstance become 
accessible in large quantities without effort, in which case sane legis­
lation would deny it the privilege of free coin.

A Government bond is an evidence of sacrifice just as surely as is 
gold or any other commodity. The concrete result of the sacrifice 
involved in acquiring a bond is not a piece of any one metal or thing, 
but is just as tangible in the form of Government machinery and the 
public works in general as is gold. The Panama Canal is just as 
useful to humanity and just as real as $350,000,000 of gold would be.

The community has received the benefit of the sacrifice involved in 
producing the bond in the form of a perpetual utility and may justly 
convert the bond into money— as justly and I think more wisely even 
than gold—not by a process of hypothecation as security for bank 
notes, but by a process of coinage into legal-tender notes.

Senator R e e d . I do not understand that last remark:
Not by a process of hypothecation as security for bank notes, but by a process of 

coinage into legal-tender notes.
Senator Sh a f r o t h . That means the issue of legal tender.
Mr. B e r r y . That means the purchase by the Government of the 

bond before maturity with new legal-tender paper.
Senator B r is t o w . If I understand your position, it is, then, that the 

Government when it expends, as it has expended, $350,000,000 on this 
canal that it could have issued $350,000,000 of legal-tender notes------

Mr. B e r r y . No.
Senator B r is t o w . And paid the bills ?
Mr. B e r r y . No. I think, brother, if you will wait until I have 

finished you will get the answer to what is in your mind. No; that 
would not do at all. That is where we got to actually in war time. 
We issued money in war time in response to the exigencies of the war. 
We wanted to fight a battle, and we ground out a basket of money and 
fought the battle, regardless of where the money came from, and as a 
result we got more money than business could absorb, and it depre­
ciated. It is not safe* to put out money directly for public works. 
Build your canal with bonds, give your bonds or issue them to be con­
verted at the will of the holder into legal tender, and then the money 
will come out in response to the demands of business, and no faster. 
That will be the result of this proposition as I see it.

I come now to question No. 5:
Should the present requirement of reserves for national banks be reduced, increased, 

or otherwise modified?
I would like to have your especial attention to this.
One of two things must be done—and I think the whole problem is 

right there.
Senator R e e d . State that again, please.
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Mr. B e r r y . One of two things must be done: We must either 
reduce the required per cent of reserve, or make it easily possible for 
banks to maintain the present requirements without refusing or 
withdrawing credits.

The whole question of safety is raised by this consideration, and I 
would say at once that in the interest of general business any change 
made should be in the direction of greater safety rather than less.

The principal value of reserves, beyond the actual necessity for 
cash payment of checks, is to inspire the general public with confidence 
in the banks; and up to a certain point, at least, the larger the reserve 
known to be held the less will be required, for when confidence is 
fully established nothing but the amount of cash physically necessary 
to pay current demands would be needed.

This amount is variable, being greater in some places than in others, 
and varying in different seasons and different years in the same place, 
but never very large at any time or place, unless confidence is dis­
turbed, in which case an enormous quantity may become necessary.

It is a wise provision, therefore, to have an ample reserve of legal- 
tender money in all of the banks and public supervision to announce 
it; and unless there is some compelling reason it should not be 
reduced.

There is no such reason, but, on the contrary, there are many 
reasons why the present requirement should be maintained or in­
creased.

I have shown, in answer to question No. 4, that the conversion of 
$700,000,000 of bank notes, which are now a burden upon reserves, 
into reserve money would largely increase the earning pow r̂ of the 
banks without increasing or decreasing the total of their surplus 
assets, cash taking the place of the bonds therein. The notes are 
now a liability.

At the same time this would afford a basis for the credit needed 
in general business, so that a direct benefit would result inside and 
outside of the banks.

An enormous increase in the safety of general business would result 
if the necessity for restricting credit was shown to be certainly and 
permanently removed.

I have no interest in any scheme that does not look to the pre­
vention of panics and not to their amelioration after they are here. 
What we want is a preventive, something that will make it impossible 
for us to have a panic in the United States.

From the standpoint of the banks the question of safety is not 
important. The banks are already safe; they have a constant 
inflow of maturing paper upon which they can compel payment in 
case of necessity.

Right here I might interpolate that there has been some discussion 
as to the difference between commercial paper and farm mortgages 
as a basis for rediscounting. The essential reason at the bottom of 
the opposition to the use of a farm mortgage for that purpose lies in 
this fact, in my judgment: With a commercial note involved, whose 
maturity is almost immediately at hand, somebody’s notes are coming 
due every day. The bank can force the borrower to sell his stuff in a 
stringent market, whereas if the loan is put up on a mortgage, the 
mortgage can be sold, but the seller is the bank, and the banker does 
not want to sell it in bad market.

9328°—S. Doc. 232, 63-1—vol 1------37
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Senator B r is t o w . Mr. Berry, what we are undertaking to remedy 
is to provide the bank with the means by which it will not be necessary 
for it to force the maker of this note to sell his stuff on a stringent 
market and thereby bring about a depreciation.

Mr. B e r r y . That is exactly what we want to do. I agree with you 
perfectly on that, and the standpoint I have outlined here is at least 
looking in that direction. But 1 wanted to introduce the idea there, 
because, as I have said, at the bottom of the whole opposition to our 
fixed asset, like mortgages or bonds, lies in the fact that if the sale is 
to be made, the banker has got to make it and not the borrower.

Senator Sh a f r o t h . And if there is any sacrifice, the banker will 
take it?

Mr. B e r r y . The banker will take it. On the other hand, as it is 
now, in the case of a stringency, the banker calls my note and says, 
“ Mr. B eriy , I want the money.” “ I have not got it.” “ Sell some­
thing; it don't make any difference whether you can get a good price 
for it or not, go and sell it and bring me the money.” If it was a loan 
on a mortgage, and he was hard up for money and he had to have it, 
and the mortgage was not due to-day and he could not force me, he 
would have to go and sell it; and a mortgage is just as salable as any 
commercial paper, except that it falls to the other fellow; that is ail 
there is to that, in my opinion.

Senator S h a fr o t h .  So that the banker must supply the same logic 
to himself that he does to others ?

Mr. B e r r y .  So that the same logic must be applied to both.
But this can only be done by forcing their customers to sell their 

assets on a strained market and often at a sacrifice.
The banks are safe, but general business is never safe, and at 

irregular and unexpected intervals is made to suffer an enormous loss 
by the contraction of credit.

A comparison of money quotations of bank stocks with fails or 
industrials on any given date will show a startling contrast.

Bank stocks range far above par, some of them many hundred per 
cent, while the other stocks struggle to keep at par.

There is no valid reason why banking should be any more profit­
able than any other business, and it would not be if competition was 
as active behind the bank counter as it is in front of it. This would 
be the case if every bank could build up its reserve at will at the ex­
pense of its surplus assets.

The remedy lies, therefore, in providing the opportunity for the 
banks to easily maintain reserves rather than in reducing the re­
quired reserve. The only alternative, as I have said, is the restriction 
of the volume of business, and this is the cause of all our trouble.

There is a disposition to regard money held in reserve as inactive 
and practically useless. No greater mistake could possibly be made. 
The money in bank reserves is the most active and useful money in 
the countnr. It makes possible ten times its volume in circulating 
credit, ana without it our business would be decimated. The most 
important work that statesmanship can do is to make it easily pos­
sible to maintain it.

Senator P o m e r e n e . Mr. Berry, referring to the difference between 
mortgage paper and your commercial paper, to which you alluded a 
moment ago. You can only compel, if the bank is a holder of com­
mercial paper, the maker to sell when that becomes due?
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Mr. B e r r y . That is right.
Senator P o m e r e n e . He can do the same thing with his farm paper ?
Mr. B e r r y . Sure, he can do the same thing if it is a mortgage.
Senator P o m e r e n e . So that it is not a difference in kind; it is 

merely a question of degree, if anything.
Mr. B e r r y . A question of degree solely. There is not any dif- 

erence in the security. So far as I can see, one is as good as the 
other, except that there is a constant stream of maturing paper 
coming into the bank, and he can make the borrower sell it, and 
the mortgage, if sold, the bank must sell it, because it is not due 
for five or six years, and he can not compel the maker of the mort-

5D. Therefore, he has to go out and sell his own note.
Mr. B e r r y . His own security, the mortgage, his own asset. In 

a case like that the mortgage is always sacrificed, and he can never 
get half of what it is worth.

Senator Sh a f r o t h . He can not sell a note before maturity?
Mr. B e r r y . Yes.
Senator R e e d . A s an illustration, I go to a bank and put up my 

note for $10,000 due in 30 days. At the same time I put into the 
bank or sell to the bank a farm mortgage of $10,000* due in five years. 
The bank has to have money. It can say to me on the first of next 
month, “ Your note is due, and we want $10,000 of money, and if 
you have not got it, go and sell your stock of goods, or sell whatever 
you have—cotton, wheat, or whatever you have—and bring it 
here.” On the other hand, with the other security, it has got to 
hock that paper around itself.

Mr. B e r r y . Sell its own notes.
Senator R e e d . But it is a better security, as far as safety is con­

cerned.
Mr. B e r r y . I would not say it was any better, Senator. I do 

not think that a mortgage on an individual piece of property is any 
better than the note of a reputable man who has plenty—a dozen 
different kinds of property, which is reachable through process of 
law. I would not say there is any difference in the safety of it.

Senator R e e d . Of course back of this note, which is secured by a 
specific piece of property, lies all the credit of the man who has 
issued itl

Mr. B e r r y . Yes.
Senator R e e d . So that it is better, and it is so regarded as far as 

actual security  is concerned ?
Mr. B e r r y . Yes.
The next question is:
Should an elastic currency be authorized by law? If so, should it be limited, and 

to what amount?
The first question may be answered in the affirmative, for the ref­

erence is doubtless to the money factor in the currency, and money 
can only come into existence by the operation of the law.

If we are going to have any currency, the law has got to do it, and 
it must be established by law, whatever it is.

Elasticity, in the sense that it will automatically increase in volume 
in response to, and only in response to, the legitimate demands of 
business, should be its chief characteristic.
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Provision may be made for an automatic decrease in volume, but 
if it is issued under proper restraints it will never decrease in volume. 
If it is called out only in response to the growth of business, it can 
never retire unless the busmess diminishes, and business in this 
country is not destined to diminish. It never can diminish, except 
when forced to do so by the scarcity of money, and never will.

I wish to impress that thought upon this committee. If this 
money is issued under proper restraints it will never decrease in 
volume. If it is called out only in response to the growth of business 
it can never retire until the business diminishes and business in this 
country is not destined to diminish.

In a country covering the diversity of climate and conditions 
that this does ousiness may and does experience local mutations of 
activity, but generally speaking there is no month in any year when 
the volume of business generally recedes. I have sought in vain 
to discover a period long or short in the recent history of the country 
when it was necessary to decrease the volume of money on account 
of a scarcity of business, but I have found many periods long and 
short in which busmess was of necessity withdrawn on account of 
scarce money. Elasticity “ downward” or “ inward” may be pro­
vided for, but it wjR never be used.

The credit factor in the currency emanating from the banks shows 
the same persistent disposition to expand and would constantly 
and regularly do so if an adequate supply of money to carry it was 
automatically supplied.

To the second part of the question I would answer that it should 
not be artificially limited. Ir an adequate sacrifice is demanded in 
its issue, natural laws will regulate the volume automatically.

A demand strong enough to overcome the resistance imposed by 
the sacrifice will alone be able to brine it out, and the continuance 
of the business that brought it out will keep it out. Elasticity, in 
the sense that any individual or clique, public or private, may 
exercise a controlling influence over the volume of currency, is not 
desirable.

The arbitrary fixing of the discount rate is a means to siich con­
trol, and should be punished as a crime instead of being authorized 
bylaw.

Competition on both sides of the bank counter is the only safe 
reliance for establishing the discount rates.

We need to disabuse our minds of the erroneous notion that the 
prople can not be trusted to know when they are doing all the buisness 
they wish to do.

When anyone offers satisfactory security for credit he should be 
able to get it in a competitive market, and he will be if we provide for 
the instant response in reserve-money volume to every such demand.

No sane man will borrow money on good security and pay interest 
for it unless he sees some way in which he can profitably use the money, 
and every such demand for money must be considered legitimate.

The so-called rigidity of bond-secured bank-note currency, or its 
failure to relieve a strmgency by expanding, is charged to the fact 
that it is based on bonds of which there is a fixed amount. This is a 
mistake. The bond issue has never been fully used for note issues. 
Moreover, the extent to which it is now used is the result of pressure
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from the Treasury Department, and not natural voluntary expan- 
sion.

Again, when a stringency occurs, the retirement or contraction of 
the existing volume of bank notes, instead of expansion, occurs. 
Every time you have a stringency the bank note contracts and does 
not expand. This can not be due to the fact that it is based on bonds, 
but it is due to the fact that the bank note is a form of credit and not 
money.

Whenever a stringency appears it is from the lack of reserve money 
upon which to carry credit, and the banks, in an effort to strengthen 
reserves, send in for redemption their holdings of bank notes other 
than their own.

Stringency always arises from an overissue of credit as compared 
to reserve cash, and bank notes, being the most readily liquidated 
form of credit existing—Uncle Sam pays if the issuing bank is tardy—  
they are sent in for redemption first. >

A moment’s thought will show that this result is inevitable and 
reveals the cause of it.

A banker finds that his reserve is depleted and must be restored. 
The only possible way to restore it is to call a loan. That is the only 
way he can build up his reserves; he must call a loan to build up his 
reserves. He has many loans that are drawing interest; all are in the 
process of maturing and can be called if necessary at maturity, but 
he finds that he has one loan that is fully matured and which is not 
drawing interest. It is in the form of bank notes other than his own, 
in the cash drawer, and to call it will not discommode his customers, 
so he sends it in for redemption, gets legal tender for it, and fixes up 
his reserve.

Senator P o m e r e n e . Y ou say he must “ call” his loan. Is that 
strictly correct ? If it gets below the required reserve point, of course, 
that is the only way to build up his reserve, by calling a loan ? Another 
way is where his deposits accumulate without loaning out any more.

Mr. B e r r y . T o refuse further loans ?
Senator P o m e r e n e . Yes; refuse further loans.
Mr. B e r r y . Yes. I mean by “ calling a loan”------
Senator P o m e r e n e . I catch your point, but I thought you did not 

fully state it.
Mr. B e r r y . I put in a month’s note to carry my business over the 

period in which 1 accumulate stock, and that period is six or seven 
months. At the end of the first three months I go there to get that 
note renewed. I want the banker to carry it another three months, 
and he says he can not do it. “ Mr. Berry, you will have to pay me.” 
That is what I mean by calling a loan.

Senator P o m e r e n e . Under that state of facts------
Mr. B e r r y . But the bank note does not interfere with any of his 

customers at all, and he fires that in first.
Senator R e e d . But what Senator Pomerene meant was, that he 

might just let his present loan stand, but as people deposited then 
quit loaning, and the effect of that would be the same; that is, would 
nave the same effect upon the commerce and business of the country 
But now, let me understand you—were you through with that ?

Senator P o m e r e n e . This reserve is simply against further loans; 
it may be used for the purpose of paying off the mortgages.

Mr. B e r r y . I do not catch that, Senator.
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Senator P o m e r e n e . Suppose the reserve would have to be $50,000, 
and it fell down to $48,000. If I am a depositor there, I can continue 
to draw out my money. It is only a reserve as against loans ?

Mr. B e r r y . Yes. I get your idea now. I understand you. But 
the bank may not make any further loans until it has made up some 
way or other its reserve, either by calling paper or accumulating, or 
as you say, current deposits.

Senator R e e d . Let me get a point clear in my mind. The bank 
can not count as any part of its reserve bank notes ?

Mr. B e r r y . N o .
Senator R e e d . That is right, is it not ?
Senator Sh a f r o t h . A national bank can not; the State bank can.
Senator R e e d . The national bank can not. A national bank has 

$100,000 of bank notes in its vaults. It can not count them as part 
of its reserve. It needs $100,000 to build its reserve up to the legal 
requirements. Thereupon it will take those $100,000 bank notes, 
its own------

Mr. B e r r y . Its own it can not use. It must hold its own. It can 
not send in its own notes.

Senator R e e d . It can send in the notes of others ?
Mr. B e r r y . Yes, sir.
Senator R e e d . It sends them down to Washington, and it gets 

back gold certificates, greenbacks, or some form of money issued by 
the Government. The result, then, is that every time the 7,354 banks 
of the country gather up the notes of each other and send them down 
here and get Treasury notes and put them in their vaults, when they 
have sent them down here they have depreciated that class of cur­
rency. But, now, the Treasury notes come in and take their place, 
do they not? Then that does not make an actual contraction, 
does it ?

Mr. B e r r y . There is no contraction involved in that, except this, 
that there, is a physical inertia. That 5 per cent redemption fund 
maintained by the banks here is called back. It has been out at times, 
but the Treasurer has complained seriously for the last four years 
that he has got about $25,000,000 or $30,000,000 of United States 
money invested in those notes all the time in addition to this 
$35,000,000 of the banks.

Senator Sh a f r o t h . And it is a contraction to the extent of the 
time that is taken from Chicago to Washington and return ?

Senator R e e d . Where does the Government get this money that 
it uses to redeem these bank notes ?

Mr. B e r r y . This $35,000,000, the 5 per cent fund provided by the 
banks themselves ?

Senator R e e d . Yes.
Mr. B e r r y . I think if a bank sends notes in to the extent of 

$1,000 they are immediately forwarded to the bank that issued them, 
and they must make their 5 per cent good. They are paid for out 
of the 5 per cent fund.

Senator R e e d . Then when they make it^good, they have got to 
take other money to make it good with ?

Mr. B e r r y . Surely.
Senator R e e d . And that does make a contraction at that point, 

does it not ?
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Mr. B e r r y . I do not think so, because each takes the place of the 
other in the exchange.

Senator R e e d . Let us follow it and see about that. I want to get 
that clear. If I am muddled on it I want to get unmuddled.

Let us say that there is $100,000,000 of bank notes in circulation. 
There are in the Treasury of the United States $5,000,000 of a re­
demption tund. A condition of affairs arises whereby the reserves 
of the banks have been cut down so low that they all want money, 
and they gather up actually all of the $100,000,000 and they send it 
down to the Treasury. The Treasurer takes the $5,000,000 and 
pays out, and it is short $95,000,000. Whereupon it goes over into 
its vaults and takes out the other $95,000,000 and redeems this 
paper. We are even at this point. There has $100,000,000 come in 
and there has $100,000,000 gone out. But what happens ?

Mr. B e r r y . The outlying banks have sent that------
Senator R e e d . The next step is that the Government says to 

these banks: “ Send us $95,000,000,” and they have to send the 
$95,000,000, and the Government locks it up. Now, you have 
retired $95,000,000.

Mr. B e r r y . Because you had it locked up before you started.
Senator R e e d . I do not believe it.
Mr. B e r r y . Oh, yes; you could not have had it unless the Gov­

ernment had $95,000,000 locked up before.
Senator R e e d . But when the Government sent back that $95,- 

000,000 in payment of those notes, then you have locked it up again.
Mr. B e r r y . Yes; but it was locked up before.
Senator Sh a f r o t h . But they transfer that to the General Treasury 

and pay it out.
Senator R e e d . I do not care anything about that. I tell you it 

was an actual decrease of that amount of money in circulation. I 
may be wrong; but I do not think I am.

Mr. B e r r y . I think you  are mistaken.
Senator R e e d . But I think you are wrong. We are supposing 

that there are $100,000,000 of bank notes out in circulation to-day. 
There is in the Treasury of the United States the sum of just $5,- 
000,000 reserve against that.

Mr. B e r r y . B elonging to the banks.
Senator R e e d . Belonging to the banks; yes. And there is just 

$95,000,000 of Government money. They have not got any more.
Senator Sh a f r o t h . Y ou m ean the legal-tender m on ey ?
Senator R e e d . I mean money of any kind. That is all they 

have got.
Mr. B e r r y . Yes.
Senator R e e d . And the banks conclude that they want to re­

deem—to get this legal-tender money that is over here in the 
Government’s vaults lor use, to add to their reserves. They take 
$100,000,000 of bank notes out of their vaults. It is out in circula­
tion now, when they take it out of their vaults, is it not ?

Mr. B e r r y . Y es.
Senator R e e d . They send it to the Federal Government and they 

get $5,000,000 that they have there and $95,000,000 of the Govern­
ment money for it, do they not J

Mr. B e r r y . Y es.
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Senator R e e d . And they take that back and put it in their bank. 
Now, they have just as much money as they had, and no more, as 
they had before the operation began, have they not ?

Mr. B e r r y . Yes.
Senator R e e d . N ow , what has happened? The Government had 

this $95,000,000 locked up. They have taken this $95,000,000 which 
was locked up and exchanged it'ior $95,000,000 which was in circu­
lation, have they not ?

M r. B e r r y . Yes.
Senator R e e d . Then the Government says, “ Pay us back our 

$95,000,000; we want to lock it up again” ; and the banks do pay 
it back, and it goes into the Federal Treasury and is locked up and 
is not in circulation ?

Mr. Berry. But $95,000,000 of bank notes went the other way 
at the same time.

Senator R e e d . No.
Senator B r is t o w . N o ; it was not bank notes; it was reserve 

money that went back; bank notes are not reserve money. Ninety- 
five million dollars of bank notes have been returned to the banks.

Mr. B e r r y . But it was a bank note in the first place that went 
back to the Government and was lodged in Khe Treasury. Ninety- 
five million dollars went back to the banks and was lodged in the 
banks. It was an exchange.

Senator R e e d . The Government takes that $95,000,000 of bank 
notes and destroys them.

Mr. B e r r y . No; the Government says, “ Give us our money,” 
and sends them back. I am talking about currency redemption now, 
not the reserves of banks.

Senator R e e d . Well, how does that help the Government ? I 
am going, for the sake of making this a plain illustration, to assume 
that there are just two kinds of money in the country.

Mr. B e r r y . Yes.
Senator R e e d . Bank notes and gold. There are $100,000,000 of 

bank notes in circulation that can not be used as reserves. The re­
serves drop down. The banks thereupon say, “ We have got to have 
these reserves replenished with gold from the vaults of the Treasury.” 
They take their $100,000,000 of bank notes; they send it down to 
the Treasury. There are $100,000,000 there of gold; that is all the 
money they have there. Five million dollars of it belongs to the 
banks, and $95,000,000 to the Government. The banks say to the 
Government, “ Redeem this money and give us gold.” The Govern­
ment takes this $100,000,000 of gold—$5,000,000 of which belongs to 
the banks— and sends it to the banks, and the Government puts in 
its vaults $100,000,000 of bank paper. That far your theory is cor­
rect. Next day, the Government of the United States says to the 
banks, “ Pay us back our gold. We redeemed your paper, and now 
you owe us $95,000,000; please pay it back.”

Mr. B e r r y . Yes.
Senator R e e d . And there is no more bank paper sent into the 

Treasury.
M r. B e r r y . B u t there is b ank  paper sent back , and it  goes b a ck -------
Senator R e e d  (interposing). Wait a moment, please. Conse­

quently, the banks take the gold, which is all they have now, and send
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it back, and the Government sends back their paper; and they are 
not a bit better off than they were the day before the operation began.

Mr. B e r r y . Y ou are right as to that.
Senator R e e d . Now, whenever this money is really sent into the 

Government, and gold is really sent out, or Treasury notes—but I 
will stick to my original illustration of gold—the only way that gold 
can constitute a permanent reserve for the banks is to contract the 
currency by the amount of bank currency sent in to the Treasury; 
so that it is a contracting operation, is it not ?

Mr. B e r r y . If you are speaking of the retirement of the currency, 
yes; but we are speaking of currency redemption now. Then it is 
paid right out again.

Senator Sh a f r o t h . Yes; it is paid out again.
Mr. B e r r y . But as to the retirement of tne notes (which is limited 

to a certain amount per month) your statement is correct.
Senator R e e d . But it is a contracting process ?
Mr. B e r r y . Yes.
Senator R e e d . But when they get down to counting the money for 

reserves, that is a prescribed fund; and I thought I was talking in 
consonance, now, with your idea which you have expressed (although 
I put it in different language) that the first thing that retires in that 
case of a stringency was the bank note.

Mr. B e r r y . That is also right.
Senator R e e d . Now, when that retires that means a contraction, 

does it not ?
Mr. B e r r y . Well, you, see, as I  said in the first place, there is a 

certain physical inertia that is involved in that operation.
Senator R e e d . Well, we will cut the inertia part of it out for the 

moment.
Mr. B e r r y . Well, that is all there is there.
Senator R e e d . No; there is the actual retirement there. The 

banks must, of course, build up the kind of money that will act as a 
reserve; and they do so by sending in bank notes.

Mr. B e r r y . Well, if they retire the bank note and get legal tender 
for it, in that case, you are perfectly right; it is a contraction. But I 
am speaking about currency redemption, not retirement. At the 
very moment you want the money for reserves, that is the moment 
you lose it; because it takes a week to get the money from the bank 
to the Treasury and back.

Senator Sh a f r o t h . And it is therefore an actual contraction for a 
week.

Senator R e e d . I do not care about that feature.
Mr. B e r r y . And you will find the very moment you want it is the 

very moment it runs away.
Senator R e e d . Now, back of these bank notes there is what?
Mr. B e r r y . There is the Government bond.
Senator R e e d . Of course, if the bank brought its bond which it had 

paid the Government money for to the Government, that is the way 
it would settle it, would it not ?

Mr. B e r r y . Yes.
Senator R e e d . The banks have got the $100,000,000 of bonds now, 

we will say. Now, let us see if that would amount to the same thing.
Senator Sh a f r o t h . Certainly, if you present the bond it would 

make no change.
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Mr. B e r r y . Well, if you do not get new money for it.
Senator Sh a f r o t h . If you do not present the money for it, you are 

merely “ running around the barn.”
The Ch a ir m a n . That is what this redemption amounts to; it is 

merely “ running around the barn.” It is not a retirement of the 
bank note at all.

Senator R e e d . But you have not gained anything by the process; 
conditions are the same as before.

Senator Sh a f r o t h . Well, there is the economic loss of time.
Senator R e e d . I do not care anything about the economic loss of 

time. I am speaking of the fact that it is going to contract this 
currency— the process of redeeming notes I have described and illus­
trated.

Senator Sh a f r o t h . There are a very large number of redemptions 
made of national-bank notes eveiy year. Last year there were 
$600,000,000 redeemed; and according to that, if your theory of a 
contraction were correct, there would be $600,000,000 less of national- 
bank notes outstanding now than last year; and instead of that there 
are more.

Mr. B e r r y . The only loss is in transition, in the movement back 
and forth.

Senator Sh a f r o t h . That is all.
Mr. B e r r y . It is the inertia that is involved there.
The Ch a ir m a n . Senator Reed, will you let me explain the matter ?
Senator R e e d . Y ou w ill n o t explain  it so that I  w ill understand it.
The Ch a ir m a n . I was entertaining the hope that I could.
Senator R e e d . Because you will talk over my head. But I  am 

really serious about wanting to get this method in my mind; and 
after I get through with this difficult question, then I shall be glad to 
hear all you have to say in explanation.

There is, in the case I put, m the country just $100,000,000 of bank 
notes. There is in the Treasury just $100,000,000 *of gold. The 
Government obtained that gold by selling the 2 per cent bonds—  
$95,000,000 of it; and the other $5,000,000 the banks put in.

That is all it has. It holds the bonds; it holds the money. The 
banks find that they have to have $100,000,000 of gold to mak:e their 
reserves good; and they have to gather up $100,000,000 of their paper; 
all there is. They say, “ We will go to the Federal Government and 
get this gold.” They go to the Government and get this gold. They 
get $100,000,000 of gold from there, and there is not a cent left. 
And they take it over here and put it in their vaults; and they put in 
the vaults of the Government $100,000,000 of bank paper.

Now, the Government says, “All right; you owe us $951,000,000.” 
The banks say, “ Very well; take your bond.” Now, what is the 
effect of that operation ?

Mr. B e r r y . Why that is the most simple thing. If you will do 
that you have got the whole thing solved.

Senator R e e d . But the effect of that is that $100,000,000 of bank 
paper is wiped out; it no longer exists. And there is just the same 
amount of money in the country as there was before you ever issued 
a bank note.

Mr. B e r r y . With this exception, that now that bank could float 
$1,000,000,000 of credit which it could not float before. That is the 
whole difference.
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Senator R e e d . Very well, But there was prior to this time in 
circulation $100,000,000 of bank paper and $100,000,000 of gold in 
the vaults of the Treasury—but it was locked up.

Mr. B e r r y . Yes.
Senator R e e d . And you have now released the $100,000,000 o f 

of gold in the Treasury.
Mr. B e r r y . Yes.
Senator R e e d . And put it in circulation—against the bank note.
Mr. B e r r y . In other words, you have changed the $100,000,000 

from bank notes to legal-tender gold; and now your banks can float 
a billion dollars of new credit.

Senator Sh a f r o t h . And the bank note goes out again ?
Mr. B e r r y . No; the note is destroyed with the bond.
Senator R e e d . N ow  I understand your logic. There is $100,000,000 

less bank notes in existence ?
Mr. B e r r y . Yes.
Senator R e e d . But $100,000,000 of gold has been unlocked from a 

place where it could not be used and has gone into circulation in lieu 
of the $100,000,000 which retired from circulation.

Mr. B e r r y . That is right. But the plan I  propose would not have 
changed the gold situation at all and would have added $100,000,000 
of new legal-tender paper to the circulation.

Senator R e e d . I do not understand your plan.
Mr. B e r r y . The plan is that the bank can take this $100,000,000 

of bankers’ notes to the Government, along with the bond, and say, 
“ Here is your stuff; give me legal tender for it.” It sells the bond 
and the notes both for $100,000,000 of legal-tender paper. N ow , it  
takes that back, and it does not decrease the Government holdings 
at all. That money was made brand new by the printing-press fo r  
that special occasion; new money.

Senator B r is t o w . N ow , what becomes of these notes of the bank?
Mr. B e r r y . They are burnt up.
Senator Sh a f r o t h . That would be a substitution of one currency 

for another?
Mr. B e r r y . Yes.
Senator B r is t o w . What does the bank give to get this legal-tender 

paper ?
Mr. B e r r y . Its $100,000,000 o f bonds.
The Ch a ir m a n . The bank has these bonds in the comptroller’s 

office; and Mr. Berry proposes that those bonds shall be burned up 
and canceled, and that the bank notes assumed by the United States, 
as they come in, shall also be burned up, because these bonds belong 
to the Government. And the Government, in order to prevent con­
traction will issue in lieu of those national-bank notes as they are 
burned, legal tender of the United States.

Senator R e e d . But why do that, when you have just told me that 
we did not contract the currency; we actually substituted good 
money for bad ?

Senator Sh a f r o t h . Because, in one instance, he referred to the 
fact that the bond was not presented for cancellation. In that event, 
there was no contraction. But if you say, “ I want the bond and the 
whole circulating medium destroyed”-------
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Senator R eed  (interposing). Well, then, if you did not destroy the 
bond—I will go back to my illustration: The bank takes its 
$100,000,000 of paper to the Treasury and gets the $100,000,000 of 
gold; and the next day the Government says, “ Pay us back.” What 
are they going to pay back with ?

Mr. B e r r y . With that same money they take.
Senator R e e d . If with the same money, then their reserves are in 

the same shape the day after to-morrow that they were the day 
before they started.

Mr. B e r r y . Precisely.
Senator R e e d . So that they have not done themselves a particle 

of good by the operation.
Mr. B e r r y . Not a particle; and they are doing it every day, to the 

tune of $700,000,000 a year.
Senator Sh a f r o t h . Each bank has but a certain proportion of 

this outstanding $700,000,000. And when the demand is made to 
restore this money, it is made on all the banks and not on one bank 
alone. And for that reason it does serve its purpose, until more 
notes accumulate in the bank vaults------

The Ch a ir m a n . Senator Reed, I think you do not distinguish 
between one bank and another. There is all kinds of difference. 
When bank No. 1, for instance, sends in the bank notes of bank No. 2 
for redemption, bank No. 1 proposes to get legal tender for the money 
of bank No. 2. The Government redeems the notes of bank No. 2 in 
lawful money, and sends the lawful money to bank No. 1, and sends 
this note back to bank No. 2 for redemption.

Senator R e e d . Exactly. But the grand total of the operation is 
that every dollar of paper that is taken down to the Federal Govern­
ment has got to be redeemed in lawful money.

The Ch a ir m a n . The Government redeems it and charges it up to 
the bank which issues it. '

Senator R e e d . And when the bank of issue is finally confronted 
with its paper, which the Government has redeemed, it has got to 
take it out of the body of money in the country?

Senator Sh a f r o t h . It is not the same bank.
Senator R e e d . I understand; it is one bank playing against 

another. But the sum total of all the operations must be a con­
traction.

The Ch a ir m a n . Well, when you in the period of a year send in the 
$600,000,000 of bank notes for redemption, there goes out of the 
Treasury the $600,000,000 legal tender notes; and the Government 
collects that amount of $600,000,000 from the notes it redeems. 
Therefore it is just like running around the barn.

Senator R e e d . Well, you can not tell me that you can fill up the 
gold reserves of the banks without taking that gold from some place, 
or that you can burn up that paper money that once represented 
that without losing something in the volume of money in the country.

The Ch a ir m a n . Y ou do not burn up the notes in the redemption 
of money.

Mr. B e r r y . The only case is when you substitute legal-tender 
paper.

Senator Sh a f r o t h . And substitute the bond.
Senator R e e d . And if you do not do that----- -
Mr. B e r r y . It is just the same.
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The Ch a ir m a n . It is confusing to talk about the retirement of 
these notes at the same time you talk about redemption. There is 
as much distance between the two operations as between the North 
atfd South Poles. The redemption process consists in a bank sending 
in the notes of some other bank ana getting the lawful notes from the 
Government, and letting the Government collect the lawful money 
from the bank which emitted the notes.

Senator R e e d . Well, when the Government has collected from the 
bank,-you are just taking that much money out of the general aggre­
gate oi the country.

The Ch a ir m a n . Out o f the reserves.
Senator R e e d . That is contraction.
Mr. B e r r y . No; there is no contraction other than is involved in 

the inertia of the movement.
Senator B r is t o w . But, Senator Reed has been talking about re­

storing the reserve of the bank which is depleted; and whenever the 
bank sends in money which is not reserve and gets money which is 
reserve, that money is retired, not redeemed. He says it is retired; 
he is right. You can not restore your reserve with a money that is 
not legal tender.

Senator R e e d . And if any of you gentlemen can convince me of 
that you will convince me that a man can lift himself up by his boot 
straps.

Senator Sh a f r o t h . Here is this $100,000,000 that has been re­
deemed; it goes to one bank and comes from another. What is the 
reduction in circulating medium ?

The Ch a ir m a n . Just exactly.
Senator B r is t o w . This way of building up reserves comes to 

nothing, because if you do not issue money that is reserve money you 
do not have to reserve any.

Mr. B e r r y . It affects the individual bank. It does not help the 
general situation an iota.

Senator R e e d . That is what I meant.
The Ch a ir m a n . It does not help the general situation at all.
Senator Sh a f r o t h . T o this extent it affects it, however, that it 

takes about a year to get around with all these redemptions to the 
Treasury, and back again into circulation.

Senator R e e d . N ow , you have gotten away from my original 
illustration. I was talking about a condition that did not affect one 
individual bank but a general condition of the country, such as you 
say now obtains when the reserves are so low that they must be 
replenished.

Now, when that is true, there are a multitude of banks in the same 
unfortunate condition; and that multitude of banks will begin send­
ing in their money; and if they all are in that condition, they are all 
bound to send in their money.

Mr. B e r r y . Yes.
Senator R e e d . And the whole point that I have in mind is that, 

in the hour of depression and danger, we have got a system that is 
likely to cause actual contraction of the volume of money in the 
country.

The Ch a ir m a n . It does contract it just to the extent of the 
physical inertia.
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Mr. B e r r y . That is the point I am trying to make clear—that the 
ultimate contraction is simply what lies in the inertia, which, how­
ever, becomes enormous at times, because everybody is doing it, 
and all the money is on its way to Washington or back again.

Senator Sh a f r o t h . Not at the same time, however?
Mr. B e r r y . Practically at the same time. There is as high as 

$50,000,000 tied up in this way.
The Ch a ir m a n . Here is the Treasury statement of September, 

1913, which shows national-bank notes on hand of $52,000,000. 
This includes $48,000,000 which the Treasury has redeemed, and for 
which it will receive payment from national banks. That is, a certain 
group of banks has sent in $48,000,000, and that is redeemed through 
the agency of the Government, and the Government then collects the 
money of the banks whose notes it has redeemed. It just transfers 
legal-tender money from the banks whose notes are emitted to the 
banks which hold those notes for redemption. That is all.

Senator R e e d . But when the Government gets in that $48,000,000, 
it is going to get that in lawful money ?

The Ch a ir m a n . Yes.
Senator R e e d . And there is going to be that much lawful money 

locked up in the vaults of the Treasury ?
The Ch a ir m a n . Well, that much money has just been taken out.
Senator R e e d . And the bank notes are destroyed?
The Ch a ir m a n . N o .
Mr. B e r r y . Oh, no. In the process of retirement they are, but not 

in redemption.
Senator R e e d . I am speaking about the process of redemption.
The Ch a ir m a n . Those $48,000,000 of bank notes are sent back to 

the banks which emitted them; all national-bank notes are sent back 
in such cases, and those banks have got to send lawful money for 
them. But the other banks had received lawful money for them 
when they sent them to the Treasury.

Senator R e e d . S o that the minute they send the lawful money 
back to the Federal Government it is no longer in their vaults ?

The Ch a ir m a n . N o .
Senator R e e d . And it does, therefore, cut down those reserves to 

that extent ?
The Ch a ir m a n . Yes.
Senator R e e d . So that it is an utterly useless thing, except that 

you can temporarily create a sound reserve while the money is in 
transit ?

Senator Sh a f r o t h . Yes.
Mr. B e r r y . Yes.
Senator R e e d . And that is just exactly like my keeping my bank 

balance good by drawing a draft on you, Mr. Berry, ana you drawing 
on Senator Shafroth, and he on the chairman, and my finally going 
around to make my draft good ?

Mr. B e r r y . Yes.
Senator R e e d . That seems to me an utterly useless process.
Mr. B e r r y . The biggest piece of foolishness in the world.
The Ch a ir m a n . It is.
Senator R e e d . But if somebody says, “ Pay up,” you can not pre­

vent that ?
Mr. B e r r y . No.
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Senator R e e d . Then somebody is going to say, “ Redeem our bonds 
down here, and we will take the gold,” and when that is done there is 
a contraction.

Mr. B e r r y . Y ou are right. Now, the greater the percentage of 
these notes in circulation, the larger will be the proportion of such 
deposits and the larger the demand for redemption. The issue of 
credit notes tends to greater rigidity, and not to greater elasticity, 
and can not therefore be used for this purpose. I wish to impress 
that upon this committee, because I think it is very important.

Now, it will make no difference whether that note is issued by the 
United States Government,or by the banks. The same thing is true 
of it in either case. If it is not competent to stand in reserve when 
it is issued, it is not useful------

Senator Sh a f r o t h . Pardon me for interrupting you; but do you 
have to leave the city to-night, Mr. Berry ?

Mr. B e r r y . Well, I want to leave. But I will telegraph to Pitts­
burgh that I can not go there to-night. I do not want to disturb you 
gentlemen; but I have devoted a great deal of study to the subject-----

Senator Sh a f r o t h . We are very much interested in what you say.
Senator R e e d . Yes; there are some further questions I  should 

like to ask you.
Mr. B e r r y . Then I will stay here. The paper which I have pre­

pared with reference to this bill you will not be thoroughly interested 
m unless we have had this preliminary discussion. The first 10 
comments on the questions are very brief. I have no instructions 
to give the committee in regard to the management of your Federal 
reserve banks.

(Thereupon, at 5.45 p. m., the committee adjourned until to­
morrow, Thursday, September 18, 1913, at 10.30 o’clock a. m.)

THURSDAY, SEPTEMBER 18, 1913.

Co m m itte e  o n  B a n k in g  an d  Cu r r e n c y ,
U n it e d  Sta te s  S e n a t e ,

Washington, D. 0 .
The committee assembled at 10.30 o’clock a. m.
Present: Senators Owen (chairman), Reed, Shafroth, Pomerene, 

and Bristow.
The Ch a ir m a n . Mr. Berry, we will be glad to have you proceed.

FURTHER STATEMENT OF WILLIAM H. BERRY, OF 
CHESTER, PA.

Mr. B e r r y . As I remember, I finished discussing question No. 6 
and my answer thereto, and I will now continue where I left off.

Senator R e e d . Referring to your answer to question No. 6 I 
should like to ask just one question. Do I understand that you mean 
that in the crop-moving period, while there is a demand for money, a 
large amount of it to move the crops, and when the crops are moved 
that particular demand has ended that immediately there is some 
other counterbalancing demand------

Mr. B e r r y . The miner, for instance.
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Senator R eed  (continuing). In some other part of the country or 
in some other line of industry that takes up the same money that the 
crop-moving demand did. That is what you mean, taking the whole 
average ?

Mr. B e r r y . Yes, sir.
Senator R e e d . Very well; I understand.
Now, I will ask another question, because I have the matter in mind. 

I do not mean to go into it in detail: In your answer you assume that 
the volume of trade in the country is constantly on an increase, and 
you say that the crop-moving period, while it demands a lot of money, 
as soon as it is over there are other activities that demand the same 
money; but you go further than that in this statement, and claim 
this: That there will be constantly from year to year an increased 
demand for money. Now, do you not think that statement is rather 
too broad ?

Let me illustrate what I mean by this further question: Whether 
in periods of greater activity running over several years, perhaps, 
there will be greater demands than mere would be in other years 
growing out of the multitude of conditions?

Mr. B e r r y . There are such periods undoubtedly, but they arise 
solely from the fact that during the period in which the great 
activity is manifested the money supply is accelerated prior to the 
development of the business.

Senator R e e d . Now, are you not making the mistake of attributing 
everything to the volume of money? Let me illustrate again: Sup-

Eose there is a great war, such as we had here in the United States 
etween the States, which paralyzes the industry to a very large 

extent of a great nation and puts out of good working order the entire 
commercial system of the world. Would not that depress production ?

Mr. B e r r y . Yes.
Senator R e e d . Then, are there not cases where, for instance, there 

may be a world shortage in the production of cereals and crops of 
all kinds. Does that not have its depressing effect on all lines of 
production, upon all commerce and all trade ?

Mr. B e r r y . There would doubtless be an effect resultant from a 
world shortage of crops. There would be fewer crops to move and 
fewer crops to handle.

Senator R e e d . There would be less buying and less selling?
Mr. Berry. There would be less buying and less selling as measured 

in crops, but ordinarily a condition of that sort increases the price 
level and involves the use of practically the same amount of money in 
either case.

Senator R e e d . Does not it decrease the sale of other commodities ?
Mr. B e r r y . Not necessarily.
Senator R e e d . I am trying to just see whether your rule is not 

subject to some qualification. You say, “ not necessarily,” but is 
that not very likely to follow, given this sort of condition in the 
United States of two or three short crops. The farmer can not buy 
as readily as he can with full crops. The country merchant therefore 
finds his sales are curtailed and his purchases are necessarily cur­
tailed until finally you reach the factory. Do not conditions of that 
kind come ?

Mr. Berry. They certainly do come, but as to whether they influ­
ence the volume of business or not I very much question.

5 8 6  BANKING AND CURRENCY.
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Senator R e e d . Y ou do not question the fact, do you now, that if 
you have bumper crops, if you have plenty of rain and plenty of sun­
shine, and there are great crops raised in the country, so that there 
is plenty of stuff for people to live upon, that that stimulates every 
kind of business. You do not question that do you?

Mr. B e r r y . No; I would not question that as a general statement.
Senator R e e d . If it stimulates every kind of business, the more 

business you do the more money you get in circulation, do you not— 
more circulating medium ?

Mr. B e r r y . Surely.
Senator R e e d . In addition to the mere matter of crops, do not we 

have this condition to contend with, which has this effect upon the 
demand for money: We have a period of good crops and everything 
is running in fine shape; people begin to expand, they build houses, 
they buy automobiles, they start new enterprises of a thousand 
different kinds. The demand for money is very heavy, and then, 
after a while, they just reach the limit. They have gone a little too 
far, and there comes a period of settlement and curtailment. Is not 
that a thing to contend with and does that not affect your general 
rule?

Mr. B e r r y . Well, perhaps so. I think there is no doubt but that 
the relative world production of crops directly from the ground 
affects the general world activity, but my experience and my search, 
as I have stated in this previous answer, is to the effect that practi­
cally, as a world problem, that does not occur. We do not have any 
appreciable variation.

Senator R e e d . But we do in this country.
Mr. B e r r y . Yes; and they do in other countries, but while it is 

good here it will be bad there and it is a compensatory matter.
Senator R e e d . Y ou say if it is bad here it is good  there?
Mr. B e r r y . Yes.
Senator R e e d . Now, if you had a world-circulating medium those 

conditions might equalize.
Mr. B e r r y . But we have a world medium; and they have a world 

medium.
Senator R e e d . Oh, no; we have a monetary system for our own 

country. Let us suppose this sort of condition: Splendid crops all 
over the world except in the United States for three or four years in 
succession and poor crops here for the same period of time, so that we 
would have a short production with very little surplus to market, 
and what little we did have to market would get low prices because 
of the production abroad. That is bound to produce depression here, 
is it not ?

Mr. B e r r y . Yes; but your first assumption is that we have a cur­
rency confined to this country and that is an error.

Senator R e e d . Well, I admit it is not strictly a fact.
Mr. B e r r y  (continuing). Because the currency question is a world 

question, and just as long as that condition is set up wherein there is a 
scarcity of products in one country which affects the price limit, just 
that instant it begins to move the money from one country to the 
other.

Senator R e e d . Y ou mean to move the gold.
Mr. B e r r y . Yes; because the gold is the one common factor in the 

various currencies and that makes it a world question.
9328°—S. Doc. 232, 63-1—vol 1------38
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Senator R e e d . But in this bill we are not dealing with the gold so 
much as we are dealing with the question of other kinds of money.

Mr. B e r r y . I think we can not deal with the question at all without 
having prime reference to gold.

Senator R e e d . I think there is much truth and philosophy in what 
you said, but I think your inference is too broad—entirely too broad.

Senator Sh a f r o t h . Is it not a fact, though, that there is more 
currency needed when these depressed times come, when the banks 
are demanding of the people that they pay their notes, than in the 
boom times ?

Senator R e e d . The people who hold the money do not need more.
Senator Sh a f r o t h . Well, there is a limitation of things and there 

is a demand for liquidation, and if money were plenty there would 
not be a call upon them.

Senator R e e d . Liquidation once made is over.
Senator Sh a f r o t h . That is true.
Senator R e e d . But in business and good times one business trans­

action simply leads to another and another.
Senator Sh a f r o t h . But that liquidation that takes place pro­

duces a condition where there is panic, and everybody concedes 
that we need money in panic times.

Senator R e e d . Your philosophy would lead to this: That in good 
times we would not need any currency, but when bad times come 
we would need a great deal of money.

Senator Sh a f r o t h . I do not think that; I think there is a truth 
to a great extent in what you say, but I do not think that they 
recognize that when the depressed times------

Senator R e e d . There ought not to be a contraction.
Senator Sh a f r o t h . I think so too.
Senator R e e d . There ought not to be, then, a forced contraction, 

making it hard to transact business.
Senator Sh a f r o t h . But at the present time it is my judgment 

that we need a good deal of money.
Mr. B e r r y . If you confine this to a single locality or a single 

nation in the consideration of this question, you will encounter just 
the question that you have raised; out if you take the broad effect 
and assume, which I do, that the currency problem is a world problem 
and that it can not be localized, the question is better understood. 
Therefore the world progress and the world development are things 
that you must have in view; and this is the point that I make— that 
at no time have I been able to find when the world at large was 
required to reduce its currency because of a reduction of business.

Senator R e e d . Y ou spoke about world supplies and world con­
ditions, and you spoke about one country being considered by 
itself. Do you not think that world conditions, that these periods 
of settlement, are wo rid-wide ?

Mr. B e r r y . Surely.
Senator R e e d . For instance, I  notice that in a number of our 

panics in this country there was a panic in England the very same year 
or a year or two previous. Nearly every panic we have had within 
modern times, they have had a panic in England at the same time 
or perhaps a year earlier, just giving time for the reflex action.

Mr. B e r r y . I think if you will allow me to finish the discussion 
of my paper you will get my view as to all these facts.
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Senator R e e d . I just wanted to get your point of view in that 
connection. If you are about to take it up, you may as well proceed.

Mr. B e r r y . I will now take up question No. 7.
Should such currency be the notes of individual banks, or of a central reserve asso­

ciation, or of a number of regional reserve associations, or of the United States 
Treasury?

I answer that question as follows: The notes must of necessity be 
issued from the United States Treasury.

To be of any service whatever they must be‘clothed with legal- 
tender power—the power to extinguish debt—and therefore compe­
tent to stand in bank reserves as a liquid asset.

Such notes can only be issued by the General Government. Even 
the sovereign States are forbidden by the Constitution to make any­
thing but gold or silver legal tender.

If any bank is permitted to issue circulating notes, all banks should 
be permitted to do so; and all such notes should be purely credit 
instruments, devoid of all legal powers, and circulate, as other 
credit instruments—checks, etc.—must do, on the sufferance of the 
public.

I do not think that such an issue would be profitable to the banks 
or desirable in the community. The maintenance of redemption for 
them would absorb as much or more of reserve money than would 
a similar amount of book credit.

In my judgment, the Government should issue all the notes as well 
as coins that are used in the country, and they should all be made a 
full legal tender for all debts, public and private, in the nation.

If there were no profit in issuing notes, the banks would not do it. 
If there is a profit in issuing notes— and there is—it should revert to 
the Public Treasury, and not to private individuals or banks. Sim­
plicity, economy, and justice would all be accomplished by this 
process.

Now, referring to question No. 8:
Should these notes be procured from the Treasury on pledge of security; and if so, 

of what should this security consist? Should these notes be a first lien of the Govern­
ment upon the assets of the association or bank to which they are issued?

The notes should be procured from the Treasury on the surrender 
of an equivalent in value, just as gold certificates are procured by the 
surrender of gold.

In my judgment, the best form of equivalent to be surrendered is 
a Government bond.

The Government (all the people) have been the recipients of the 
benefits derived in creating the bond. The Government must pay 
interest upon it until maturity, and finally pay the individual tnat 
owns it the face of the bond.

The Government may justly buy it when voluntarily presented 
before maturity at the market price, and pay for it with new non- 
interest-bearing notes payable on demand in gold, to which notes 
legal-tender powers may be lawfully and justly given.

By a bond issue the Government (all the people) becomes indebted 
to a part of the people, the evidence being an interest-bearing time 
obligation. By this process of purchase the Government (all the 
people) is still indebted to a part of the people to the same extent, 
the evidence being a noninterest-bearing demand obligation circu­
lating as money.
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If this is done only on the voluntary solicitation of the bond 
holder, who finds that legal-tender money will be of more use or value 
to him than an investment at current interest rates, no possible injus­
tice is done to him or to his debtor (the people); but a public neces­
sity has been met, and the public has reaped a benefit in the cessation 
of interest.

If the note is never presented to the Government for payment, by 
reason of its loss or destruction or by reason of the continued neces­
sity for its presence in bank reserves, the public gains not only the 
interest but the face of the note.
. A private individual would find no advantage in thus converting 
a bond, for he already has a safe investment at current rates and 
can not improve it, but a banker would find it to his advantage to 
convert a $1,000 bond bearing, say, 4 per cent interest in order to 
qualify himself in the matter of reserves to take on a safe loan of 
$7,000 or $8,000 at 4 or 5 per cent.

An unsafe loan would not tempt him, so that the notes would 
automatically come into circulation in response, and only in response, 
to the legitimate demands of business, and would stay m circulation 
as long as business continued.

Manifestly, the banker would not convert a bond into money if 
his reserves were maintained by the voluntary deposit of newly 
mined or imported gold in his vaults by his customers, so that the 
mutations of gold production and movement would be met by an 
automatic adjustment of note issues. If gold increased, note issues 
would decrease, and vice versa.

I think the same reasoning could be applied to the mutations of 
current production, and that is the philosophy of the proposition, 
the mutations of current production. We nave a constant in the 
production of gold, practically; we have a variant in the commodities 
which are measured by gold. Some years it is greater, some years it 
is less; so that as the constant is always deficient the supplement 
which should automatically come into existence would automatically 
come into existence, following this same reasoning in answer to the 
mutations of the production of notes, just as it would in answer to 
the mutations in the production of gold. It would supplement 
whatever the gold supply failed to produce.

These notes if issued as described would become a permanent part 
of the monetary circulation. They would never be presented for 
payment or for reconversion into bonds unless the production of gold 
became more than sufficient to supply the demand for reserve money, 
and this, I think, if it ever happens, will make it necessary to deny free 
coinage to gold.

These notes should be an obligation of the Government and not of 
the banks, and the question of preferred creditors of the bank is elim­
inated. In any event, if properly issued they would never be pre­
sented for payment, and it is mainly for this reason that the banks 
should not issue them. ^

Now I come to question No. 9. That is the most important ques­
tion of the lot, gentlemen, and I want to have your attention.

Should all currency be based on gold? Ii so, how should it be issued, and what 
per cent of gold should be required?

And I answer that question in this way.
In the sense of ready exchangeability, all currency should be based 

on gold.
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Since gold is admitted by law to free coinage at a fixed price in all 
the important countries of the world, it affords an efficient means of 
maintaining the par of exchange so necessary to foreign commerce; 
and certainly the interchangeability of all our forms of money, each 
into the other at the will of the holder, is a necessity, for this and other 
reasons.

All forms of money issued by the Government should be full legal 
tender for all debts, public and private, in the Nation, in which case, 
with free interchangeability, the most convenient forms would dis­
place the less convenient, and finally an approach to stability of 
form would be reached and exchanges (redemption) reduced to a 
minimum. If all the forms were full legal tender, exchange of one 
form for another would be made only for convenience or export.

When the most convenient forms had finally been selected in 
proper proportion, exchanges would practically occur only for export, 
and since gold is recognized as coinable in all the foreign laws on the 
subject, gold would be sought for this purpose, and the Government 
should be prepared to exchange gold for any and every form of 
money at sight.

It should also continue to exchange notes for gold as now, at least 
until gold should become sufficiently plentiful to require its demone­
tization. Even then the existing com should be exchangeable, for 
it would be the duty of the Government to maintain its gold coin 
at par with its paper money just as it now maintains its silver coin.

The automatic flow of gold from one country where money has 
fallen in value to another where it has risen (sufficiently to pay cost 
of transportation) maintains the par of exchange by a process not 
generally understood.

If prices rise or the value (purchasing power) of money falls in 
the United States below the average abroad, an automatic movement 
of money abroad is set up to restore the equilibrium or par, and gold, 
being the one factor or element common to all currencies, is the factor 
that moves, and in the case cited above gold leaves the United States 
and raises the value of the money that remains by decreasing the 
supply and reduces the value of foreign money by increasing the 
sujf£>ly, so that gold is actually used in the world to dilute or reduce the 
value of money by its presence and increase its value by its absence.

The notion that currency derives its value from the value of gold 
is erroneous. Currency derives its value solely from the relative 
quantity in existence, and anything that serves the currency purpose 
in any degree is a factor. We have several factors in our currency. 
In 1913 it stood as follows:
Gold.................................................................................  $611,000,000
Gold certificates..............................................................  943,000,000

Total gold....................................................................................... $1,554,000,000
Silver..................
Silver certificates.

215.000.000
469.000.000

Total silver. 684.000.000
350.000.000United States notes 

Bank notes............. 705,000,000 
17,085,000,000Other bank credit

Total bank credit. 17,790,000,000

Total currency, 20,378,000,000
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Senator R e e d . Y ou count in checks ?
Mr. B e r r y . Count in checks, which circulate as exchanges. Any­

thing which is in process of fact exchange is currency.
The total gold is $1,554,000,000. The per cent of gold is 7.6.
The total legal-tender money in the currency is $2,588,000,000, 

including gold, silver, and United States notes, as against $17,790,000 
of bank credit, or 14.5 per cent, and, unit for unit, the bank: credit 
is more efficient in effecting exchanges than is money.

If w© were to suppose that any one factor fixes the value of the 
rest, we must give the distinction to bank credit. Certainly, if we 
conclude that tne value of gold gives value to all the rest, then it is 
a case of 7.6 per cent of tail wagging 100 per cent of dog, or 7.6 per 
cent of dog wagging 100 per cent of tail. (Difficult to believe in 
either case.)

As a matter of fact, the value of the commodity gold (bullion) is 
fixed by the value of currency into which it may be freely coined 
under the laws of civilized nations, two-thirds of the entire product 
being thus used.

The value of the currency is fixed by the quantity offered in ex­
change for other things, as compared to the demand (offering of 
other things in exchange) for it.

The great utility of gold as money is resident in the fact that it is 
made by law a factor in the various currencies of the world, and 
affords an automatic method of maintaining the par of exchange.

We need not discuss the primary reasons for the selection of gold 
for this purpose; they are well understood by students of the prob­
lem, but the fact must not be forgotten—gold is the one common 
factor in all civilized currency systems.

Gold redemption, therefore, must be a part of the plan for an 
extension of our legal-tender paper circulation, and the facts as to 
gold are therefore very important.

First. Forty-nine and eight-tenths percent of all our money (includ­
ing bank notes) is gold or gold certificates. If we exclude bank 
notes, we find that 74 per cent of our legal-tender money is gold or 
gold certificates.

That our people prefer paper money to gold for daily use is proven 
by the fact that 57 per cent of all the gold in the country has been 
“ redeemed” or exchanged for certificates. The remaining 43 per 
cent is mainly lying in reserves. Comparatively little of it is in 
active circulation in the hands of the people.

The issue of gold certificates in 1912 was $45,000,000, while only 
$43,000,000 of gold was added to our stock. Three million dollars 
of the old stock went into certificates with all the new. Gold will 
only be sought for export.

Second. The annual requirements for gold export average nothing. 
For the past 32 years we have imported an average of $5,000,000 per 
year.

The largest net export of any year was $89,000,000 in 1864; that 
was during the war. So that in an experience of 50 years the export 
of gold is seen to be a negligible quantity.

It would be extravagantly safe to assume that $150,000,000 might 
be needed for this purpose in any one year, and equally safe to 
assume that an average of $20,000,000 per year of gold exports would
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be the limit for any extended period. For the past 32 years an average 
of $5,000,000 per year has been imported.

We have an annual production of $90,000,000, $60,000,000 of 
which is available for money, or three times the possible average 
export. The ability of the Nation, therefore, to “ redeem” its full 
legal-tender paper in gold is so well assured that we need give the 
matter no concern.

Third. The necessary annual increment of legal tender in the 
country is (as we have seen in answer to question No. 2) $200,000,000 
and the annual increment of gold is $65,000,000. The increment of 
legal-tender paper needed, therefore, is $135,000,000 per year, of 
which the gold increment ($65,000,000) is 49 per cent.

On June 30, 1912, we had in circulation:
United States notes................................................................................... $340, 000, 000
Silver dollars..............................................................................................  70, 000, 000
Gold certificates......................................................................................... 943,000,000
Silver........................................................................................................... 469, 000, 000
Subsidiary silver........................................................................................ 145, 000, 000

Total.................................................................................................  1,967,000,000
All of which may be considered redeemable in gold.
Neglecting entirely the silver held in the Treasury as an asset, we 

had of gold at the same time:
In Treasury reserves...............................................................................$1,093,000,000
In circulation........................................................................................... 610,000,000

Total gold......................................................................................  1,703,000,000
All of which was available for redemption purposes, or 86 per cent 

of the total redeemable currency.
If we eliminate the subsidiary silver, and the $1 and $2 notes, no 

part of which can be spared from actual use, we find that more than 
one-half of our money is gold. In other words, we have 100 per 
cent of gold back of our uncovered money, of which $1,093,000,000 
is already assembled in the United States Treasury for redemption 
purposes, and amounts to 85 per cent of our redeemable currency.

Starting, therefore, with 85 per cent of gold money in the redemp­
tion fund, and currently securing 49 per cent of gold against the new 
notes to be issued, we would seem to hav3 a competent equipment 
with which to face a situation in which in the long run no redemption 
would be required, and in which in all human probability the deposit 
of gold in exchange for the more convenient forms of paper must 
increase more rapidly than in the past.

In answer to the second part of this question, I would say that the 
new currency should be issued by the Treasury Department in ex­
change for an equivalent in value of Government bonds, whenever 
and by whomsoever presented, the bonds to bB canceled as fully 
paid.

The notes should be full legal tender for all debts public and private 
in this country, and redeemable in gold or any other form of currency 
issued by the Government on demand.

A minimum reserve fund of gold coin amounting to 20 per cent of 
all outstanding currency other than gold should be mamtained in 
the Treasury, the same to be replenished when necessary by the sale 
of bonds for gold in the open market.
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Since a constant increment of 49 per cent of gold automatically 
accompanies the proposed expansion of notes, which increment flows 
of its own volition into the reserve fund, it is altogether probable, if 
not certain, that the gold reserve will constantly increase, and no 
bond sale for this purpose would ever occur.

I mean a 20 per cent reserve here as a minimum. You can put it 
up as high as 33J per cent. You can not maintain it above that and 
furnish the country with the money it needs.

Senator Sh a f r o t h . There is not enough gold.
Mr. B e r r y . Yes, sir; there is not enough of it.
Now I pass to question No. 10.

If notes are issued to or by an association what should be the limit in amount of 
this currency for each association, and should this limit be based on its capital stock 
and surplus?

I now answer that question in this way.
No notes should be issued by a bank or association.
If thus issued, they can not be given legal-tender powers, and 

would be useless otherwise. If issued to an association or bank by 
the Government in exchange for an equivalent the question of capital 
and surplus is not pertinent.

Senator R e e d . Why is not capital and surplus pertinent ?
Mr. B e r r y . Suppose I sell you a horse for $150; I do not care 

whether you have any capital or assets or not, as long as you pay for 
the horse.

Senator R e e d . Yes; but we are not dealing with horses.
Mr. B e r r y . We are dealing with assets just like horses, only better.
Senator R e e d . What kind of assets ?
Mr. B e r r y . G overnm ent bonds.
Senator R e e d . Nothing but Government bonds ?
Mr. B e r r y . Nothing but Government bonds.
Senator R e e d . Well, if you limit it to that, that is true, but if you 

limit it to any other medium you have a radical departure from the 
proposition contained in this measure. I understand you with that 
explanation.

Mr. B e r r y . It is only when we introduce the idea of Government 
loaning money to the banks that the question of security enters the 
problem, but as a matter of fact if the money issued either as a loan 
(however secure) or as an equivalent to the asset (bond) surrendered, 
and only in answer to the demands of business, final payment will 
not and can not be made unless business is reduced, and business 
should not and will not be reduced. Therefore the security will only 
cover the interest payment. The final result will be a perpetual debt 
and interest payment by the people to the banks and by the banks 
to the Government (the people), and a horde of clerks to attend to 
an utterly useless and fruitless mass of detail.

If the money is issued, as are the gold certificates, in exchange for 
an equivalent, the question of capital and surplus is not pertinent, 
and no bookkeeping is involved.

I now come to question No. 11.
What device should be provided to force the retirement of this currency in whole 

or in part when the legitimate demands of trade subside?
I will now answer this question as follows: The legitimate demands 

of trade do not subside, and when these notes become the basis of
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credit in bank reserves they can not be retired without forcing 
business to “ subside.”

If, however, it is desired to provide for the voluntary retirement 
of any portion of the notes— which will never occur (I thmk it should 
be forbidden)— the reissue of the bonds in exchange for the notes 
would be the best method.

I now take up question 12.
If a tax on this currency payable to the Government is provided, should it be 

graduated so as to increase with the volume of currency issued by the reserve asso­
ciation, or graduated so as to increase with the length of time it is outstanding?

I will answer this question as follows:
There should be no tax, graduated or otherwise, on the notes 

issued. The tax would be ultimately paid by the borrower, and 
credit is sufficiently costly already.

Senator R e e d . I do not like to interrupt you, because you are 
talking from your manuscript; but I wish you would tell me the 
sense of the proposition which involves the issuance of an interest- 
bearing bond, the deposit of that bond with the Government in 
order to have currency issued against it, and then taxing the cur­
rency. We take, for instance, a 3 per cent bond, and then we have 
a tax upon the currency of a cent and a half. Why not have a 
per cent bond and no tax on the currency ?

Mr. B e r r y . Just as well. I do not see anything in it at all. The 
proposition, of course, is that the country would hardly stand for 
the banks having all the cake, and so long as you make them give 
back a part of the cake in the form of a tax we have endured it. I 
do not see anything in it. I do not believe in the Government 
loaning money on any kind of an asset.

Senator Sh a f r o t h . It is just a circumlocution without any result. 
It is like this 5 per cent in the Treasury to redeem the bank notes. 
They send it in and then they send it out. It merely involves loss 
of time and loss of energy.

The Ch a ir m a n . That is right; it is an economic loss.
Mr. B e r r y . That is right.
I now take up questions Nos. 13 and 14, referring to the new 

Federal reserve banks. It is my opinion that no new banking 
machinery is needed. The issue of money is a Government function, 
and the Government is already provided with all the machinery 
needed for this purpose.

The conduct of general business, including banking, is a matter 
for the people to inaugurate and manage and should meet with as 
little interference from the Government as possible.

It is only where monopoly is necessarily inherent in a business 
activity that Government should interfere. Banking is not such an 
activity, and to secure publicity as to the condition of financial 
institutions is as far as Government should go in controlling them. 
Conspiracies among them for the purpose of limiting credit or fixing 
the interest rates should be treated as crimes and punished under 
the Sherman law.

Question No. 15 is:
Should such reserve associations have State banks and trust companies as stock­

holders; and, if so, what requirements should be made of such State banks and trust 
companies?
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In the matter of currency issue, State banks, trust companies, and 
all other banking institutions should stand on an equality.

Senator R e e d . Let me ask you a question about that. If I under­
stand your fundamental idea it is tnis: First, the Government is to 
issue money; second, if the bank wants money issued to it by the 
Government it has to take bonds, and it is your opinion that that 
privilege should be open to any bank, State or National. Is that 
your idea ?

Mr. B e r r y . Yes.
Senator Sh a f r o t h . But the bonds shall not be continued as their 

security, but shall be sold to the Government for the currency that is 
issued. That is as I understand Mr. Berry's proposition.

Mr. B e r r y . Yes.
Senator B r is t o w . What kind of bonds do you refer to ?
Mr. B e r r y . United States bonds.
Now, referring to questions 16 to 22, inclusive, with reference to 

the new Federal reserve banks: In my opinion no new banking 
machinery is needed. It can serve no useful purpose and wifl 
involve a horde of new officers and clerks at high salaries and put an 
added burden on credit, which the borrower must finally pay.

The banking system of the country as now constituted, with 
clearing-houses in the principal cities of every “ region" in the 
country, is competent to handle all the credit the country needs. 
Scarcely an individual bank in the country is handling more than 
half the business it could handle if reserve cash could be readily 
secured. Credit would be thus reduced to cost instead of increased.

Question No. 23 is:
Should Government deposits be withdrawn from banks and placed with the reserve 

associations; and, if so, how should they be apportioned and what rate of interest, if 
any, should be paid? Within what time could this be safely done?

All Government funds, excepting possibly a small working balance, 
should be deposited in banks on uniform approved security at interest 
rates established by competition.

The absorption of money in the Treasury in times of plethoric 
revenue is an evil. It now causes a depletion of reserves and con­
traction of business. Under a new law providing for the issue of 
new legal tender, as I have described, the withdrawal of money into 
the Treasury would cause an unnecessary issue of new money which 
might become redundant in case of subsequent large disbursements. 
The Government should use the banks as other interests do.

With your permission, I will elaborate that statement a little.
Senator R e e d . What question are you referring to now ?
Mr. B e r r y . N o . 23.
Senator Sh a f r o t h . It is his answer to the twenty-third question.
Mr. B e r r y . When I was treasurer of the State of Pennsylvania 

I had $20,000,000 of State funds in my hands all during that period.
Senator Sh a f r o t h . During what period ?
Mr. B e r r y . During the period of my incumbency— two years.
Senator Sh a f r o t h . What years do you refer to ?
Mr. B e r r y . I refer to 1906 and 1907, during the panic. I had that 

money deposited in the various banks in my State, and the law fixed 
the interest rate at which I must deposit this money at 2 per cent and 
prescribed the various kinds of security I must take for it, but I was 
absolutely without information as to where that money was most
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needed in my State. I had nothing but the importunity of the 
bankers to guide me. The fellow that was loudest mouthed and put 
up the biggest holler got the money. But inevitably as soon as I 
deposited that money at 2 per cent it instantly flowed to the spot that 
needed it most and where the highest interest was paid. I traced it. 
I put $100,000 in a bank in the northern part of the State, and inside 
of three days that same $100,000 landed in Pittsburgh. This man 
was paying 2 per cent for the $100,000, and he was getting 4 per cent 
from the Pittsburgh bank. The Pittsburgh bank would not pay my 
checks. They had $5,000,000 of my money and would not pay my 
checks. I had the severest experience I ever had in my life during 
that panic. I had $5,000,000 tied up, and I could not get a dollar 
for four months.

Senator R e e d . I take it, though, that your idea is that it was unjust 
to give advantages to a bank that did not need it when there was a 
bank that needed it so badly.

Mr. B e r r y . Yes.
Senator R e e d . But I call your attention to this fact: The bank 

that you did let have the money was a*bank that had not repudiated 
its checks, and when that bank put its credit back of the loan or 
advancement from the State treasury------

Mr. B e r r y . He put his cash up—not his credit.
Senator R e e d . He did not put up cash with the Treasury, did he ?
Mr. B e r r y . Here is the thought I had in mind. Perhaps I did 

not express it as well as might be. It should have been this: Had I 
been permitted to take bids for that money, the spots in the State 
where the necessity was greatest would have obtained the highest 
interest rate.

Senator R e e d . Would you have let a bank have that money if 
that bank had repudiated your checks ?

Mr. B e r r y . I would have had the same security in each case. 
I had the bonding companies of the country behind every loan. Of 
course if I had been permitted to get competitive bids, at once the 
money would have gone to the spot where if finally went to, and the 
State would have got the increased interest instead of the individual 
bank up in the corner of the State.

Senator R e e d . When you let the money out, did you not have the 
security of the bank, and the credit and faith of the bank that got it 
in addition to any bonds ?

Mr. B e r r y . Of course I suppose I might have had that, but that 
was not the security the loan was made on. When a bank failed, as 
several did, I went immediately to the security and got the money 
and let them fight the bank. I had no trouble about that end of it; 
but the point I wanted to make was this: In distributing any amount 
of money at a rate lower than the prevailing rate it is bound to seek 
the highest rate of interest which is paid.

Senator R e Bd . I s there not this possible danger in that, unless you 
put some limitation upon your rule: Let us assume— and my assump­
tion is not made as a reflection upon the group of banks I am going 
to mention—but let us assume that the banks of New York should 
become wicked enough in case of financial stringency to conclude 
that they wanted to comer the money and that they should bid 
higher than the other banks and get all of the money of the Federal 
Government, take it to their banks, and keep it away from the other
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banks. Might not that be a dangerous situation if the Government 
was obliged to send it there ?

Mr. B e r r y . It is no more dangerous, in my judgment, than it now 
is, because that is the reason the money goes to these centers. They 
offer more for it than anybody else. They can go to the outlying 
banks and get the gold and absorb the money of the country by tliat 
process. I do not think they ever did do it.

Senator R e e d . I may be wrong, but I thought the amount of 
money the Government had, taken as a whole, was the very thing 
we were dealing with here as a balance check of safety, if I may 
mix my metaphors, an element of safety in time of trouble; and 
that the fact that the Government could take that money and 
throw it into the banks in case of emergency was an element of 
safety. For instance, if all the banks in New York City were to 
close their doors the Government of the United States might deposit 
this money elsewhere in the country and start business going.

Senator Sh a f r o t h . The net balance in the Treasury on the 13th 
of this month, Monday, was $131,390,515.83. The Government 
could not lend more than that amount.

Mr. B e r r y . And one-half of that is already deposited in the 
banks and $40,000,000 is in bank notes. They have not any money 
in the Treasury now, and, very wisely, they put out what they 
did have.

Senator R e e d . That does not meet my statement fairly, however. 
Your proposition amounts to this: First, that the Government of the 
United States will lend out substantially all of its money, except a 
small working balance; second, that that money will go all of it to 
one bank.

Mr. B e r r y . Yes; if that bank pays the highest price.
Senator R e e d . If that bank pays the highest price all of the 

money will go to that bank, or to a group of banks, if that group of 
banks should pay the highest price.

Mr. B e r r y . Yes, sir.
Senator Reed. Now the question I ask is whether that might not 

be dangerous unless there was some check, some discretion, lodged 
somewhere ?

Mr. B e r r y . Well, my theory about it is that the potentiality of 
the bonded indebtedness of the country for immediate coinage is the 
great safeguard. If you have the reserve of bank A, for instance, 
composed of $50,000 of actual money and $50,000 of Government 
bonds, which Government bonds are instantly convertible, we have 
stopped every possibility of a stringency.

Senator R e e d . But would you have enough Government bonds 
out?

Mr. B e r r y . Y ou can easily get that. All you have to do here in 
Congress is to provide for it. There is no trouble about that; that is 
the safeguard.

Senator R e e d . Your theory, then, run down, amounts to this: 
That in order for the Government to have a safe currency in this 
country it ought to keep always in debt ?

Mr. B e r r y . Yes; to some extent.
Senator R e e d . And be constantly charged with a heavy interest 

account.
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Mr. B e r r y . Not necessarily a heavy interest account, but an 
interest account which would be sufficient to erect a damf, if  you 
please, so as to hinder the flow of bonds into the currency.

Senator R e e d . What is back of a Government bond ?
Mr. B e r r y . Every stick and stave in the United States.
Senator R e e d . What is back of the Government guaranty?
Mr. B e r r y . The taxing power of the United States.
Senator R e e d . Then they practically amount to the same thing, 

except that a bond is written on a piece of paper and the other is 
written into the law.

Mr. B e r r y . Y es.
Senator R e e d . Why is it necessary to have a bond at all ?
Mr. B e r r y . Simply to make it automatic, Senator, and take it out 

of the hands of anybody whose business it shall be to say when you 
issue money and when not. If I purchase this bond, which is a 3 per 
cent investment, I will hold it just as long as a 3 per cent investment 
is a better thing than I can get elsewhere. As soon as the demand for 
money puts the rate where I can get a better than a 3 per cent rate, 
I will slip this bond back into the currency. It will do that auto­
matically. Nobody will have to lay awake at night to think about 
it; it will slip back into the currency just whenever and wherever it 
is wanted.

Senator Sh a f r o t h . That will prevent unnecessarily or unduly 
raising rates.

Mr. B e r r y . It will prevent it absolutely. Not only that, it will 
prevent overinflation. That is what I meant by speaking of this 
dam erected by the interest rates established by the Government. 
You must make it to my interest to hold this or I will slip it into the 
currency; but let it be an interest rate which will make it difficult for 
me to part with it, so that there will be a resistance which the demand 
for money must overcome before the money can go out, and it will 
have a most beneficial effect.

I will now take up question No. 24:
Should every national bank be required to keep its reserve with the association to 

which it belongs except such as it keeps in its own vaults; or should it be permitted 
to keep any certain per cent of its reserve with other reserve associations? If so, how 
much?

Every bank, national or otherwise, should keep its determined 
reserve in its own vaults. It should be periodically examined, and 
its condition as to reserve publicly announced.

It is different as to reserves.
Senator R e e d . That is every national bank?
Mr. B e r r y . Every national bank, and every other bank that has 

this issuing privilege. That is the only thing that I would require 
of them; that they submit to this publicity of their condition.

Senator R e e d . I understood you to state that you were going to 
give the issuance privilege to everybody that has a bond. Just let 
them walk up and shove the bond over the counter of the Treasury 
and say, “ Give me some money.”

Mr. B e r r y . Yes.
Senator R e e d . Then there would be no reason for having a national 

bank at all, would there 2
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Mr. B e r r y . Not so far as the currency is concerned. Here is the 
principle of it. Currency is a system of two parts, actual cash and 
coinable bonds. The storing of all the potatoes or other food in the 
cellar of the city hall does not increase its power to feed the people 
of the town unless a scarcity exists that requires restraint of the 
natural appetite of the people. There is no necessity whatsoever 
for a concentration of reserves in gold unless such reserves are in such 
position that restraint must be exercised upon them.

The reserve should consist of two parts—actual cash and coinable 
bonds. With bonds immediately convertible into cash, the cash 
holdings need not be much larger than the daily necessities of check 
redemption require.

The practice of moving the reserves of outlying banks into the cen­
ters in the vain hope that by concentrating them their efficiency will 
be increased, is a snare and a delusion. The storing of all the pota­
toes or other food in the cellar of the city hall will not increase its 
power to feed the people of a town, unless a scarcity exists that 
requires the restraint of natural appetites.

This practice only tends to increase the advantage over the out­
lying towns naturally held by the cities, and does not materially 
increase the efficiency of the reserve money.

The reserve cities are nominally required to hold 25 per cent of 
reserve which is reduced by central reserve deposits to a lower figure, 
but remains much larger than the actual demands of check redemp­
tion require, while in central reserve cities 35 per cent is required, an 
amount far in excess of actual needs.

If reserve money was distributed throughout the Nation in pro­
portion to the actual demands upon it in the various communities, 
an equal amount of credit would be more safely carried by it; and the 
extremities (particularly the farming communities) would be well 
nourished as the trunk. “ Cold feet,” or scarce credit, among the 
farmers would not be so prevalent if the extreme ramifications of the 
banking system were as well supplied with reserve cash as are the 
centers, regional or otherwise.

Senator K e e d . Do you think that your potato illustration is a 
fair one ?

Mr. B e r r y . It will not do to test any analogy too closely.
Senator R e e d . The analogy that can not be tested ceases to be 

valuable. What we want in the nature of a reserve is something to 
draw upon in order to redeem obligations that are out. One dollar 
in a bank may pay $100 before the dollar has actually gone, but your 
potato illustration is different. Once the potatoes are gone out they 
are consumed; they do not circulate.

Mr. B e r r y . Well, that illustration halts, I am free to confess, but 
I think it illustrates my point. This is a subject I have not found 
possible to illustrate to any great extent. It is so thoroughly unique 
that a good illustration is exceedingly difficult to find.

Now, as to questions Nos. 25 to 31 I have no suggestions to offer 
as to the management of reserve associations. They are, to my 
mind, entirely unnecessary.

Referring to question No. 32:
Are you familiar with the recommendations of the National Monetary Commission 

made to Congress in January, 1912? If so, what is your opinion of the plan, and what 
modifications would you suggest, if any?

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



BANKING AND CURRENCY. 601

I am familiar with the recommendations of the National Mone­
tary Commission. My opinion of the plan can be inferred from 
what I have said in answer to the other questions.

The plan involves a lot of useless machinery and will serve no 
useful purpose unless the fundamental principles of sound finance 
are violated by giving a credit note the power to stand in reserve as a 
basis for further credits. This, to me, is a monstrous proposition 
from whatever source it emanates.

Question No. 33 is the last. It is a very long one, but it proposes a 
plan, and I say the plan proposed here is more nearly correct than the 
Aldrich plan, to my mind.

Instead of calling the new Treasury division a reserve division, I 
would call it “ The division of issue and redemption.”

Its assets should consist of the gold and silver now held in the Treas­
ury as trust funds or redemption funds and such other gold as may 
flow to it naturally in exchange for legal-tender paper currency or to 
be forced to it by the sale of bonds for gold in the open market.

This division should exchange any kind of legal-tender money for 
any other kind desired and destroy worn-out notes or defaced coins 
and replace them with new.

It should exchange new United States notes for Government bonds 
(when voluntarily presented) at the market price and retire the 
bonds.

It should maintain a minimum reserve of 20 per cent of gold 
against the total of all other forms of legal-tender money and furnish 
gold for export in exchange, and only in exchange for notes, the notes 
to be withheld from circulation until exchanged for gold on the vol­
untary solicitation of the holder of the gold, or in exchange for bonds 
in lieu of new notes.

By this process the volume of legal-tender money can only be 
changed by the surrender of bonds, and proceeds on the assumption 
that a Government bond bearing the current rate of interest will not be 
surrendered unless the demand for credit tends to raise the interest 
rate, which is a sure indication that more money is needed, and 
when thus issued will never be retired unless the developments of the 
country cease.

Under the operation of such a law the bonds bearing the lowest 
interest rate (2 per cent) would naturally be exchanged first; and the 
first effect would be to retire the bank notes, at least to reduce them 
to a volume where they would not be redundant and their redemption 
a burden.

The privilege of note issues by the banks, if continued at all, should 
be continued upon the 2 per cent bonds being held as security for 
them, and they should be stripped entirely of legal-tender powers. 
By a gradual process the bank notes would disappear and with them 
the 2 per cent bonds.

A volume could be written as to the advantages to be realized from 
the adoption of this plan, but I forbear.

Much could also be said as to the danger imminent under the 
present system, but here I also forbear.

Now, gentlemen, that is all I have prepared to set before you.
Senator B r is t o w . N ow , just before you go on I would like to ask 

this question: How do you get the gold into this reserve? You put 
the minimum at 20 per cent.
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Mr. B e r r y . Yes.
Senator B r is t o w . H ow  do you replenish that ? Of course, it would 

be more than that as a rule, would it not ?
Mr. B e r r y . Yes; at the present time it is about 85 per cent, and I 

apprehend that it will ultimately fall to 33 J per cent unless the supply 
of gold production should very greatly increase.

Senator B r is t o w . Suppose it went down to 20 per cent, what 
would you do to get gold ?

Mr. B e r r y . B y  the sale of bonds. We would have to sell bonds 
in the markets oi the world to secure the gold. We have redeemed 
the bonds and gotten the money out.

Senator B r is t o w . D o you think that with 20 per cent there would 
not be danger of a period coming when there would be a lack of con­
fidence in these bonds and they would go below par ?

Mr. B e r r y .  N o, sir; I do not. I spoke of that as a minimum for 
this reason: To my mind it seems to have been neglected by most of 
our people, but it has come to be the duty of the United States to 
finance the world. We are the greatest Nation on earth, and nearly 
one-half of the business of the nations of the world is done in this 
country. Three-sevenths of the entire banking power of the world 
is in this country, and it has come to pass through the natural adjust­
ment of the growth of civilization that this country is at the head of the 
procession.

We have South America, Africa, China, and India soon to demand 
a larger volume of money than has ever been conceived of in our 
wildest imagining, and it is my judgment that the United States 
must largely finance those countries. We have the money; we have 
the resources; and it is up to us to do it. When you come to world 
finance nothing but gold will do. We are producing an increment of 
gold yearly which will maintain all the currency that we wish to use 
on about a 33 J per cent basis. We therefore can very readily spare a 
billion and a half gold to finance the rest of the world; and ultimately 
we will be called upon to furnish it.

Senator B r is t o w . Suppose this reserve went down to 20 per cent 
and some speculators got control of a very large amount of these 
notes. They would come here and demand the money; the Govern­
ment would* have to pay the gold. It puts it? bonds on the market 
and the gold is cornered somewhere, so that they would hold the 
Government up for heavy interest rates, on the bonds in order to get 
gold; and then, after the bonds have been sold and they got the bonds, 
furnished the gold, why, of course, they would have made their 
speculation and the price of gold would at once go down.

Mr. B e r r y . I can imagine such a condition as that, but I can not 
conceive how it can ever practically happen. There is $1,700,000,000 
of gold in the United States, the largest amount of gold ever assembled 
in any country in the history of the world. There is no considerable 
number of people in this world— that is, there is no small number of 
people, no number of people involving less than 1,000—who could 
make any impressionable dent on that gold.

It is a practical impossibility that the gold could be cornered now. 
It has been cornered m times past. It can not be now; the supply is 
too great.

That is the reason that I read so carefully to the committee the 
3tatus of the gold situation, to impress your minds with the fact that
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at this time in the history of the country gold is so abundant that the 
fear of its being cornered may be absolutely dismissed. It is a prac­
tical impossibility. I can imagine, of course, just as you have, what 
might be done under those circumstances: but it is out of the ques­
tion for it to occur.

And, moreover, in the process of incurring the obligation involved 
in issuing redeemable paper the Government has withdrawn an 
equivalent of bonds, upon which it has ceased to pay interest, bonds 
upon which it now pays $25,000,000 a year interest; in the course of 
a few years the saving of that $25,000,000 would be sufficient to 
enable us to go into any market of the world and beat any combi­
nation on earth, and get all the gold we want. We, as a matter of 
fact, must now be viewed, as a Nation that is master of the situation.

Senator B r is t o w . But you must admit, of course, that if it were 
possible for the speculators to get control of the gold they could force 
the Government to bid very high in order to get it.

Mr. B e r r y . Surely, I will admit that.
Senator R e e d . N o w , your idea is a currency issued and based upon 

bonds, and that if a man wants this currency he has got to go and buy 
a Government bond; then he can deposit the bond and draw currency. 
And in that way, if we had plenty of bonds out, there would always 
be plenty of money, because when money was needed they would 
invest in these bonds.

Mr. B e r r y . Yes, sir.
Senator R e e d . So that takes care of the matter of expansion, in 

your judgment ?
Mr. B e r r y . Yes.
Senator R e e d . And now, when the money becomes less needed, 

they would prefer drawing interest on the bonds and go back with 
the money and take the bonds out.

Mr. B e r r y . That is in answer to the assumed necessity for that 
retirement. My own judgment about it, after years of close study, 
is that they ought not to be granted any such privilege. You should 
put the restraint entirely upon the issue; but once issued, let it stay 
there, let no man retire a single dollar of legal-tender money under 
any consideration. That is my own judgment. But I would not 
seriously object to your providing for the reissue of the bond in ex­
change for the money in case the money should become redundant.

Senator B r is t o w . And that money, when you took these notes 
and bought the bonds, the note would go out of circulation and the 
bond go m ?

Mr. B e r r y . Yes; that is a means of contracting the currency. I 
would personally oppose it, however. In my judgment we should 
not allow any man, or any set of men, to cancel a single dollar of 
legal-tender money, for as soon as you do you make trouble, for 
your price level is adjusted to it, your business community assumes 
that it is there to stay, and expands business upon it; and if it is 
retired, it means the contraction of your credit and business, and it 
puts you in greater danger of a corner of gold than anything else 
will. You need have no fear of that; but you now have this great 
danger: It is now possible for one man to go in the banks of New 
York on any afternoon and deposit his check for $10,000,000, then 
take the $10,000,000 out of the paying teller's window and carry it 
around and put it in the safe-deposit vault, and on the next morning 
$40,000,000 of credit must come down in the city of New York.

9328°—S. Doc. 232, 63-1—vol 1------39
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The Ch a ir m a n . It is absolutely the fact.
Senator R e e d . H ow  do you mean, “ must come down?”
Mr. B e r r y . Because the reserve fund is at the ragged edge all the 

time: and the next Monday morning the banks are $10,000,000 be­
low in their reserve fund, and they have got to call their credit: that 
means a loss of $40,000,000 of credit, four times $10,000,000.

Senator R e e d . Why do they have to withdraw $40,000,000 ?
Mr. B e r r y . Because the ratio of credit to reserve funds in New 

York City is four to one.
The Ch a ir m a n . It is $1,600,000,000 of these loans against 

$400,000,000 of money.
Mr. B e r r y . N ow , if you have a bond in reserve, that bank, instead 

of answering to that pressure on the part of the schemer who has 
withdrawn his cash in order to force a contraction of the credit and 
the destruction of prices on the stock market, can instantly in that 
case put his bonds in and secure cash and everything is all right. 
The knowledge that a potential supply of cash in the form of bonds 
is always available will stop this practice.

Senator R e e d . That is, if he has got the bonds ?
Mr. B e r r y . If he has got the bonds, yes; and we propose to see 

that he shall have them.
Senator R e e d . Have you got a plan outlined in your paper which 

you have prepared of your views of what ought to be done ?
Mr. B e r r y . No, I  have not got any specific statement of plan here. 

I have simply outlined the principle this far that underlie my thought.
Senator R e e d . Well, when you are through answering questions 

by members of the committee, I see you have a paper and I assume 
you have some plan.

Mr. B e r r y . Yes, I have a paper directly bearing on this bill which 
is pending, and applying these principles to it.

Senator R e e d . T o this bill ?
Mr. B e r r y . Yes.
Senator R e e d . I do not see how you are going to apply the prin­

ciples that you have just announced to this bill any more than you 
are going to put a square peg in a round hole.

Mr. B e r r y . If you apply a bunch of dynamite to a hole in a stone, 
you know what will happen. [Laughter.]

Senator R e e d . That kind of application, of course, is possible.
Senator Sh a f r o t h . Mr. Berry, I thought you said m your pre­

pared statement that the credit was built up upon this money at the 
ratio of 10 to 1.

Mr. B e r r y . In the country at large the rate is 10 to 1; in New 
York City it is 4 to 1. Now, if that were done in an outlying town, 
the situation would be that much worse— and it can be done in 
outlying towns, and I am not sure that it has not been frequently 
done. It has been done in New York. I have the record to show 
you that it has been done in New York. My book shows just how 
it was done.

Senator Sh a f r o t h . Mr. Alling, vice president of the Nassau Bank, 
gave the figures as to the amount of their reserves and the amount 
of their deposits, but I think it was about at the rate of 12 to 1.

Mr. B e r r y . Actual issue; yes.
Senator Sh a f r o t h . In that one case——■
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Mr. B e r r y  (interposing). But you know the way they are counted.
Senator Sh a f r o t h . Yes.
Mr. B e r r y . I s the case you spoke of in a central reserve city—-is 

he a New York man ?
Senator Sh a f r o t h . Yes; that is in New York City. Of course, 

they are bound to keep 25 per cent.
Mr. B e r r y . At any rate, I give them credit for 25 per cent. If 

the ratio should be 12 per cent, the credit would be eight times the 
amount of money instead of four times.

Senator R e e d . Mr. Berry, what I am interested in having you do 
is to put on a piece of paper, without note or comment, the outline 
material of what you say ought to be done, not with the proposed 
bill, but with the present situation.

Senator B r is t o w . Would it not be better to have him leave that 
until he gets through with this subject?

Mr. B e r r y . Well, as I have said, Senator Owen, chairman of this com­
mittee, has introduced a bill to provide for the retirement of the 2 per 
cent bonds to meet this situation, and Senator Shafroth has intro­
duced another bill upon the subject. I am rather inclined to think 
that of the two measures I prefer Senator Shafroth’s bill, because it is 
more frank and direct and will solve this problem. Either one of the 
bills I think will do that.

Senator R e e d . Without doing anything else ?
Mr. B e r r y . So far as I can see, yes. It might need a word or two 

of change, but the principle involved in both of those bills is the prin­
ciple I am advocating, and it will furnish the opportunity for the 
expansion of the currency in response to the demand for it.

Senator Sh a f r o t h . Here is an article [indicating paper in the 
Senator’s hand] that was written by Mr. Ailing, the gentleman I have 
just referred to, which is upon the same basis exactly. I wish you 
would read that, Mr. Berry , during the recess of the committee, because 
it suggests this very plan.

Mr. B e r r y . Well, I am very glad to know that there are other 
people who agree with my views. In fact, my experience has been 
that there are. I have been a student of this question for 30 years. 
I have delivered many lectures before bankers’ associations and else­
where and have had many conversations with eminent bankers and 
others interested in the subject, and I have never found a man who 
had given sufficient consideration to it, who had fastened his mind 
upon the fundamentals, who did not agree with me in regard to it. 
I have not found a single man who has given the matter thought for 
a sufficient period who did not, and I have a letter from Mr. Andrew 
Mellen, the president of the Mellen National Bank of Pittsburgh, 
which is one of the most complimentary letters I have ever received.

Senator R e e d . Do I understand you to say yourself that all that 
it is necessary to do is to retire the greenbacks------

Mr. B e r r y  (interposing). You mean the bank notes, do you not?
Senator B r is t o w . The bank notes. The bank notes are a sub­

stitute for or an enlargement of the greenbacks.
Senator R e e d . Please wait until I get my sentiments expressed—  

is to retire the bank notes and greenbacks and the Treasury notes 
and every form of paper money, and have an issue in lieu of it as a 
new Treasury note, and hold back of it the gold reserve that we now 
have, which is the $1,100,000,000 that is back of the gold certificates
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and the gold that we now have back of the greenbacks, and that will 
constitute the money of the country ?

Mr. B e r r y . Practically so, yes. I  do not think you need a new 
Treasury note. Your present Treasury note is good enough. Just 
extend it.

Senator R e e d . Well, I  think you can not bring in the gold cer­
tificate, which is now good for a dollar of gold and which has been 
described as a warehouse receipt for a dollar of gold, unless you 
would do it by calling that note in and redeeming it and issuing some 
note that would not profess to be merely a certificate by the United 
States that it holds 100 cents in gold.

Mr. B e r r y . Y ou will find the details of that kind in this little book. 
I have planned as I would propose to do it of my own initiative. I 
do not propose to upset your scheme, but what I wanted was to get 
this idea of the utterance of notes which are competent to stand in 
bank reserves incorporated in it or in a separate bill.

Senator R e e d . Well, in addition to that, Mr. Berry, your idea is 
that for the future needs of the country we would provide a Govern­
ment bond carrying a sufficiently attractive rate of interest, so that 
it would be purchased by people as an investment; and then provide 
that anybody who had one of those bonds could go down any day 
and turn it into the Treasury, and if it was a $1,000 bond, get $1,000 
of these notes ?

Mr. B e r r y . Yes, sir; practically so. I  would not fix  it, however, 
at the face value of the bond.

Senator R e e d . Where would you fix  it ?
Mr. B e r r y . At the market prices.
Senator R e e d . At the market prices ?
Mr. B e r r y . Yes; because it would throw you out if you put it at 

the face value, because the 3 per cent bonds would probably sell 
below par. If it did, it ought not to be convertible at par. If it 
was a 5 per cent bond and sold above par, it ought to be convertible 
above par. In other words, it ought to be convertible at its mone­
tary market value.

Senator R e e d . Then, if bonds went up to 120, a man could come 
down with that sort of bond and get $1,200 on it, if it was a $1,000 
bond.

Mr. B e r r y . Yes, sir.
Senator R e e d . And the Government would be losing that 20 per 

cent. It sells the bond at its face value and redeems it at 20 per 
cent premium.

Mr. B e r r y . It may have sold it at its face value, and it may not. 
It would depend upon what the circumstances were. If you issued 
a 5 per cent Government bond now and sold it in the open market, 
it would bring a premium. In other words, the natural interest rate 
should determine the price of a first-class security and it does, out­
side of the privilege granted to our 2 per cent bonds.

Senator Sh a f r o t h . If a man could get the amount of the premium 
out in the market, he would not think: of coming to the Treasury of 
the United States and taking a lesser premium on the bond.

Mr. B e r r y . Certainly not.
Senator R e e d . Well, I am not so sure about that. I have in mind 

the fact that it is a common thing for the Government of the United 
States to sell a bond at par, and then find that the bonds have gone 
up the next day, or within a week, very materially.
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Mr. B e r r y .  That has happened.
Senator R e e d . Yes; and it looks to me as though there might be 

an influence brought about that could put a Government bond up 
pretty high, if it wanted to, and then come down and have the Gov­
ernment redeem it.

Mr. B e r r y .  Well, that is a detail that perhaps would have to be 
discussed.

Senator B r is t o w . Well, suppose 3-per-cent bonds were issued, 
would there be a sale when money is scarce and rates are high—there 
would not be a sale for 3-per-cent bonds, then, would there ?

Mr. B e r r y .  There would, at a discount.
Senator B r is t o w . Well, I mean at par. Suppose they were sold 

at par. If they were convertible immediately, however, at par, they 
would sell at par, would they not? That is, if it was a 3-per-cent 
bond and I could buy a $1,000 bond that drew 3 per cent, and this 
morning or this afternoon or to-morrow I could go to the Treasury 
and exchange that bond for $1,000 of legal-tender notes, and I could 
loan those notes for 5 per cent. I could take that process, could 
I not?

Mr. B e r r y .  Yes.
Senator B r is t o w . H ow  would it relieve a stringency unless the 

bond were out ?
Mr. B e r r y .  Well, there is $1,000,000,000 of the bonds out now.
Senator Sh a f r o t h . A little over that since the Panama bonds 

were issued.
Mr. B e r r y . Over $1,000,000,000; and we are going to issue more 

on account of the Panama Canal; and in my judgment we ought to 
issue more on account of inland waterways, and other public improve­
ments. I see no reason why there should not be a constant modicum 
of bonds. The annual increment of paper money required now is 
$135,000,000, so that if you have twice or three times that amount 
constantly outstanding it would be sufficient. If you have that 
amount as compared to $1,000,000,000, as you now have, that would 
be all you would want, because you only require $135,000,000 to sup­
ply this deficiency of currency each year. Your present bond issue 
would last you for several years. The bonds will not disappear any 
faster than the demands of business call for more money; and your 
present bond issue would carry you for several years.

Senator R e e d . I am so much of a farmer on this question that 
there is one bit of it that is an utter maze to me, and I want somebody 
to take me up on the mountain and show me the elasticity of it. I 
understood you to say a little while ago that all there was back of a 
Government bond was the faith and credit of the United States, but 
that that faith and credit involved all the property there was, private 
or public, in the United States.

Mr. B e r r y . That is right.
Senator R e e d . Now, a bond is nothing but a guaranty by the 

Government; that is all. We call it a bond, but it is nothing more 
than a promise to pay.

Mr. B e r r y .  Yes.
Senator R e e d . N ow , if the Government can issue its promise to 

pay and upon that promise to pay can issue another promise to pay, 
in the shape of a note which we call currency, why is it necessair 
to have the bond at all ? Back of both is the same thing, the faith 
and credit and property of the United States.
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Mr. B e r r y . That is the very consideration, Senator Reed. The 
only reason why you need the bonds in the process is to safeguard 
you against an overissue of this currency.

Senator R e e d . Well, can not we conceive that the United States 
Government— the Treasury Department—can restrain itself from 
running away, unless we hobble it in this way ?

Mr. B e r r y . But you see you are up to either one of two things. 
You must let this money come out automatically or artificially. 
Yours is the artificial method. You put it into the hands of some 
man or set of men to determine where, and when, and how much 
money shall come out. On the other hand, you should let the auto­
matic forces of trade call it out. The bond is a part of that machin­
ery.

Senator R e e d . I get your meaning. In other words, when the 
demands of trade call for money, more money than the interest of 
these bonds bring, then the man will sacrifice his bonds or sell his 
bonds in order to get the money, so that the check which the 
bond puts is simply this, that whenever the interest rate the Gov­
ernment pays is less than the interest rate that money will earn, 
then people will exchange these low interest-bearing securities for 
the higher interest-earning money. That is about it, is it not ?

Mr. B e r r y . Well, that is close to it; but it has one error. The 
interest rate denominated in the bonds, say 3 per cent, that is the 
interest rate that the Government pays on the face of the bond. 
But the exigencies of trade will vary that interest rate, and cause 
that bond to sell for less or more than its face value, as the case 
may be.

Senator R e e d . Yes.
Mr. B e r r y . And that interest rate may be higher or lower and 

the proper interest rate can only be determined by allowing the 
forces of trade free play, and letting them establish what this interest 
rate is. It is matter of impossibility for any man or any set of men 
to tell what the interest rate ought to be.

Senator Sh a f r o t h . Interest rate on the bond will always be less 
than the current rate in the market, will it not?

Mr. B e r r y . Not necessarily, if that bond is denied the special 
privilege of note issues, as our present bonds are.

Senator R e e d . Pardon me, Senator Shafroth, for interrupting you.
Senator Sh a f r o t h . Certainly.
Senator R e e d . But let me get this particular thing into my head. 

But 'the thing that constitutes a check upon inflation is the fact that 
the form of security in which a man has his money invested ceases 
to be as profitable to him or as useful to him as a Government note. 
That is true, and that check, that sacrifice which must be made, is 
sufficient, in your judgment, to keep down inflation ?

Mr. B e r r y . Yes.
Senator R e e d . N ow , then, why must we have Government bonds 

in order to get that check ? Why is it not practically assumed, now 
that a safe plan is worked out, that we might as well issue this money 
upon the bonds of cities and States and upon the promissory notes 
that the individual holds— the promissory notes of another—assum­
ing now that we get that in shape so that that could be done ? Why 
would not that furnish the same check ? I have got a 3 per cent bona 
here of the Government— or, I will say, a 6 per cent bond of the Gov-
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em inent—1 have got an 8 per cent note  o f A B, and A B is sound and

food. But I need the money. I have got to have money. Now, if 
take my 8 per cent note of the individual the sacrifice is just as 

great, and a little greater, than if I would take my Government bond. 
The check upon my desire to have money issued by the Government is 
just as great.

Now, why is it that a bank might not just as well take the notes of 
its customers which draw 6 per cent, probably, on the average, over 
the country; take those down to the Federal Treasury and say, “ Here 
is $1,000,000; it is drawing 6 per cent; I want some money,” and 
get it? I am assuming now that a safe plan is worked out.

Mr. B e r r y . I have no doubt but that is just as equitable, except 
as to this, that it puts the Government directly m the banking 
business. This note is now an asset of the Government and the 
Government is going to collect interest from an individual.

Senator R e e d . N o .
Mr. B e r r y . And to renew that paper when that individual wants 

to renew it, or else contract the currency.
Senator R e e d . I do not think you are right about that at all. 

We all want to get right. Nobody here ought to have any pride of 
opinion.

Mr. B e r r y . That is right.
Senator R e e d . I am willing any minute to take back anything I 

have said the minute before as long as this conference lasts, if some­
body convinces me that I am wrong. You run a bank. Let us say 
it is a great bank, a bank which has $2,000,000 of stock and with 
$10,000,000 of deposits. And suppose I am the Secretary of the 
Treasury—for a moment. You need $1,000,000. You take $1,000,-
000 of the paper in your bank, and you come down and ask me to 
issue to you $1,000,000 of money, and you deposit that $1,000,000 
of paper. I issue you the $1,000,000 of money. I charge you for 
that money, say, 7 per cent, just for the sake of illustration. Now,
1 do not have to collect those notes that you put up with me. You 
have got to pay me back; you have got to redeem that money I gave 
you. You will collect $1,000,000 in and bring it down to me. I do 
not have to necessarily go out and collect these notes from A, B, or C, 
do I?

Mr. B e r r y . N o, not under that supposition. But you are not 
issuing money at all under that supposition. When those notes are 
paid back to you, you are just where you were before.

Senator R e e d . It comes back to just where it went in, and I have 
not increased it at all. So that it is safer against inflation than it 
would be if you put the bond in and issued the money permanently.

Mr. B e r r y . Safer, if you insisted upon the payment. But the 
point is that the plan as outlined, will result in a perpetual chain of new 
people coming in and old people going out.

Senator R e e d . Will not that be the same thing with your bond ?
Mr. B e r r y . Oh, no.
Senator R e e d . N ow , let us see why it will not. I  am still the 

Secretary of the Treasury for the moment.
Senator Sh a f r o t h . We will indorse your bond. [Laughter.]
Senator R e e d . Yes. In view of some of the men who have held 

that position in the remote past, anybody can without the slightest
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compliment to himself assume that he holds it. And yet I ought not 
to have said that, perhaps, because they have been mostly good men; 
one or two wild-catters.

But suppose T issue Government bonds to the amount of $1,000,000. 
You are a banker. You have got money in this big bank of yours. 
You notice that I am giving you all the best of it. I am giving you 
the money, and I am just holding the position.

And you come down with that surplus of money that you have, 
and you buy $1,000,000 worth of those bonds from me, and you take 
them and put them in your vaults. Some day you need money and 
you come down to me with that $1,000,000 and say, “ Here is that 
$1,000,000 of bonds that I paid you $1,000,000 for and I want that 
$1,000,000 back.” I do not know why that does not------

Mr. B e r r y  (interposing). There is all the difference in the world, 
Senator Reed, because when I gave you------

Senator R ee d  (interposing). The money went just where the 
other did, did it not ?

Mr. B e r r y . Oh, no. I gave you $1,000,000 for the bonds, and I 
got the bonds, and then you spent the $1,000,000 to build the Panama 
Canal. You have not any money now at all; that money I gave you 
is in circulation again, having come out through the channels of 
trade.

Now, I come to you and say “ Secretary, here are your bonds. 
Give me $1,000,000.” Then you give me a million dollars of absolutely 
new money; you grind your printing presses and give me $1,000,000 
of new money. You add to the circulation by doing that. In the 
other case you do not.

Senator R e e d . Yes, I do it. You bring me in the notes; and I 
grind out of the printing presses $1,000,000 and give it to you for 
those promissory notes of A, B, and C.

Mr. B e r r y . Then you have to have a perpetual motion of------
Senator R ee d  (interposing). But I  take them up quicker than 

we might in this other way.
Mr. J3e r r y . It would surprise me of they were ever taken up at all.
Senator R e e d . Well, just as quickly as they are taken up from 

your bank the same condition arises again, as a necessity for money, 
and another bank brings them in, and you do inflate in order to meet 
the immediate demands of business; and you do retire the circulation 
as the demands of business are less. I can not see why it is necessary 
to have a Government bond.

Mr. B e r r y . Well, it is not necessary at all, but I  think it is more 
desirable.

Senator Sh a f r o t h . Under your scheme, Senator Reed, would it 
not make the United States the purchaser of all municipal and 
State bonds and other security which the banks have when they 
wanted the money ?

Senator R e e d . For the temporary purpose, but with the burden 
attached so great------

Senator Sh a fr o t h  (interposing). What is that burden ?
Senator R e e d . The interest I  am charging that bank upon that 

money that I let it have, and which it can only escape from when
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it brings me back that money or exactly the same kind of money 
issued to some other bank. Isow, that is the feature which is con­
tained in this bill. There is nothing new in it whatever. I can not 
see why we have to have Government bonds under your plan.

Mr. B e r r y . I do not think you have to have them. I simply 
say you should have them in preference to other forms of security, 
for the reason that you have a public obligation there, and some 
body is going to be benefited by the fact that this money when it 
goes into circulation will stay in circulation and never be presented 
for redemption. It becomes a permanent part of the equipment 
of the Nation and the people should benefit by it and not any indi­
vidual or a bank or anybody else.

Senator R e e d . Are you not mistaken in saying that it stays out 
in circulation without limit ?

Mr. B e r r y .  No, sir.
Senator R e e d . Well now, the Government issues $10,000,000 of 

bonds, and sells them upon the market, and it gets $10,000,000 and 
goes out and spends that; it is not a very desirable thing to be doing 
now, by the way; but let us assume that it does it. You get this 
$10,000,000 of bonds. You bought them because at the time you 
bought them the interest made* it desirable for you as an investor. 
There comes a time when there is a money shortage. You need 
money and have to have it. It may be that you have to have that 
money only because there is a run on your bank; and you may not 
need it more than 30 days. You bring your $10,000,000 down to the 
Government of the United States, and it starts its printing presses 
whirling to print you $10,000,000 of money; and you have put your 
bonds over here with me as Treasurer. The crisis passes; interest 
drops in the country; you have got a surplus in your bank. Are you 
not very likely to come down and buy back that $10,000,000 of 
bonds ?

Mr. B e r r y .  Y o u  are, if-------
Senator R eed  (interposing). Now, when you do th&t, you have 

done exactly the same thing that you would have done if you had 
put up the promissory note that you had in your vaults with me and 
come and retired the money. When you bring me back $10,000,000 
of this money to buy the bonds back, I put it in my vault. I have 
got it there, and I have not been wasting it, any more than I would 
the other money. Do you not come out of the same place, except 
in one case you pay interest all the way along, and in the other way 
you collect interest.

Mr. B e r r y . I think you come out practically in the same place; 
but at the same time not just that way. You are saving interest 
instead of paying it, because you are canceling a bond to get this 
money out. My thought is that with the sacrifice of a bond as a 
condition precedent the money would not issue unless needed in 
business, in which case it would not come back unless business 
subsided.

Senator R e e d . In the other case you are charging interest to let 
the money out.

Mr. B e r r y . In the other case you are putting the Government 
directly in the banking business, which I do not consider desirable.

Senator R e e d . I want to ask what is the banking business ?
Senator B r is t o w . Pardon me for interrupting, but I just want 

to understand this: If a bank takes $1,000,000 of its collateral, it has
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notes and bonds which would draw interest of from 5 to 6 per cent—  
varying rates. Now, what interest is it proposed that the banker 
shall pay the Government for the money which he gets with his col­
lateral? As I understand, the Government is to turn back the col­
lateral when the money is returned. That was your suggestion, 
Senator Reed. I say, wnat interest do you propose that the Govern­
ment shall charge the banker when he brings this collateral for the 
money which the Government lets the banker have ?

Senator R e e d . Pardon me, I  did not know you were addressing 
that question to me. Will the stenographer read the question ?

(Here the stenographer read the last preceding question as follows:)
Pardon me for interrupting, but I just want to understand this: If a bank takes 

$1,000,000 of its collateral, it has notes and bonds which would draw interest from 5 
to 6 per cent—varying rates. Now, what interest is it proposed that the banker shall 
pay the Government for the money which he gets with his collateral? As I under­
stand, the Government is to turn back the collateral when the money is returned.

Senator R e e d . I understand the question now. That is enough. 
I have no plan, Senator Bristow. I was simply trying to parallel 
Mr. Berry’s bond plan with this other plan that has been suggested in 
this bill and variously elsewhere.

But the rudiments of the plan, as I understand it, Senator Bristow, 
are these: That the Government when it issues this money will fix a 
rate upon it so high that it is to the interest of the bank, as speedily 
as possible, to redeem it and take it up.

Now, a suggestion was made the other day, which struck me as 
having a good deal of sense in it—although again I say that I am 
liable to change my mind if somebody gives me a reason— and that 
was that if the Government was called upon to issue money and it set 
aside a certain amount, let us say $25,000,000, that might go out at 
a certain rate of interest—let us say, for illustration, 5 per cent. 
That if another $25,000,000 was called for, it would make that 6 or 7 
per cent; and that every time there was more money called for the 
rate would go up.

Thus, by the constant rise of the rate, putting a check upon the 
demand so as to keep it within reasonable limits all the time.

Now, I understand, without knowing much about it, that that is 
the system that has been pursued in every case, that when they have 
emitted a certain amount of this paper, they raise the rate, and keep 
on raising the rate until it becomes practically prohibitive, and thus 
stop it.

Mr. B e r r y . Will it not be better to allow me to read the rest of this 
paper and get over with this thing, so as to get my views fully before 
you ?

Senator R e e d . Oh, certainly.
Mr. B e r r y .  In reference to the Glass bill, which is a duplicate of 

the Owen bill, would say that I have examined it carefully, and while 
the answers I have made to the Senate’s questions will indicate my 
view on the general subject of central banks, I would say that I would 
be willing to endure almost anything in the way of detail in order that 
the basic principle might be incorporated.

I am not at all sure that the provision requiring national banks 
to invest a part of their capital in the stock of Federal banks at a 
maximum return of 5 per cent will not cause a number of them to

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



BANKING A#D  CURRENCY. 613

surrender their charters. It certainly will unless a compensatory 
benefit is to be derived from the use of the rediscounting privilege, 
and I do not see how this is probable or even possible.

As I understand the friends of the Owen bill, their thought is that

basis for rediscounting, and therefore help the situation. They are 
also depending upon the deposit of Government money in the Federal 
banks as a basis of further credit.

The following analysis and comparison of the Owen bill and the 
present law seems to me to indicate that this hope, based either upon 
the accumulated reserves or Government deposits, must prove de­
lusive, and I submit the same for your consideration. (Reading:)

the assembling of reserves in the Federal banks will furnish an added

Example of the country banks under the new law.

Supposed deposits..................................................
Reserve required (15 per cent).............................
Held intact in home banks (5 per cent)..............

Deposited in reserve city banks (5 per cent)____
Reserve required here (20 per cent)....................
Held intact (10 per cent)......................................

Deposited in central reserve banks (10 per cent)
Reserve required here (20 per cent)....................
Held intact (10 per cent)......................................

$500
100

$5,000 
1, 000

$100, 000 
15,000

Deposited in Federal reserve banks (10 per cent)... 
Deposited by home banks in Federal reserve bank. 
Held intact by Federal reserve banks (33J per cent)

5, 000
50

Total held intact against $100,000 deposits in country banks:

$5,000+500+50+1,683=$7,233 or 7.2 per cent 

Total individual deposits in all country banks in 1912................ $3,309,515, 000 
.072

6, 619, 030. 000 
231, 666, 050. 00

Total actual reserve held intact against deposits in country 
banks in 1912............................................................................ $238, 285, 080
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Example o f country banks under the present or old law.

Supposed deposits............................................................................................... $100,000
Required reserve (15 per cent)........................................................................... 15,000
Held intact in home bank (6 per cent)............................................................. ^JpOOd)

Deposited in reserve city banks (9 per cent).........................................$9,000
Required reserve (25 per cent)................................................................ 2, 250
Held intact (12£ per cent)......................................................................

Deposited in central reserve banks (12J per cent)..................$1,125
Required reserve (25 per cent), all intact...............................  (^80)
Total held intact in reserve:

$6,000+l,125+280=$7,405 or 7.4 per cent

Total individual deposits in all country banks in 1912....................... $3,309,515,000
.074

13, 238, 060.000 
231, 666, 050.00

Actual reserve held in and for country banks under old law ............. $244, 904,11
Actual reserve held in and for country banks under new law.............  238,285,08

Actual saving or release of reserve money under the new law on
account of country banks....................................................................  6, 619, 030

Mr. B e r r y . That is the net result of the application of the new 
law as over the old law to the country banks.

Senator R e e d . The whole country ?
Mr. B e r r y . The country banks.
Senator R e e d . For all the country banks?
Mr. B e r r y . That is, national banks.
Senator R e e d . All of the banks outside of the reserve cities ?
Mr. B e r r y . Yes.
Senator R e e d . That is, the three reserve cities ?
Mr. B e r r y . Yes, sir—no; the reserve cities and the central 

reserve cities—all of them.
Senator R e e d . That is what I  am trying to get at—whether you 

say this is held outside of the reserve cities.
Mr. B e r r y . Central reserve cities.
Senator R e e d . Y ou say reserve cities?
Mr. B e r r y . All that is held in the country banks, as distinguished 

from reserve banks and central reserve cities.
Senator R e e d . All that is outside of these reserve city banks and 

central reserve city banks.

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



Example of reserve city banks under the new law.

Supposed deposits.............................................................................................. $100,000
Required reserve (20 per cent).......................................................................... 20,000
Held intact in reserve city bank (10 per cent)................................................  (10,003),

Deposited in central reserve bank (5 per cent)..................................... $5,000
Reserve required here (20 per cent)........................................................ 1,000

Held intact here (10 per cent).................................................................  (50Q)

Deposited in Federal reserve bank (10 per cent).............................................  500

Deposited in Federal reserve bank by the reserve city bank (5 per cent)___ 5,000 *

5,500
Held intact in Federal reserve bank (33J per cent).........................................  (1,833)
Total held intact:

$10,000+500+1,832=$12,332 or 12.3 per cent.

Total individual deposits in reserve city banks in 1912....................... $1,383,813,000
.123
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4,151,439,000
27,676,260,00

138,381,300,0

Actual reserve held in and for reserve city banks under the new law. $170,208, 999.

Example of reserve city banks under the old law.

Supposed deposits-..............................................................................................  $100,000
Required reserve (25 per cent).........................................................................  25, 000
Held intact (12J per cent).................................................................................  (12,500)

Deposited in central reserve banks (12J per cent)............................  $12, 500
Required reserve (25 per cent)—all held intact................................ 1̂ ,125)
Total held intact:

$12,500+$3,125=$15,625 or 15.6 per cent.
Total individual deposits in reserve city banks in 1912.....................  $1,383,813,000

.156

8,302,878,000
69,190,650,00

138,381,300,0

Actual reserve held in and for reserve city banks under the 
old law..................................................................................... $215,874,828

Actual reserve held in and for reserve city banks under the 
new law....................................................................................  170,208,999

Actual saving in reserve money under the new law................ 45,665,829
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Example of central reserve banks under the new law.

Supposed deposits..................................................................................
Required reserve (20 per cent).............................................................
Held intact (10 per cent).....................................................................

Deposited in Federal reserve banks (10 per cenO..............................
Held intact here (33$ per cent)...........................................................

Total held intact:
$10,000+$3,333=$13,333 or 13.3 per cent.

Total deposits in central reserve banks in 1912.................................

3,170,112,000
31,701,120,00

105,670,400,0

Actual reserve held in and for central reserve banks (1912).. $140,541,632,000

Example of central reserve banks under the old law.

Supposed deposits..................................................................................  $100,000
Required reserve (25 per cent).............................................................. 25,000
Held intact (25 per cent).......................................................................  (25,000)

Total deposits in central reserve banks in 1912...................................  $1,056, 704,000
.25

Actual reserve held in central reserve banks under the old law. 264,176,000
Actual reserve held in central reserve banks under the new law. 140,541, 632

Actual saving of reserve money in central reserve banks................... 123, 634, 368
Actual saving of reserve money in reserve city banks........................ 45, 665, 829
Actual saving of reserve money in country banks.............................. 6, 619,030

Total reserve money apparently released..................................  175, 919, 227

Example applied to all new banks under the new law.

Total reserve required to be held for central reserve banks...............  $140, 541, 632
Total reserve required to be held for reserve city banks.................. . 170, 208, 999
Total reserve required to be held for country banks........................  238, 285, 080

Total reserve required to be held in all national banks in 1912. 549, 035, 711
Total deposits held in all national banks in 1912........................... 5,719,156,000
Per cent of reserves to deposits.............................................................. 9.6

$100,000 
20,000 

(10,000)

$10,000
^333)

$1,056,704,000 
.133
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Example applied to all bants under the old law.

Total reserve required to be held for central reserve banks. 
Total reserve required to be held for reserve city banks—  
Total reserve required to be held for country banks..........

$264,176,000 
215, 874, 828 
244, 904,110

Total reserve required to be held in all national banks in 1912. 724, 954, 938

Actual money apparently released from national bank reserves 175, 919, 227 
Reduction of general reserve: 12.6 per cent — 9.6 per cent =  3 per cent.

In this process there will have been absorbed into the Federal banks 
a part of the reserve money of the country which is now carrying 
credit on a 15.6 and 25 per cent basis and which in the Federal bank 
will be on a 33J per cent basis.

Senator R e e d . What do you mean—Federal banks?
Mr. B e r r y . These new banks—Federal reserve banks.
Senator R e e d . Federal reserve banks?
Mr. B e r r y . Yes.
Senator Sh a f o r t h . To be created by this bill.
Senator Reed. I understand.
This will result in a loss of loaning power in these banks as follows 

(reading):
Taken from country banks............................................... $165,475, 750
Carrying credit in reserve city banks at 15.6 per cent.........................  $1, 060, 613, 000
Taken from reserve city banks........................................  76,109, 715
Carrying credit in central reserve banks at 15.6 per cent.....................  487, 882, 700
Taken from central reserve banks...................................  140, 541, 750
Carrying credit at 25 per cent.................................................................  562,167, 000

Total cash absorbed...............................................  382,127,215
Federal bank reserve (33J per cent)...............................  127, 365, 738

Apparently free for rediscount.............................. 254, 751, 477

Total credit sacrificed...................................................................  2,110, 662, 700

Mr. B e r r y . This loss of credit, however, is partially compensated 
by a reduction in the per cent of reserve required in reserve city and 
central reserve banks from 25 to 20 per cent.

The transfer of 5 per cent of reserves in country banks directly to 
Federal banks results in a minimum loss of $105,000,000 of usable 
reserves in reserve city banks. If the country banks still require 6 
per cent of money to carry their credits, as I think they will, the loss 
to reserve city banks will be $139,000,000, and the compensation, 5 
per cent, will be $66,000,000, making the loss $73,000,000.

The transfer of 5 per cent of reserve city banks reserve directly to 
the Federal bank will result in a minimum loss of $74,379,000 of 
usable reserves in central reserve banks, and the compensation, 5 per

Total deposits held in all national banks in 1912 
Per cent of reserves to deposits............................

5,719,156, 000
12.6

724, 954, 938 
549, 035, 711
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cent, will be $50,000,000, showing the loss of $24,379,000 in these 
banks

Seventy-three million dollars plus $24,379,000 equals $97,379,000, 
which is the total loss that must be immediately made up by redis­
count from the $254,000,000 set free in the Federal ban\s. Now,, 
that money has got to go back at once out of the Federal reserve 
accumulations for the purpose of sustaining an existing credit.

Senator R e e d . That is, a country bank is compelled under this 
law to pay into a regional reserve bank $25,000, and it must imme­
diately borrow it back ?

Mr. B e r r y . A part of it.
Senator R e e d . Well------
Mr. B e r r y . Not the outside bank, but the reserve city banks. 

This $25,000 that that outside bank puts into the Federal reserve 
formerly went into the reserve city bank, and there stood at a basis 
of credit. Now it comes into the Federal bank, where it is a basis 
of discount, and, in order that that reserve city bank may keep its 
present credit, it must instantly get a portion of that money back, 
m order to put us where we now are, without any provision of after 
expansion.

Senator R e e d . And it puts this in in place of it ?
Mr. B e r r y . Whatever it puts there as security, but the point is 

to keep track of the money.
This leaves $157,372,477 as the final amount actually released for 

carrying new credit.
By no possible stretch of imagination can this amount exceed 

$175,919,227, as shown in our example applied to all banks, and in 
practice it must fall much below this figure. This is the extreme 
possibility of the law in these figures; practically it will be less.

But, assuming it to be all available, it will carry, if distributed in 
proper proportion to all the banks, at 9.6 per cent, $1,830,000,000 of 
new credit, and together with the annual increment from gold will 
provide for the normal growth of business for possibly two and 
one-half years. That is the total limit of the beneficial results 
which can possibly be predicated on the operation of this law, that 
it will carry the normal development of credit for two and one-half 
years.

At the end of this time, unless gold production should greatly 
increase, it would all be absorbed, and the present condition of stress 
would again be set up. We would back into the same position we 
are now. The best that can be hoped for from the new law is that 
the demand for credit would be met for about two years, after which 
a new adjustment of reserves involving a further reduction in the 
per cent required would be necessary, and so on, ad infinitum.

But we have thus far entirely neglected the fact that there are 
other demands for reserves upon the Federal banks, notably the 
substitution of Treasury notes for bank notes. There are $730,- 
000,000 of these notes, and their substitution with Treasury notes, 
as provided in the Glass-Owen bill, will require $243,000,000 of 
reserves and will leave the Federal banks not only without funds 
for rediscount purposes, but with a deficit of $68,000,000, which will 
have to be made up by Government deposits.

Senator R e e d . Will you not state that over ? My mind does not 
move rapidly enough to grasp that as fast as you state it.
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Mr. B e r r y .  But we have thus far entirely neglected the fact that 
there are other demands for reserves upon the Federal banks, notably 
the substitution of Treasury notes for bank notes. There are 
$730,000,000 of such notes, and their substitution with Treasury 
notes, as provided in the Glass-Owen bill, will require $243,000,000 
of reserves, which will leave the Federal banks not only entirely 
without funds for rediscount purposes, but with a deficit of $68,- 
000,000 that will have to be made up by Government deposits.

Government deposits will help the situation if there are any legal- 
tender funds in the general fund of the Treasury that may be de-

Eosited. A recent report showed about $40,000,000 of bank notes 
eld in this fund, ana these are, of course, useless for reserve pur­

poses, and unless I am greatly deceived, the present emergency will 
require the deposit of all the legal tender in the Treasury in order 
to put the present credit fabric on a safe basis, 9.6 per cent, and will 
leave none for deposit in Federal banks for rediscount purposes.

So far as I am able to judge, the operation of the proposed law will 
not improve the present situation or furnish any means of meeting 
the demands for new credit incident to the growth of the country. 
Nor am I able to see any advantage to the national banks that will 
compensate them for the investment of a portion of their capital at a 
maximum dividend rate of 5 per cent.

The net result of the whole transaction will be the retirement of 
the bank notes and their replacement with Treasury notes, having a 
33\ per cent reserve against them, and the reduction of the general 
reserve under bank credit from 12.6 to 9.6 per cent.

To my mind, the basic fact to be considered is that the gold sup­
ply—$65,000,000 per year—since only half of it will reach the banks, 
will furnish a basis, at 9.6 per cent, for only $330,000,000 of additional 
credit each year, whereas $1,000,000,000 per year is needed. If we 
fail to provide other new reserve money, we are shut up to one or two 
alternatives: We must either refuse to allow business to normally 
expand, or continually reduce the percentage of reserve to be held 
against bank credit, a thoroughly dangerous proceeding.

The remedy lies in giving to the new Treasury notes the legal- 
tender powers that will enaMe them to stand in bank reserves. The 
gold supply will furnish to the reserve fund $32,500,000 per year, 
which will carry the notes in sufficient volume to furnish reserves for 
all the new credit we need. As I see the case, we must do this or 
restrain credit and business.

If we choose the latter course, the trust problem must grow apace 
and can not be safely treated. Periodic panics must still be expected 
and all the evils that flow from them.

In my judgment, it is unwise to reduce the per cent of reserves under 
our bank credit, and it is entirely unnecessary. The notes to sub­
stitute the bank notes can be issued directly by the Government in 
exchange for the bonds and bank notes, and directly to the banks that 
need additional reserves, as fast and no faster than the demand for 
credit calls for them; and the whole problem of the 2 per cent bonds, 
as well as a safe and adequate supply of credit, is solved at once.

The Government should, ana easily can, maintain in a special 
reserve fund a gold reserve together with the surrendered bonds, or a 
new issue of bonds at a higher rate of interest, as an asset for redemp-

9328°—S. Doc. 232, 63-1—vol 1------ 40
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tion purposes. This is what is contemplated in Senator Owen’s 
supplemental bill.

In order to obtain legal-tender notes, the banks could afford to 
and would make a sacrifice; but to secure a Treasury note that is no 
better than a bank note and useless for reserve purposes, they could 
not and would not sacrifice anything.

The problem before us is to break the so-called credit monopoly, 
which, like every other monopoly, can only exist when the supply of 
the article monopolized is limited. To do this the supply of credit 
must be made to readily increase in response to demand.

The supply of credit can only be increased in one of two ways; 
and as I have said, in answer to question No. 5, we must either 
reduce the per cent of legal-tender cash reserve upon which it stands 
or increase the cash, in order that a larger volume of credit may exist 
upon the present per cent of reserve.

The Glass-Owen bill is seeking to reduce the per cent of reserve, 
and proposes to make a present of $175,000,000 nat to the banks by 
releasing that amount of reserves and make possible $1,800,000,000 
of additional credit upon which they may draw interest.

I submit that the banks are reaping a sufficient return from the 
interest on their loans without giving them money on which to float 
them. This is especially vicious, in view of the fact that the gift is 
made at the sacrifice of the margin of safety in reserves. This 
“ margin of safety” is an asset of the borrowers only, for the banks 
do not need it for their own protection. They are always safe in 
that they can and do call loans at will; and it is never the assets of 
the bank, but always the collateral of the borrower, that is forced to 
sacrificial sale in an emergency.

But, assuming that it is possible to thus expand credit, which I 
do not concede, the relief will be only temporary. The situation 
demands an annual contribution of reserve money in excess of the 
gold supply; and the maximum supply that can be possibly claimed 
from this reduction of reserve requirements would not last three 
years. Practically, the time consumed in making the changes 
would be so considerable that the supply of credit would not equal 
the demand at any time in the interim, and fail entirely in the end.

The credit monopoly will, therefore, still exist with its high rates 
and discriminations, and the people at large will not be greatly, if 
at all, benefited; while the credit fabric which has failed disastrously 
three times in a generation on a 12.6 per cent reserve will be still less 
stable on a 9.6 per cent reserve.

I am constrained to register my protest against this dangerous 
experiment.

By the second method, the present per cent of reserve can be 
maintained or increased and the credit monopoly broken by sup­
plying the entire demand for credit through tne conversion of the 
bonded indebtedness of the nation into a demand obligation in the 
form of legal-tender paper competent to stand in bank reserves.

By this process we will make a present of about $135,000,000 per 
year to the Government— the people instead of the banks—which 
can be devoted to public works; and the benefits of an equitable 
interest rate, with nondiscriminative and competitive credit to 
legitimate borrowers, will be realized.
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This is not an experiment in any sense. We now have $350,000,000 
of Treasury notes and $600,000,000 of silver serving the purpose of 
reserve money, no part of which is giving the slightest trouble, and 
can not do so, unless a heavy export of gold should set in and con­
tinue for years, in which case the resale of the retired bonds is the 
remedy.

The bank note is the sole cause of redemption trouble, and the new 
Treasury note will be exactly like it unless given power to stand in 
bank reserves. Since the figures I have given you were prepared 
the House caucus has amended the Glass bill, still further reducing 
the percentage of reserves required in all the banks to an average of 
9.2 per cent, as against 9.6 per cent as originallycontemplated. This 
will add $22,300,000 to the $175,900,000 apparently released for 
rediscount purposes, making $198,200,000.

Carrying this figure through the calculation, we find that the total 
deficit instead of being $68,000,000 will be about $45,000,000. It is 
therefore clear that the bill as amended is not essentially better than 
the original.

I am very much obliged to you, gentlemen, for your attention.
Senator Sh a f r o t h . We are very much obliged to you; but Senator 

Reed wants to have a talk with you further.
Senator B r is t o w . I think Senator Reed and Mr. Berry had better 

take a rest and then come back here at 2 o’clock.
Senator R e e d . I think so.
The Ch a ir m a n . At 2 o’clock there is an executive session in the 

Senate. I do not suppose it will last very long.
Senator R e e d . Suppose we meet here, Mr. Chairman, immediately 

after the executive session.
Senator B r is t o w . Mr. Berry, I  am very much interested in your 

statements. You have given, to my mind, some very ingenious 
suggestions.

Mr. B e r r y . Boiled down to its last terms, there is only one sug­
gestion, and that is to substitute legal-tender notes and make the pro­
posed issue under this bill a legal-tender instead of a nonlegal-tender 
note, and you will have the solution of the problem.

The Ch a ir m a n . I think you are absolutely right about the" legal 
tender.

Senator Sh a f r o t h . So do I .
Mr. B e r r y . At the last analysis that is what it boils down to.
The Ch a ir m a n . We will now stand adjourned to meet within 10 

or 15 minutes after the Senate rises from executive session this 
afternoon.

(Thereupon, at 12.45 o’clock p. m., the committee took a recess 
until this afternoon at the time stated.)

AFTER RECESS.

The Ch a ir m a n . I submit, from the report of the Director of the 
Mint for 1912, dated December 31, a table of the monetary state­
ments and approximate stocks of money, in the aggregate and per 
capita, in the principal countries of the world, pages 66 and 67, 
annual report ot the Director of the Mint.

Senator R e e d . What year?
The Ch a ir m a n . 1912.
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STATEMENT OF WILLIAM H. BEBBY— Continued.

Mr. B e r r y . I do not know whether it would be worth while, Mr. 
Chairman, to ascertain. There are no statistics that I have ever 
been able to find which give definitely the amount of banking credit 
which is available in these various countries. If there were such 
statistics available it would be instructive to have them along with 
it. I do not know where such statistics may be found. I have 
hunted for such statistics, but I do not know where they may be 
found.

May I just very briefly introduce another thought here ? Of course 
my argument is based largely on the assumption that the supply of 
legal-tender money is not adequate, and as an indication of its 
scarcity I have before me the last report of the Treasury Department 
showing the condition of the national banks on June 14,1913, from 
which I secure the following facts:

Those banks held on that date, collectively, $952,900,000 of legal- 
tender money. They owed to State banks and trust companies on 
that date $862,000,000. They owed a billion and 57 millions, alto­
gether, but there was a counter debit of 194 millions, leaving 862 
millions as the net obligation of the national banks to the State banks 
and trust companies.

The Ch a ir m a n . I would like also to put in as a part of that paper 
this statement dated June 30, 1912. It is a very interesting com­
pilation, and will also go to explain Mr. Berry’s evidence.

Mr. B e r r y . The difference between what these banks hold and 
what they owe, net, to State banks and trust companies, outside of 
their depositors, was 90 millions of dollars; 90 millions of dollars as 
against their total demand obligations, which were 7,599 millions. 
That is 1.1 per cent. The extent to which the funds of State banks 
and trust companies are moving over into the custody of the national 
banks in order that a legal showing of reserves may be made is 
astonishing.

Senator R e e d . What do you mean by that?
Mr. B e r r y . Just exactly what I have said. The growth of the 

system of affiliated national banks with trust companies, next door 
or on the other side of the hall in the same building, in Pennsylvania, 
is astonishing.

Senator R e e d . Do I understand you this way: The bank reserve 
has fallen below the legal requirement, and in order to make their 
showing of a proper reserve they simply get into a trust company and 
carry over and put in their vaults temporarily a certain amount of 
money ?

Mr. B e r r y . W h ich  appears as due to  banks.
Senator R e e d . And they make their report upon that, and you 

sa JT J 1 ' lively?

Senator R e e d . Could you tell us to what extent ?
Mr. B e r r y . The general extent is indicated by this report, as I 

have just analyzed it.
Senator R e e d . That is to say, that they have actually got about 

one-tenth of what they ought to have ?
Mr. B e r r y . Yes. That is, they actually own only $1 for every 

$100 that they ha#d on demand account.
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Senator R e e d . In other words, they shift their reserves from one 
bank to the other ?

Mr. B e r r y . Yes.
Senator R e e d . And a reserve serves twice in that way. I ought 

to have a reserve of $1,000,000, and I take all that the law permits 
me to put in another bank, and I put that over in your bank, and 
thereupon it begins to operate as a reserve ? Is not that the way it 
works out ?

Mr. B e r r y . Well, as between national banks that works out, but 
this other is another thing altogether. It is the affiliation of national 
banks with trust companies across the hall, or next door, under the 
same control and under the same management. And when the bank 
examiner is present in the national bank, that bank is full of money, 
it having crossed the hall in gripsacks a day or two before; and when 
the State bank examiner is present in the trust company, the reverse 
movement occurs.

Senator R e e d . H ow  would that be prevented ?
Mr. B e r r y . B y  m aking m on ey  enough fo r  b o th  o f  them . I  think 

that is the best w ay.
Senator R e e d . H ow  can it be prevented, as a matter of exam­

ination ?
Mr. B e r r y . Simultaneous examination will counteract that.
Senator Sh a f r o t h . In the State of Colorado we have a State law 

which provides that the report made by the State banks shall be on 
the same day as the report made by the national banks.

Mr. B e r r y . Yes.
Senator Sh a f r o t h . And it seems to me reporting all at the same 

time would check that.
Senator R e e d . If they tried to beat a law, they could easily 

enough make one report at 9 o’clock in the morning and the other 
at 5 o’clock in the afternoon.

Senator Sh a f r o t h . N o ; I think they call fo r  it at the close o f 
business on  a certain  day.

Mr. B e r r y . It is a very difficult thing to reach by law.
Senator R e e d . Following out just what we have been talking 

about, assume that a bank had sufficient deposits so that under the 
law its reserve would have to be $1,000,000. That bank, if it is 
an ordinary city bank, can put half of that money in another bank, 
can it not, and hold half ?

Mr. B e r r y . Yes.
Senator R e e d . The bank into which the money has been placed 

can hold 12£ per cent of it, which would be what?
Mr. B e r r y . $125,000.
Senator R e e d . Twelve and a half per cent ?
Mr. B e r r y . $125,000, would it not?
Senator R e e d . N o . Half a million—there is a half million held 

by the first bank as its 12£ per cent. It is 12£ per cent that it can 
put into another bank.

Mr. B e r r y . Oh, yes.
Senator R e e d . S o that it puts $500,000 over in the n ext bank, and 

that bank  can hold  12£ per cen t o f that $500,000, w hich w ould  be 
$62,500, w ould  it  n o t?

Mr. B e r r y . Yes.
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Senator R e e d . And it can then take— well, I  w ill have to figure 
that.

Mr. B e r r y . That* problem is fully figured out in this last paper 
that I read from.

Senator R e e d . It could then have the balance of the $500,000 put 
into still another bank, and it can take 12£ per cent and keep on 
shifting that money around and can bring part of it right back into 
the original bank if it wants to, can it not ?

Mr. B e r r y . N o ; I do not think so. It could not do that legally. 
The law contemplates that a bank can only use a central reserve 
bank as a depositary for its reserve.

Senator R e e d . That is where it is broken. But, outside of the 
central reserve bank, is there anything to prevent the country bank 
from doing so ?

Mr. B e r r y . The method is to deposit a portion of its reserve in 
the reserve city bank, and the reserve city Dank deposits a portion 
of its reserve in the central reserve bank.

Senator R e e d . Can it deposit a part of its reserve in any other 
bank ?

Mr. B e r r y . Oh, yes; it is not compelled to deposit any part of it 
anywhere. As a matter of fact, they do. They deposit a portion 
of that in the reserve banks and a portion of it in the outlying banks. 
Funds are put in the central reserve cities directly.

Senator R e e d . Mr. Berry, taking the system which we now have 
in this Government, do you regard our system as some people seem 
to have regarded it—that it is the poorest banking system in the 
world ?

Mr. B e r r y . No, sir; I do not.
Senator R e e d . Do you think it is a good banking system, taken 

as a whole ?
Mr. B e r r y . A s I have said already in my paper, I believe it is 

the best banking system in the world.
Senator R e e d . Now?
Mr. B e r r y . N o w ; yes, sir.
Senator R e e d . Then somebody, if you are correct, has been grossly 

exaggerating the evils of this present system; that is, those who 
have said it is the poorest banking system in the world. They have 
been grossly exaggerating the defects of the system ?

Mr. B e r r y . They have been charging the defects to the banking 
end of it, whereas the defect is solely resident in the currency end 
of it.

Senator R e e d . Do you regard our currency system as an exceed­
ingly poor system, or only a system that has some defects in it ?

Mr. B e r r y . It is a system that has one basic defect in it. It is 
not capable of expansion with sufficient rapidity.

Senator R e e d . Taking this banking and currency system as it is 
now, can you not, in a few words, point out the defects in the cur­
rency system ? I mean, not in the way of argument, but in a state­
ment of the fact, just in a few words ?

Mr. B e r r y . Well, the basic defect is in the inability of the banks 
to secure sufficient reserve money to meet the demand for credit.

Senator Sh a f r o t h . It is due to the fact that there is insufficient 
legal-tender money.
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Senator R e e d . D o you agree with Senator Shafroth that it is due 
to the fact that it has not sufficient legal-tender money ?

Mr. B e r r y . Yes, sir. In my judgment that is the one real crucial 
difficulty in the whole situation; and if corrected, the banking 
system will respond, in my judgment, almost immediately to the 
demands for credit.

Senator R e e d . Your method of furnishing the banks with sufficient 
reserve money, broadly stated, is to make more money ?

Mr. B e r r y . Yes, sir.
Senator R e e d . The method that you have in mind for making 

more money, worked out, would be what ? How would you go at it ?
Mr. B e r r y . T o allow any bank that has a Government bond in 

its assets to present that bond and receive the market price for it in 
new legal-tender money.

Senator R e e d . Regardless of what that market price was ?
Mr. B e r r y . Yes, sir.
Senator R e e d . D o you think that would prevent panics ?
Mr. B e r r y . Yes, sir; a panic would be impossible if that law were 

established.
Senator R e e d . H ow  many bonds has the United States Govern­

ment out now that would be available ?
Mr. B e r r y . A billion, about.
Senator R e e d . For that purpose?
Mr. B e r r y . Yes.
Senator R e e d . At the present time, in the matter of emergency 

currency, what does that have to be issued on ? What class of bonds ?
Mr. B e r r y . At the present time ?
Senator R e e d . Yes; under the Aldrich-Vreeland Act.
Mr. B e r r y . Why—do you mean the asset currency plan ?
Senator R e e d . The Aldrich-Vreeland Act. If a bank wants money 

under the Aldrich-Vreeland Act and wants the coin, the Government 
can coin or print $5 00 ,0 00 ,0 00  worth. With what kind of security 
is that money obtained ?

Mr. B e r r y . Why, as I understand, on various securities, to be 
determined by the judgment of the Treasurer.

Senator R e e d . It has never in fact been used, has it ?
M r. B e r r y . N o, sir; nor will it ever be used.
Senator R e e d . Why?
Mr. B e r r y . Because the money is not a legal tender when they 

get it, and it is of no use to them.
Senator R e e d . Y ou say it is not a legal tender. It would pay 

their ordinary customers, would it not ?
Mr. B e r r y . Yes; but that is not what they want. They have not 

any trouble in paying their ordinary customers. Their trouble is 
that their reserves are down, and they can not get money to replen­
ish them from anywhere. That is the trouble.

Senator R e e d . You make the point, then, as to this money which 
they could obtain under the Aldrich-Vreeland Act, that when they 
did obtain it it would not do them any good, because they could not 
build up their reserves?

Mr. B e r r y . That is right.
Senator R e e d . Let us see if that is literally the case. If you 

have a bank, and your reserves have got down too low, and you need 
$1,000,000 to replenish them—at the same time you do not want to
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deny customers the ordinary credits that you have been extending 
to tnem—you 20 over to the Treasurer with such securities as can 
be accepted under the Aldrich-Vreeland Act, and you get $1,000,000, 
and take it down and put it in your vaults. Every man who is doing 
business with you continues to pay in money to you every day, and 
the money that you pay out is this $1,000,000 that you got from 
the Government. The money that comes in is the ordinary money 
of the country, the great mass of which is legal-tender money, and 
can be put in your reserves. Why can you not build up your re­
serves by that process?

Mr. B e r r y . It would not be more than three days after you got 
that million dollars until .that million dollars would appear in your 
bank or somebody’s bank as a deposit.

Senator R e e d . Part of it.
Mr. B e r r y . And the instant it appeared as a deposit you would 

have to rush somewhere to get legal-tender money to hold against it, 
and you could not get it.

Senator R e e d . No; the instant it appeared as a deposit you could 
turn around and loan it out and pay it out, but continue to conserve 
and hoard in your vaults the other money that comes in. I can not 
see why.

Mr. B e r r y . Well, if you could persuade the people who make 
deposits with you to hold always their bank notes and deposit always 
their legal tender perhaps you would reap a benefit. You doubtless 
would; but the difficulty is that you and I, when we go to the bank, 
do not pay any attention to that. We deposit what we have.

Senator R e e d . Certainly.
Mr. B e r r y . And the more bank notes there are in circulation in 

our town the more there are deposited, and it gets worse and worse 
every time you put a new one out.

Senator R e e d . Do you know about what the total money in cir­
culation in this country is, in round numbers ?

Mr. B e r r y . In circulation? Why, about 2 billion 500 million, in 
round figures.

Senator Sh a f r o t h . T w o  billion six hundred million.
Senator R e e d . Let us say that the whole $500,000,000 is issued 

under the Aldrich-Vreeland Act, that you have 3 billion 100 million. 
But there is $5, in round numbers, of money out for $1 of the emergency 
money. So that you would take over your counter in the ordinary 
course of business $5 of ordinary money where you would take over 
$1 of this emergency currency; and most of the money that you take 
over your counter, other than the emergency money, could be utilized 
for reserve money, could it not ?

Mr. B e r r y . Yes.
Senator R e e d . With that sort of condition, it does seem to me a 

man could speedily build up his reserve and build it up by legal-tender 
money. Is not the trouble with the Aldrich-Vreeland Act something 
else tnan what you have indicated ? It has never been used. Does 
it not lie in the interest charge, or does it not lie in the fact that the 
machinery is not adequate for getting it out, or does it not lie in the 
further fact that a bank does not want to go down there and appear 
to be in such stress that it needs money ?

Mr. B e r r y . I think not, and I base my opinion upon the experience 
that the banks now have with the 730 millions of bank notes. There
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is scarcely  a bank in the country that does not. You go in some time 
and pay m a bunch of money and you see the receiving teller shift it, 
and he will take out every bank note there is in it and put them into 
one drawer, the near drawer, so that the next fellow that comes in will 
get that, and it will go out. They do now with that money just exactly 
what you refer to, to the largest extent possible, and yet 700 millions 
of it go back for redemption every year.

Senator R e e d . But it goes right out again, does it not ?
Mr. B e r r y . I know it does, but it absorbs 60 millions of money 

to do it.
Senator Sh a f r o t h . The main defect in the Aldrich-Vreeland bill, as 

I understand it, is that the bankers’ associations, which are required 
to be formed in the community that wants any money under the 
Vreeland Act, are not willing to be responsible for each other, and 
that act requires that there should be a joint obligation of the associ­
ation; and that has been the reason, as I understand it, that they 
have not made any demands on the Treasury under the Vreeland Act.

Senator R e e d . I am satisfied that there must be some reason of 
that kind, or else there has been no great necessity for money.

The Ch a ir m a n . There is another reason, Senator, that has not 
been commented on, and that is this: Whenever a bank applies under 
the Vreeland-Aldrich bill to its associates in that association, the 
condition of that bank is known to the other members of the associ­
ation—that it is in stringent need— and they do not like to make that 
confession, because it frightens their depositors.

Senator R e e d . That is one of the things that I really suggested in 
that question—that they did not like to apply for it because it was in 
the nature of emergency money.

Mr. B e r r y . That may be a factor. I doubt not that it is, but I 
base my view upon the experience that we have with the bank notes. 
A bank note requires an 8f per cent reserve of legal tender behind 
it to keep it in circulation, and the Aldrich-Vreeland bill will require 
the same thing. There is the trouble, and the whole trouble. You 
have absorbed 75 millions of dollars of legal-tender money whose 
sole occupation is the maintenance of that 730 millions of bank 
paper in circulation.

Senator R e e d . Well, it seems to me you could well afford to absorb 
that much money if you got that much more for it. You are still 
multiplying your money very rapidly. But what I am trying to get 
at is the reason that tne Aldrich-Vreeland Act has never been used. 
Of course, one reason is that we have never had a real panic since 
we had it. If we had had a real panic, the probabilities are that 
money would have gone out, would it not ?

Mr. B e r r y . I do not think so.
Senator R e e d . Y ou do not think the banks would have used it 

even in case of a panic ?
Mr. B e r r y . No; I do not.
Senator R e e d . Suppose that the Aldrich-Vreeland Act was 

amended so that any bank, on its own motion, without going to 
any other bank for indorsement, could take its assets, whatever 
they were, to the Treasury and get their money issues at a low rate 
of interest. Would the money now out then?

Mr. B e r r y . Well, it might if the interest rate was low enough and 
the terms sufficiently attractive; but I do not see how the situation
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would be in any degree relieved. My impression is that the more of 
that money that you have in circulation the more trouble you would 
have in regard to its redemption. The larger percentage of it that 
there is in circulation the larger percentage would be deposited. 
Therefore more reserve should be required behind that money than 
would be required behind a book credit of the same volume, and you 
are in no better position. It does not relieve your situation at all.

Senator R e e d . Just because it can not be used as reserve money ?
Mr. B e r r y . Surely.
Senator R e e d . Suppose it could be used as reserve money ?
Mr. B e r r y . Then you have the problem solved.
Senator R e e d . That is all that is necessary ?
Mr. B e r r y . Yes, sir; that is all.
Senator R e e d . Would there be anything, in your judgment, unsafe 

in the Government of the United States issuing money in any amount, 
within the bounds of reason, upon Government bonds ?

Mr. B e r r y . No.
Senator R e e d . And if the Government got their securities and 

piled them up in its vaults, the securities of the citizen and of the 
banks and of the big corporations of the country, and piled them up 
in its vaults and also put the faith and credit of the United States 
back of the money that it emitted, do you think that would impair or 
jeopardize the credit of the country?*

Mr. B e r r y . No* I do not.
Senator R e e d . Then, if I  get you right, all that we have to do is to 

provide that the Treasurer of the United States shall print money, and 
that whenever any banker comes to the Treasurer with Government 
bonds or with such other security as may be safe security to issue that 
money upon it, making that money full legal tender for all debts, 
public and private? You think that would not impair the credit of 
the country, and you think that would give us the money to handle 
the business of the country ?

Mr. B e r r y . Yes; I think so; but still I would object to the method. 
That will do the right thing in what I think is, partially at least, the 
wrong way. I do not think that the assets of an individual—that is, 
the obligations of an individual—ought to be used for that purpose. 
I think nothing but the public credit should have that privilege.

Senator R e e d . That is just exactly what is being done under this 
present brtl, is it not ?

Mr. B » r r y . Yes.
Senator R e e d . The assets of an individual are being used, as I  

understand it. Let us follow that.
Mr. B e r r y . Not exactly; I do not mean the assets of an individual, 

but the obligations of an individual.
Senator R e e d . Yes; that is what I should have said. A bank is 

opened for business, we will say, and it loans a million dollars of 
money and takes the notes of the merchant, the farmer, and every­
body else—good safe paper—let us say. It wants to get money 
from a regional bank. It goes to the regional bank, deposits these 
securities, and borrows the million dollars. That is the first step, is it 
not?

Mr. B e r r y . Yes.
Senator R e e d . And the million dollars that is given to it is got 

out of the vaults of the regional bank. The regional bank then takes
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that million dollars of paper, indorses it, which of course makes it 
that much better, and carries it down to the Federal Treasury, or 
rather carries it over and it is locked up in a special place with the 
representative of the Federal Government, who is there in the bank, 
and thereupon there is delivered, based upon that security, $1,000,000 
of these notes. That is the same proposition that we were first 
talking about, exactly, except that in this instance you have the 
indorsement of two banks upon the paper, but nevertheless it is 
money issued upon the debts of individuals?

Mr. B e r r y . Yes.
Senator R e e d . And if it is proper in that instance it would be 

proper in the first instance named, provided there is not something 
defective in the manner of working it out. But the same thing is 
fundamentally there, the same idea, is it not ? Do you assent to that ?

Mr. B e r r y . Yes, except this, that you have the difference there 
between the paper which is indorsed by a bank—you included that 
in your proposition, did you not?

Senator R e e d . I was first just simply trying to find out whether 
the money that is issued by the Government in both instances was 
not issued upon debts of private individuals, including as individuals 
any corporation, banking corporation, or any other corporation; it is 
nevertheless money issued upon that kind of assets ?

Do you not think that we could let our present banking system 
stand just as it is and provide this currency by doing two things: 
First, provide that currency could be issued upon all Government 
bonds that were brought there with the request that money should 
be issued upon them; and, second, that there should be vested in the 
Secretary of the Treasury or comptroller or some other Federal authority 
the right to issue additional money upon notes of individuals, State 
bonds, or other banking assets under such rules and requirements as 
might be provided by these Federal authorities touching the matter 
of safety, the amount of the issue, etc. ?

Mr. B e r r y . I think so. I see no reason why you could not do it 
now just as well as you could under new arrangements. But my 
fundamental objection to it still inheres. I would not wish to com­
mit myself to a proposition that would allow anything but a public 
obligation. The absorption of a public obligation into the Treasury 
in lieu of notes issued ends the transaction. There is no bookkeep­
ing or any horde of clerks necessary to be employed to take care of 
the proposition. It is a finished transaction. On the contrary, if 
they have these notes of individuals to handle there is endless detail. 
This objection is only to commercial paper. Of course, as to a State 
bond or any other bond having the taxing power behind it, in any 
considerable area or territory, I would be willing to give that same 
privilege, but my thought is that the development of this Nation 
will require the expenditure and ought to have the expenditure of 
enormous sums of money in the immediate future; and therefore the 
obligations of the Government issued for the purpose of these public 
improvements would be a sufficient reservoir, a sufficient source for 
supplying all of the legal-tender money that the country needs. It 
would only amount to 135 millions a year. It probably would be 
more as we grow, but at this moment it stands on the basis of the 
last 10 years at 135 millions a year.
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Senator R e e d . I think Mr. Berry, I understand that, and I do 
not want to shut you off from any answer, because you are entitled 
to have your views plainly set forth. But I think we understand 
that, and if I may stick to the line of questions I started with I will 
ask you this: Your idea is that one reason the Government bond is 
better as the basis for this money than the short-time commercial 
paper is that when the money is issued upon the Government bond 
it goes out and stays out and becomes a part of the permanent circu­
lation of the country, unless money becomes so plentiful that interest 
rates drop to a point where the holder of the money might want to 
go and take up his bond. That is the reason, is it not ?

Mr. B e r r y . Yes, sir.
Senator R e e d . Therefore, what you desire in your plan is not a 

money that is created only for a few days’ time and which must be 
at the end of that short period absorbed back into the Treasury and 
distributed, but it is a permanent money. Is that right ?

Mr. B e r r y . Yes, sir.
Senator R e e d . If what you desire is a permanent money, a per­

manent security is the thing to put up upon which to have it issued, 
is it not ?

Mr. B e r r y . Yes, sir.
Senator R e e d . Y ou prefer the Government bond. Now, why not 

the bond of a State, the unchallenged and undoubted bond of a 
State ?

Mr. B e r r y . There is no reason why not.
Senator R e e d . Why not the bonds of cities and counties, when 

they have been classified, and it has been ascertained that they are 
undoubtedly good ?

Mr. B e r r y . Well, you are approaching the danger line. I think 
you are getting too near the individual in that, out the principal 
thing------

Senator R e e d . I am not approaching it in the matter of the 
security being good.

Mr. B e r r y . No; not at all.
Senator R e e d . Because I have put into my question the statement 

that it must have been ascertained to be good I do not mean that 
every city bond is to be accepted because a city issues it, but I 
mean when bonds have been issued and when an examination has 
shown that they have been legally issued—and I will add to that, 
even bonds that have been issued with the interest regularly paid up 
for a given period of time, something similar to a requirement, I 
believe, in the New York statute with reference to certain securities—  
that would be pretty good security, would it not ?

Mr. B e r r y . Oh, yes.
Senator R e e d . Y ou would have a money that was backed by the 

faith of the United States, would you not f
Mr. B e r r y . Yes.
Senator R e e d . But you would have in the hands of the United 

States the obligation of either a city or a county or a State.
Mr. B e r r y . Or the Nation itself.
Senator R e e d . But we have also got the Nation itself in the 

Nation’s guaranty. Why does not that furnish a much higher and 
better class of security than the paper of A B indorsed by the bank 
B C and reindorsed by the bank C l)?

Mr. B e r r y . It does.

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



BANKING AND CURRENCY. 631

Senator R e e d . If what I have suggested by my questions is 
adopted as a currency measure, then there would be no necessity, 
in your opinion, for the creation of these reserve banks or any other 
machinery. The banks would simply go on in their own way and get 
whatever money they needed as individual banks ?

Mr. B e r r y . That is the way I should look at it.
Senator R e e d . I want to get you to help me in finding what is 

the final result of the organization of all these regional reserve banks. 
Have you the table before you showing the capital that would go into 
these banks?

Mr. B e r r y . N o ; they took my manuscript. I  had it here, but 
they have taken it away. But I can recall it very closely.

Senator R e e d . I am going to insist that I be given the right to 
sarry a gun, for every investigation I have been on just the moment 
[ wanted anything I found the reporters had carried it off.

The Ch a ir m a n . I gave instructions to have the manuscript 
returned to-morrow morning.

Senator R e e d . But I wanted, if I could, to get this in in accurate 
figures, for a reason. Of course you could not, out of your mind, 
recall those figures with absolute accuracy. Have you the total 
capital, Senator Owen? You have nearly everything of all the 
national banks.

The Ch a ir m a n . Yes; certainly.
Mr. B e r r y . I have that right here.

Total capital stock paid in, $1,056,000,000. Seven hundred and twenty millions
surplus.
Senator R e e d . If all the national banks came in and paid into 

the regional reserve banks the 10 per cent required, there would 
actually be a capital for the regional reserve banks of what ?

Mr. B e r r y . $100,000,000.
Senator R e e d . $100,000,000 in round numbers?
Mr. B e r r y . Yes.
Senator R e e d . But there would not be any increase of banking 

capital in the Nation. They would simply take this 10 per cent of 
their present capital, which they own locally, to reduce their capital 
that much and transfer it over into the Federal reserve banks?

Mr. B e r r y . Yes, sir.
Senator R e e d . So we have not created a new dollar of money by 

that process, have we ?
Mr. B e r r y . No.
Senator R e e d . If there is $100,000,000 of capital stock for all of 

these regional reserve banks, and we had 12 of them, there would be 
approximately $8,000,000 for each bank?

Mr. B e r r y . For each one, yes.
Senator R e e d . Yes; $8,000,000 for each one of these reserve 

banks. There would be deposited in these reserve banks 5 per cent, 
m amount equal to 5 per cent of the total deposits of the country, 
which would be what? I mean, total deposits not of the country 
but of the national banks of the country.

Mr. B e r r y . There is about 6 billions of those deposits. That 
would be about 300 millions.

Senator R e e d . Three hundred millions of deposits ?
Mr. B e r r y . Yes.

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



632 BANKING AND CURRENCY.

Senator R e e d . But all you have done is to shift it from many 
banks into one common bank. You have now got a total of $400,- 
000,000 in assets in these banks, $100,000,000 of which they own?

Mr. B e r r y . Yes.
Senator R e e d . And you have not added a dollar to the money of 

the country yet, have you ?
Mr. B e r r y . No, sir.
Senator R e e d . What did you say the total deposits of the country 

were?
Mr. B e r r y . The total deposits of the country ?
Senator R e e d . Yes.
Senator S h a f r o t h . About 19 billion.
Mr. B e r r y . Yes.
Senator R e e d . I s that for the country, or for the national banks?
Mr. B e r r y . That is all together.
Senator R e e d . What is the total deposits of the national banks ?
Mr. B e r r y . About six billions.
Senator R e e d . For the national banks as a whole; the 19 billions 

includes all State banks and trust companies ?
Mr. B e r r y . Yes, sir.
Senator R e e d . Y ou will have, then, in these banks 400 millions of 

dollars as against 19 billions of deposits. It would constitute a reserve. 
Can you ten me, in your head, rapidly, about what percentage ?

Mr. B e r r y . I can not tell you in my head, but I can do it with a 
pencil in a jiffy. [After calculation:] It is about 5 per cent.

Senator R e e d . It can not be 5 per cent.
Mr. B e r r y . Oh, no. What did you say? What is the total of 

your cash ?
Senator Sh a f r o t h . Four hundred millions. It would be absolutely 

just 2 per cent if it was 20 millions.
Mr. B e r r y  (after calculation). A little over 2 per cent.
Senator R e e d . And it is 6 per cent, speaking in round numbers. 

The total assets of the regional reserve banks would be 6 per cent of 
the deposits of the national banks and about 2 per cent of tne deposits 
of all the banks of the country; and still we have not a single dollar 
of new money.

Mr. B e r r y . N o .
Senator R e e d . When the banks put this reserve of 5 per cent which 

they now have into the regional banks, it will take $300,000,000 out 
of the national banks’ vaults at once, will it not ?

Mr. B e r r y . Y es .
Senator R e e d . And the $100,000,000 which they have put in there 

as capital will also come out of the assets of the banks, will it not ?
Mr. B e r r y . Just there, Senator, I wish to inquire of Mr. Owen my 

figures. If you are going to demand that these banks furnish that 
capital in cash, my figures are not near bad enough. But I have 
assumed that the capital contributed by these outlying banks would 
be contributed in the form of securities rather than in the form of 
cash. If they are going to demand cash, why that is further up in 
the air than I showed it to you.

Senator R e e d . But sticking to this one thing, for I  am trying to 
get to a certain conclusion------

Mr. B e r r y . You are assuming, now, that it is cash?
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Senator R e e d . Assuming that it is cash we have to put in; but a 
hundred million dollars of cash out of their vaults as and for capital, 
1300,000,000 of cash as and for the reserve of 5 per cent?

Mr. B e r r y. Yes.
Senator R e e d. Necessarily the banks must utilize that $400,000,000 

in some way pretty speedily or else it is going to make a shortage of 
money in the banks of the country, is it not ?

Mr. B e r r y. Certainly.
Senator R e e d. Therefore, is it not true that the result would be 

that they would borrow from the regional banks back an amount of 
money substantially equal to the amount they put in ?

Mr. B e r r y. With the exception of 175 millions. They would have 
to have it all back instantly excepting 175 millions.

Senator R e e d. That is 33 per cent?
Mr. B e r r y. No; that is the saving that they realize by reducing 

their reserve requirements from 25 to 20 per cent and from 15 to 12 
per cent in the banks.

Senator R e e d . Yes. That is because the general reserve of the 
country has been reduced ?

Mr. B e r r y. That is it. It would all have to go back instantly 
except 175 millions.

Senator R e e d. But with an actual shortage of ready money, is it 
not likely that these banks would borrow back almost immediately 
the $400,000,000 they had put it, or substantially all of it?

Mr. B e r r y. They could not get all of it. They would not have 
to have all of it. (After calculation.) They would have to have 
immediately back 225 millions of it.
Senator R e e d. T w o  hundred and twenty-five millions of it that 

they would have to get back immediately ?
Mr. B e r r y. Yes, sir.
Senator R e e d. That leaves you 175 millions, just your figures of 

a moment ago. Is not the regional reserve bank required to keep a 
reserve ?

Mr. B e r r y. Yes, sir.
Senator R e e d. Of how much ?
Mr. B e r r y. 33J per cent.
Senator R e e d. This 175 millions would barely cover their reserve, 

would it ?
Mr. B e r r y . If you consider all of the reserve they have to carry, 

it will not cover it by 50 millions.
Senator R e e d. Very well. The first thing that happens in this 

process is that the banks carry over $400,000,000 and borrow back 
every dollar of it except what the regional bank has held by way of 
reserve, speaking broadly, now. I am not trying to speak with 
absolute mathematical accuracy. That is right, is it not ?

Mr. B e r r y. Yes, sir.
Senator R e e d. And we have left now in the banks $175,000,000, 

substantially all of which has to be held as a reserve, and we have 
not added a dollar of new money or new wealth of any kind, have 
we, up to this point ? I mean we have not added anything to the 
aggregate bank capital of the country ?

Mr. B e r r y. You have not added a new dollar, no, sir; but you have 
let loose from the reserves of the country------
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Senator R e e d . That comes under another phase of this bill which 
reduces the reserves. Mr. Berry, let us say that you have a bank 
that has in its vaults $225,000,000 of bank paper and has $175,000,000 
of reserve. There are 12 of these banks, and if they run on the average 
and they have $1,750,000 in their reserves which they can not touch, 
the reserve of each of them would be a little over $145,000 in its 
vault, of cash, and that would be held as a reserve. Is that right ?

Mr. B e r r y. I am not able to follow your figures.
Senator R e e d . Divide the $1,755,000, which you say would be 

left in these banks, by 12, will you, please ?
Mr. B e r r y (after calculation). I would call it 15 millions, Senator?
Senator R e e d . Y ou have only got in the banks 400 millions.
Mr. B e r r y. Yes; you sent back 225 millions.
Senator R e e d . Y ou have $1,750,000 left------
Mr. B e r r y. Y o u  have $175,000,000 left.
Senator R e e d . Oh, yes; then you have how much?
Mr. B e r r y. Fifteen millions of money.
Senator R e e d . Every dollar of which is tied up.
Mr. B e r r y . That is not the way my figures resulted. I find that 

that was outside of the requirements for securing the national-bank 
notes— that is, the requirements of reserve against the national-bank 
notes and available balance of about 150 millions in the whole situa­
tion, in my figures; but that was before you had included this 100 
millions. That makes a vast difference. If you are going to make 
those people furnish their capital subscription in cash, you would not 
have a cent, not a nickel.

Senator R e e d . I want to know how much of a real help that sort 
of massing of money is when you have massed it in that way and 
borrowed it back. Where is your reservoir to drink from when the 
drought comes ?

Mr. B e r r y . There is none.
Senator R e e d . That is just the way it has been striking me. It 

is true that the bank can take these bank securities now, these notes 
that the banks have put in there for their $225,000,000, and they 
can go down to the Federal Government and they can get currency 
issued.

Mr. B e r r y. Yes.
Senator R e e d . But the solitary atom of original strength now that 

we have added to this system, the first massing of any of this credit, 
the first drop of water that has gone into the reservoir from which 
we are all going to drink in the hour when we are thirsty, came out 
of Uncle Sam’s reservoir, did it not ?

Mr. B e r r y. New money.
Senator R e e d . New money that he made. But the banks had 

not added a penny?
Mr. B e r r y. Not a thing.
Senator R e e d . Then, if Uncle Sam takes his money and deposits 

it in these banks, of course that is that much more money that they 
can use; but that money that Uncle Sam issued came out of the 
Treasury, did it not ?

Mr. B e r r y. Yes.
Senator R e e d . So that the only element of strength and the only 

way these regional banks can do anything is with what they get 
from the Federal Government; and this talk that we have hadhere,
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that you are going to mass the resources of the country, the reserves 
of the banks in one common reservoir from which all can draw and 
which will enable the money to flow from one part of the country to 
another part of the country, appears to end in an idle dream; that 
is your view of it, anyway ?

Mr. B e r r y . Yes, sir. The only thing that promises a possible help 
in the situation is the reduction of the percentage of reserve required 
from 25 to 20 per cent and from 15 to 12 per cent. That is the only 
thing.

Senator R e e d . We have not added a new element of strength to 
this by the banking system ?

Mr. B e r r y . Y ou have added an elem ent o f weakness b y  under­
m ining the credit.

Senator R e e d . If you want to release 25 per cent of the reserves 
that we now require the banks to hold, we could do that by enact­
ing the statute changing ths requirements of the present law?

Mr. B e r r y . Yes.
Senator R e e d . And then we would have accomplished by that 

direct method the only good which you see would bs accomplished 
by this indirection ?

Mr. B e r r y . Absolutely.
Senator R e e d . Indeed, that provision of this bill which relates to 

the amount of reserves is a thing that is independent from the 
scheme itself. It simply is a provision in this bill that the amount 
of bank reserves may be reduced and they may be distributed differ­
ently from what they are at the present time. That is where we 
come out, is it not ?

Mr. B e r r y . Y es, sir.
Senator R e e d . If there is any excuse, then, for this system, it 

must be found in the fact that it is a device or plan by which before 
the Federal Government issues this new money it may have the 
indorsement of this regional reserve bank upon the back of all the 
individual paper the regional reserve bank has, and which it desires 
to borrow money from the Government upon. That is about all 
there is in the whole scheme, is it not ?

Mr. B e r r y . Yes.
Senator R e e d . I confess if that is all there is in it I do not see 

much use in it.
Mr. B e r r y . That is all that I have been able to see in it. I do 

not know whether there is anything that 1 have not observed or not.
Senator R e e d . Y ou and I may both be mistaken, and I know 

that I am very likely to be; but I think with your experience you 
ought to be pretty sound.

Now, I want to come to another question. I take it that you 
rather lean to the opinion that one of the weaknesses of our banking 
system is in requiring banks to maintain as large a reserve as they 
are now required to maintain. Am I correct in that ?

Mr. B e r r y . N o . My thought would be that they ought to be 
still required to maintain as large a reserve as they now have, but 
that it should be more distributed to the outlying banks rather than 
concentrated in the central reserve city banks.

Senator R e e d . I was in error. You would require the banks, 
treating them as a whole, still to keep as large a reserve as they now 
are required to maintain?

9328°—S. Doc. 232, 63-1—vol 1------ il
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Mr. B e r r y . I do not know that I would insist upon that in the 
central reserve cities. I think the reserve required in the central 
reserve cities is more than is really necessary.

Senator R e e d . Y o u  m isapprehend m y  question . I  say  that, treat­
ing the banking system  as a w hole, y ou  do n ot w ant to see the loca l 
reserves go dow n ?

M r. B e r r y . N o, sir; I  w ou ld  n ot.
Senator R e e d . That is, if the required reserve figured up to be at 

500 millions of dollars, the country bank putting in a certain per cent 
and the ordinary reserve bank a certain per cent and the central 
reserve banks a certain per cent, and they aggregated 500 millions 
of dollars, you might want to distribute the reserves or change the 
requirements as to what certain classes of banks would hold, but you 
would still want in the aggregate $500,000,000 ?

Mr. B e r r y . That is my thought.
Senator R e e d . The first thing this bill does is to reduce that aggre­

gate, is it not ?
Mr. B e r r y . Yes. '
Senator R e e d . By how much ?
Mr. B e r r y . B y  25 per cent.
Senator R e e d . It would be, in round numbers, based upon our 

present moneys------
Mr. B e r r y . About 175 millions is what it figures out for the national 

banks.
Senator R e e d . In round numbers ?
Mr. B e r r y . Yes, sir.
Senator R e e d . So that the first thing we do by this bill is to take 

out of the present system 25 per cent of that element of safety which 
has heretofore consisted in the reserve. Have we anywhere strength­
ened the system by this process ?

Mr. B e r r y . Not that 1 can see.
Senator R e e d . A s a matter of fact, when there is a financial shiver 

goes over the Nation the danger to the banking system lies i» the rush 
of the people to demand cash and the inability of the banks .to supply 
that cash. If the people never lost confidence we might have hara 
times, but we never would have a panic, would we ?

Mr. B e r r y . No, sir.
Senator R e e d . Because a panic means lack of confidence. If it 

was known that all of the banks of the country had 100 cents on the 
dollar in their vaults and had all the deposits there that the depositors 
had placed there, there never would be any trouble whatever. Of 
course there would not be any banking business done, but there never 
would be a lack of confidence ?

Mr. B e r r y . N o, sir.
Senator R e e d . Then, as you leduce the amount of money held in 

the vaults of the bank you reduce public confidence in the hour of 
trouble, do you not ?

Mr. B e r r y . Undoubtedly.
Senator R e e d . Then, is not the inevitable effect of this bill such 

that the people of the country are more likely to raid the banks 
because the reserve has been cut down 25 per cent ?

Mr. B e r r y . I can not view it any other way, Senator.
Senator R e e d . Can you discowr in the bill anywhere & provision 

which offers to the customer of the bank— the depositor of tfee b$r\k—
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anything to compensate him for the additional risk incident to a 
reduction of the reserve ?

Mr. B e r r y . Nothing whatever, unless, Senatoi, a provision is made 
to have this currency given the legal-tender function competent to 
stand in bank reserves. If it has, then the credit situation will be 
instantly relieved.

Senator R e e d . Coming to that, it of course brings us to quite a 
different proposition from what we have been talking about. Would 
you make all the money that is issued by the Government full legal 
tender ?

Mr. B e r r y . Yes, sir.
Senator R e e d . Would you retire the bank no’tes that are now out ?
Mr. B e r r y . Yes, sir.
Senator R e e d . But issue in lieu of them full legal-tender money of 

the United States ?
Mr. B e r r y . Yes, sir.
Senator R e e d . What would you do with the silver certificates?
Mr. B e r r y . I would substitute for them United States notes, if 

anybody wanted them substituted. Otherwise let them stay until 
by natural process they eliminate themselves, and substitute what­
ever form of currency is the most desirable or convenient in the 
estimation of the people that use it.

Senator R e e d . What would you do with the gold certificates ?
Mr. B e r r y . The same thing.
Senator R e e d . H ow  much gold reserve would you hold in the 

Treasury of the United States back of money isssued by the United 
States ?

Mr. B e r r y . In my paper I have stated that a 20 per cen t minimum 
would be sufficient. I apprehend that under the present circum­
stances we would tend toward a 33 J per cent reserve and would never 
fall below it. We might reach it. It would take a number of years 
to do it, because we would start with about 85 per cent reserve, and 
it would take a long time to get down to that. It would never go 
below that, because the current production of gold would furnish 
that reserve against the needed legal tender.

Senator R e e d . What danger is there, in your opinion, with a 33J 
per cent gold reserve and with a currency out backed by the faith of 
the Government, of the gold reserve being depleted by so much of 
this money being brought to the Treasury and gold demanded; that 
the paper money would drive the gold out—exhaust our gold reserve ?

Mr. B e r r y . Issued as I have indicated, with the necessary restraint 
imposed by the sacrifice involved in its issue, it would never be issued 
beyond the demands of business, in which case it would not act to 
drive the gold out.

Senator R e e d . I wish you would tell me why it would not.
Mr. B e r r y . For the simple reason that it is not issued in excess of 

the demand, not issued with sufficient rapidity to appreciate the 
prices seriously. If it were issued with sufficient rapidity to appreci­
ate prices, in other words depreciate our money, gold would immedi­
ately leave the country for the purpose of improving the condition 
of the money here. It is only in such cases as that that the Gresham 
law would be applied.

Senator R e e d . I understand, of course, that when you come to 
originally issuing this money upon that plan, it is that it shall be
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issued upon a Government bond, the bond being surrendered and the 
holder losing the interest upon that bond. He will not do that unless 
there is some demand for the money, some use to put it to. But sup­
pose that half a billion dollars of gold is in the Treasury, wd suppose 
we have issued three billions of dollars of money. Wliat is to hinder 
the banks of the country, if they saw fit so to do, gathering up money 
and going down and demanding gold until they would deplete that 
gold reserve ?

Mr. B e r r y . Nothing that I can see, except the inconvenience of 
handling the gold. It is a pretty expensive proposition for a man to 
handle gold. I am told that it would cost the United States Govern­
ment hundreds of thousands of dollars even to count the gold which 
is here, in the loss incident to one handling.

Senator R e e d . What would there be to hinder the foreign bankers 
who wanted to transport our gold over there ?

Senator R e e d . What is there to hinder foreign bankers who wanted 
to transfer the gold over there ?

Mr. B e r r y . That, I think, is what will transpire, in the event of an 
emergency, though I am persuaded that the United States is soon to 
be called upon to finance the world, and I hope we will be able to 
make provision for the United States Government to send at least 
$1,000,000 of gold into the foreign trade in the course of a period of 
years.

I am satisfied that would take care of the gold, for 90 per cent of the 
natural flow of business has a tendency to gather gold in the United 
States, and it would only be in exchange for foreign securities tha,t 
our gold would go. It would become immediately a foreign asset to 
the extent of the movement of gold away from the country, but of 
course that sets up immediately a constant for our increment of 
interest payments which would further work to our advantage. Of 
course tnat is not immediately in prospect; oh, I do not know but 
what it is immediately in prospect. It is not an uncommon thing for 
foreign countries to now come to this country to sell their bonds and, in 
my judgment, that will be increasingly so in the future. We have 
the largest amount of gold ever assembled in the history of any 
nation; we have the largest market for the securities of the world, 
and we must prepare, in my judgment, to assume that burden.

I view with satisfaction a situation in which we would begin to 
send our money abroad just as for many generations past we have 
been the recipient of foreign money into this country; but to-day 
we are at the head of the procession. We are the largest commercial 
factor on earth; not only the largest but we come pretty nearly 
being one-half of the whole show right here. Three-sevenths of the 
entire banking power of the known world is in the United States to-day.

Senator R e e d . Have you ever given any special study to the 
Bank of England and its methods of preserving a parity of paper ?

Mr. B e r r y . Yes, sir; one has to give attention to that, and of 
course it is very frequently injected into the argument as something 
to copy.

My own judgment about it is that it is something to avoid. The 
method of the Bank of England is to conserve its reserve by raising 
the discount rate. By raising the discount rate it practically puts 
the brakes on business and stops the expansion of business whenever 
it is necessary to preserve their gold situation.
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Senator R e e d . D o yon not think that there are periods of indus­
trial excitement and development when it is a good thing to put a 
check on business ?

Mr. B e r r y . N o, sir; I do not. As I told you when I started, I am 
of the number of men who do not believe it wise to say to any man, 
“ Stop working.”

Senator R e e d . Suppose you said to him, “ Stop speculating” ?
Mr. B e r r y . Well, 1 would be sorry to see the situation of specu­

lation disturbed. I am satisfied that the whole progress of civiliza­
tion is the outcome of speculation. Speculation is a factor in almost 
every exchange. I sell you a horse for $150. I take that $150 
because that I think the $150 is worth more than the horse. You 
take the horse and give me the $150 because you think that the horse 
is worth more than $150.

Senator R e e d . Well, that does not necessarily follow, and I  do 
not think your illustration throws any light upon the subject in the 
connection with which you use it. You have two horses and you 
have use for but one; I have no horse and must have one because I 
can utilize him. You sell the horse because he is not of use to you 
and therefore you can afford to sell him for what he is worth, and I 
buy him because he is of use to me.

Mr. B e r r y . That is exactly what I said, stated in another way.
Senator R e e d . That does not necessarily mean speculation at all. 

A man who buys that horse does not buy him to speculate on; he gets 
that horse because he needs him. Take the merchant who has his 
goods upon a shelf in a store. They are not there for speculative 
purposes. They are there for sale. I do not think that speculation 
enters into but a very small per cent of our transactions taken in the 
aggregate.

Mr. B e r r y . N ow , it may be in the horse deal that both of us are 
mistaken. You may discover that the horse was no good to you, 
and I may discover that the money was no good to me. But nine 
times out of ten we will discover that we were both right. The 
speculative idea enters because of the element involved m such a 
deal.

Senator R e e d . That is not true of everything we buy, but that is 
true in connection with trade as distinguished from speculation.

Mr. B e r r y . I see nothing there except a difference in degree until 
you come to the realm of gambling, and it can be easily differentiated. 
If I bet you $50 one horse will get over the track before the other 
that is a gambling transaction, because it is certain one of us is going 
to lose. If one wins the other loses, but in an ordinary transaction 
it is quite possible ninety times out of a hundred that both men will 
make a profit on the deal.

Senator R e e d . That is what I  am saying; that is a legitimate 
trade instead of speculation.

Mr. B e r r y . That is speculation, distinguished from gambling, as 
I just put it.

Senator Sh a f r o t h . The difference between you is the difference 
in interpretation of the word “ speculation.”

Senator R e e d . I, of course, was using the term “ speculation” in 
my questions awhile ago to cover such things as booming new enter-

1>rises without proper regard for business conditions, boom towns, 
ocating acre property in lots, and that sort of thing.
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Mr. Berry. But that would of course have nothing to do with the 
level of safety.

Senator R e e d . That may be true, but we can do too much of it.
Mr. B e r r y . Very well.
Senator R e e d . However, I will not pursue the subject further. I 

am very greatly obliged to you, Mr. Berry. I have no further 
questions.

Senator Sh a f r o t h . I want to ask you a few questions. What 
effect, in your judgment, would the establishment of such a system 
have upon the level of prices ?

Mr. B e r r y . I do not think it would affect the level of prices at all, 
because I do not propose an inflation. An inflation is an injection of 
money into circulation faster than the demands of business call for 
that money and in such cases you will always increase prices.

Senator Sh a f r o t h . T o what do you attribute the rise in prices of 
commodities in the United States or in the world during the past five 
years ?

Mr. B e r r y . In the first place, generally speaking, upon a basis of 
comparison there has been no rise m prices since 1901. We have what 
we call the phenomena of high cost of living, to wit, a very large in­
crease in the price of the perishable commodities that enter into the 
daily consumption of our people. This, in my judgment, is due to 
causes entirely unrelated to the currency volume.

Senator Sh a f r o t h . Or to the increased volume of gold which has 
been added to the currency ?

Mr. B e r r y . Surely. The explanation of that situation is found in 
the fact that, for reasons which if I had time I would develop, condi­
tions have led our people to herd in the cities at the expense of the 
country. In the last decade we have had a 2 per cent increase in our 
suburban population and a 22 per cent increase in our urban popu­
lation.

Senator Sh a f r o t h . What effect does that produce ?
Mr. B e r r y . It produces a demand for the products produced by 

the country beyond the supply, and necessarily high prices result.
Senator Sh a f r o t h . And at the same time that small percentage of 

population in the country has greatly diminished the producing 
power ?

Mr. B e r r y . Surely; the supply of those commodities is not ade­
quate to meet the demands for them by reason of the dissolution of 
growth in the country which has been so great in the cities and so 
small in the producing sections. If you wish to determine whether 
or not the currency is redundant and therefore depreciating you 
should measure your currency against things which are like it, to wit, 
those things which do not perish in the use and which persist; and if 
you will take the experience of the country since 1902 you will dis­
cover that the average of such property has gone down steadily for 
the last five years or six years.

Senator Sh a f r o t h . Such as what property ?
Mr. B e r r y . Railroad stocks or industrials. The Pennsylvania 

Railroad has in that period lost, well, 50 points practically—one of 
the best properties on the face of the earth—and other properties of 
the same sort are in the same situation. Thirty rails and nine 
industrials of the very best selection in the United States have lost 
on an average of 30 points in that time. They have gone down.
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They are properly conformable to the money or gold supply, for, like 
gold, they stay with you. They are here day after day, not like 
your perishable products.

Senator Sh a f r o t h . Are there any elements, in your iudgment, 
that would make my question not a fair test by reason of legislation 
or demand in recent years to eliminate to a certain extent the income 
on the franchises of railroads %

Mr. B e r r y . I think possibly that there are some things of that 
sort operating to some degree. I do not think they operate to the 
degree that some would have us believe.

Senator Sh a f r o t h . So you think, then, that the increased volume 
of gold has not had the effect upon the country at large of causing 
an upward tendency of prices ?

Mr. B e r r y . A s compared with the period of 1896 when we had 
the rock bottom of prices, we had reason to expect a rise in prices, 
and we experienced it. Up to 1901 it was very considerable in all 
lines; but since 1901 it has been retrograding—it has been going 
back.

Senator B r is t o w . N ow  you take, as confirmatory to a certain 
extent to the position of Mr. Berry’s, the price of wheat. The price 
of wheat has not gone up any.

Senator Sh a f r o t h . I think it has a little, though not very much.
Senator B r is t o w . I do not think the price of wheat is as high as 

it was a few years ago. In the production of wheat there has been 
an expansion equivalent, probably, to the expansion of our cities’ 
population, while the production of live stock has not been to such 
an extent. That is easily observable.

Mr. B e r r y . Yes, sir.
Senator B r is t o w . Take sugar. Sugar has not advanced in price, 

because the expansion of the production of that commodity has been 
greater than the increase.

Mr. B e r r y . That is the final test.
Senator Sh a f r o t h . And it has been greater than the increased 

production of gold ?
Senator B r is t o w . Yes; I  think so.
Senator Sh a f r o t h . Of course, when you are measuring things 

according to gold you have to take into consideration the increase 
and decline of the things that gold measures.

Mr. B e r r y . Well, the great increase in gold production in 1897 
was a combination accompanied instantly by a phenomenal response 
in productive lines. On your first question as to what effect the 
injection of $135,000,000 of new legal tender money per year into the 
country would have on prices, my answer was “ None at all,” for the 
reason that it would be met instantly by a revival of production along 
all lines—a stimulus of business which would equal the situation. 
In other words, this money would come out only in response to that 
activity, and therefore it would not affect the prices; but if you 
were to put out $300,000,000 a year you would affect it. Not only 
that, but you would soon drive your gold out of the country. You 
must put it out in response to the demand of business and only in 
response to the demand of business, otherwise you will have it depre­
ciating just as we had our currency depreciate during the war.
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Senator Sh a f r o t h . I s it also not true that this level of prices is 
generally a world’s level of prices and not that of the United States 
alone ?

Mr. B e r r y . Oh, yes; the whole question is a world question.
Senator Sh a f r o t h . And that any increase of the circulating me­

dium in a country, while it would have a tendency if it was unduly 
great, to increase prices in the country, would not relatively have 
that same effect oh the world’s prices ?

Mr. B eHr y . The moment you increase prices here you would send 
the money out of the country. It will go right across the water as 
soon as you disturb the level. If you inject a credit factor like the 
national credit in a legal tender note into the currency of the country 
to any undue proportion it will raise the prices. As soon as you raise 
your prices your foreign exchange will pull the money out of the 
country right away.

Senator Sh a f r o t h . And that will lower prices here ?
Mr. B e r r y . In other words, each country has a spout that leads 

into the general monetary reservoir. As you force money into that 
general reservoir and disturb the level of that reservoir the money 
must find its proper level.

Senator Sh a f r o t h . Mr. Berry, you mentioned in your paper about 
the power of the Bank of England to increase or decrease the rate of 
interest as being a crime. Now, will you explain what you mean by 
that and how it works to make it wrong ?

Mr. B e r r y . Well, in the Bank of England with its reserves being 
depleted by reason of too heavy discounts, in order to conserve its 
reserves and restore the discount rates, the inevitable result is to 
put a brake on the development of business among its clientele. In 
other words, it is an arbitrary use of power which I  do not believe is 
proper.

Senator Sh a f r o t h . Then what, in your opinion, will be the effect 
of the provision of the pending bill which gives the power to raise 
or lower the rate of discount ?

Mr. B e r r y . The very same in this case as it is there; it would 
simply say to people who wished to develop their territory and go 
hypothecate their perfectly valid securities to get credit with which 
to do it, “ Hold on; we are not ready for you to do that.”

Senator Sh a f r o t h . Y ou think that would have a depressing effect 
upon business generally and development of the country ?

Mr. B e r r y . It can have no other purpose than practically stop­
ping the development of the country and setting a brake on the 
activities of the people. For those who believe that that is the way 
to run a country, that is a sort of a thing they like. I do not. I am 
satisfied they ate diametrically wrong, and therefore I insist upon 
it that the office of the Government and the duty of statesmanship 
is to provide some means whereby the threatened depletion of re­
serves can be checked by the supplying of more reserves instead of 
by stopping business which wants to go on in the country.

Senator Sh a f r o t h . What check would you have in your system 
for converting bonds into legal-tender money ?

Mr. B e r r y . N o check, except that I  would compel the man who 
had the bonds to surrender them and lose all interest on them.

Senator Sh a f r o t h . What rate of interest would you prefer to have 
the bonds issued at ?
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Mr. B e r r y . It is immaterial what rate of interest you issue the 
bonds at is, provided you do not give them any special privileges, 
because commerce will take care of the interest rate. If you issue 2 
per cent bonds of the United States and go out and try to sell them, 
you will sel: them for about 60, and you will have a commercial 
interest rate paid on it just the same.

Senator Sh a f r o t h . Then you would not have any of these bonds 
come into the Treasury for the purpose of issuing legal tender upon ?

Mr. B e r r y . Upon these bonds which pay 2 per cent ?
Senator Sh a f r o t h . Yes.
Mr. B e r r y . Oh, yes, I think it is incumbent upon the Government 

to take in those bonds at par.
Senator Sh a f r o t h . But you would not take in those bonds at the 

market rate ?
Mr. B e r r y . N o .
Senator Sh a f r o t h . But you advocate taking in all the other bends 

at the market rate. You said that in your judgment a gold reserve 
of more than 33 £ per cent could not be maintained ?

Mr. B e r r y . Ultimately; no, sir.
Senator Sh a f r o t h . Why is that ?
Mr. B e r r y . Because the demand for currency in the United States 

is $200,000,000 per annum.
Senator Sh a f r o t h . H ow  do you get at that?
Mr. B e r r y . Why, I covered it in my paper. I showed you abso­

lutely that the country has had in the last 10 years a billion dollars a 
year of new credit. If it is to be issued on a 10 per cent basis,the 
banks would have $100,000,000 of new money. The banks are only 
able to secure and segregate one-half of the new money that comes 
into the country. Therefore, if the banks are to get $100,000,000, 
the country must get $200,000,000 a year, and the gold supply will 
furnish you 33J per cent of it. Those are the figures. As a matter 
of course, one does not wish to be held exactly ta mathematical nicety 
about those figures, but that is practically what the situation resolves 
itself into. If you do not secure $200,000,000 of legal tender money 
you have only two things to do: You have got to restrain business— 
refuse credit—or attenuate the reserve, and instead of 9 per cent, as 
now proposed, you must put it down further.

Senator Sh a f r o t h . Y ou say the banks need $100,000 ,000 a year?
Mr. B e r r y . Yes, sir.
Senator Sh a f r o t h . In order to build up their reserves ?
Mr. B e r r y . Yes, sir.
Senator Sh a f r o t h . Why do the people need $100,000,000 a year 

in addition to that ?
Mr. B e r r y . For the simple reason, as I will explain: I have got a 

boy starting out in business who wants a bank account. In order 
to give him the credit he wants, there is a quantity of money required; 
it is only one-tenth of what his credit is, however. Suppose it is 
$20 and he wants $200 credit to finance himself. He wants $20 on his 
hip, at the same time, and he has got to have it and does get it.

Senator R e e d . D o you mean that those figures show that those 
proportions are maintained ?

Mr. B e r r y . For the last 50 years it has not varied 1 per cent. It is 
not 50 per cent either; it should be only 46 per cent. The banks only 
get 46 per cent of the money that comes into the country. It has not
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varied 1 per cent on either side of 46 per cent in 10 years. That is 
rather an odd coincidence, but it is true.

Senator R e e d . Upon what, Mr. Berry, do you base your con­
clusion that a gold reserve of 20 per cent is sufficient to maintain a 
currency of full legal tender money ?

Mr. B e r r y . On this assumption: The banks of the United States 
are able to maintain a currency with only about 8f per cent of cash 
back of it, 5 per cent of which they furnish, and the rest of which the 
Government furnishes. If the banks can maintain a currency which 
is not a legal tender on an 8 per cent basis, I feel absolutely certain 
that the United States can sustain a currency which is a legal tender 
on three times that. I think it is beyond question that that per­
centage of reserves would be all that would be required.

Again, bank credit, which is constantly redeemable, is maintained 
in the country on an average of 8 per cent reserve; and if bank 
credit, which is not a legal tender for anything, and is instantly 
redeemable, can be maintained on 8 per cent basis, certainly the 
currency of the country, which is a legal tender and only requires 
redemption for export, can be maintained on a 20 per cent basis.

Senator Sh a f r o t h . Mr. Berry, Mr. Forgan, of Chicago, when 
testifying, said that if the present bank currency was converted into 
a full legal tender money of the Government, that it would produce 
a great inflation of the currency—no; I believe I am mistaken; it 
was not Mr. Forgan. Mr. Forgan took the other view. However, one 
of the bankers from Chicago went on the theory that there would be 
that much more money that could act as reserve, and inasmuch as 
you could build up 8 or 10 to 1 on reserves that it would produ e a 
great inflation of the currency. What is your view of that ?

Mr. B e r r y . That is my judgment. I am satisfied of that. That 
is the point I have made all the time. The conversion of that money 
into legal tender would solve the problem that is before this com­
mittee. It would supply the country with the legal-tender basis upon 
which these $7,000,000,000 of the money that the country at this 
moment demands and can not get would be supplied.

Senator Sh a f r o t h . In your judgment, would it be such an infla­
tion as would affect the prices ?

Mr. B e r r y . N o, sir; because it could not come out faster than the 
demands of business, because the banks are not going to convert that 
money any faster than the demands for money in their country calls 
for, and they will do it just as fast as the situation requires, and no 
faster, because they have got to make a sacrifice to do it.

Senator Sh a f r o t h . Mr. Reynolds, of Chicago, speaking of that

{>rovision of the bill I introduced, converting the bank currency into 
ull legal tender, said that in his judgment the banks would volun­

tarily offer to surrender their circulation and deliver their bonds upon 
giving to them full legal-tender money for the bonds, or for the excess, 
the bonds being hypothecated here in the Treasury Department. In 
your judgment would that occur?

Mr. B e r r y . Yes, sir; I  think it would, ultimately; it would not 
occur suddenly; no man would give up his bond or. his currency or 
his circulation until the demands of his business called for it, and 
when they do, he will, and just in proportion as it does, he will.

Senator Sh a f r o t h . His theory was that if the bonds were on the 
market they would sell at a much less rate than par; that it would be
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natural for their interests to cash those 2 per cent bonds so that they 
would lose nothing on their circulation.

Mr. B e r r y . My judgment about it is this: There is a certain pro­
portion of those notes that are redundant. As fast as they were 
converted that redundancy would disappear. If the banks were not 
troubled to maintain redemption for these notes, they would have 
no disposition whatever to redeem them, and to the extent that they 
are redundant they would be, I think, speedily converted.

Senator R e e d . Well, but you say that there is not a redundancy 
of currency now, but there is a shortage.

Mr. B e r r y . There is a redundancy of the bank note brought on 
by the fact that it goes back for redemption, the entire issue in 12 
months. If it were not redundant, it would not do that.

Senator R e e d . Y ou say it goes back because you can not use it 
for reserve ?

Mr. B e r r y . Sure.
Senator R e e d . It is not redundant because it is not currency, but 

because it is an inferior variety of currency ?
Mr. B e r r y . That is it.
Senator Sh a f r o t h . D o you  think it would be to  the advantage o f 

banks to  exchange that currency for the fu ll legal-tender m oney in 
order to  have it a reserve upon w hich they could  build  credit ?

Mr. B e r r y . Sure.
Senator Sh a f r o t h . And for that reason most of the bankers of the 

country would voluntarily come in and surrender their circulation and 
have full legal-tender money issued.

Senator R e e d . To take up the bon ds?
Senator Sh a f r o t h . Yes; to take up the bonds.
Senator B r is t o w . Mr. Berry, I  was interested in your discussion 

as to the increase of the currency not increasing prices, unless it was 
overdone, and you estimated that in the issue of $200,000,000 addi­
tional money in the year would not overdo it. Do you not think that 
conditions outside of this country might make business dull here; 
that is, if there should be a lessened demand abroad for our export 
production, so that we did not have a sale for the things that we make 
and that caused a dull market, would not that result in a depression 
of business ?

Mr. B e r r y . Well, it might, but I think that the foreign trade of the 
Nation is so negligible as compared to the great volume of trade that 
if it were all to disappear it would not make any serious impression 
on the situation.

Senator B r is t o w . Mr. Berry, while the foreign trade is small as 
compared to our domestic commerce, yet you take a reduction of 15 
or 20 per cent in the aggregate business of any concern and it is a very 
serious thing for it, as a practical thing, is it not ?

Mr. B e r r y . Sometimes it might be; but this is the way I look at 
it, Senator: Our foreign trade is far less than that of Britain, it is far 
less than that of Germany, and yet it is still true that the trade of 
the United States comprises one-half of the trade of the known 
world, so that it seems to me like the foreign factor in our trade is 
practically negligible; but I can not conceive of a condition in which 
it would all disappear. It might, but it is a very violent assumption.

Senator B r is t o w . Of course, it would not all disappear, no; that 
is not at all possible. The rate of interest on these bonds which you 
suggest as the basis o f this currency, you say is of no consequence ?
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Mr. B u r r y . That is the stated rate on them, because the actual 
rate will be the commercial rate for safe investment, whatever it is.

Senator B r i s t o l . Suppose they were 3 per cent bonds. At times 
they would sell for par and at other times they would not ?

Ml*. B e r r y . I think we would ultimately come to a time when 
they would sell continuously at par. I think the natural interest 
rate is about 3 per cent and that the interest rate would come down 
sufficiently to maintain a 3 per cent bond at par; that is, a Government 
bond.

Senator B r is t o w . Suppose they were sold at par. What condi­
tion could result in their advancing to a premium ?

Mr. B e r r y . Nothing, except the fall of the interest rate.
Senator B r is t o w . The fall of the interest rate ?
Mr. B e r r y . Yes.
Senator B r is t o w . The increase of the interest rate then would re­

duce them below par?
Mr. B e r r y . Yes.
Senator B r is t o w . If they went down to 95 that would be because 

of the increase of the interest rate, what advantage would it be to 
atiyone holding any of those bonds to go to the Treasury and get $95 
in currency ?

Mr. B e r r y . It would not be of any advantage to a private citizen, 
but to a banker it would be an immense advantage. If I was a 
banker and had $1,000 of those bonds, and my reserves depleted, and 
one of my customers wanted to borrow—I am speaking of an outlying 
bank—and I could not lend it because I did not have any reserve 
fund—I have a $1,000 investment at current rates, whatever they 
are—if 95 on the basis of 3 per cent, that is what it is—it would pay 
me to surrender that investment of $1,000, in order to take on a 
$7,000 investment at current rates. As a banker, I could do it; as 
an individual I would not do it.

Senator B r is t o w . Y ou would go then and sell that $1,000 worth of 
bonds for $950, and lose $50 in the transaction ?

Mr. B e r r y . Sure.
Senator B r is t o w . Y ou would have to make up that $50 in the 

loan you were making to that individual?
Mr. B e r r y . Yes.
Senator Sh a f r o t h . His loan to the individual would be $7,000.
Mr. B e r r y . The loan to the individual would be seven times the 

$1,000.
Senator B r is t o w . Why would it ?
Mr. B e r r y . That is the basis upon which you can do it; that is the 

secret of banking.
Senator B r is t o w . I can not see through that.
Mr. B e r r y . That is the way it is done. There is not a dollar of 

it in the country that is not carried just that way.
Senator B r is t o w . He has $950, and that is all the money he has, 

and he loans that $950.
The Ch a ir m a n . He loans it over and over again.
Senator B r is t o w . I know that $950 is redeposited. As a rule, 

instead of a man taking the $950 which he has borrowed, he takes------
Mr. B e r r y . He takes credit on the bank books.
Senator B r is t o w . He takes credit on the bank books, and takes 

a check book along and checks it out. Now, the bank has that $950
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there, or the most of it, as a checking account, and he knows from 
his experience that a certain part of it is going to be left there anyway, 
and he can afford to loan it.

Mr. B e r r y . Sure.
Senator B r is t o w . And meet all of the requirements ?
Mr. B e r r y . In other words, the banker would be the only man 

who could afford to merge these bonds into currency, and he would 
do it whenever a legitimate loan presented itself, and he would not do 
it when the loan was illegitimate, because he has got to stand behind 
his loan, and if he loses it he loses it; and he will not take on a bad 
loan simply because he can sell a $1,000 bond, but he will take on 
every good loan he can buy through that process.

On the other hand, I, as an individual, have my money invested in 
the bond, which is as good an investment as I can buy. I do not 
want to sell it. I have bought it for investment. But the banker 
can merge it. He is the only man who can, and he will; but only 
in response to the demands of business which precedes the issue.

It is only within the last 5 years, after 30 years of study of this 
problem, that I have been able to see clearly a safe way in which we 
could absolutely dispense with the individual supervision of the 
issue of legal-tender paper. I do, now, see it absolutely clearly, safe 
as a clock—absolutely safe; perfectly and entirely automatic, no 
advisory board or anybody. It is simply between the banker and his 
customer; and the natural demands of business will govern, and only 
the demands of business.

It is. perfectly clear that if gold production should be stimulated, 
and some gold miner should come in and deposit a wad of money, he 
will not merge any bonds. He has the reserve without it. The 
mutations of gold production will be met absolutely by the muta­
tions of currency issue. It is the most beautiful automatic propo­
sition that a man can imagine. Not only that, but the mutations of 
business and the mutations of crops will be met by it. It is hardly 
conceivable that we will have a crop condition here which will destroy 
two-thirds of the business of the United States within a year, and 
unless you do, you still need some legal-tender money along with 
your gold, for that gold will only carry one-third of the business, and 
you still need an increment of legal-tender money; but if one-third 
of your crops fail, instead of issuing $135,000,000 that year, you will 
only issue $65,000,000, because that is all that the business calls for, 
and you will not have to lay awake, the board or anybody else; simply 
the man right out on the margin, the man in the immediate touch 
with the business is the man who does it.

Senator B r is t o w . Suppose this interest rate was fixed at 3 per 
cent and the Government would issue currency on these bonds at 
any time and receive them at par, what would be the result ?

Mr. B e r r y . I think you would lose a very essential feature in the 
automatic system. You might have occasion, if the interest rate at 
large, for instance, should increase and 4 per cent should become the 
general rate, then all these fellows would rush in there and surrender 
those bonds.

Senator B r is t o w . Then the interest rate would go down ?
Mr. B e r r y . Well, no matter. You would have a loosening of the 

automatic process, because you would have an extraneous circum­
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stance operating upon it other than the demands of business, but if 
you hold to the market value of the bond then it does not make any 
difference where the interest rate goes. This surrender means a sur­
render at the current interest rate. It varies with the situation all 
the time. If you have the market price of the bond as the deter­
mining factor, then the individual man can sell that bond. Indi­
viduals would rush in, you see, to do it. Because I have a 3 per 
cent investment and I can get 4, and I will sell my 3 per cent bond 
at once but if I can not sell it only on a 4 per cent basis it is not 
going to do me any good and I will not do it; it is an automatic 
situation.

Senator B r is t o w . With the rate on a Government bond at 3 per 
cent, that bond would sell to an investor, even if he could get 4 per 
cent, or even possibly 5 per cent, in other investments, because of 
the desirability of the security ?

Mr. B e r r y . Sometimes that is true, yes, sir. Of course, I  am 
comparing it with other things that are equally safe.

Senator B r is t o w . There are some desirable things about a Gov­
ernment bond. It is not taxable, and that would not measure the 
rate of interest, but it would have a tendency, would it not, to make 
stable the rate of interest ?

Mr. B e r r y . No; I do not think so. I think it would have a tend­
ency to bring the general rate of interest down; that is what I think, 
because it would meet the demand for credit, and whenever you have 
a market in which the demand is equal to the supply, you have a 
credit rate established which will be dependent^upon the cost of 
extending it, and not upon the exigencies of the situation.

Senator B r is t o w . If that interest rate was 3 per cent and the pre­
vailing interest rates were 6 and 7 per cent, if a man could get 7 per 
cent for his money a good many oi them would part with the bonds 
and undertake to earn more than 3 per cent on their investments ?

Mr. B e r r y . Yes.
Senator B r is t o w . And whenever they began to part with their 

bonds it would have a tendency to depress the advancing interest 
rate, would it not ?

Mr. B e r r y . Yes.
Senator B r is t o w . Would not that be desirable?
Mr. B e r r y . Sure; that is what I  say; that is the ultimate outcome 

of it—the inevitable establishment of an interest rate based upon the 
cost of extending credit rather than upon the stress of circumstances.

Senator B r is t o w . Would this tendency to regulate the interest 
rate be so manifest if the bonds were redeemed by the Government 
and notes issued at their market value instead of at their face value ?

Mr. B e r r y . Oh, yes; I  think so; that is a necessary characteristic. 
You must use the market value. I do not think it would do at all 
to have them redeemable at their face value.

Senator Sh a f r o t h . They would all rush in at one time ?
Mr. B e r r y . They would all rush out at one time, and you would 

have no automatic feature about it.
Senator S h a fr o t h .  I think that is right.
Senator B r is t o w . I do not think I got one point very clear. You 

may have explained it while I was out— as to how you would pro­
ceed to substitute this currency for the currency that we now have. 
What would be the methods ?
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Mr. B e r r y . Well, Senator Shafroth’s bill or Senator Owen’s bill, 
either one would answer the purpose. I would pass a bill which would 
authorize the United States Treasurer to accept the 2 per cent bonds, 
together with the currency that is floating upon them, in exchange 
for legal-tender money at par, on these 2 per cent bonds, as far as they 
lasted, because I think it is an obligation upon the Government to 
take them in at par.

Senator B r is t o w . And they would be presented, of course ?
Mr. B e r r y . Whenever the bank wanted the money, and only then; 

they would not all rush in at once, because the banks do not all want 
the money at once. If there is a bank that wants money and needs 
it to meet the demands of the situation, let it come in with its bonds 
and get the money, and let them come whenever they please and let 
them be just as long about coming as they please—no force about it.

Senator B r is t o w . Let the gold certificates stand just as they are?
Mr. B e r r y . Just as they are, unless you wanted to substitute 

them finally with a Treasury note, which I think would be the wise 
thing to do—have one kind of money and only one kind of money, 
every piece of which is a gold certificate to all intents and purposes.

Senator B r is t o w . We have got now $150,000,000 of reserve gold 
which is usable for this purpose. When these bonds are surrendered 
and additional notes are issued, then additional gold must be provided. 
How do you propose to provide that ?

Mr. B e r r y . Well, you have $150,000,000 which is about 33J per 
cent of the reserve, against these notes, and if you do not succeed as 
you have in the past in securing voluntarily from the people gold in 
exchange for your paper—that is what we have been doing—you 
would have to say at once, “ Now, we will not issue any more gold 
certificates—no more of these ‘warehouse' receipts, but if you have a 
bunch of gold and it is too heavy for you, bring it to me, and I will 
give you paper for it—paper which I will pay you gold for whenever 
you want it, but against which I will not maintain a 100 per cent of 
gold.”

Senator B r is t o w . Suppose they did not bring it ?
Mr. B e r r y . If they1 did not bring it, you will have to go into the 

market and sell your bonds to get gold. In other words, where you 
take in two bonds of $1,000, you will have to sell one, if you want 33 J 
per cent. If you take in three bonds, you will sell one back for gold.

Senator B r is t o w . D o you not think there would be danger in the 
transition period of your gold certificates going above par ?

Mr. B e r r y . No, sir; not the slightest danger. Last year there 
were issued $43,000,000 of gold certificates, and there were only 
$42,000,000 of gold come into the country; $3,000,000 of the old 
stock went into the certificates.

Senator B r is t o w . A s commonly termed here, those are “ ware­
house” certificates. The people go down there and they deposit this 
heavy and bulky material that loses by erosion a great deal in com­
merce, and they take these certificates that can be reproduced with­
out any loss, and it is common, ordinary business sense for them to do 
it; but that is a certificate that I have in the Treasury of the United 
States, stored away there, $20 in gold, and I can get it any time I want 
it. This other is a certificate that the United States will pay me $20 
in gold if I demanded it. Now, its value depends upon the ability of 
the United States to meet that obligation ?
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Mr. B e r r y . Yes.
Senator B r is t o w . The other’s value depends upon the integrity 

of the United States in keeping its contract ?
Mr. B e r r y . Yes; the same thing.
Senator B r is t o w . Oh, no. One is a trust fund that is tjiere, that 

the Government has got to steal in order to take it away from you.
Mr. B e r r y . Y ou have a contract with the gold-pertjficate holder 

that you will keep his dollar there until he brings his certificate. 
That much is on a 100 per cent basis, and you can not change that 
until he is willing to change it, but you say to him, “ Now, I will not do 
that for you any more; and if you do not want to take this kind of certif­
icate for your gold, why, keep your gold ” ; that is all. You say to him, 
“ I will give you legal-tender paper for that gold, if you want it, and I 
will give you gold for the legal-tender paper whenever you bring it, 
but I will not arrange to hold 100 per cent reserve against it, but I 
will arrange and pledge the Nation ttehind me to give you what j*old 
you want when you come after it.” You will find he will come just 
as quickly to get that kind of a paper dollar as he will for the one he 
gets now.

Senator B r is t o w . Why do the bankers say that this $345,000,000 
of greenbacks ought to be retired; that it is bad money, ought not to 
have been issued, and ought not to be maintained ?

Mr. B e r r y . I never could understand that. I do not want to 
impute a sinister motive to anybody. I do not think probably it has 
a sinister motive back of it; but naturally if I am in the coal busi­
ness, I do not want any more competition in the coal business than 
I must have. I want the market where I can control it, and this 
$350,000,000'of legal-tender paper in this country is a pa,rt of the 
currency that the bankers have never been able to exercise any 
control over, and they have always opposed it. To-day that $350,- 
000,000, together with $650,000,000 of silver certificates and coin—a 
billion dollars of that kind of money—is afloat in this country and 
practically carrying one-half of the business of this Nation to-day, 
and without it we could not do one-half of the business we &re doing. 
Not a dollar of it has ever been offered for redemption since 1893. 
Then, as I said to you in my general statement, the cause of th$t 
offering was iust such as we would meet again if the same condition 
were repeated. We had been exporting gold at the rate of $35,000,000 
for 10 solid years and we ran out of gold and the Government simply 
had to furnish it, and did the only thing it could do—went out witn 
its bonds and bought it and furnished it; and that is what we would 
have to do again if the same conditions were repeated. We made a 
bad bargain buying some of it, but bad as it was, it had to be done 
and it was the proper thing to do. There was nothing wrong nor 
incongruous about it; a perfectly natural proposition. We had had 
10 years of exporting in which we put out $35,000,000 each year, 
excess of the exports over imports. During the years previous to 
that we had imported gold and we had quite a stock of gold when 
that drain began, and it went out continuously for 10 years, due to 
the balance of trade set up by crop conditions in the two sections of 
the world. As soon as that changed—and it did change almost 
immediately after that—gold began to come back into the country 
agaijx; and we have not had any trouble since.
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Senator S h a fr o th . Mr. Berry, you said that the bankers were 
unanimously against a currency of this kind. I want to call your 
attention to the fact that in an article-------

Mr. B e r r y .  I want to qualify that, if I said “ unanimously.” I 
want to say there are some notable exceptions.

Senator S h a fr o th . This paper I  refer to was written in March, 
1908, by Newton D. Alling, vice president of the National Nassau 
Bank of New York, in which he uses this language:

And that is what this new issue should be; a gold note based upon a certain specie 
reserve which should be a percentage rather than a fixed amount. To many such an 
issue appears as fiat money and they at once throw up their hands and refuse to con­
sider it. But it is not fiat money any more than gold is, as long as it is always redeem­
able in gold. To be sure, it should be given the legal-tender quality in order to give it 
an equal power with gold in order to make it a better representative of the gold for 
which it stands.

Mr. B e r r y .  That is all right; I agree with that. I might have 
written that myself.

Senator S h a fr o th . The sentiment just expressed in that quota­
tion I have read exactly conforms with your theory of the character 
of money that should be issued ?

Mr. B e r r y .  Absolutely.
Senator R e e d . I wanted to ask Mr. Berry to give me a little light 

on this: If the Government was to issue money with bonds and gold 
as the basis— 20 per cent reserve of gold— to carry out the plan wnich 
you have already outlined, but which I need not repeat, as the record 
will show it, what will there be to hinder the banks gathering up 
large amounts of this paper and making demand upon the Govern­
ment for gold, depleting the reserve and forcing the Government to 
sell its bonds in order to replenish the gold ?

Mr. B e r r y .  Well, sir, if you can conceive of the possibility of the 
banks doing that— of course, it is hardly supposable that the whole 
banking fraternity would go into that conspiracy, or any considera­
bly large percentage of them go into a conspiracy, for that purpose. 
If you can conceive that they are going out in the goM market in this 
country, where we have $1,600,000,000 of gold in the circulation, and 
making a demand for gold that would force the hands of the United 
States, then there is a possibility that there would come a time when 
the United States would be forced to sell bonds.

Senator R e e d . Could not that device be used to compel the United 
States to sell bonds and being compelled to sell them and compelled 
to get the gold to pay a very high rate of interest ?

Mr. B e r r y .  If you can conceive that possibility of their going out 
in this market where $1,600,000,000 of gold is in existence, and if 
where $100,000,000 of gold a year is produced and brought into the 
game, if you can conceive of the possibility of cornering that market, 
then your surmise is possible. I have no fear of it myself, because I 
think it is impossible to corner that market.

Senator R e e d . There is no such a thing as having a gold reserve 
that can not be attacked by that process, unless you have dollar for 
dollar, is there ?

Mr. B e r r y .  N o ; and I do not see why you can not attack it then 
just as well.

Senator R e e d . Y o u  could; but of course you could pay out.
Mr. B e r r y .  If you were obliged to hold 100 per cent you would be 

in just the same fix.
9328°—S. Doc. 232,63-1—vol 1------42
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Senator R e e d . Where a man brings you in $1,000,000 you give 
him $1,000,000 worth of gold?

Mr. B e r r y . Y ou have got $1,000,000 of bonds to make the reserve 
good. If you have to maintain it at 100 per cent, you have got to go 
out and sell bonds to put it in.

Senator R e e d . Y ou did not understand. If we had no money out 
into the country except that had a dollar of gold lying back of each 
dollar issued, then, of course, they could not raid the Treasury, 
because when they brought in a gold certificate and got a gold dollar 
their gold certificate would be retired ?

Mr. B e r r y . Sure.
Senator R e e d . Unless you do have 100 cents of actual gold reserve 

for every dollar’s worth of certificates out it is always conceivable 
that some kind of a raid can be made.

Mt. B e r r y .  Yes, sir.
Senator B r is t o w . Senator Reed, if I  may interrupt you, could 

that be done now by gathering up the national-bank notes and going 
in and demanding gold for them ?

Senator R e e d . Could it be done ?
Senator B r is t o w . Yes.
Senator R e e d . I do not see any reason why it can not be done, 

aiid I do not see any reason why you should not take the national- 
bank notes and gather them up and go to a bank with its own notes 
and demand gold, and there is not a bank in the country which could 
redeem its own circulation at once.

Senator Sh a f r o t h . There is no profit in doing it, and therefore it 
is not done.

Senator R e e d . If it goes on this way with the banks at present, 
it would seem that it might go on that way with the Government 
provided we keep within such bounds and limits that the financial 
men of the country and the country itself did not become alarmed. 
I confess I have never seen a method by which you can maintain 
a parity of money with 20 per cent reserve except the element of faith 
enters into it.

Mr. B e r r y . I do not think the element of faith would enter into it, 
Senator. There is the element of faith, in a certain sense now, back 
of it, that the Government will maintain its integrity. The Govern­
ment in order to get this money out, understand, cancels a bond 
obligation. It has got that bona, and according to Senator Owen’s 
proposition he proposes to put that bond right in the reserve fund 
And to allow it to draw interest which will accumulate in the fund, 
Which is not a bad idea. So that stands potentially, on the instant, 
the bond ready to be thrown on the market to get the gold. If the 
Government of the United States can not beat the banks it is pretty 
nearly time we found it out.

The Ch a ir m a n . Mr. Berry, right here I call your attention to the 
National Bank of Belgium, with 40,000,000 pounds of assets, which 
only keeps a reserve of 19 per cent of gold against its notes, and it has 
been penectly successful in doing so.

Mr. B e r r y . Absolutely.
Senator Sh a f r o t h . Canada has 25 per cent reserve in gold.
Mr. B e r r y .  Thax is the reason I  called your attention to the Bel­

gium situation. If you have read carefully the history of the Belgian
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banking system you have found that it is the most interesting of the 
whole European banking systems.

The Ch a ir m a n . That confirms what you say about possibilities 
even without the Government behind it, as suggested here.

Senator Sh a f r o t h . I have had a question that was presented to me 
to ask you. It is this:

Would not an interchangeable bond be absorbed as a permanent investment security 
and refuse to come out for exchange into Treasury notes?

Mr. B e r r y . Well, I do not think so. I do not see why it should. 
Of course, the holder of that bond in this primitive form of investment 
might demand a little premium on it when the bank wanted it for 
this purpose, but a little extra pressure and a little more raise in the 
interest rate will bring it out. It is bound to do it. You just let that 
pressure loose so that it will always be effective, and if there is any 
resistance against its coming out, the interest rate crawls right up and 
begins to pull harder and harder until it comes over.

Senator B r is t o w . Of course, if the bonds bear a higher rate of 
interest, it would take a higher commercial rate of interest to bring 
it out ?

Mr. B e r r y . Sure; but that would be corrected in the selling price 
of the bond, Senator. If I had a 6 per cent Government bond, for 
instance, and the general interest rate was 4 per cent, that bond 
would sell for 120, and I could coin it at 120.

Senator B r is t o w . H ow  would you determine the marketable 
value of a bond ?

Mr. B e r r y . That would have to be done, I think, by an average 
of a certain period prior to the transaction. These securities are 
listed in the market all the time, just as they always are—they have 
no special privilege—and they would have a market value. There 
would be no day or season of the year in which this could not be 
done

Senator R e e d . Mr. Berry, could you not add an element of abso­
lute safety to your plan if you would provide that instead of the 
Government issuing $1,000 of Treasury notes whenever a man 
comes in with his bond for $1,000, that the option of determining 
that be in the Secretary of the Treasury or in a board, if we wanted 
to create one. We have got it now so that you can not go to Heaven 
without a commission.

Mr. B e r r y . My hands are up. I  do not believe there is any man 
here or elsewhere who ought to have anything to do with it.

Senator R e e d . A s a check upon it ?
Mr. B e r r y . We do not want a check upon it. Why should you 

wish to check it, Senator?
Senator R e e d . If it was thought that it might run away, the 

plan could simply be adopted and a check put upon it until the plan 
was tried out.

Mr. B e r r y . Yes; you could do that as an experimental safe­
guard, I suppose.

Senator Sh a f r o t h . I want to ask Mr. Berry another question 
concerning whether there is in this bill any provision that would 
not contemplate the retirement of the bank currency without any 
reissue ?
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6 5 4 BANKING AND CURRENCY.

Mr. B e r r y . Unless I  have sadly misinterpreted the bill, it seems 
to me like it contemplated the retirement or the bank currency and 
the issue of Treasury notes in place of them, on 33 J per cent basis of 
reserve.

Senator S h a fr o t h .  But that only upon the hypothecation by the 
bank of 30, 60, or 90 day paper ?

Mr. B e r r y .  N o ; not as I  understand it.
Senator Sh a f r o t h . There is no currency under this bill that is con­

templated to be issued without the hypothecation of 30, 60, or 90 day 
paper; and to have that system take the place of a permanent 
$700,000,000 of our circulation in the shape of bank notes, it seems to 
me, might j eopardize our currency very much indeed before retirement.

Mr. B e r r y .  Well, if they are retired without substituting them, it 
would be a serious contraction which would result in a catastrophe.

Senator Sh a f r o t h . Prof. Sprague, I think it was, or some one, said 
that there would not be sufficient transactions in 30, 60, or 90 day paper 
to take in the bank notes and issue money upon that temporary paper 
to permanently supply its place. What do you think of that ?

Mr. B e r r y .  I do not know anything about that. I do not know 
how much of that kind of paper there is out.

Senator S h a fr o t h .  D o  you think that the money that should be 
issued, called in this bill “ Treasury notes,” should be only for tempo­
rary emergency paper ?

Mr. B e r r y . That is what it will be, unless it is made legal-tender 
paper—it will only be temporary—because it will come back by the 
process of redemption, just like the bank note does, but if it is given 
the legal function it will stay out, and then it involves the incessant, 
endless chain of the substitution of new paper every 90 days for the 
old paper.

Senator S h a fr o t h .  And do you think that it is practicable to do 
that for as large a volume of money as the national-bank notes ?

Mr. B e r r y . I do not.
Mr. H. J. B r o w n e . Assuming that this convertible bond bears a 

current rate of interest which will make it attractive for permanent 
investments, and then it became necessary to hold the price of those 
bonds to get them out from the permanent investment, what is there 
to stop hoisting the price of those bonds to some incredible figure, so 
long as they may be presented to the Treasury for redemption at 
that market price in legal tender, and the legal tender may then be 
presented to the Treasury for redemption in gold ? It looks like an 
endless chain with no limit on the price that the issue bonds could be 
held at.

Mr. B e r r y . I see the point of your inquiry. I would simply say 
that the remedy, in case such a condition were set up—for I assume 
that such a condition would never be set up except through a con­
spiracy—the remedy would be for the Government to immediately 
unload bonds on the situation.

Senator S h a fr o t h .  Could there not be a power invested in the 
Secretary of the Treasury to issue the money in his discretion and 
thereby make a check upon any of these abnormal situations ?

Mr. B e r r y . I would not want to put in anybody who would have 
any arbitrary control of the situation. I wish to have an automatic 
response, and I do not see any reason for that fear. One can conjure 
up, as did Senator Reed, a situation in which you could imagine how
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the cornering of the gold might force the same situation. There the 
cornering of the bonds would furnish the same situation. There is 
not any question about that, on the one hand, as I have answered in 
the matter of the gold supply being of such volume that that corner 
is practically impossible; whereas in the second place, the Govern­
ment having a store of bonds in its vaults, the minute it discovered 
that that scheme was in process would unload its bonds on the market 
and break that corner in no time, if we were driven to that extremity.
I do not think that either one of those things would ever happen. I 
can not see any reason why they should.

Senator B r is t o w . If this bond was redeemable only at par, that 
could not happen, could it ?

Mr. B e r r y . No; that ceuld not happen, but still------
Senator Sh a f r o t h . But you get your gold in partly because the 

rates of interest of one year differ from the rates of the next year.
Senator B r is t o w . That would have a regulatory effect on the rate 

of interest.
Senator Sh a f r o t h . It would only go to a premium where the 

money was worth more.
Senator B r is t o w . That may be, but we have known it to go to a 

premium of 10 per cent.
Mr. B e r r y . Your thought is pertinent there, Senator, that when 

the interest rate rose you would be all right, but when the interest 
rate fell, then you would be------

Senator B r is t o w . Then it would be the other way ?
Mr. B e r r y . Yes, it would be the other way.
Senator Sh a f r o t h . What if the bonds fell below par ?
Senator B r is t o w . The interest rates would be high when the 

bonds would be below par.
Mr. B e r r y . Yes, that is so.
Senator B r is t o w . When the interest rate goes up the bonds would 

go below par, because the owner of the bonds would take the bond 
and get the cash and loan it at a higher rate than the bonds called for ?

Mr. B e r r y . Yes.
The Ch a ir m a n . The committee feels greatly indebted to you, 

Mr. Berry.
The committee will now stand adjourned until 1 o’clock to-morrow.
(The documents submitted by the chairman of the committee 

follow.)

Paper currency of the United States, by denominations, outstanding June 80, 1912.

Denominations. United 
States notes.

Treasury 
notes, 1890.

National- 
bank notes.

Gold certifi­
cates.

Silver cer­
tificates. Total.

$1......................... $1,830,994 
1,374,959 

169,049,930 
114,137,926 
12,192,432 
1,841,375 
4,696,400 
4,470,000 

38,077,000

$373,606 
241,744 
688,160 
898,470 
434,970 
14,550 

166,500

$343,588 
164,312 

141,565,470 
328,508,870 
224,856,140 
16,373,800 
35,032,350 

89,500 
23,000

$161,327,436 
62,854,116 

227,178,187 
20,757,611 
4,488,670 
4,417,760 

480,220 
22,000 
23,000

$163,875,624 
64,635,131 

538,481,747 
690,738,177 
498,469,176 
77,700,540 

120,503,020 
22,820,500 

104,999,500 
95,020,000 

241,930,000 
50,684

$2.........................
$5 ..................
$10........................ $226,435,300 

256,496,964 
55,053,055 
80,127,550
18.239.000 
66,765,500
95.020.000 

241,920,000

$20.......................
$50.......................
$100......................
$500 .................
$1 000................... 111,000
$5 000 ..........
$10,000................. 10,000
Fractional parts 50,684

Total......... 347,681,016 2,929,000 747,007,714 1,040,057,369 481,549,000 2,619,224,099
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6 5 6 BANKING AND CURRENCY.

Memorandum indicating probable changes in reserves under H. R. 7837.
[52 central reserve city banks now on 25 per cent basis.]

[All dollars in millions.]
Net deposits.............................................................................................................  $1, 568
Required reserve.....................................................................................................  392
On hand, cash and legal tender.............................................................................  405

Under new bill: Nine per cent in vault, 4̂  per cent in Federal reserve banks, 4$ 
per cent optional.

Under the new bill, assuming that the optional reserves would be equally divided 
in all cases between the banks’ own vaults and the Federal reserve banks, and that 
the funds of the Federal reserve banks could be loaned up to 33J per cent requirement, 
and would be actually loaned up to 50 per cent, the following results would follow:
Cash, 9 per cent=$140+$ of 4£=$35 in own vaults................................. $175 $175
Net cash required, 4J per cent+J of 4£ per cent=$105 (£ to § loanable)

in Federal reserve banks.........................................................................  35 53
Capital stock, $182, and $18 required (£ to f  loanable)...........................  6 9

Net requirement................................................................................  216 237
Total requirement, $216 to $237, against $405 on hand.
Surplus available, $168 to $189.

[315 reserve city banks now on 25 per cent reserve basis, one-half with ieserve agents in central reserve
cities.]

Net deposits.............$1,945
Required reserve..
Specie and legal

tender...................
With reserve agents.
Additional reserve..

Capital stock.

$1, 945 '9 per cent=$174, cash.
468 5 per cent= $97, Federal reserve banks.

248 4 per cent= $77, optional.
232< In vault, $174+i of $77=$212. Cash, $212 $212 $212
28 In Federal reserve banks, $97+$ of $77=

$135. One-third to one-half cash......... 45 68
264 For capital stock, one-third to one-half

, of $26........................................................ 9 13
Total cash......................................... 266 "293

Cash actually required, $266 to $293. 
Additional cash needed, $18 to $45.

On hand, $248.

[7,173 country banks now on 15 per cent reserve basis, 6 per cent in vault 9 per cent with reserve agents.]
Net deposits.............$3,610'
Required reserve__  541
Specie and legal ten­

der......................... 266
With reserve agent.. 310
Additional reserve.. 186 
Capital, $610.

New bill requires 5 per cent cash in vault.
5 per cent in Federal reserve bank, 2 per cent optional.

5 per cent=$180, in vault.
5 per cent=$180, in Federal reserve bank.
2 per cent=$72, optional.
In vault in cash...................................$180
Plus one-half of $72.............................  36

-------  $216 216
One-third to one-half cash required for

Federal reserve bank................................ 60 90
One-third to one-half of one-half of $72 for

Federal reserve bank................................ 12 18
10 l per cent of capital, $610, for stock (two- 

thirds to one-half loanable) cash needed.. 21 31
Total actual cash required................  309 355
Less actual cash on hand..................  216 216

Deficit cash............................  93 139
Summary after considering net cash requirements, after discounts permissible to member

banks.
52 central reserve cities have surplus cash equal to...................................$168 to $189
315 reserve city banks have deficit cash equal to....................  $18 to $45
7,173 country banks have deficit cash equal to........................ 93 to 139

111 184 184 111
Cash deficit or surplus........................................................................  —16 +78
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BANKING AND CtrBBENO*. 657

To which should be added one-half to two-thirds of $210 United States
cash in Federal reserve bank...................................................................$105 $140

And 10 per cent of $500 of savings deposits (assuming 5" per cent reserve 
instead of the present 15 per cent required)...........................................  50 50

139 268
Available—minimum legal tender cash $139 to $268 maximum—loanable on basis 

of 12 per cent to 18 per cent, making possible an expansion of credits equal to a sum 
from four and a half to seven times such minimum or maximum as such cash may 
be in country banks or reserve city banks, a probable average expansion of credit 
from $600,000,000 to $1,500,000,000.

Bonds held in trust far National Banhs Sept. 18, 1913.

Kinds of bonds. Rate of 
interest.

Total amount 
outstanding.

Bonds held for national banks.

Total. To secure 
circulation.

To secure deposits of 
public moneys.

Value at 
par.

Value at 
rate ap­

proved by 
depart­
ment.

II..

GOVERNMENT.

U. S. loan of 1925,
at par................

U. S. loan of 1908-
1918....... at par

U. S. Panama of
1961....... at par.

U. S. consol of 1930
at par...............

U. S. Panama of
1936....... at par.

U. S. Panama of
1938....... at par.

'Philippine loans,
at par................

Porto Rico loans,
at par...............

District of Colum­
bia.........at par.

Territory of Ha­
waii, 3£ per cent 
bonds at 90 per 
cent of par; all 
other Hawaiian 
bonds at market 
value, not ex­
ceeding par....... .

2
2
2
4
4
3.65

$118,489,900 
63,945,460

50.000.000 
646,250,150
54,631,980

30.000.000
16.000.000 
5,225,000 
6,949,650

6,515,000
MISCELLANEOUS.

Philippine Rail­
way Co...............

Manila Railroad 
Co.. at 90 per 
cent Oi market 
value, not ex­
ceeding 90 per
cent par.............

IV. State, county, city, 
and other securi­
ties2....................

hi.-

4

(1)

6,735,000

$37,992,400
25.891.200
17.296.200 

616,521,300
54,249,360 
29,424,140

5.967.000
1.821.000 

933,000

1,998,000 

118,000

10,000

33,609,254

$34,390,700 
22,132,200

603,775,900 
52,964,860 
28,822,140

$3,601,700
3.759.000 

17,296,200 
12,745,400
1,284,500

602,000
5.967.000

1.821.000 
933,000

1,998,000 

£18,000

10,000

33,609,254

$3,601,700
3.759.000 

17,296,200 

12,745,400
1,284,500

602,000
5.967.000

1.821.000 
933,000

1,950,000

600,271

6,750

22,576,308
Total.. 1,013,293,140 826,630,854 ',42,085,80J 84,545,054 73,144,029

i Various.
As security ior deposits made in connection with crop movement Government bonds are accepted at 

par, other bonds at 75 per cent of market value, and commercial paper at 65 per cent of face value.
Other outstanding bonds, $186,662,286.
When banks have occasion to withdraw bonds held by the Treasurer to secure deposits of public moneys, 

the following shal! be the order of withdrawal: Group IV. Group III, Group II, and Group I.
Bonds within a group may be interchanged by banks ii desired, but bonds in a lower group may not be 

substituted lor those iota higher group, except that an initial substiution of bonds of a lower group for those 
of a higher group may be made to an amount not to exceed 30 per cent of the total security value of bonds 
held for a particular bank National-bank depositaries which have not as yet taken out the full amount 
of circulation authorized by law may withdraw United States 2’s and substitute for them bonds in Group 
II, provided the 2’s as withdrawn shall be used as security for additional circulation.
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Daily statement of the United States Treasury at close oj business Sept. 16, 1918. 
CASH ASSETS AND LIABILITIES.

G e n e r a l  F u n d .

6 5 8  BANKING AND CURRENCY.

ASSETS.

Cash.
In Treasury offices:

Gold coin....................................  *48,698,805.49
Gold certificates.........................  64,872,850.00
Standard silver dollars.. ......... 3,740,127.00
Silver certificates.......................  13,183,004.00
United States notes.................... 5,837,393.00
Treasury notes of 1890 ................ 4,488.00
Certified checks on banks..........  301,582.00
National-bank notes................... 151,792,262.02
Subsidiary silver coin................. 18,527,844.36
Fractional currency...................  347.26
Minor coin..................................  1,608,335.63
Silver bullion (available for sub­

sidiary coinage)....................... 2,091,539.21

210,658,577.97
In national-bank depositaries:

To credit of Treasurer United
States....................................... 62,676,478.39

To credit of postmasters, judi­
cial officers, etc.......................  6,346,620.86

In treasury, Philippines:
To credit of Treasurer United

States....................................... 3,016,856.05
To credit of disbursing officers.. 3,430,796.73

Total........................................  286,129,330.00

LIABILITIES. 

Current liabilities.

In Treasury offices:
Disbursing officers' balances___$76,262,786.16

Outstanding warrants...............  1,823,348.93
Outstanding Treasurer's checks. 7,476,697.99
Post Office Department balances 12,361,628.16
Postal-savings balances.............  1,509,009.54
Judicial officers’ balances, etc... 6,343,080.42 
National-bank notes, redemp­

tion fund 2...............................  20,666,426.00
National-bank 5 per cent fund.. 28,071,077.85
Assets of failed national banks.. 10,110,129.54
Coupons and interest checks__  131,107.19
Miscellaneous (exchanges, etc.). 7,171,832.34

Total........................................  171,927,124.12
Subtract checks not cleared....... 23,472,913.67

148,454,210.45
In national-bank depositaries:

Judicial officers’ balances, etc... 6,346,620.86
Outstanding warrants...............  509,200.06

In treasury, Philippines:
Disbursing officers’ balances___ 3,430,796.73
Outstanding warrants...............  1,291,932.00

160,032,760.10
Net balance in general fund............  126,096,569.90

Total........................................  286,129,330.00

THE CURRENCY TRUST FUNDS THE GENERAL FUND, AND THE GOLD RESERVE
FUND.

ASSETS.

Currency trust funds:
Gold coin...............................  $866,618,964.00
Gold bullion..........................  217,615,205.00

Total gold...........................  1,084,234,169.00
Silver dollars.........................  488,916,000.00
Silver dollars of 1890.............. 2,614,000.00

Total currency trust funds. 1,575,764,169.00
General fund: Total cash assets, 

as above....................................  286,129,330.00

Gold reserve fund:
Gold coin...............................  100,000,000.00
Gold bullion..........................  50,000,000.00

Grand total cash assets in 
Treasury.........................  2,011,893,499.00

LIABILITIES.

Outstanding certificates:
Gold certificates outstanding. $1,084,234,169.00 
Silver certificates outstand­

ing....................................... 488,916,000.00
Treasury notes outstanding.. 2,614,000.00

Total outstanding certifi­
cates................................. 1,575,764,169.00

General fund liabilities and bal­
ance:

Total liabilities, as above___ 160,032,760.10
Balance in 

g e n e r a l  
fund, a s
above........$126,096,569.90

Gold reserve.......a150,000,000.00

Total net balances. 276,096,569.90

2,011,893,499.00

1 This includes $48,118,368.02 which the Treasury has redeemed and for which it will receive payment 
Irom national banks.

* The act of July 14, 1890, provides that deposits made by national banks to redeem circulating note  ̂
shall be covered into the Treasury as miscellaneous receipts and that the Treasury shall redeem from the 
general cash the circulating notes which come into it3 possession subject to redemption 

8 Reserved against $346,681.01® of United States notes and $2,614,000 ol Treasury notes 01 1890.
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BANKING AND CURRENCY.

Classification of cash in banks June 14,1912.

659

Classification. 7,372 national 
banks.

17,823 State,etc., 
banks.

25,195 reporting 
banks.

G old c o in .............................................................................. $149, 294, 417.78
356. 602. 380.00 
80, 479, 000.00
12. 637. 221.00

138. 569. 628.00 
22, 555, 692.68

188. 440. 207.00
47. 564. 277.00

$89, 094, 968.96
206, 465, 716.00

$238, 389, 386.74
563. 068. 096.00 
80, 479, 000.00 
22, 957, 395.00

194. 374. 169.00 
37, 738, 008.29

253. 122. 053.00
108. 281. 687.00 
74, 543, 684.40

Gold certificates..................................................................
Gold clearing-house certificates....................................
Silver dollars........................................................................ 10. 320. 174.00

55. 804. 541.00 
15, 182, 315.61
64. 681. 846.00
60. 717. 410.00 
74, 543, 684.40

Silver certificates................................................................
Subsidiary and m inor c o in ............................................
Legal-tender notes.............................................................
National-bank notes.........................................................
Cash n ot classified..............................................................

T otal........................................................................... 996, 142, 823.46 576, 810, 655.97 1, 572, 953, 479.43

Distribution oj money in the United States.

Year 
ended 

June 30—

Coin and 
other 

m oney 
in the 

U nited 
States.

Coin and other 
m oney in Treas­

ury as assets.1

Coin and other 
m oney in report­

ing banks.2

Coin and other m oney 
not in Treasury or 
banks.

In circulation, 
exclusive o f com  
and other m oney 

in Treasury as 
assets.

A m ount. Per
cent. A m ount. Per

cent. A m ount. Per
cent.

Per
capita. Am ount. Per

capita.

1892........
Millions.
$1, 752.2

Millions.
$150.9 8.60

Millions.
$586.4 33.48

Millions.
$1, 014.9 n .  92 $15.50

Millions.
$1, 601.3 £24.60

1893,. 1, 738.8 142.1 a  17 515.9 29.68 1, 080.8 62.15 16.14 1, 596.7 24.06
1894 , 1, 805.5 144.2 7.99 688.9 38.17 972.4 53.84 14.21 1, 661.3 24.56
1895........ 1, 819.3 217.4 11.95 631.1 34.96 970.8 53.36 13.89 1, 601.9 23.24
1896........ 1, 799.9 293.5 16.31 531.8 29.55 974.6 54.14 13.65 1, 506.4 21.44
1897____ 1, 906.7 265.7 13.93 628.2 32.94 1, 012.8 53.13 13.87 1, 641.0 22.92
1898____ 2, 073.5 235.7 11.37 687.7 33.17 1, 150.1 55.46 15.43 1, 837.8 25.19
1899____ 2, 190.0 286.0 13.06 723.2 33.02 1, 180.8 53.92 15.51 1, 904.0 25.62
1900........ 2, 339.7 284.6 12.16 749.9 32.05 1, 305.2 55.79 17.11 2, 055.1 26.93
1901. . . 2, 483.1 307.8 12.39 794.9 32.02 1, 380.4 55.59 17.75 2, 175.3 27.98
1902 . 2, 563.2 313.9 12.24 837.9 32.69 1, 411.4 55.07 17.90 2, 249.3 28.43
1903____ 2, 684.7 317.0 11.80 848.0 31.59 1, 519.7 56.61 18.88 2, 367.7 29.42
1904........ 2, 803.5 284.3 10.14 982.9 35.06 1, 536.3 54.80 18.77 2, 519.2 30.77
1905. . . 2, 883.1 295.2 10.24 987.8 34.27 1, 600.1 55.49 19.22 2, 587.9 31.08
1906 . .  . 3, 069.9 333.3 10.86 1, 010.7

1, 106.5
3*2.92 1, 725.9 56.22 20.39 2, 736.6 32.32

1907......... 3, 115.6 342.6 11.00 35.51 1, 666. 5 53.49 19.36 2, 773.0 32.22
1908 . , 3, 378.8 340.8 10.08 1, 362.9 40.34 1, 675.1 49.58 19.15 3, 038.0 34.72
1909........ 3, 406.3 300.1 8.81 1, 444.3 42.40 1, 661.9 48.78 18.68 3, 106.2 34.93
1910........ 3, 419.5 317.2 9.27 1, 414.6 41.37 1, 687.7 49.36 18.68 3, 102.3 34.33
1911........ 3, 555.9 341.9 9.61 1, 545.5 43.46 1, 668.5 46.93 17.75 3, 214.0 34.20
1912......... 3, 648.8 364.3 9.98 1, 563.8 42.86 1, 720.7 47.16 17.98 3, 284.5 34.34

1 Public m oney in national-bank depositaries to the credit of the Treasurer o* the United States not 
included.

2 M oney in banks o f island possessions not included.

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



Savings banks, including postal savings banks: Number of depositors, amount of deposits, average deposits per deposit account and per inhabitant, by
specified countries^

[Compiled by the Bureau of Foreign and Domestic Commerce, Department of Commerce and Labor, from the official reports of the respective countries.]

Countries. Popula­
tion.!

Date of 
report. Form of organization. Number of 

depositors.
Average
deposit

account.

Average 
deposit 
per in­

habitant.

#281.88 $40.64
21.14 1.63

776.83 2.79
67.04 25.93

248.52 1.56
32.5° 2.13
39.23 3.09

149.28 63.18
21.67 .19
89.67 19.05
57.03 8.33
48.41 .18

225.97 .67
185.46 61.98
171.43 48.23
28.22 1.05

969.10 .96
206.13 13.63
62.84 9.35
9.75 1.42
7.69 1.78

17.90 .04
9.48 .28

14.95
96.30 7.02
43.73 11.11

218.29 .08
39.36 .10
35.65 3.86

135.71 56.78
53.12 1.69
95.74 4.79

151.13 14.12
23.39 .45
94.66 2.40

138.92 39.25
22.35 2.29

159.63 83.14

Austria..

Belgium... 
Bulgaria..
Chile........
Denmark
Egypt.......
France___

Algeria.......
Tunis.........

Germany ........
Luxemburg

Hungary *.........

Italy............................
Japan..........................

Formosa...............
China and Korea. 

Netherlands...............
Dutch East Indies.
Dutch Guiana........

Norway.........................
Roumania5....................
Russia 6.........................

Finland...................
Spain7...........................
Sweden..........................
Switzerland...................

28.572.000

7.501.000
4.285.000
3.415.000
2.757.000

11.626.000
39.602.000
5.232.00 j
1.923.000

64.432.000 
246,000

20.886.000 
a4,687,000 
51,547,000
3.341.000

2,3

5.945.000
37.717.000

>,000 
1,000 >,000 

163; 779,000
3.120.000

19.588.000
5.522.000
3.647.000

(Dec. 31,1909 
■{Dec. 31,1910
I ....d o ...........
/ Dec. 31,1911 
\Dec. 31,1910
.......do............
June 30,1910 
Mar. 31,1910 
Dec. 31,1910 

/Dec. 31,1911 
\Dec. 31,1910 
Dec. 31,1908 
Dec. 31,1910

....... do............

....... do............
/ ___do............
\ ___do............
/June 30,1911 
\June 30,1910 
/Dec. 31,1910 
\Mar. 31,1912 
/Dec. 31,1910 
\Mar. 31,1911
....... do...........
/Dec. 31,1909 
\Dec. 31,1910
/ ___do...........
\Dec. 31,1911 
Dec. 31,1910
___do...........
July 1,1910 
June 30,1912 

/Dec. 31,1910
\___do...........
Dec. 31,1910 

/Dec. 31,1910 
\Dec. 31,1911 
Dec. 31,1908

Communal and private savings banks___
Postal savings banks, savings department 
Postal savings banks, check department..
Government savings banks.........................
Communal and private savings banks.......
Postal savings banks...................................
Caja de ahorros............................................
Communal and corporate savings banks...
Government savings banks........................
Private savings banks.................................
Postal savings banks...................................
Municipal savings banks.............................
Postal savings banks...................................
Public and corporate savings banks..........
State savings bank.......................................
Postal savings banks, savings department. 
Postal savings banks, check department.. 
Communal and corporate savings banks..
Postal savings banks..................................
Private savings banks.................................
Postal savings banks...................................
Private savings banks.................................
Postal savings banks...................................
.......do.......................................................... .
Private savings banks.................................
Postal savings banks.................................. .
Private savings banks.................................
Postal savings banks.................................. .
...... do.......................................................... .
Communal and private savings banks.......
Government savings banks........................
State, including postal savings banks........
Private savings banks.................................
Postal savings banks...................................
Private savings banks.................................
Communal and trustees savings banks___
Postal savings banks...................................
Communal and private savings banks.......

4,119,295 
2,205,703 

102,574 
2,901,753 

46,997 
280,775 
268,731 

1,166,607 
104,095 

8,411,791 
5,786,035 

19,301 
5,701 

21,534,034 
69,202 

: 75,070 
20,716 

2,294,063 
5,160,008 
7,500,470 

11,950,158 
6,779 

100,819 
207,195 
433,209 

1,510,033 
13,228 
91,898 
9,478 

1,001,310 
218,690 

8,189,734 
291,603 
59,723 

495,772 
1,560,317 

565,759 
1,899,332

$1,161,
46,
79,

194,
11,9,10, 

174,2,
754,
329,

149,241 
623,889 
682,452 
534,158 
679,721 
129,423 
543,275 
182,302 
255,664 
255,333 
974,970 
934,3801,2

3,993,775,184
11,21,
20,

472,
324,
73,
91,

3,
41,
66,2,

135,
11,784,
44,
1,

46,
216,
12,

303,

894,118 
075,888 
879,910 
279,617 
106,674 
896,942 
121,327
955.592 
098,571 
718,485
039.592 
887,566 
616,685 
337,925 
886,457 
616,820 
117,885 
068,779 
396,856 
931,094 
755,326 

,645,957 
196,216
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United Kingdom»..................
British India*...................
Australia, Commonwealth
New Zealand.....................
Canada w........................... .
British South Africa..........
British West Indies.........
British colonies, n. e. s___

Total, foreign countries.
United States..........................

Philippine Islands............

45.289.000 
244,127,000

4.425.000
1.008.000
7.205.000
6.745.000
1.679.000

20.427.000

/Nov. 20,1911 
\Dec. 31,1911 
Mar. 31,1910 

1910-11 
Dec. 31,1910
___do............

/June 30,1912
\___do............

1909-10 
1909-10 
1909-10

859,620,000
95,411,000
8,460,000

/Nov. 30,1912 
\June 14,1912 
June 30,1912

Trustee savings banks..................................................
Postal savings banks.....................................................

.......do.............................................................................
Government, trustee, and joint-stock savings banks.
Postal savings banks....................................................
Private savings banks...................................................
Postal savings banks.....................................................
Dominion Government savings banks........................
Government, post-office, and private savings banks.
Government and post-office savings banks................

.......do..............................................................................

Postal savings banks u.................
Mutual and stock savings banks.. 
Postal savings banks....................

1,849,043 258,083,128 139.58 5.70
12,370,646 859,027,319 69.44 18.97
1,378,916 51,478,416 37.33 .21
1,600,112 289,039,353 180.64 65.32

380,714 68,641,934 180.30 68.10
51,508 7,375,302 143.19 7.32

146,310 42,683,232 291.73 5.92
35,031 14,171,966 404.55 1.97

222,772 25,103,835 112.69 3.72
91,881 6,301,465 68.58 3.75

219,967 12,921,863 58.74 .63

109,725,758 11,096,223,947 101.13 12.91
300,000 28,000,000 93.33 ...............

10,010,304 4,451,818,523 444.72 46.66
35,802 1,177,435 32.89 . 14

W►
E
o
>
t*
o
Cl

g
Q

I The figures of population are for the nearest date to which the statistics of savings banks relate.
3 Exclusive of 1,809 deposits of $173,011 in savings banks in Faroe Islands, and of data for savings departments of ordinary banks, which comprised 155,160 accounts, credited with 

$31,370,748 on Mar. 31,1910.
* Exclusive of Brunswick
4 No separate data available for private and communal savings banks in 1910. The ordinary banks savings banks, and land-credit banks of Hungary held 1,768,455 savings 

accounts credited with $699,288,107 on Dec. 31,1910.
6 Figures for the Casa d’Economie.
« Includes 38,958 depositors in school savings depositories, credited with $105,060. The above total is exclusive of $162,185,345 worth of securities held by the savings banks to the 

credit of depositors.
* The peseta has been converted at the rate of 18 cents. Data taken from “  Espafia Econ<5mica y Financiera,”  Oct. 21,1911. Exclusive of data for savings departments of com­

mercial banks, which comprised 124,657 accounts credited with $28,588,964 on Dec. 31,1910.
8 Exclusive of Government stock held for depositors, which, at the end of the year, amounted to $120,776,096 in the postal savings banks and to $12,934,743 in the trustee savings 

banks.
* Exclusive of th© population of the feudatory States.
i® Exclusive of data for special private savings banks, which on June 30,1912, held deposits amounting to $40,828,420. The above total does not include the savings deposits in 

chartered banks (“  Deposits payable after notice or on a fixed day which on June 30,1912, amounted to $631,317,687.
II Number of offices, 12,823.
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T a b l e  No. 59.— Abstract of reports of earnings and dividends 
IFigures in boldface type indicate loss.]

BAH KING AND CURRENCY.

Location.
Num­
ber of 
banks.

Capital stock. Surplus. Capital and 
surplus.

Gross
earnings.

New Hampshire.. 
Vermont..............

Boston___
Rhode Island.. 
Connecticut...

70
56
50

1672022
79

New England States.. 464
New York..

New York City..
New Jersey...............
Pennsylvania......... .

Philadelphia.... 
Pittsburgh.........

Maryland....................
Baltimore............

District of Columbia.. 
Washington.........

416
36

39
195
772
32
24
28
90
17110

Eastern States..
Virginia............
West Virginia.. 
North Carolina. 
South Carolina.

Florida..

New Orleans.
Dallas............
Fort Worth...
Galveston___
Houston........
San Antonio.. 
Waco.............

Kentucky.......
Louisville.

129
108
73
43

1122
45
84
31
28
5

479
4 8 2
56 6

48
1368
100

Southern States. 1,462
Ohio.

Columbus.

Indianapolis..
Illinois.................

Chicago........ .

Detroit..........
Wisconsin............

Milwaukee__
Minneapolis... 
St. Paul..........

l0WC*edar Rapids.! 
Des Moines....
Dubuque.........
Sioux City.......

8
78 

250
5 

43210
96
3

1226 
260

56 
314

3
4 
3
5

$7,850,000.00
5.235.000.00
5.160.000.00

30.317.500.00 
24,950,000.00
6,775,250.00

19.364.200.00

$3,579,250.00
3.083.800.00 
2,022,481.21

17.490.750.00
20.630.500.00
4.241.500.00

11.449.300.00

$11,429,250.00 
8,318,800.00 
7,182,481.21

47.808.250.00
45.580.500.00
11.016.750.00
30.813.500.00

$2,752,144.72 
1,728,723.49
1.478.754.42 
9,194,782.64

12,140,184.26 
1,808,571.20
4.940.052.42

99,651,950.00 62,497,581.21 162,149,531.21 34,043,213.15
46.785.100.00 2,100,000.00
2.252.000.00 

121,500,000.00
21.737.000.00
67.074.390.00
22.055.000.00
28.700.000.00 
2,423,975.00
5.292.000.00

12.290.710.00 
252,000.00

5.850.000.00

32,138,689.672,200,000.00
2,650,000.00

127,891,150.00
21.996.140.00 
70,224,490.98 
43,350,000.00
25.217.500.00 
2,282,600.00 
3,741,622.96 
7,720,010.00

252,000.00
4,640,512.79

78,923,789.67
4.300.000.00
4.902.000.00 

249,391,150.00
43.733.140.00 

137,298,880.98
65,405,000.00
53.917.500.00 
4,706,575.00 
9,033,622.96

20.010.720.00 
504,000.00

10,490,512.79

21,345,497.95 
1,811,075.13 
1,200,503.21 

61,172,456.75 
11,458,092.40 
28,539,468.04 
12,862,741.49 
13,300,141.60 

762,350.61 
2,285,956.34 
3,832,198.30 

72,643.21 
1,785,616.83

338,312,175.00 344,304,716.40 682,616,891.40 160,428,741.86
17.308.500.00
9.587.000.00
8.585.000.00
5.460.000.00

14.059.500.00
900.000.00

6.080.000.00
9.675.000.00
3.255.000.00
3.145.000.00
5.200.000.00

32.166.000.00
2.650.000.00
2.875.000.00

500.000.00
4.600.000.002.100.000.00
1.450.000.00
4.960.000.00

12.045.900.00
5.495.000.00

12.460.000.00

11,547,684.00 
5,650,159.76
2.649.273.00
1.934.250.00
8.183.230.00

700.000.00
2.707.700.00
5.233.025.00 
1,582,329.74 
2,245,865.83
2.980.000.00 

16,817,846.02
2.350.000.00.
1.915.000.00

250.000.00
1.190.000.00
1.080.000.00 

308,300.00
1.776.020.00 
4,793,067.22 
2,645,000.00 
5,294,961.26

28.856.184.00 
15,237,159.76
11.234.273.00
7.394.250.00

22.242.730.00 
1,600,000.00
8.787.700.00

14.908.025.00 
4,837,329.74 
5,390,865.83 
8,180,000.00

48,983,846.02
5.000.000.00
4.790.000.00 

750,000.00
5.790.000.00
3.180.000.00
1.758.300.00
6.736.020.00 

16,838,967.22
8.140.000.00 

17,754,961.26

6*754,485.97 
3,539,338.07 
2,604,031.84
2.291.668.38 
5,371,016.44

408,009.84
2.922.701.82
3.509.560.39 
1,323,412.72 
1,542,600.94 
2,124,478.19

12,906,934.67 
1,570,189.61 
1,266,294.68 

261,617.75 
1,873,676.04 

822,617.87 
518,629.28

1.830.428.83 
3,234,884.28 
1,793,484.06 
4,665,333.59

164,556,900.00 83,833,711.83 248,390,611.83 63,135,3

34,307,100.00
13.900.000.00
9.350.000.00
3.000.000.00

21.133.000.00
5.400.000.00

31.235.000.00
43.600.000.00
10.260.000.00
4.750.000.00 

11,180,000.00
6.250.000.00 

11,811,000.00
6.800.000.00
4.100.000.00 

17,715,000.00
400.000.00

2.000.000.00
600.000.00 
950,000.00

17,942,942.87
6.300.000.00
4.050.000.00
1.570.500.00 
9,305,180.54
2.745.000.00 

17,450,455.84 
26,100,000.00
5.342.300.00
1.750.000.00
4.593.400.00
2.760.000.00 
6,277,003.57
5.860.000.00 
3,450,574.34 
7,328,710.75

308.000.00
600.000.00
130.000.00
400.000.00

52,250,042.87
20,200,000.00
13.400.000.00 
4,570,500.00

30,438,180.54
8.145.000.00 

48,685,455.84
69.700.000.00
15.602.300.00
6.500.000.00

15.773.400.00
9.010.000.00 

18,088,003.57
12.660.000.00 
7,550,574.34

24,953,710.75
708.000.00

2.600.000.00
730.000.00 

1,350,000.00

13,385,163.72 
3,926,987.25 
3,611,365.32 
1,540,211.82 
7,989,472.97 
2,365,241.24 

13,238,909.21 
18,863,374.36 
5,140,553.05 
2,350,335.89 
5,319,816.92 
2,990,364.61 
7,452,013.47 
3,308,701.77 
2,140,505.80 
8,293,263.14 

510,755.01 
932,581.78 
207,782.47 
606,340.30
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1
2
3
4
5
6
7

8
9

10
11
12
13
14
15
16
17
18
19
20

21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42

43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62

banks in the United States for year ended July 1, 1912.

[Figures in boldface type indicate loss.]

BANKING AND CURRENCY.

Charged off. Ratios.

Losses and 
premiums.

Expenses and 
taxes.

Net earnings. Dividends. Net earn­
ings to 

capital and 
surplus.

Dividends 
to capital 

and 
surplus.

Dividends 
to capital.

$281,220.42 $1,660,545.53 $810,378.77 $598,412.50
Per cent. 

7.09
Per cent. 

5.24
Per cent. 

7.62
276,888.29 713,958.28 737,876.92 497,316. 68 8.87 5.98 9.50
88,898.39 828,532.41 561,323.62 436,363.00 7.82 6.08 8.46

781,424.82 5,134,246.28 3,279,111.54 2,288,353.00 6.86 4.79 7.55
1,006,905.52 8,021,795.90 3,111,482.84 2,127,000.00 6.83 4.67 8.53

105,894.29 981,480.23 721,196.68 492,115.00 6.55 4.47 7.26
441,068.33 2,345,383.47 2,153,600.62 1,540,283.00 6.99 5.00 7.95

2,982,300.06 19,685,942.10 11,374,970.99 7,979,843.18 7.02 4.92 8.01
1,858,041.83

115,073.97
12,463,219.69 7,024,236.43 4,493,596.50 8.90 5.69 9.60
1,306,953.80 389,047.36 283,061.00 9.05 6.58 13.48

131,915.16 740,511.94 328,076.11 230,400.00 6.69 4.70 10.23
3,898,298.25 33,639,088.98 23,635,069.52 25,902,500.00 9.48 10.39 21.32

852,480. 87 6,389,558.03 4,216,053.50 2,744,835.00 9.64 6,28 12.63
2,830,911.57 15,770,059.47 9,938,497.00 5,921,023.60 7.24 4.31 8.83

747,236.31 8,177,177.40 3,938,327.78 2,572,500.00 6.02 3.93 11.66
2,353,452.01 7,662,420.49 3,284,269.10 2,724,000.00 6.09 5.05 9.49

51,954.15 393,343.44
1,435,371.19

317,053.02 214,221.58 6.74 4.55 8.84
104,268.48 746,316.67 473,285.00 S. 26 5.24 8.94
587,171.53 2,098,099.54 1,146,927.23 1,126,656.50 5.73 5.63 9.17

692.25 37,073.42 34,877.54 30,240.00 6.92 6.00 12.00
92,342.06 844,852.41 848,422.36 636,000.00 8.09 6.06 10.87

13,623,838.44 90,957,729.80 55,847,173.62 47,352,319.18 8.18 6.94 14.00
366,650.05 3,975,828. 78 2,412,007.14 1,512,390.00 8.36 5.24 8.74
330,681.13 1,999,291.62 1,209,365.32 920,019.14 7.94 6.04 9.60
80,608.37 1,421,848.40 1,101,575.07 679,550.00 9.81 6.05 7.92

165,702.58 1,383,995.37 741,970.43 501,538.00 10.03 6.78 9.19
341,584.31 2,786,709.46 2,242,722.67 1,725,650.00 10.08 7.76 12.27
78,071.77 95,213.90 234,724.17 57,500.00 14.67 3.59 6.39

222,446.54 1,667,589.98 1,032,665.30 495,050.00 11.75 .63 8.14
320,035.12 1,814,863.04 1,374,662.23 971,225.00 9.22 6.51 10.04
131,441.92 770,131.38 421,839.42 292,100.00 8.72 6.04 8.97
136,981.95 916,014.51 489,604.48 450,400.00 9.08 8.35 14.32
209,361.61 1,289,338.59 625,777.99 541,000.00 7.65 6.61 10.40

1,240.979.92 6,224,527.77 
721,261.39

5,441,426.98
701,029.55

4,095,523.94 11.11 8.36 12.73
147,898.67 448,000.00 14.02 8.96 16.91
97,065.79 680,892.24 488,336.65 271,000.00 10.19 5.66 9.43
27,510.80 166,436.13 67,670.82 36,000.00 9.02 4.80 7.20

191,887.12 987,498.20 694,290.72 667,000.00 11.99 11.52 14.50
14,030 05 380,133.15 428,454.67 279,000.00 13.47 8.77 13.29
51,725.52 302,485.28 164,418.48 359,000.00 9.35 20.42 24.76

114,990 03 1,013,674.72 701,764.08 497,350.00 10.42 7.38 10.03
397,524.51 1,674,349 56 1,163,010.21 943,543.00 6.91 5.60 7.83
154,850.80 1,024,416.66 614,216.60 416,100.00 7.55 5.11 7.57
471,918.24 2,643,932.54 1,549,482.81 1,278,200.00 8.73 7.02 10.26

5,293,946.80 33,940,432.67 23,901,015.79 17,437,139.08 9.62 7.02 10.60
1,405,784.08 7,820,440.63 4,158,939.01 2,828,327.67 7.96 5.41 8.24
2,547,714.73 2,011,509.84 632,237.32 1,370,000.00 3.13 6.78 9.86

363,523.60 2,334,291.60 913,550.12 803,000.00 6.82 5.99 8.59
118,779.36 916,587.66 504,844.80 304,500.00 11.05 6.66 10.15
555,682.22 4,798,906.11 2,634,884.64 1,875,433.66 8.66 6.16 8.87
529,369.63 1,277,768.45 558,103.16 380,000.00 6.85 4.67 7.04

1,015,964.64 7,598,102.75 4,624,841.82 3,518,100.00 9.50 7.23 11.26
1,645,344.54 11,403,149.97 5,814,879.85 6,226,000.00 8.34 8.93 14.28

315,809.51 3,304,144.57 1,520,598.97 959,731.96 9.75 6.15 9.35
271,364.38 1,520,508.22 558,463.29 400,000.00 8.59 6.15 8.42
365,420 24 3,555,703.36 

1,953,252.76
1,398,693.32 1,285,450 00 8.87 8.15 11.50

191,203.71 845,908.14 586,250:00 9.39 6.51 9.38
361,591.00 4,765,881.61 2,324,540.86 1,658,349.08 12.85 9.17 14.04
99,823.15 2,101,640.42 1,107,238.20 708,000.00 8.75 5.59 10.41

289,559.98 1,134,375.03 716,570.79 440,200.00 9.49 5.83 10.74
588.454.96 5,026,149.07 2,678,659.11 2,044,807.81 10.73 8.19 11.54
36,387.86 361,887.71 112,479.44 61,000.00 15.89 8.62 15.25
95,892.93 551,655.93 285,032.92 154,000.00 10.96 5.92 7.70
5,350.40 131,974.99 70,457.08 50,000.00 9.65 6.85 8.33

43,948.34 429,770.89 , 132,621.07 86,000.00 9.82 6.37 9.05
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Table No. 59.— Abstract of reports of earnings and dividends of

6 6 4  BANKING AND CUBBENCY.

IFigures in boldface type indicate ioss.J

Location.
Num­
ber of 
banks.

Capital stock. Surplus. Capital and 
surplus.

Gross
earnings.

63 Missouri................................. no $6,665,000.00 $2,666,916.62 $9,331,916.62 $2,352,095.94
64 Kansas City.................... 12 7,850,000.00 3,382,000.00 11,232,000.00 4,884,019.24
66 St. Joseph.......................

St. Louis.........................
4 1,100,000.00 675,000.00 1,775,000.00 711,820.21

66 8 20,400,000.00 11,990,000.00 32,390,000.00 7,816,242.93
Middle Western States. 2,036 274,756,100.00 142,887,984.53 417,644,084.53 119,937,918.42

67 North Dakota........................ 146 5,268,000.00 1,878,669.33 7,146,669.33 3,150,624.82
68 South Dakota........................ 102 4,180,000.00 1,238,450.00 5,418,450.00 2,650,938.75
69 Nebraska............................... 231 10,415,000.00 4,261,368.00 14,676,368.00 4,766,358.98
70 Lincoln............................ 4 1,000,000.00 330,000.00 1,330,000.00 498,144.73
71 Omaha............................ 7 3,700,000.00 2,810,000.00 6,510,000.00 2,515,282.42
72 South Omaha................. 3 1,100,000.00 380,000.00 1,480,000.00 548,852.27
73 Kansas................................... 202 10,662,500.00 4,619,985.00 15,282,485.00 4,792,684.67
74 Kansas City.................... 2 500,000.00 300,000.00 800,000.00 342,278.45
75 Topeka............................

Wichita...........................
2 300,000.00 160,000.00 460,000.00 190,871.94

76 3 500,000.00 505,000.00 1,005,000.00 453,024.93
77 Montana................................. 58 4,960,000.00 2,774,250.00 7,734,250.00 3,176,080.31
78 29 1,735,000.00 1,056,500.00 2,791,500.00 1,192,234.78
79 118 6,690,000.00 3,079,290.74 9,769,290.74 3,350,315.87
80 Denver............................ 6 3,600,000.00 3,902,000.00 7,502,000.00 2,961,449.27
81 Pueblo............................. 3 650,000.00 450,000.00 1,100,000.00 463,135.21
82 New Mexico........................... 39 2,090,000.00 980,350.00 3,070,350.00 1,216,074.79
83 Oklahoma.............................. 272 10,545,000.00 2,818,245.21 13,363,245.21 5,566,733.22
84 Muskogee ....................... 5 850,000.00 250,500.00 1,100,500.00 468,249.93
85 Oklahoma City............... 6 1,550,000.00 270,000.00 1,820,000.00 765,707.67

Western States............ 1,238 70,295,500.00 32,064,608.28 102,360,108.28 39,069,043.01

86 Washington.........................
Seattle...........................

66 4,075,000.00 1,985,915.99 6,060,915.99 2,310,295.02
87 6 4,200,000.00 1,370,000.00 5,570,000.00 2,263,475.87
88 Spokane.........................

Tacoma..........................
5 3,400,000.00 765,000.00 4,165,000.00 1,427,605.47

89 2 500,000.00 850,000.00 1,350,000.00 449,184.35
90 Oregon.................................

Portland........................
76 4,611,000.00 2,093,187.14 6,704,187.14 2,092,837.50

91 4 4,000,000.00 1,827,000.00 5,827,000.00 1,879,845.83
92 California............................. 197 18,872,800.00 7,931,647.55 26,804,447. 55 7,891,103.62
93 Los Angeles................... 9 6,100,000.00 2,826,000.00 8,926,000.00 2,987,864.93
94 San Francisco............... 9 28,250,000.00 14,805,000.00 43,055,000.00 7,308,656.18
95 Idaho.................................... 48 2,940,000.00 1,392,240.90 4,332,240.90 1,580,550.84
96 Utah..................................... 17 1,155,000.00 440,186.45 1,595,186.45 790,162. 58
97 Salt Lake City............... 5 2,150,000.00 965,000.00 3,115,000.00 899,180.80
98 Nevada................................. 11 1,742,000.00 474,000.00 2,216,000.00 569,941.39
99 Arizona................................ 13 1,105,000.00 725,000.00 1,830,000.00 668,758. 58

100 Alaska.................................. 2 100,000.00 53,500.00 153,500.00 157,998.81
Pacific States............... 470 83,200,800.00 38,503,678.03 121,704,478.03 33,277,461.77

101 Hawaii................................. 4 610,000.00 254,426.42 864,426.42 151,476.62

United States.............. 7,307 U,031,383,425.00 1704,346,706.70 1,735,730,131.70 450,043,250.09

i Capital and surplus as shown at the close ©f the year.
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63
64
65
66

67
68
69
70
71
72
73
74
75
76
77
78
79
80
81
82
83
84
85

86
87
88
89
90
91
92
93
94
95
96
97
98
99

100

101

BANKING AND CURKENCY.

banks in the United States for year ended July 1, 1912—Continued.

[Figures in boldface type indicate loss.]

Charged off.

Net earnings. Dividends.

Ratios.

Losses and 
premiums.

Expenses and 
taxes.

Net earn­
ings to 

capital and 
surplus.

Dividends 
to capital 

and 
surplus.

Dividends 
to capital.

Per cent Per cent. Per cent.
$155,992.87 $1,340,457.09 $855,645.98 $682,625.00 9.17 7.31 10.24
410,245.90 3,274,933.67 1,198,839.67 625,000.00 10.67 5.56 7.96
61,330.60 507,648.39 142,841.22 96,500.00 8.05 5.44 8.77

870,386.91 5,270,111.58 1,675,744. 44 2,259,000.00 5.17 6.97 11.07
12,344,925.54 73,390,852.30 34,202,140.58 29,402,275.18 8.19 7.04 10.70

235,08/. 22 2,032,282.49 883,255.11 690,789.21 12.36 9.67 13.11
127,140.70 1,802,295.89 721,502.16 512,700.41 13.32 9.46 12.27
343,417.59 2,690,443.13 1,732,498.26 1,424,572.97 11.80 9.71 13.68
22,695.33 318,057.44 157,391.96 79,000.00 11.83 5.94 7.90

272,052.11 1,508,550.79 734,679.52 348,000.00 11.29 5.35 9.41
38,742.50 358,194.94 151,914.83 90,000.00 10.26 6.08 8.18

425,894.15 2,682,109.46 1,684,681.06 1,301,567.65 11.02 8.52 12.21
24,851.56 243,876.93 73,549.96 36,000.00 9.19 4.50 7.20
15,999.32 130,818.12 44,054.50 34,000.00 9.58 7.39 11.33
27,292.90 315,382.83 110,349.20 57,000.00 10.98 5.67 11.40

507,035.42 1,603,665.95 1,065,378.94 909,900.00 13.77 11.76 18.34
56,212.19 685,810.36 450,212.23 290,250.00 16.13 10.40 16.73

505,514.43 1,872,416.74 972,384.70 769,950.00 9.95 7.88 11.51
393,887. 29 1,707,269.54 860,292.44 472,750.00 11.47 6.30 13.13
102,244. 84 239,733.46 121,156.91 73,000.00 11.01 6.64 11.23
128,099.17 694,943.85 393,031.77 372,500.00 12.80 12.13 17.82
657,081.13 3,085,557.75 1,824,094.34 1,644,713.32 13.65 12.31 15.60
53,200.80 262,328.01 152,721.12 115,250.00 13.88 10.47 13.56

178,938 14 484,616.11 102,153.42 108,000.00 5.61 5.93 6.97
4,115,386.79 22,718,353.79 12,235,302.43 9,329,943.56 11.95 9.11 13.27

398,499.85 1,319,033.04 592,762.13 618,575.00 9.78 10.21 15.18
266,136.02 1,375,774.73 621,565.12 589,000.00 11.16 10.57 14.02
178,767.29 874,547.24 374,290.94 356,000.00 8.99 8.55 10.47
87,264.09 265,822.01 96,098.25 94,000.00 7.12 6.96 18.80

228,490.56 1,041,513.15 822,833.79 638,936.19 12.27 9.53 13.86
317,441.19 949,909.26 612,495.38 448,158.20 10.51 7.69 11.20
684,537.27 4,264,739.74 2,941,826.61 1,769,480.00 10.98 6.60 9.38
342,330. 68 1,529,056.66 1,116,477.59 908,250.00 12.51 10.18 14.89
644,953. 44 3,717,668.94 2,946,033.80 2,265,000.00 6.84 5.26 8.02
203,558.89 915,828.57 461,163.38 375,100.00 10.64 8.66 12.76
50,895.88 361,120.91 378,145.79 240,332.65 23.71 15.07 20.81

160,822.70 626,917.77 111,440.33 166,000.00 3.58 5.33 7.72
128,486.44 289,174.49 152,280.46 159,020.00 6.87 7.18 9.13
104,815.22 347,532.61 216,410.75 127,000.00 11.83 6.94 11.49
95,587.46 91,541.33 29,129.98 18.98

3,892,586.98 17,970,180.45 11,414,694.34 8,754,852.04 9.38 7.19 10.52
3,145.54 67,025.60 81,305.48 44,500.00 9.41 5.15 7.30

42,256,130.15 258,730,516.71 149,056,603.23 120,300,872.22 8.59 6.93 11. 66
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BANKING AND CURRENCY.

Monetary
standard. Monetary unit. Population.

Stock of gold.

In banks 
and public 
treasuries.

In circula­
tion. Total.

G old .... 
.do., 
.do..
.do..
.do..
.do..
.do..
.do..
.do..
.do....

..do__
.do__
.do....
.do__
.do__
.d o....
.do__
.do__
.do__
.do__
.do__
.do__
.do__
.do....
.do......
.do., 
.do., 
.do..

.do___

.do___

.do___

.do___

.do___

.do . . .

.d o . . . .

.do___

.d o .. . .

.d o . . . .

.do___

.do___

.d o .. . .

.do___

.do___

.d o .. . .

.do___
Silver 9..

Dollar.. 
Crown. 
Franc..
Pound sterling.
Dollar...............
Pound sterling.
Pound sterling and 

rupee.
Pound sterling___
Dollar...............
Lev..........
Peseta....
C rown...,
Piaster___
Markkaa..
Franc.......
Mark........
Drachma..
Gourde__
Lira..........
Yen..........
Florin..
Crown.,
Milreis.
Lei.......
Ruble.. 
Dinar.. 
Tical.. -

Peso.........
Boliviano.
Milreis___
Peso.........
Dollar.......
Sucre........
Pound sterling.
Florin...............
Franc...............
Sol.........
Peso___
Bolivar. 
Peseta.. 
Crown.. 
Franc... 
Piaster.. 
Peso___

Thousands.
94,800
49,400
7,300
4.400 
6,200

45.000
295,000

7.800
1,600
4.000
2,100
2,700

11.300
2.900

39.300
64.900
2,600
1,500

33.900 
.52,200
15.000
5.900
2.400
5.400
6.800 

160,100
2,800
7.000

7,000
2.300 

20,500
3.500
4.300
1.500

300
100
100
800

4.500 
1,100 
2,600

19,700
5,400
3.300 

24,000
5.300

1,040,600

Thousands.
1,429,800

265,700
36,500

207,800
138,200

1375,000

244,600
50,400
6,800
7,700

‘t:
635̂ 

6 205, 
2, 
1, 288, 

117, 
31, 
56, 
16, 
6, 

30, 
611, 

6,

24S,300 
7, S00 

116,500 
500

3.300
100
200
100

15.200
8.300

15.200 
600

74.900 
22,800 
31,000
14.900
1.300

Thousands.
369,800
90,600

Thousands.
1,799,600

356,300

14,600 222,400
335,800 1710,800

15,000 65,400

18,500
174,500

3,700
565,000

42,000
38,300

1182,700
10,600 

5 1,200,000
1,900
2,100

4.400
3.400

16,900 133,900
19,200
4,600
8,000
2,100

334,600

75,600
20,800
14,500
32,700

946,300

2,100 5,400

3,900 12,200

2,500 
138,200 

3,200 
34,700 

127,500 
100

3,100
213,100
26,000
65,700

142,400
1,400

5,167,600

3es in this table signify that no satisfactory information is available.
dted Kingdom prior to that for 1910 were for coin only; these figures include 
i the Bank of England; also $12,200,000 gold belonging to Indian gold-standard
the currency reserves. Fred. J. Atkinson, accountant general of India, in 1908, 

>e circulation at 2,040,000,000 rupees; small silver coin at 140,000,000 rupees, 
sments, the Malay States, and Johor®.
I upon a calculation made by Messrs. P. Arminjon and B. Michel in 1908, who 
ild m the country at from 33 000,000 to 41,000,000 Egyptian pounds. The mean 
)ted in this table last year. Since their estimate was made the net imports of 
31,1911, have amounted to $28,919,061, but as there is said to be a considerabl# 
aments, no change in the estimatf of the monetary stock has been made.
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the principal countries of the world, Dec. 31, 1911.

BANKING AND CURRENCY.

Stock of silver.

Lim ited
tender. Total.

Uncovered
paper

Per capita.

Gold. Silver. Paper.

Thousands.
167.600 
122,900

2.400

10,000
7.700 

116,800

45.000

20.000
19.000

4,800
5.000 
7,900

14,300
500

63,700
253.600

3.000 
1,500
1.400

64.200
4.000

29.000
3.700 

33,100 
12,600 
78,800

1,300
52.200

9,400
700

25,000
8,500

1,300

400
300
100

2,400 
4,300 

10,800 
256,800 

8,600 
13,500 
26,400 
9,200

Thousands.
735.900
122.900 
11,100

10,000
7.700 

116,800

142,400

20,000
19.000

4,800
5.000 
7,900

14,300 
500 

411,100 
253,600

3.000 
2,500

24.100
64.200
56.000
29.000
3.700

33.100 
12,600 
78,800

1,300
52.200

9,400
700

25,000
8,500
1,300

400
300
100

2,400
4,300

10,800
256,800

8,600
13,500
26,400
9,200

Thousands.
764,500
197,600
139,000

79,100 
115,200

45,400

7,500

9,900

17,300
6,600

14.900 
245,900 
276,100
27,600
8,200

182,300
101,700
51.200 
64,700
8,700

69.900
43.200

4,900
2,100

7 692,200 
2,000 

777,900 
19,000 no,ooo
1,700

100
300
600

42,900

8,000
800

76,000
34,700
27,900

89,900

$18.98
7.21
5.00

50.54
22.29
15.80

.14

8.38
4.25

1.93 
20.00 
14.19 
16.17
3.66 

30.53
3.16
1.69
2.26 
8.51 
2.57 
2.08

12.81
8.67
2.69 
4.81 
5.91 
2.32.01

35.47

5.68 
.14

3.60

.33
2.001.00

19.00 
2.71

13.82 
1.19

10.82 
4.81

19.91 
5.93 
.26

$7.76
2.49
1.52

2.27
1.24
2.59

.48

2.56
11.88

1.20
2.38
2.92 
1.26
.17

10.46
3.90
1.15
1.67
.71

1.23
3.73
4.92 
1.54 
6.13 
1.85

.49

.46
7.46

1.34
.30

1.22
2.43

.87

1.34
3.00
1.00

.53
3.90
4.15

13.04
1.59
4.09
1.10 
1.74

$8.07
4.00

19.04

12.76
2.56

.16

4.68

2.47

6.41 
.58

5.13 
6.26 
4.24 

10.62 
5.47 
5.3 
1 95
3.41 

10 97
3 62 

12.94 
6.35

1.75
.30

.87
3.8
5.43
2.33
1.13

.33
3.00
6.00 

53.63

7.2
.31

3.85
6.43
8.45

16.96

1,523,700 2,621,200 3,567,500

De F oville, 1909.
fund and Im perial Bank of Germany. N o definite information as to ot 

;old since the establishment of the Em pire less recoinage, amounts to $1 12 
m know n, and there has been an industrial consum ption, 
lion value.
; has been reduced to a gold basis; that is, 100 pe^os equal 1 U nited States go 
i R ica and British H onduras (gold-standard countries).

—S. Doc. 232, 63-1—yoI 1------43
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B a n k in g  a n d  Cu r r e n c y  Co n f e r e n c e .

[Suggested resolutions prepared at the request of A. B. Hepburn, of New York, chairman currency com­
mission of the American Bankers' Association, by J B. Forgan, of Chicago, vice chairman; presented 
at the morning session, Friday, Aug. 22 1913, and ordered read and referred to the conference for 
discussion 1

Whereas the provisions of the Federal reserve act requiring all member banks, both 
national and State, to invest 10 per cent of their own capital in the capital stock 
of the proposed Federal reserve banks and to assume a liability of a further equal 
amount payable on demand for the purpose when necessary of‘paying the obliga­
tions of such Federal reserve banks, and further requiring that such member banks 
shall deposit 5 per cent of their own total demand liabilities in said Federal reserve 
banks; and

Whereas both such capital investment and such deposits are placed entirely beyond 
the management, control, or use of the depositing banks, except that the deposits 
may erroneously be counted as part of their lawful money reserve; and 

Whereas the banks would prefer to keep their reserves within their own control, so 
that they could use them in such emergencies as reserves are intended to provide 
for; and

Whereas we find in the Federal reserve act no compensating benefits to induce the 
State banking institutions to voluntarily assume these obligations:
Resolved, That it is the opinion of this convention that notwithstanding the fact 

that the State banking institutions outnumber the national banks by more than two 
to one and control more than one-half the banking business of the country, they could 
not be induced to voluntarily comply with the provisions of the Federal reserve act 
and thus become parties to it; and be it further 

Resolved, That if the opinion expressed in the previous resolution is correct the 
reserve bank organization committee created by the act will have to rely for the 
organization of the Federal reserve banks entirely on the action of the national banks 
under the more or less compulsory obligations imposed on them in the act, requiring 
them within 12 months to contribute the necessary capital and the minimum reserve 
deposits or accept one of the two alternatives of dissolution or of continuing their 
business under State charters.

(No. 2.)

Whereas the Federal reserve act stipulates that there shall be not less than 12 Federal 
reserve banks, with a minimum capital of $5,000,000 each, which calls for a mini, 
mum aggregate capital subscription of $60,000,000; and 

Whereas it is evident that in the larger districts much more than the minimum capital 
would be necessary:
Resolved, That it is the opinion of this convention that the 12 Federal reserve banks 

could not be amply capitalized by a subscription amounting to 10 per cent on the 
aggregate capital of the existing national banks, which approximates $105,000,000,

6 6 8  BANKING AND CURRENCY.

as the—
Federal Reserve Bank of New York would require not less than.............$25, 000, 000
Federal Reserve Bank of Chicago would require not less than.................  20, 000,000
Federal Reserve Bank of St. Louis would require not less than............... 15, 000, 000
Federal Reserve Bank of San Francisco would require not less than....... 10, 000, 000
Federal Reserve Bank of New Orleans would require not less than......... 10, 000, 000
Federal Reserve Bank of Philadelphia would require not less than........  10, 000, 000
Federal Reserve Bank of Boston would require not less than................... 10, 000, 000
And there would have to be five others in different parts of the country

at not less than $5,000,000 each, making.................................................. 25, 000,000

125,000, 000
which would thus require $20,000,000 more than would be provided if every national 
bank should become a subscriber.

(No. 3.)

Whereas, bank reserves against deposit liabilities being held for debt-paying pur­
poses must be in the form of actual money or of obligations promptly convertible 
into money:
Resolved, That in the opinion of this convention the minimum credit balances 

which the national or other member banks are required to maintain with the Federal 
reserve banks, not being subject to withdrawal, are not convertible into money and 
therefore are not available for the purpose of paying debts; and such balances could
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not be regarded by the member banks which own but can not use them as anything 
but a fixed capital investment similar to their contribution to the capital stock of 
the Federal reserve banks except that they earn nothing for the investors.

(No. 4.)

Whereas in the opinion of this convention the contraction of loans in the national 
banks made necessary by the payments in lawful money which they would be 
required to make to the Federal reserve banks within 60 days would largely exceed 
the loaning capacity of the Federal reserve banks:
Resolved, That we offer the following explanation of our opinion thus expressed: 
The loans and bond investments of the national banks, exclusive of their Govern­

ment bonds pledged as security for their note circulation, amount in round figures 
to $7,336,000,000. The aggregate net deposits of the national banks on which their 
legal reserve is figured amount to $7,124,000,000. (See comptroller’s report of 
June 4, 1913.) Thus the aggregate loans, including bond investments of the 
national banks, are practically an offset against the amount of their aggregate net 
deposits. In other words, these two items represent the amount of credits exchanged 
between the banks and the public, the amount owed by the banks to the public 
being practically offset by the amount owed by the public to the banks. This ex­
change of credits is based on and supported by actual money in the banks. The estab­
lished relation between the amount of actual money held by the banks and the fabric 
of credits existing between the banks and the public is therefore in the ratio of $917,-
000,000 to $7,336,000,000, or 12J per cent of money to the amount of credits.
If from the amount of money on hand...................................................  $917,000, 000

the national banks are required to make the following payments to 
the Federal reserve banks, viz:

10 per cent of their aggregate capital.......................$105, 000,000
3 per cent of their net deposits................................. 213, 000, 000

they would have to turn over more than one-third of their entire
holdings, or...........................................................................................  318,000, 000

and would have left money on hand amounting to........................... 599,000,000

On the established basis of 12J per cent of money to existing credits, 
which seems little enough, this would provide for credits between
the banks and the public aggregating................................................  4, 792, 000, 000

Calling for a compulsory contraction in such credits of........................ 2, 544, 000, 000

From their present amount of.................................................................  7, 336,000,000

The Federal reserve banks with a capital paid in of............................  105,000,000
And reserve deposits similarly paid in of..............................................  213, 000,000

Would have in money to start with.................................. ..................... 318,000, 000

Which on the basis of the 33J per cent cash reserve they are required 
to carry against their total demand liabilities would enable them to
expand until they had assumed total liabilities of............................ 954,000,000

Of which they would have already assumed liability for the reserve 
deposits.................................................................................................  213,000,000

Their net expansion capacity would therefore be.................................  741, 000, 000
And this would be the limit of their ability to rediscount for their 

member banks, whose compulsory contraction of credits as shown
above would be..................................................................................... 2,544,000,000

Showing that their ability to rediscount would fall short of the con­
traction of credits in their member banks by....................................  1, 803,000,000
After 14 months when the minimum reserve deposits required are to be raised from 

3 per cent to 5 per cent, this deficiency would of course be greatly increased. Such a 
contraction of the credits between the national banks and the public could not be 
accomplished without a cataclysm in business.

In order that these figures should not overstate the effect on the credits between 
the public and the national banks by such a diversion of money equal to one-third of 
all tine money in the national banks from these banks into the Federal reserve banks,
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the 3 per cent reserve deposit required on their “ total demand liabilities” has been 
figured on their net and not on their gross deposits, under the assumption that the 
same offsets would be allowed them that are now allowed when figuring their legal 
reserve requirements.

These figures do not include the Government deposits which within 12 months 
are to be transferred to the Federal reserve banks. With the exception of the free 
money in the Treasury such deposits would be transferred from the national banks 
and would require them to part with a further amount of money equal to the amount 
of the Government deposits they hold, which would still further proportionately 
decrease their money reserve and increase the compulsory contraction of their loans. 
These transfers of Government deposits having to be made within 12 months would 
have no effect on the above transactions, all of which must occur within 60 days.

We do not wish it to be understood that these figures forecast precisely what would 
occur were the Federal reserve act passed and were the national banks to operate 
under it. We are well aware that no calculation can possibly be made to correctly 
forecast what would actually occur in such an event. We are satisfied, however, that 
the figures portray as accurately as possible the situation which would be confronted 
were the 12 Federal reserve banks organized and should the national banks undertake 
to operate under the new law.

The discrepancy between the loaning capacity of the Federal reserve banks and the 
contraction of credits in the national banks shown in the figures may be further eluci­
dated as follows: It is proposed to transfer bodily from the national banks practically 
one-third of the actual money now lodged in their vaults and place it in the Federal 
reserve banks. As we have seen the money in the vaults of the national banks forms 
the basis of a fabric of credits existing between them and the public in the ratio of 12J 
per cent of actual money to the amount of such credits outstanding. This fabric of 
credits must be adjusted to the reduced holdings of actual money by the banks on the 
established ratio of 12J per cent of money to total credits, otherwise to a proportionate 
extent there will be an overexpansion of credits in the banks. The credit expan­
sion of the Federal reserve banks is fixed on the basis of a 33J per cent money reserve 
against their total liabilities. They are therefore restricted in their credit expansion 
to $3 of credit against $1 of money, while the national banks have been doing business 
on a 12f per cent money basis, or $8 of credit against $1 of money. As a basis of credit, 
therefore, the one-third of the money now in the national banks when transferred to 
the Federal reserve banks would lose nearly two-thirds of its present expansive power.
If the Federal reserve banks could continue to use the money thus 

transferred to them on the same basis on which the national banks 
now use it, viz, $8 of credit expansion against $1 of money, their
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expansive power would be................................ . ................................ $2, 544,000,000
But as they are restricted in the act to $3 of credit expansion against 

$1 of money their actual expansive power is limited to....................  741,000,000

Which shows the same discrepancy of.................................................  1,803,000,000
between their expansive capacity and the compulsory credit contraction in the 

banks.
(No. 5.)

Whereas in the opinion of this convention there is not sufficient money in the national 
banks to meet the immediate requirements of the act:
Resolved, That we offer as ev dence thereof the following figures compiled by Mr. 

A. B. Stickney, of St. Paul, which have been checked in the office of the Comptroller 
of the Currency and certified correct.

Immediate cash requirements of the bill.

Before the Federal reserve banks can be organized the national banks must sub­
scribe for their capital stock to the extent of 20 per cent of their capital, $1,056,919,792, 
and pay in cash 10 per cent.
Amount of this payment..........................................................................  $105, 691, 979
On the basis of June 4, 1913, reports, the amounts of actual money 

required for reserves at the outset are as follows:
Total net deposits...................................................$7,124, 634, 372
Less time certificates.............................................  525, 508, 864

Net demand liabilities.......................................  6, 599,125, 508
3 per cent of net demand liabilities................................................ 197, 973, 751
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Lawful money in bank:
Country banks, $3,610,672,858 net deposits; 5

per cent..............................................................  $180, 533, 642
Reserve city banks, $1,945,874,457 net deposits;

12J per cent........................................................ 243, 234, 307
Central reserve city banks, $1,568,087,056 net 

deposits; 25 per cent.
Less 3 per cent on demand liabilities in Federal

reserve banks...................................................... 345,401, 083
----------------------  $769,169, 032

Total cash required within 60 days after the organization........  1,072,834,762
Items possessed by the banks which tlie bill permits 

to be counted as reserve. The law permitting the 
5 per cent redemption fund to count as reserve, the 
bill repeals:

Fractional currency, etc........................................ $3, 580,483
Specie.....................................................................  724, 074, 627
Legal tenders.......................................................... 189, 908, 013

----------------------  917,563,123

Deficit............................................................................................. 155, 271, 639
If national-bank notes may be used to purchase stock in Federal re­

serve banks, the deficit would be decreased by................................  51, 538, 808

103, 732, 831
This shortage of $155,000,000 would be the deficit in the actual lawful money re­

quirements of the national banks, leaving them without any free money for current 
uses. The free money required and carried by the national banks for their current 
uses being usually about $150,000,000 and their having $51,000,000 in national-bank 
notes on hand, the actual deficit would be, in round figures, $250,000,000.

(No. 6.)

Whereas the currency commission of the American Bankers’ Association, in its answer 
to question No. 13 of questions formulated by a subcommittee of the Banking and 
Currency Committee of the United States Senate, has expressed an opinion in 
regard to the requirement that there shall be organized not less than 12 Federal 
reserve banks,
Resolved, That we reiterate and approve such opinion, which reads as follows:
11 In our opinion one central reserve association with branches would best serve our 

present necessities. Failing that, a small number of regional reserve associations, 
also with branches, might be organized to serve the purpose. The smaller the number 
of regional reserve associations, however, the more effective the reserve control. If 
there are to be a number of regional reserve associations, they should be under some 
kind of central control in which both the Government and the various associations 
should have representation.

“ Three objections to the regional reserve associations occur to us:
‘‘ First. They will divide the cash reserve of the country into as many different 

ownerships as there are regional associations. No individual bank can now strengthen 
its cash reserves without at the same time and to the same extent depleting the reserve 
of some other bank, so with the regional reserve associations no one of them will be 
able to strengthen its cash reserves without drawing them from and reducing to the 
same extent the reserve of one of the other associations.

“ Second. In connection with the shipping of reserve money from one section of 
the country to another. Under one central reserve association with branches this 
could be accomplished without change of ownership of the money shipped, as it would 
belong to the one association, irrespective of what branch had custody of it. In the 
case of independent regional reserve associations no such transfer of reserve money 
could be made from one region to another without a change in ownership. It would 
increase the reserve of the association that receives it and deplete by a similar amount 
the reserve of the association that ships it. In times of financial stress, when each 
regional reserve association would be husbanding its resources for the benefit of its 
own constituents, this might produce an undesirable and awkward situation, the 
interests of the various sections of the country being at variance. Such effect will be 
intensified in direct ratio to the number of regional reserve associations, and
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“ Third. Under one ownership and control of the reserves transfers of funds could 
under normal conditions be accomplished by book entries rather than by the shipment 
of money.”

(No. 7.)

Whereas taken collectively the following provisions of the Federal reserve act are 
most objectionable to us:

1. The coersive feature of the act as stated in section 8, which provides that any 
national bank which shall not within one year after its passage become a national 
banking association under its provisions, or which shall fail to comply with any of 
its provisions applicable thereto shall be dissolved.

2. The provision that the national banks shall subscribe to the capital stock of 
the Federal reserve banks a sum equal to 20 per cent of their unimpaired capital, 
one-fourth of such subscription to be paid in cash, one-fourth in 60 days and the 
remainder, subject to call and payment whenever necessary to meet the obligations 
of the Federal reserve banks.

3. The provision that national banks within 60 days from and after the date the 
Secretary of the Treasury shall have officially announced the fact of the establish­
ment of the Federal reserve banks shall deposit with the Federal reserve banks as 
part of their required reserve an amount not less than 3 per cent of their own total 
demand liabilities, exclusive of circulating notes, and at the end of 14 months from 
the date thus fixed by the Secretary of the Treasury shall increase the said 3 per cent 
to 5 per cent, such reserve deposit to at no time fall below the amounts aforesaid.

4. The requirements in connection with the reserve deposits to be made by the 
different classes of national banks in the Federal reserve banks. They are in any 
event too onerous. The proper mobilization of the cash reserves of the banks 
should economize their use and by concentration of them reduce the unscientific 
wide distribution of them which now exists.

5. The provision limiting the dividends on the capital stock to 5 per cent per 
annum.

6. The provision that no interest is to be paid by the Federal reserve banks upon 
any deposits except those of the United States and except such as the national banks 
may receive under the provision in connection with the division of earnings, whereby 
40 per cent of the earnings in excess of 5 per cent to be paid them on their capital 
stock investment is to be paid to the member banks in proportion to their annual 
average balances with such Federal reserve banks.

7. The method of organizing the Federal reserve board, which places the manage­
ment and control of the Federal reserve banks in the hands of seven men, all ap­
pointees of the President of the United States, with the advice and consent of the 
Senate, who would have no financial interest in the banks and who, with one excep­
tion, need not necessarily have any experience in or knowledge of the banking 
business. The management and control should be placed in the hands of experi­
enced bankers and other men of business chosen jointly by the banks as proprietors 
and by the Government in the interests of the public because of their knowledge 
and experience in banking and other lines of business;
Resolved, That considering these provisions collectively we regard the measure as 

an attempt to force the national banks to contribute the capital and deposits in the 
Federal reserve banks, and we believe that the directors of the national banks, appreci­
ating their responsibility in a fiduciary capacity to their stockholders and depositors, 
will not be so coerced until they have tested in the Superme Court of the United States 
whether of not such coercion is a violation of the fifth amendment of the Constitution 
of the United States prohibiting the taking of property for public use without just 
compensation, and we further believe that even if it should be decided by the Supreme 
Court that it is not a constitutional violation the national banks of the country could 
not become parties to a banking system that proposes such revolutionary interference 
with the established credits now existing between the public and the national banks 
by the practical appropriation of one-third of all the actual money now in their posses­
sion, which is to be placed entirely beyond their control both as regards its manage­
ment and its use as valid reserves against their deposits, except in so far as the advice 
of the Federal advisory council might influence the action of the Federal reserve 
board, which under the conditions and restrictions surrounding it could not be made 
effective.
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(No. 8.)

Whereas the conditions and regulations under which the circulating notes are to be 
issued are in our opinion such as to make the note issue unscientific and impractical; 
Resolved, That we offer the following in explanation of our opinion:
While the notes are to be the obligations of the United States they are in fact to be 

primarily the obligations of the Federal reserve banks guaranteed by the Government. 
Federal reserve banks are primarily charged with their redemption. As security for 
these primary obligations of the Federal reserve banks the notes are made a first and 
paramount lien on all their assets besides being collaterally secured by them by a 
specific pledge of commercial paper of equal amount and by the segregation of gold 
or lawful money equal to 33J per cent of the amount of them outstanding. Wrhile 
they are to be redeemable at the United States Treasury, the funds for that purpose 
are to be supplied by the Federal reserve banks. Unless, therefore, the Federal 
reserve banks default in their obligation to redeem the notes the Government will 
not be required to pay or redeem them with its own funds. These notes should be 
made the direct obligation of the banks that pay them out and that are primarily 
responsible for the redemption of them.

The machinery provided for their issue, circulation, and redemption seems to have 
been unnecessarily complicated by an attempt to embody in the plan the erroneous 
principle that to the Government belongs the exclusive prerogative of issuing the 
circulating medium. The experience of the world has been that it is better for a 
government to provide the paper circulating medium indirectly through properly 
organized banks under strict government supervision rather than put the credit 
of the government at iss^e with every note placed in circulation. Troublesome times 
come to every community and to every nation, and it is better to have the credit of 
the banks called in question than the credit of the government itself. As bank notes 
they will be amply secured without the superfluous government guaranty. Issued 
by the banks when and as needed they would more readily automatically adjust them­
selves in volume to the actual commercial demands for them. As obligations of the 
Government they are likely, as do our present Government issues and our Government 
bond-secured national notes, to remain too long in circulation, no active redemption 
of them being deemed necessary. It is active and constant redemption of a circu­
lating medium that makes it elastic. Expansion without contraction is not elasticity, 
but inflation.

The provisions recently added to the bill that whenever Federal reserve notes 
issued through one Federal reserve bank shall be received by another Federal reserve 
bank they shall be returned for redemption to the Federal reserve bank through which 
they were originally issued, and that no Federal reserve bank shall pay out notes 
issued through another under a penalty of a tax of 10 per cent upon the face value of 
notes so paid out, are good so far as they go, but when the notes are once issued by 
the Federal reserve banks the National and State banks doing business directly with 
the public would be the principal agencies through which the notes would be kept 
in circulation, and the practice now prevailing of receiving and paying out national- 
bank notes without special reference to the location of the bank that issued them 
would undoubtedly be continued in connection with the Federal reserve notes.

RECAPITULATION

Whereas the general effects of the measure on the existing credit relations between 
the banks and the public as they have been forecast would be ruinous both to the 
national banks and to general business;

Whereas, unless practically all the national banks agree to participate in the provi­
sions of the measure and subscribe for the capital stock of the Federal reserve banks, 
it will be impossible to organize the Federal reserve banks and the measure will 
prove a failure;

Whereas the measure generally is in its main features unsatisfactory to the banks of 
the country;

Whereas in our opinion the national banks will not agree to it without a contest as 
to their constitutional rights and, even if such contest should be decided against 
them, are most likely to withdraw from the system; and 

Whereas in our opinion the State banks will not voluntarily become parties to it: 
Be it
Resolved, That in view of these recapitulated considerations, which we believe to 

be facts, we would respectfully recommend to Congress that the attempt to pass the 
measure at the present special session be abandoned; and
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674 BANKING AND CURRENCY.

Whereas, in view of the great importance of the subject, which is purely a business 
problem as far removed from politics as any problem affecting the interests of the 
public can be, the welfare of every citizen being affected by it, and the multitude 
of bank depositors in the country being specially interested in it; and 

Whereas a good measure would protect the interests of all classes of citizens and a bad 
measure would be a universal calamity; and 

Whereas we fully appreciate the necessity for early action: Therefore be it further 
Resolved, That we respectfully recommend to Congress that a commission should be 

organized, composed of three men representing the Government, to be appointed by 
Congress; three men representing the commercial, industrial, and agricultural inter­
ests of the country, to be appointed by the National Chamber of Commerce; and three 
experienced bankers, to be appointed by the American Bankers’ Association, to 
carefully consider the subject and prepare a bill to be submitted to the next regular 
session of Congress.

(Thereupon, at 6.30 p. m., the committee adjourned until Friday, 
September 19, 1913.)

FRIDAY, SEPTEMBER 19, 1913.

C om m ittee  on B a n k in g  and  C urrency ,
U nited  S tates S en ate ,

Washington, D. C.
The committee assembled at 1.30 o’clock p. m.
Present: Senators Owen (chairman), Reed, Pomerene, Shafroth, 

and Bristow.
The C h a ir m a n . Mr. Frame, the committee will be glad to hear 

you now.

STATEMENT OF ANDREW JAY FRAME, PRESIDENT OF THE 
WAUKESHA NATIONAL BANK, OF WAUKESHA, WIS.

Mr. F ram e . Mr. Chairman and gentlemen of the committee. I 
thank you for the honor of being called before you, and will say 
that I have had 50 years’ business experience in banking, and I have 
been through the panics of 1873, 1893, and 1907, and the Waukesha 
National Bank has never suspended cash payments.

After listening to what has been said here in the committee, as I 
have------

Senator R eed. Pardon me for interrupting you just a moment. 
You are the president of the Waukesha National Bank?

Mr. F ram e . Yes. sir; president of the Waukesha National Bank.
Senator R eed. What is the capital of that bank?
Mr. F ram e . $150,000.
Senator R eed. H ow long has that institution existed?
Mr. F ram e . Since 1865, as a national bank.
Senator R eed. And how long have you been its president?
Mr. F ram e . Since 1880—33 years.
Senator R eed. T o what extent have you made a study of banking 

and currency, aside merely from your banking experience?
Mr. F ram e . All my life. I have read all the best authorities on 

political economy—at least the most of them—in my earliest banking 
experience, in the first 10 years of it. Since then I have been making 
a practical application of the principles of the banking business, with 
the experience of panics, and have been rereading the historical ex­
periences.
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Senator R eed. Thank you, that is all I wanted to know at this 
time.

Mr. F ra m e . After listening for the last two days, I am frank to 
say that I believe you are endeavoring to do what, in your judgment, 
is for the highest and best interests of the country. If we differ 
at all, we can not expect to be like unto a gentleman who lost 
his wife. The minister coming in, the man said to him, “ I have 
lived 40 years with my wife and never have had a cross word with 
her.” The minister replied, “Ah, man. but you must have had an 
awfully stupid time.” I trust we will have no serious differences 
because of honest motives.

I believe in the mobilization of a certain amount of cash for ab­
normal periods—to take care of us in the day of trouble. And to 
my mind, it should be penalized sufficiently so far as the extra issue 
of currency is concerned, so that it would come out to help us during 
panicky periods, or previously thereto; and the penalization should 
be sufficient to drive it back again, so that inflation and overexpan­
sion of credit may not result.

As a matter of relief, during panic periods—I want to illustrate it 
from a case that I have had in my own experience. As I say, I have 
been through the panics of 1873, 1893, and 1907. In 1893, during the 
panic, one-half of the banks in the city of Milwaukee were absolutely 
suspended.

Senator R eed. Y ou mean 1893, do you not?
Mr. F ra m e . Yes: 1893. We live but 18 miles from Milwaukee. 

Naturally, the farmers, our depositors, some of them, became a little 
uneasy and began to withdraw their money from our bank. In order 
to replenish our cash on hand temporarily, until they got their second 
wind, I took $100,000 of bonds and went down to the city of 
Chicago------

Senator R eed (interposing). What kind of bonds?
Mr. F ram e . Oh, various kinds—municipal and railroad and corpo­

ration—some corporation and some public-utility bonds. I sold 
$50,000 worth of those bonds for cash, costing us $1.02, at 92 cents. 
We lost $5,000.

On the other hand, I took the other $50,000 of bonds, and I bor­
rowed $50,000 of money and put up those bonds as collateral security.
1 borrowed this for three months. I paid a rate of 8 per cent per 
annum therefor. That cost us 2 per cent for the $50,000 for the three 
months.

Senator R eed. Was that net?
Mr. F ram e . It cost $1,000 for interest.
Senator R eed. Oh. I  see.
Mr. F ram e . But the bonds which we put up as collateral security 

were drawing 5 per cent. Therefore we received 5 per cent on our 
bonds, they paid 5 per cent per annum, wThich was, for three months, 
1| per cent on the bonds that we received. Deducting that from the
2 per cent that we paid for the three months, we only lost three- 
fourths of 1 per cent in all on that $50,000, $375 being all that it cost 
us, net, to obtain that $50,000.

The C h a ir m a n . But you took the risk of the bonds being sold to 
meet the debt, did you not?

Mr. F ram e . Of course, at the end of the time.
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The C h a i r m a n . But, I say, you took that risk, did you not?
Mr. F r a m e . Yes. Panics are generally all over in two or three 

months. People get their second wind, they bring their deposits back 
again, securities revive, and business gets back into normal condition 
again..

Now, the point I wish to illustrate is simply this, that, in the light 
of that operation, I want to see the mobilization of cash so that the 
banks, when panic threatens, can take good securities and go where 
an extra pot of cash lies; and I care not what the rate of interest is, 
just so that I may get the cash so as not to suspend cash payments, 
which is always seriously detrimental, not alone to the bank, but it is 
detrimental in the stopping of the wheels of commerce.

If we can get the extra cash to replace that which is withrawn by 
the frightened depositors we run along in the even tenor of our way, 
and we do not suspend cash payments, and therefore the serious 
effects of a panic are avoided by keeping the wheels of commerce 
revolving and keeping labor employed. If we suspend cash pay­
ments disaster is the result. I wanted to give you just that as an 
illustration of my thought on the subject, as to what I would like 
to say.

The C h a i r m a n . Y ou  did not mention 1884.
Mr. F r a m e . Well, that did not trouble us in our section.
The C h a i r m a n . In some parts of the country there was a panic in 

1884, but in your part of the country, I do not believe there was ?
Mr. F r a m e . No; it did not trouble us.
I just want to add one other thing, if you will allow me: Before 

the repeal of the free silver bill in 1893—it was about two or three 
months after we had borrowed the money—our depositors had 
recovered their second wind, as I call it, and brought their money 
back again. We were then in ample funds, so I went to Chicago, 
with the full approval of all of the board of directors, and repur­
chased every single dollar of those bonds at the very same price that 
I had sold them for. So, fortunately, we did not lose anything on 
the operation.

Senator R eed . A s I understand, you bought back these securities 
and did not lose any money on the whole transaction ?

Mr. F r a m e . Yes; because we got in before the public got their 
second wind, as to buying securities. Within the week after we 
bought those $50,000 back again, the bond market was up at least 5 
per cent, and within another week it was up at least 2 or 3 per cent 
more, and in another month they were back into the normal condition.

I have prepared here a few pages of what appear to me to be illus­
trations of the subject before us, and, without going through the 
bill itself, if you will allow me to just read my views, and then if 
there are any questions the committee would like to ask, I will be 
very glad to answer them.

The C h a i r m a n . If it is agreeable to the committee, I shall be very 
glad to have you read them.

Mr. F r a m e . ’ It will make your record a little more methodical, it 
would seem to me.

The C h a i r m a n . You m ay  proceed.
Mr. F r a m e . Our battle for the world’s standard of value lias been 

practically won* Now the paramount economic question before the
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American people is, How can we minimize conditions which produce 
panics and also ameliorate their after-paralyzing effects ?

Panics undoubtedly can not be wholly prevented, because it is im­
possible to change human nature; because nature is unlikely to be 
less fickle in her gifts to man; because prosperity and adversity fol­
low each other as surely as the tide rises and falls; because where 
the rising tide of prosperity appears and a few clear-visioned Na­
poleons of finance make quick fortunes, the masses lose their con­
servatism, and riotous speculation ensues, resulting often in panic. 
Notwithstanding this, I am a firm believer in ameliorating panic con­
ditions, both as to their frequency and severity. But how? My 
answer is:

First. By studying history and profiting by the experience of the 
past.

Second. By passing conservative and sound banking laws and then 
enforcing them.

Third. By providing cash on sound lines to meet extraordinary 
demands and immediately retiring it as soon as the pressure for funds 
is over, to prevent inflation, and also to be ready for the next 
emergency.

That word “ elasticity ” is a sweet morsel to play upon the 
credulity of an innocent public. It has worried the political econo­
mists of all ages. Its ghost still stalks forth in this enlightened day. 
The disease it attempts to cure, I diagnosed in a former address as 
“ Hard-up.” A large majority of the human family have an annual 
attack of it, and many have it in chronic form.

Senator R eed. What does that “ hard-up ” mean that you have just 
mentioned ?

Mr. F ram e . Well, I call it the “ hard-up disease.”
Easy methods of issuing I. O. U.’s rather aggravate the disease, but 

liberal libations of conservatism wonderfully ameliorate severe 
attacks.

The Standard Dictionary epitomizes conditions leading to panics 
as follows:

An undue expansion of loans .by baL»ks; an unsound standard of value; over­
extension of mercantile credits and widespread speculation are forerunners of 
panics.

Let us never forget that confidence upbuilds and distrust paralyzes. 
The blighting effect of distrust in our standard of value which was the 
main underlying cause of the panics of 1873 and 1893 has given to 
our people convincing object lessons more potent than pages of logic 
that a 100-cent dollar is indispensable to stability and prosperity. 
With these calamitous conditions vividly before us it would seem, to 
provide an elastic currency to prevent panics, that the political 
economists of all ages have wrestled with this knotty problem with 
indifferent results.

To my mind the Imperial Bank of Germany comes closer to cov­
ering the correct method of relief, as it can issue but 130,000,000 
of uncovered currency, and all in excess thereof must pay a tax of
5 per cenfc thereon to the Government, and therein alone lies flexi­
bility. This penalizes overexpansion of currency and credit, and is 
the safety valve which has kept her overstrained condition from 
exploding. Even this method has taxed her utmost powers to pre­
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vent a cataclysm there, as is evidenced by the German banks borrow­
ing money of the United States banks on good collateral at rates run­
ning from 5 to 6 per cent clear through 1911-12. The banks of 
Germany even bid 20 per cent for money in the New York market in 
December, 1911, and at several periods since have bid in excess of
6 per cent.

Senator P om erene . They have bid as high as 20 per cent?
Senator S hafr o th . That was for call loans.
Mr. F r am e . Yes; that was for call loans. But it shows that even 

Germany with her flexible currency is still hard up occasionally.
Sentor P om erene. Y ou mean by that at the rate of 20 per cent 

per annum?
Mr. F r am e . Yes; 20 per cent per annum. Of course that is not 

equal to our own experience, where we have bid up to 100 per cent.
Senator S h afr o th . 400 per cent.
Mr. F r am e . But that was an extraordinary case.
Senator S h afr o th . Yes; it happened but once.
Mr. F r am e . And if we had a mobilized currency, in a centralized 

institution, where relief could be had we never would have any 100 
per cent experiences.

Notwithstanding her 5 per cent penalized flexible currency saved 
her from panic, yet Germany has bordered thereon for some time, 
chiefly because of overindulgence in acceptances, which are more 
freely granted there than elsewhere, coupled with an enthusiastic 
industrial development, overtaxing her surplus capital.

Without further preliminaries, let us proceed to diagnose certain 
features of the “ proposed bill on Federal reserve banks.” I prefer 
not to discuss the matter of control, and will therefore confine my 
remarks to what seems to me more vital to the success of the measure.

First permit a specific reference to the effect of the “ bill ” on the 
bank of which I am president, the Waukesha National Bank. Ten 
per cent of $150,000 capital is $15,000; 10 per cent more, of course, is 
subject to call; 7 per cent of our deposits, $2,100,000, excluding sav­
ings, is $147,000; total required by the Federal reserve bank $162,000. 
This exceeds our total capital of $150,000. We probably would be 
willing to part with the $15,000 for capital and also 1 per cent of 
our deposits, $21,000, a total of $36,000, which, with like contribu­
tions of other banks, would seem to mobilize an ample quantity of 
cash to fulfill the true mission of a reserve bank, to wit, to prevent 
suspension in the day of trouble by being able to loan freely to solvent 
banks in any troubled section.

All other sections will then keep the even tenor of their way 
through confidence. But to be forced into parting with $147,000— 
practically our total capital of $150,000—which is not subject to call, 
and without interest, seems beyond reason.

Except in panic periods we never rediscount—I will say as to that, 
that I have inquired in Milwaukee of one of the great banks there, 
having 400 country-bank accounts; and with the close money market 
last fall, only 60 banks out of 400 asked for very moderate quantities 
of rediscount in Wisconsin.

Senator P om erene . There is a sort of public prejudice against them, 
now; but assuming that the system is changed, do you not think that 
that prejudice would die?
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Mr. F r a m e . I do not think so. And probably we had better pass 
that, as I have some thoughts I should like to express on that subject 
later.

Senator P o m e r e n e . All right. I did not want to interrupt you.
The C h a i r m a n . Will you put into the record here, Mr. Frame, the 

present reserves which you carry?
Mr. F r a m e . The present reserves which we carry?
The C h a i r m a n . In your bank.
Mr. F r a m e . Do you mean in amount of cash ?
The C h a i r m a n . In percentage.
Mr. F r a m e . In toto?
The C h a i r m a n . Your total present reserves.
Mr. F r a m e . Of cash and due from other banks ?
The C h a i r m a n . Yes.
Mr. F r a m e . We average about 18 to 20 per cent.
Senator P o m e r e n e . That would make, i f  your total deposits are 

$2,000,000------
Mr. F r a m e  (interposing). $2,100,000.
Senator P o m e r e n e . That would make your reserve, then------
The C h a i r m a n  (interposing). $420,000.
Mr. F r a m e . We keep about that as an average.
Senator P o m e r e n e . And what were your figures which you men­

tioned just now as to cash reserve and subject to call?
Mr. F r a m e . It would take $162,000 under this bill, and we keep on 

hand about $150,000 of cash.
Senator E eed . Well, when you said you had approximately 

$400,000 of reserve, you did not mean that you kept that all in your 
bank?

Mr. F r a m e . We keep $150,000 in cash, and the $250,000 due from 
banks in Milwaukee, Chicago, and New York.

Senator R eed . Yes.
Mr. F r a m e . So that as to most of the banks in Wisconsin, under 

the suggestion which I made before, although there was a close 
market last fall, there were 340 out of 400 that did not ask for 
rediscount. I can understand that in the South they require more 
rediscount than we do in our well-settled section and in other well- 
settled sections of the country.

Most country banks do not have the kind of paper acceptable at a 
reserve bank, therefore the arbitrary call for 7 per cent of deposits 
from country banks beyond recall seems far beyond reasonable re­
quirements and a burden that they can not afford to bear. Country 
national banks now hold at least 6 per cent of deposits in cash. In 
fact, they hold about 7 per cent in Wisconsin.

Senator P o m e r e n e . National banks, or all banks?
Mr. F r a m e . National. National banks must necessarily hold 1 or 2 

per cent more, of course, than the law requires, for there are fluctua­
tions all the time. The new bill requires 5 per cent. This is a reduc­
tion of 1 per cent. Therefore, to take 6 per cent additional from them 
requires withdrawals from other income-producing funds. This 
seems, to my mind, clearly unjust and unnecessary.

How will the bill affect all Wisconsin banks? Now, this, of course, 
is an extreme case, because I have included them all. But taking 
those who do join as against the whole the result would be propor­
tionately the same.
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Senator R eed. D o you mean all national banks?
Mr. F r am e . I mean all national and State banks, as a matter of 

illustration.
Senator R eed. Yes.
Mr. F r am e . If all joined, this bill would require 10 per cent of the 

total capitals of $3,800,000. They would be subject to call for 
$3,800,000 more, 7 per cent from country and 9 per cent from Mil­
waukee reserve city banks, barring savings deposits, $21,000,000; 
total, $24,800,000. . . .

All banks in Wisconsin now hold in total cash 5f per cent of de­
posits, $21,000,000.

The new law compels banks to hold at least 5 per cent, and the 
three-quarters of 1 per cent extra would be necessary to cover daily 
fluctuations of cash. Therefore to comply with this new law, other 
income-producing funds, all of which will come out of Wisconsin, 
or securities, must be parted with to the extent of, say, $25,000,000, 
all of which would go out of Wisconsin into a Federal reserve bank 
at Chicago. Is that fair to the farmers, the merchants, and manu­
facturers of Wisconsin? To rediscount at the Federal reserve bank 
at Chicago, banks must simply part with their choicest securities, 
losing interest thereon, for the doubtful privilege of borrowing back 
their own funds which they deposited there. Will the Wisconsin 
banks voluntarily do it? The answer is found in my canvass of 450 
country banks of Wisconsin under the former bill, which called for 
5 per cent of deposits. The amended bill calls for 7 per cent, which 
is 2 per cent more burdensome than when the canvass was made.

I sent about 450 banks the following question:
W a u k e s h a  N a t io n a l  B a n k , 

Waukesha, Wis , July, 1918.
B roth er  B a n k e r : As the new Federal reserve bank bill (H. It. 6454 or S. 

2639) is now before the country for consideration, I have tried to diagnose it, 
and without considering other points am anxious to secure a consensus of opin­
ion from Wisconsin bankers on the following:

The bill provides that each national bank shall:
First. Subscribe 20 per cent of its capital stock as capital for the Federal 

reserve bank; 10 per cent must be paid in on joining; 10 per cent is subject to 
call of the reserve bank; dividends paid on capital are limited to 5 per cent per 
annum.

Second. Each bank must pay 5 per cent of its deposits into the Federal re­
serve bank, on which no interest will be paid, and such deposit is not subject 
to withdrawal at any time.

Third. Each bank must keep not less than 5 per cent of its deposit liabilities 
in cash on hand.

co n tra .

The advantages to be derived therefrom appear to be the limited right to 
discount with the Federal reserve bank:

(а) Notes and bills of exchange arising out of commercial transactions, 
maturing within 45 days.

That was under the other bill. The bill provides for paper matur­
ing within 60 days now.

The C h a ir m a n . Yes; and up to 120 days.
Mr. F r am e . Yes; up to 120 days. Then it was 45 days.
(б) Loans running not over four months, secured on bonds of the United 

States, States, counties, or municipalities.
(c) Acceptances based on imports and exports.
(d) Loans on collateral satisfactory to Federal reserve board.
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Considering the advantages in contrast to the disadvantages, would your bank 
voluntarily join this Federal reserve association?

Sincerely, yours,
A ndrew  J a y  F r a m e , President.

Out of the 450 letters sent out I have received up to this date 
about 320 answers. One small country national bank, with $25,000 
capital, and one small State bank, with $25,000 capital, answered 
“ yes,” without qualification. Nine answered “ yes, but expected 
the bill to be more or less modified.

Senator S h a f r o t h . H ow  many wTere there who answered that?
Mr. F r a m e . There were 9. Out of 320 banks 309 answered “ no.”
Senator P o m e r e n e . H ow  many is that who answered “ no.”
Mr. F r a m e . There were 309. I left out the Milwaukee city 

bankers, and therefore they were all country bankers.
Senator P o m e r e n e . Did they assign any reasons?
Mr. F r a m e . About 30 or 40 of them gave short or long reasons; 

but the general tenor of the reasons that were given was that they 
could not see their way clear to putting up 5 per cent of their de­
posits. They thought that wTas excessive and unprofitable to them; 
it seemed too much.

Senator P o m e r e n e . Will it interfere with you if I ask a question 
there ?

Mr. F r a m e . No.
Senator P o m e r e n e . Are you able to state what the average divi­

dends are on your bank stocks in Wisconsin?
Mr. F r a m e . No; I could not.
The C h a i r m a n . On your own bank, what would they be?
Mr. F r a m e . On m y  own bank we m ake an average of about 8 per 

cent, I guess, of our capital and surplus.
The C h a i r m a n . What is your surplus?
Mr. F r a m e . $150,000 now7.
Senator P o m e r e n e . Well, vours must be, from your statement, one 

of the unusually successful banks; and yours is about the equivalent 
of 16 per cent on your capitalization.

Mr. F r a m e . No; I said capital and surplus.
Senator P o m e r e n e . But 8 per cent------
Mr. F r a m e  (interposing). On capital and surplus.
Senator P o m e r e n e . Well, I know; 8 per cent on the two.
Mr. F r a m e . Yes.
Senator P o m e r e n e . Or 16 per cent on the capitalization.
Mr. F r a m e . It would be about 1G per cent on capitalization. But 

we have been in business now for more than 50 years.
Senator P o m e r e n e . Yes; I understand that.
Mr. F r a m e . It has been a long accumulation; slow.
Senator P o m e r e n e . I understand that. Is it fair to assume that 

the average dividends on these banks are about 6 or 7 per cent?
Mr. F r a m e . I think a little bit higher than that.
Senator P o m e r e n e . 8 per cent ?
Mr. F r a m e . So fa r  as national bank dividends are concerned, 

since 1863—50 years— I th in k th ey  would average 8i per cent.
Senator P o m e r e n e . Well, assuming that it ŵas 7 per cent. I  su g ­

gest that, because I do not think yours is any criterion by which 
we can judge any other banks, by your statement.

Mr. F r a m e . I think it a fair criterion.

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



682 BANKING AND CURRENCY.

Senator P o m e r e n e . So that the stockholders would only be re­
ceiving 2 per cent more of dividends on their stock in the banks as 
now organized than they would receive on that portion of their 
capital which was invested in the stock of the regional banks?

Mr. F r a m e . The fund which is put in by the different banks as 
stock for the regional reserve banks, as far as I am concerned. I 
can find no special fault with that, because I would be satisfied with 
5 or 6 per cent on that.

Senator P o m e r e n e . Y ou would be just as much satisfied as you 
would be with a Government bond, and even more satisfied, because 
the income would be better.

Mr. F r a m e . I do not- find any fault with that.
Senator P o m e r e n e . No; I do not think there can be any fault 

found with it. Your objection goes to the amount of the reserve.
Mr. F r a m e . The percentage of deposits which are called for.
Senator P o m e r e n e . Yes.
Mr. F r a m e . Two per cent even on our $147,000 would make nearly 

$3,000 a year—just that 2 per cent alone would cut off 2 per cent per 
annum on our dividends.

Senator P o m e r e n e . Well, I am interrupting your statement here, 
and I regret having done so.

Mr. F r a m e . That is all right to get it in here if it will be of any 
assistance, of course.

Senator R eed . Mr. Frame, have you finished that point about the 
canvass of the banks in your State?

Mr. F r a m e . Yes, sir.
Senator R eed . Then, I should like to ask you now if you think 

that the question which you sent out, together with the explanation, 
was a fair presentation of the advantages of the bill ?

Mr. F r a m e . It seemed to me to be so.
Senator R eed . Well, did you anywhere state, Mr. Frame, that it 

was part of this plan, that when money was needed the reserve bank 
could transfer to the Federal Government the securities it had on 
hand and receive money at a low rate of interest, the money in turn to 
be distributed to the member banks; did you state that proposition 
to them ?

Mr. F r a m e . I thought it was covered in the question of redis­
counts. I so understand it. It has the privilege of rediscounting at 
any time.

Senator R eed . And you think that covered it?
Mr. F r a m e . I th ink  so.
Senator R eed . N o w , did you send anything else than just that let­

ter, the substance of which you have read to us ?
Mr. F r a m e . No, sir.
Senator R eed . You made an attempt to fairly state the case and 

secure an expression of opinion, did you?
Mr. F r a m e . That is what I tried to do.
Senator R eed . Do you know whether these bankers to whom you 

wrote, or any considerable number of them, had really taken the bill 
and studied the bill?

Mr. F r a m e . Y ou have asked me a question that it would be rather 
difficult for me to answer,
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Senator R eed . Well, I would not expect you to answer it, except 
that you might, by conversation, or by letter, have gathered knowl­
edge of the fact that they were familiarizing themselves with the 
bill, or that they were simply acting upon the statements contained 
in your letter.

Mr. F r a m e . Well, I think that more or less of them had studied 
the subject somewhat, but not thoroughly.

Senator R eed . Now, have they had any meetings, the bankers of 
your State, since you wrote this letter ?

Mr. F r a m e . Yes, sir.
Senator R eed . Have they discussed this bill in the meetings?
Mr. F r a m e . Yes, sir.
Senator R eed . What has been the character of those meetings; I 

mean have they been general meetings of the bankers, or onty small 
groups of bankers?

Mr. F r a m e . I sent general invitations to all of the national bankers, 
but not to the State bankers, because it is voluntary with them 
whether they come in under the bill or not.

Senator R eed . Y ou sent out invitations to a meeting?
Mr. F r a m e . Yes, sir.
Senator R eed . Did you have that meeting?
Mr. F r a m e . We did; and nearly 30 of them attended, from different 

sections of the State.
Senator R eed . Where did you hold that meeting?
Mr. F r a m e . At Milwaukee.
Senator R eed . And you got in about 10 per cent, then, o f the 

national bankers?
Mr. F r a m e . No; we got in more than 20 per cent.
Senator R eed. Y ou got in more than 20 per cent?
Mr. F r a m e . Yes, sir.
Senator R eed . The meeting was pretty generally attended from 

all parts of the State?
Mr. F r a m e . They came from the West, clear across to La Crosse, 

Oshkosh, Fond du Lac, and other sections of the State.
Senator R eed . S o that you would say that the meeting would be 

fairly representative of the State at large, and not of a particular 
section of the State?

Mr. F r a m e . Yes, sir.
Senator R eed . Mr. Frame, did you adopt any resolutions, or do 

anything at that meeting?
Mr. F r a m e . We did; and the resolutions are here.
Senator R eed . Ah, well, I did not know that. So that you have 

a later expression of opinion than that contained in your letter?
Mr. F r a m e . Yes, sir.
Senator R eed . Can you tell us, without putting your record in at 

this time what that expression of opinion was as to the banks com­
ing in or staying out of this plan?

Mr. F r a m e . We passed resolutions; and if you wish I can read 
them.

Senator R eed . Well, I would like to have them read into the 
record here, because it is on the same topic. Are they long?

Mr. F r a m e . No; just one page.
9328°—S. Doc. 232, 63-1—vol 1------ 44
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Senator R eed. Well, could you read the part in which they express 
their opinion as to coming in or staying out?

Mr. F ra m e . Yes, sir.

Resolutions as passed by the country national banks of Wisconsin.

Whereas a conference under the auspices of the currency committee of the 
American Bankers’ Association was recently held in Chicago which confer­
ence failed to adopt suggestions made by country bankers to reduce Federal 
reserve bank deposits required of country banks from 5 to 1 per cent of their 
deposits; at the same time this conference recommended material reductions 
as to reserve city banks’ reserve requirements, which recommendation has 
since been incorporated in the bill. Further, such a reduction of reserves by 
the central reserve city banks is no burden to them as against a severe burden 
as placed upon the country banks, which the latter can not afford to bear, 
because their cash reserves are proportionately smaller; and 

Whereas the bill as drawn has many admirable features, yet we as country 
bankers believe several amendments are very essential: Therefore,
Resolved, That we urge upon Congress the following essential principal 

changes, viz:
(а) So amend the bill that country banks not in reserve cities be compelled 

to contribute not exceeding 2 per cent instead of 5 per cent plus 2 per cent at 
end of three years of deposit liabilities for the reserve of Federal reserve banks.

(б ) As section 27 of the bill (creating savings departments) provides for 
a segregation not only of securities covering the savings deposits but a segre­
gation of capital to an amount equal to 20 per cent of capital and surplus; but 
capital can not be less than $25,000, and, requiring investment of such demand 
deposits in long-term securities, which we believe wrong in principle, and not 
offering such security as is now offered savings depositors, we urge this section 
be eliminated from the bill.

(c ) That the term of real estate loans be increased from one year to five 
years.

( d ) That dividends allowed reserve bank stockholders be increased from 5 
to 6 per cent.

(e) That the 40 per cent of excess earnings allotted to banks be divided among 
them on the basis of capital stock in reserve banks instead of on average de­
posits therein.

( / )  That banks be allowed the same interest on deposits as is allowed upon 
Government deposits.”

That concludes the resolutions.
Senator R eed. Well, I think that concludes the topic you were on, 

and I do not wish to interrupt you any more than is necessary.
Mr. F ra m e . I just wanted to explain that point as to this savings- 

bank question. As you understand, country banks, of course, only 
have one of two employees in their office, and it is exceedingly dif­
ficult to segregate and keep two sets of books, and two banks really—  
and there is the double capitalization. That was one of the most 
serious objections to the bill; of course, I mean as far as country 
banks are concerned. I can, of course, understand that a segrega­
tion of the large banks in cities is all right, but as far as country 
banks are concerned, it is rather a troublesome proposition. Then, 
because national banks have capitalization, Government regulation, 
limitations on loans, and all that kind of thing, which is proof that 
we have got a wonderfully fine banking system, so far as safety is 
concerned, we thought that was ample security for savings-bank 
deposits.

But let us broaden into all United States national banks. Ten 
per cent of $1,050,000,000 approximate capital calls for $105,000,000. 
They are subject to calls for $105,000,000 more. Four and one-half 
per cent from central reserve city banks’ aggregate deposits, say,
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$2,000,000,000, is $90,000,000. Nine per cent from general reserve 
city banks’ deposits of $2,250,000,000 is $202,500,000. Seven per 
cent from country banks’ deposits of $3,750,000,000, aggregate, is 
$262,500,000. Total called from the three different kinds of banks, 
$660,000,000.

I allow off from this, for deductions as against requirements on 
savings-banks deposits, say, $60,000,000, leaving a net call on all the 
banks of $600,000,000 from national banks alone, not counting United 
States deposits, nor from a single State bank in the country.

To loan two-thirds of this $600,000,000, which the bill permits in 
normal times even, is simply competing for choice loans which all 
banks are now clamoring for, and with the very banks that furnish 
the funds without interest therefor. When so loaned the reserve is 
gone. Such colossal demands are not paralleled in the world’s his­
tory on banking.

To take away from the national banks alone more than one-half 
of their total capital seems beyond the pale of reason. With over
25,000 independent banks in the United States, we now have the most 
democratic banking system in the world. The national banking sys­
tem has proved the safest for the depositors the world ever knew. 
The State systems, under improved laws in most States, in the past 
15 years have made wonderful strides upward.

If I may stop a moment on that question of the national banking 
system being the safest for depositors ever known, I will say that 
within the last 50 years, with the immense business of the national 
banking system, the total losses to all the depositors in the half cen­
tury of business does not exceed $40,000,000. The City of Glasgow 
Bank, in Great Britain, failed in 1878, with 131 branches. It had 
$70,000,000 of deposits and its losses were about $35,000,000—almost 
the total losses to all the depositors in all the national banks of the 
United States from 1863 to the present.

Senator B r is t o w . What per cent of the deposits do the losses rep­
resent in that 50 years ? Have you figured that out ?

Senator S h afr o th . It is said to be less than one-tenth of 1 per 
cent.

Senator B ristow . Is it not about one-fortieth of 1 per cent?
Mr. F ra m e . I can not answer that offhand. I used to be a kind 

of walking encyclopedia on this subject; but I am getting along in 
years, so that the figures slip my memory.

Senator B ristow . I think it is less than one-twentieth of 1 per cent.
Mr. F ra m e . But it is a healthful condition, all said.
Senator R eed. Well, you do not seem to think that we have got 

the poorest banking system in the world, then?
Mr. F ra m e . That is a broad statement that can not be verified. I 

am willing to stand up and debate it with any man on the face of 
the earth. I think I have proof in my papers, for I have been on 
platforms delivering addresses for 25 years. I have addressed nearly 
half the State bankers’ associations of the United States, the Amer­
ican Bankers’ Association, bankers’ clubs, and business men’s clubs 
all over the country, and therefore I have given the matter quite 
careful study, not only of our own system, but of the rest of the 
world—at least the progressive world. I have not gone into the 
unprogressive nations.
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Again, in 1893, I think it was, in Australia they had 28 cen­
tral banks with 1,700 or 1,800 branches. In that year, within six 
months, 13 of those 28 principal banks failed and, with 800 or 900 
branches, closed their doors. The Government of Australia per­
mitted them to take from one to five years in which to settle with 
their depositors. They did recover, but with quite a few of them 
it was a number of years before any dividends were paid. So that 
there is a branch-bank system in Australia that was far more disad­
vantageous than the splendid system which we have had, if we can 
only cover that one point—to prevent the suspension of cash pay­
ments. It is the only serious defect in our system, in my judgment.

I say, as to our banking system, that both State and national sys­
tems have done more for the farmer, the merchant, and the manu­
facturer in upbuilding this wonderful Nation than any monopolistic, 
branch-banking, cream-skimming system ever did for any Nation.

Senator R eed. What kind of system?
Mr. F ra m e . Cream skimming. I would like to illustrate, if you 

will permit me.
Senator R eed. I thought you had given a phrase that I understood.
Mr. F r a m e . I should like to give an illustration as to the Canadian 

banking system. Perhaps, however, I had better pass that for the 
present, and, if you will allow me, to explain what I mean by the 
cream-skimming system, I will do so later.

Senator R eed. Yes; I wish you would.
Mr. F ra m e . The only thing we need is a moderate mobilization of 

a part of our scattered cash reserves, which should be held like a full 
reservoir to put out a fire in its incipient stage whenever it appears.

As panics are bred only in great cities care for them once in 10 or 
20 years, and the country will care for itself in normal times.

As to the fallacy that all other nations are free from panics, I 
respectfully refer to my late Oklahoma address, entitled “ Facts v. 
Fallacies in Banking Reform,” pages 4 to 7, and I am impressed 
that the most skeptical will accept the evidence as conclusive.

Senator R eed. N ow , you are referring to something that may be 
interesting. Have you that here with you?

Mr. F ra m e . I have it here.
Senator R eed. If you are going to refer to it, I suggest that you 

put it in the record.
The C h a ir m a n . Yes; I think that would be well. Let it go in.
Mr. F ra m e . Well, then, if I give an explanation of it, perhaps 

there is no occasion for me to make any further record of it.
Senator R eed. If you are going to read it in, why not do so, and 

let us hear it while you are upon the subject? How long is it?.-
Mr. F ram e . It is perhaps 8 or 10 pages.
Senator S h afr o th . Y ou could read that without quoting all of it. 

could you not?
The C h a ir m a n . Just a part of it.
Senator R eed. The part that you have referred tovMr. Frame.
Senator S h afr o th . Well, I think he had better get through with 

this statement of his first.
Senator R eed. Well, you have referred to a document as proof of 

the fact.
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Mr. F r a m e . As proof both as to this question of panics and as to 
the Canadian banking business. They are both in the pamphlet. I  
think it would be better to put both in.

The C h a i r m a n . What is the pleasure of the committee?
Mr. F r a m e . It also covers the banks abroad,#
Senator R e e d . Well, if you have got two different subjects there, 

I did not understand that. It seemed to me that it should be put in 
the record differently. I supposed that you had some documentary 
evidence of the assertion you have just made as to panics.

The C h a i r m a n . The statement to which he has referred is an 
argument previously made by him.

Mr. F r a m e . The part in reference to panics is covered in pages
4 to 7.

Senator R e e d . Well, is there not a table in that book showing the 
different panics?

Mr. F r a m e . Yes, sir; the panics in this country and abroad.
Senator R e e d . Suppose you put that table in and then you can put 

the whole thing in, possibly.
The C h a i r m a n . Whatever is agreeable to the committee is agree­

able to the Chair.
Senator S h a f r o t h . I think we had better let Mr. Frame put in 

that pamphlet wherever he wishes it to go.
Mr. F r a m e . There is little in the paper outside of those two sub­

jects which I have already touched upon.
Senator S h a f r o t h . Do you want it to go in right now or do you 

want it at the end of your statement?
Mr. F r a m e . It had probably better go in as an addenda to my 

statement.
The C h a i r m a n . Very well ; it will be inserted in the record.
(The paper directed to be incorporated into the record appears at 

the close of Mr. Frame’s statement.)
Mr. F r a m e . I now refer to national-bank reserves, approximately, 

at the end of three years, as required. I wish you to note what ap­
pears to me to be an unjust discrimination toward country national 
banks. First the three central reserve city banks must contribute 10 
per cent of capitals on, say, $180,000,000, which is $18,000,000, sub­
ject to assessment of $18,000,000 more; 4| per cent of aggregate de­
posits—say, $2,000,000,000, which would be $1)0,000,000, making the 
total required of three central reserve city banks $108,000,000.

As these banks are now required to hold in cash 25 per cent of 
deposits, and the new bill reduces it to 18 per cent, that releases in 
cash 7 per cent of deposits from the central reserve city banks, or 
$140,000,000. This costs them not $1 and leaves $32,000,000 toward 
liquidating any reduction of other reserve-bank deposits, the burden 
of which is problematical.

The fact is that it really relieves them about $50,000,000 because 
the $18,000,000 that they contribute to capital they get dividends 
on. It is a mere transfer of their funds of $18,000,000 of ordinary 
loans for which they would receive 5 per cent dividends on stock in 
the Federal reserve banks. It would be a fair exchange. Trans­
ferred in that way into capital stock, it would pay them about the 
same, except that it takes $18,000,000 out of their funds, which they 
ordinarily might use in other lines. That, however, is a small matter.
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Second. The general reserve city banks must contribute 10 per 
cent of capitals on, say, $270,000,000, which is $27,000,000; subject to 
assessment of $27,000,000 more; 9 per cent of aggregate deposits, say, 
$2,250,000,000, which is $202,500.000: making a total required 
$229,500,000.

The present law requires 12J per cent cash reserves. The new bill 
requires 9 per cent. That releases in cash 3-| per cent of deposits, or 
$78,750,000. This takes from them over $150,000,000, in addition 
to the country bank deposits they will lose, from those joining the 
Federal reserve bank. This burden is a serious one and probably will 
precipitate trouble.

Third. The country banks must contribute 10 per cent of capitals 
on, say, $600,000,000, which is $60,000,000; subject to assessment of 
$60,000,000 more; 7 per cent of aggregate deposits, say $3,750,000,000, 
which is $262,500,000. This makes the total from country banks 
$322,500,000. Cash reserves now required is 6 per cent; in the new bill
5 per cent. This releases 1 per cent of deposits, or $37,500,000. This 
means the country banks must contribute, net, $285,000,000 from their 
assets, in addition to $37,500,000 cash, for the use of the Federal 
reserve bank. The balance of cash on hand is required under the new 
bill for reserves. The only deduction I can see is to cover savings 
bank deposits of, say, one-tenth of the total.

Now, can any statesman justify such calls, especially from the coun­
try and general reserve city banks? This transfers immense sums 
to the great cities and impoverishes the country banks’ loaning 
powers. Is it constitutional to arbitrarily take such colossal sums 
from the banks ? Stock subscriptions and deposits in European cen­
tral banks, I believe, are entirely voluntary. Why not do likewise 
here?

I am with you, except only I think that it is excessive. I believe 
in the underlying principles of the bill.

We all desire a reasonable mobilization of cash to the end that cash 
suspension of banks may be avoided, but such calls seem far beyond 
reason to accomplish the object sought. Reason must reign, or a 
continual warfare for a repeal of the bill will bring a second Andrew 
Jackson to destroy these banks.

What we want to do is to work in harmony together. We want it 
so reasonable that we can afford to go into it even if it should cost 
a little to go into it. I am willing that it should; I believe all banks 
are willing that it should; but I believe you should do what seems 
fair and not oppressive.

From my canvass of 450 country banks of Wisconsin, the result of 
which is herewith submitted, I am confident if country national banks 
contribute 10 per cent of capitals and 1 per cent of deposits, approxi­
mating $100,000,000, it is all that should be required of them. To 
demand more, I believe, will seriously injure if not wreck the system, 
and State banks will not join.

I respectfully submit herewith a tentative compromise plan, which 
should be acceptable to the Government, as it covers the underlying 
principle of the bill, and probably would be acceptable to the banks. 
The object sought would also be attained. Let us get together and 
preserve our splendid independent banking system.

I now come to the tentative suggested amendments to House bill 
7837 on Federal reserve banks.
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The reserves: National banks are now compelled to hold in cash 
as reserves, in three central reserve cities 25 per cent of deposits, 
in general reserve cities 12J per cent of deposits, and in country 
banks 6 per cent of deposits. I would amend as follows, in order 
to mobilize cash for troublous periods:

Take 5 per cent of deposits from the 25 per cent held by three 
central reserve cities, say, $85,000,000; take 2J per cent of deposits 
from the 12J per cent held by general reserve cities, say, $50,000,000; 
take 1 per cent from the 6 per cent held by country banks, say, 
$35,000,000.

I may be low on my estimate there.
This will mobilize in cash about $170,000,000. This is not count­

ing a percentage of deposits of banks with reserve banks. I do not 
make any compilation on that, but the new bill requires these per­
centages on aggregate deposits; so that it will require not only on 
individual deposits but on banks with banks. I am sure I am right 
about that; so that it will increase this probably to $200,000,000. 
This is taking just one-fifth, approximately, of the cash now held 
by each of the different kinds of banks—three central reserve cities, 
general reserve cities, and the country banks.

If 5 per cent and 2£ per cent, respectively, of these were included, 
it would increase the mobilized reserve of cash to, say, $200,000,000.

The 5 per cent, 2̂  per cent, and 1 per cent cash taken from present 
reserves should be still counted by depositing banks as reserves 
while it is in the Federal reserve bank, and would leave ample cash 
in all banks for ordinary times. The country banks can not afford 
to part with 7 per cent of their deposits for use of the Federal re­
serve bank.

It seems reasonable that the banks would accede to this, as it is 
not seriously burdensome to part with, say, one-fifth of their cash, 
as they would have the assurance that the cash mobilized in the 
Federal reserve bank would assist any section of the country when 
trouble threatens. This would inspire confidence. State banks in 
well-developed sections would be inclined to join under these con­
ditions, and, if done in great centers, the $200,000,000 reserve would 
be materially enlarged. If capitals paid in and Government deposits 
were added, the reserve funds would probably exceed $350,000,000, 
which is ample for all reasonable requirements.

I think I am materially within the mark, as I want to be careful 
of my statements.

As a secondary relief for emergencies, permit State as well as 
national bank members to borrow from the Federal reserve bank, 
secured by ample high-class collateral from a fund of Federal re­
serve bank notes held for that purpose. Such currency should be 
loaned on a plan similar to the 5 per cent taxed currency issued by 
the Imperial Bank of Germany, which gives true flexibility there.

I will say that in the past 35 years the Imperial Bank of Germany 
has loaned its 5 per cent taxed currency to the other banks on re­
discounts some 200 times. It comes out when there is a pressure for 
funds, rises sometimes higher or lower, as the case may be, and just 
the moment the rate of interest drops a little below or down to normal 
the 5 per cent taxed currency is retired.

Senator R eed . When it touches 5 per cent it comes back pretty 
fast.
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Mr. F ra m e . That is what brings flexibility to it. Flexibility means 
expansion and contraction. If you do not have expansion and con­
traction, you will never have flexibility. You must have contraction 
which comes with it. That is the experience of Germany.

As to capital, say 10 per cent subscribed and 5 per cent paid in, 
that would add $50,000,000. As to banks generally subscribing 20 
per cent and at once paying in 10 per cent of their capitals, as capital 
for the Federal reserve bank, and receive dividends limited to 5 per 
cent per annum paid on capital, it is doubtful about country banks in 
undeveloped sections joining, as interest rates would naturally 
prevent.

Banks where surplus capital is not abundant and their own home 
demands require it—and at higher rates than the 5 per cent—would 
think it quite hard to have to part with it simply for the purpose of 
getting the rediscounts for relief in panic periods once in 10 or 20 
years. If the present centralized institutions could obtain relief 
when needed, all other banks would get all accommodations and relief 
necessary through the present system of central reserve depositories. 
If our credit is good with the banks with which we do business in 
Chicago, Milwaukee, and New York, we can always get a rediscount, 
and if we had a Federal reserve bank with a mobilized lot of cash 
ready to take care of them, we would never have a suspension of 
cash payments.

If we had had a Federal reserve bank in New York in 1907 when 
the depositors were pulling funds out of the trust companies that 
first got into trouble, and then it spread to other banks through 
distrust and generally cash began to be lowered, all the banks got 
together for fear they were going to lose all their cash. They de­
cided to suspend cash payments and wired to all the banks through­
out the country, “ No cash going out of New York Monday morning 
on balances.” Those banks in New York which were perfectly good, 
like the National City Bank, the First National, the Chase National, 
held limited reserves. If they could have had a pot where they could 
have got rediscounts on securities from some extra cash reservoir 
they never would have sent such a telegram throughout the country 
and we would have gone along the even tenor of our way about the 
business of the country.

Senator P omerene . That is, they kept the money for their own use 
and let the country bankers outside take care of themselves ?

Mr. F ra m e . Well, I think that was justifiable. They only had 
limited reserves. If they could have had a pot where they could 
have gone to; if they couid have had a pot like the Aldrich-Vreeland 
Act now upon the statute books provides for------

Senator P omerene . That fact alone indicates the necessity for 
some change in what you call the beautiful independent banking 
system.
" Mr. F ram e . It is all right, except for that one feature, a rigid 

currency. I said that in the beginning; but as far as the general 
banking system itself is concerned I think it is all right.

Senator R eed. You think it is not necessary for a man to sur­
render his liberty as a citizen in order that he may have some special 
advantage conferred upon him once in a while by the Government ?

Mr. F ram e . That is the thought; but I  think the scope of the bill 
is too large and more than is really necessary to accomplish the
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object sought. That is the important thought. I believe in the un­
derlying principles of the bill, as we want relief so that we need 
not have cash suspension; but I do not believe in such generous, large 
contributions; I do not believe that is necessary to accomplish the 
object sought.

Senator B r is t o w . N o w , suppose that bank in trouble in 1907 could 
have gone to the Government with approved securities and got cur­
rency for them as it needed it without any of this supervising ma­
chinery to lie dormant here for so many years ?

Mr. F r a m e . Y ou mean to  have gone direct?
Senator B r is t o w . Yes; to have gone direct. Why would not that 

have answered the purpose just as well?
Mr. F r a m e . From a fund that the Government held? Is that your 

idea?
Senator B r is t o w . Yes.
Mr. F r a m e . And how would that fund be accumulated or loaned?
Senator B r is t o w . It would be divided just as the money we have 

now under the Aldrich-Vreeland Act.
Mr. F r a m e . Y ou would have a large fund of cash in some reservoir, 

retaining it and loaning it when panic or trouble ensued ?
Senator B r is t o w . Well, we would have it if it is needed.
Mr. F r a m e . I believe in that; but I would penalize it by a tax suffi­

ciently high, because if you do not do that, as long as you can issue 
currency at will, without a tax, and loan it at high rates of interest 
you tend to overstrain credit.

Senator B r is t o w . Yes; that is true, of course. That is a question 
of the amount of the tax.

Mr. F r a m e . That is a question as to how high the tax should be.
Senator B r is t o w . The Aldrich-Vreeland Act provides for taxation, 

and the objection to it, as I understand it, is that it is not made avail­
able with sufficient ease. The objection is not so much against the 
interest as to the methods by which it may be utilized.

Mr. F jrame. I agree with you perfectly on that; yet, at the same 
time, before a bank would suspend I think it would put up the bonds 
as collateral security. We hold $100,000 of bonds to-day; we have 
held them since that bill was enacted into law. Eighty banks in the 
State of Wisconsin hold bonds they purchased for the purpose 
of getting additional currency under the Aldrich-Vreeland Act should 
occasion require. They hold it as a kind of secondary reserve, and if 
it came to the point that it was absolutely necessary to do so to pre­
vent cash suspension we would put up our bonds and get our cur­
rency. There has been, as Prof. Sprague said, a sentimental protest 
against it because of its publication. If it could be done, and done 
quietly, without making a noise about it through the public press—if 
you can arrange in some way so that that can be done I think it will 
be availed of. Other rediscounts with present central organizations, 
in normal times, are ample.

Senator B r is t o w . So that the public would not get the impression 
that the bank had had financial trouble?

Mr. F r a m e . Exactly.
Senator B r is t o w . So that no other view of this could be taken 

except that it was simply a business move and not an indication of
danger ?
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Mr. F ra m e . That is right exactly. You were not here when I com­
menced my statement and spok* of how I got relief in 1893. I re­
gret that you were not.

Senator B ristow . I will be glad to read it when it is printed ±n 
the hearings.

Senator R eed. N o w , about the money which was provided for by 
Aldrich-Vreeland bill. It has never been used, but since 1907 we 
have never had any very bad times, have we ?

Mr. F r am e . It has been a little close this fall but not to the ex­
treme that it has compelled banks to take advantage of it. I hfilieve 
that nearly $300,000,000 of capitalization of the banks of the United 
States, principally in the great cities, have organized under the 
Aldrich-Vreeland Act to take advantage of it in case of necessity, 
and the kindness and goodness of our Secretary of the Treasury in 
saying that he proposed to issue that if it became necessary and his 
disposition of the extra funds that he has distributed throughout the 
country has restored a condition of confidence, and loss of confidence 
is what produces panic. Confidence upbuilds, distrust pulls us down.

Again, country banks rarely have the kind of prime paper dis­
countable at the contemplated reserve bank.

Take care of the big centers in trouble, and the country will never 
be seriously agitated.

A Federal reserve bank on above lines in New York, Chicago, and 
San Francisco, will fully accomplish the end sought without vast 
expense.

If my suggested tentative amendments as to reserves as herein­
before noted were adopted, to my mind you will fully accomplish 
the objects sought and without material expense, as it could be done 
through present subtreasuries. A large number of Federal reserve 
banks would be very expensive in outfits, managements, employees, 
etc. Therefore three subtreasuries now doing business would limit 
the cost. In ordinary times the present central reserve banks will 
take care of us all right, just as they do now, but occasionally in a 
hard money market these three subtreasuries would assist any section 
of the United States without any trouble whatever. The First Na­
tional Bank of Chicago has its correspondents scattered from one end 
of the Northwest to the other, clear over to Washington, Oregon, and 
California. If that bank is asked for a rediscount, it knows whether 
to make it or not. Therefore there is no difficulty in a few centralized 
organizations taking care of our vast country as a panic panacea.

Senator R eed. Y ou hold that the banks of to-day have intimate 
knowledge of the business of banking and the solvency of their cor­
respondents ?

Mr. F r am e . Central reserve banks keep credit bureaus so that they 
keep tab on country correspondents.

Senator R eed. S o that they are able to determine what paper they 
shall take, and they do that without assistance from the Govern­
ment in the way of governmental inspection of the paper ?

Mr. F ram e . Yes.
Senator R eed. I do not mean of the banks.
Mr. F r am e . Yes, sir; I think so; without any trouble.
I would like to speak just a moment or two upon the gold standard 

under the bill.
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Great Britain, since 1816, unequivocally maintained it, and London 
is the world’s clearing house.

We have fought the good fight for the gold standard for 40 years 
and won.

Our coin and currency holdings are now plethoric. As we have 
in gold about $1,800,000,000, soft money, national-bank notes, silver 
dollars, legal-tender notes, and subsidiary coin; about $1,800,000,000, 
total, say, $3,600,000,000.

About one-half of our total circulation is “ flat money.” Far in 
advance of all Europe combined.

This “ bill ” permits an unlimited issue of currency above that now 
outstanding. The bill also provides for Federal bank reserves, either 
“ gold or lawful (credit) money.”

Dr. Adam Smith says:
The cry of all ages is for more money. Money, like wine, is always scarce 

with those who have neither the credit or wherewithal to buy it.
Christ said:
A wise man builded his house upon a rock, but the foolish man upon the 

sand. When the rain’ descended and the floods came and the winds blew the 
wise man’s house fell not, but as to the foolish man’s house great was the fall 
thereof.

Is not this a perfect simile to apply to the building up of the 
superstructure of our great credit system upon a sound metallic 
currency for a foundation as against the sands of a credit currency ? 
The pages of history are strewn with proofs that when the great 
instrument of exchange is deranged all trade, all industry, is stricken 
as with a palsy. That instrument of exchange recognized by the 
world as the solid foundation that does not totter when the storm 
rages in its severest intensity, is the only foundation for a prosperous 
people to rest upon and to-day our coffers hold over a billion of 
dollars of it. This is a billion-dollar country and we need it. This 
gold has come to us since 1873 in the natural course of trade in re­
sponse to the well-known principles of the Gresham law and mone­
tary science as expounded by Dr. Adam Smith, Ricardo, Jevons, 
Sumner, and many other eminent economists, and as also clearly set 
forth in what Prof. Sumner dubs the most important document in 
financial literature, “ The celebrated bullion report of 1810 to the 
House of Commons.” I have quoted these maxims before, but deep- 
seated error requires repetition of them again and again. Summed 
up these principles are:

1. That rich countries will have all the coin they need, provid­
ing no impolitic act of legislation interferes to force it out of circula­
tion by the injection of inferior currencies.

2. When the coin in any country exceeds the effectual demand no 
vigilance of government can prevent its exportation.

3. It is the province of Government to settle the quality question 
of money, and the needs of commerce will settle the quantity.

In proof of the above maxims, history says, Chinese walls, jails, 
shotguns, or hanging did not prevent exportation of coin, and in 
these modern days the object lesson of the exportation of millions 
of gold in the past three months in the face of the plea for “ more 
money in the United States ” is more potent than pages of logic. Let 
us fix the “ quality ” question and stop tinkering with the “ quantity,” 
as the needs of commerce will settle that.
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All issues, not gold, are “ inferior currencies.” If we inject more 
I. O. U.’s as a product of the printing press than we have now, we 
drive gold out under the Gresham law.

Prof. Jevons says:
Many well-intentioned people have disbelieved in the Gresham law, to the 

great cost of States and the perplexity of statesmen who have ndt studied the 
principles of monetary science.

I firmly believe this bill to hold as reserves for liabilities of the 
Federal reserve bank either “ gold or lawful money ” is a menace to 
the gold standard, and will postpone the day when New York City 
will become the world’s clearing house, thus supplanting London.

The House of Eepresentatives is to be commended for its noble 
stand yesterday to maintain the gold standard, but I am strongly 
impressed the foregoing will add strength to our onward progress 
toward the world’s financial supremacy.

Senator R eed. What is it that they did in the House of Represent­
atives yesterday that you specifically refer to ?

Mr. F ram e . They indorsed the gold-standard bill of March 14, 
1900; that is the thing I commend.

In this bill the 33  ̂ per cent against liabilities should be gold, and 
gold alone.

Senator R eed. Y ou think what ought to be gold?
Mr. F ram e . The reserve. I think that the Federal reserve bank 

must hold on outstanding liabilities gold instead of lawful money.
Senator R eed. Have you finished referring to your manuscript?
Mr. F ram e . Yes, sir.
Senator R eed. Y ou have already touched upon the matter, but I 

want to ask you a question or two about it. We have been frequently 
told that this banking system of ours is the poorest in the world. 
You say that it is one of the best. Is there any banking system 
anywhere in the world that you know of that, taken all in all, is as 
good as our banking system in your opinion?

Mr. F ram e . I think there is not one in the world equal to it.
Senator P omerene . There is not, you say ?
Mr. F ram e . I say there is not—and most State banking institu­

tions to-day are materially better than they were 15 years ago. They 
are improving continuously.

Senator R eed. Speaking of panics, we have heard a good deal in 
these hearings about the wonderful system in England, conducted 
by the Bank of England, and while you have, by reference, incor­
porated this report of youfcs on the Bank of England into the record, 
I want to ask this question about it. On page 6 of this document 
which you attached as an exhibit is a statement of panics and of 
losses.

In Great Britain, from 1836 to 1839, we have reported panics 
with no record of the losses.

Mr. F ram e . I was unable to find any.
Senator R eed. And the same years a panic in the United States 

with no record of losses?
Mr. F ra m e . I was unable to find any also.
Senator R eed. In 1847 you have recorded in England a panic and 

a loss of £15,000,000 and no corresponding panic for that year in the 
United States.
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^r. F r a m e . That is correct, except liabilities were £15,000,000 
rling, not losses.
Senator R eed . Where did you get your figures for that statement ? 
at was £15,000,000 loss in England, 
dr. F r a m e . That is on page 5.
senator R eed . That is quoted from McLeod’s History of Bank- 
;. Is that a standard work?
Sir. F ra m e . I think there is no doubt of it.
•Senator R eed . In 1857 you have recorded another panic in Great 
itain with the statement “ no record except far greater than 1847.” 
that same year there was a panic in the United States. So that 
tin it transpires that we had a panic the same year Great Britain 
[ and there was no record preserved of losses.
Sir. F r a m e . I w as unable to find any.
•Senator R eed . In 1866 we have reported in England a panic with 
oss of £50,000,000.
Sir. F ra m e . Yes, sir; 1866, with liabilities of £50,000,000 sterling, 
: losses.
■Senator R eed . And a panic for the same year is not recorded in the 
ited States.
tfr. F r a m e . There was none then.
Senator R eed . Where do you get your authority for your state- 
nt that there was £50,000,000 loss by the panic in England—from 
Leod’s History of Banking?
Mr. F r a m e . Yes, as to McLeod; but the liabilities of the failed 
iks were £50,000,000.
Senator R eed . These figures represent the liabilities ?
Sir. F ra m e . Yes, sir.
Senator R eed . But they do not then, o f course, represent the
ses?
VLr. F r a m e . N o , sir.
Senator R eed . Have you anywhere any figures showing what 
ually was lost?
T̂r. F r a m e . I was unable to find any record of that.

Senator R eed . In 1873, according to this report, we appear to 
ê had a panic, whereas they did not have in England a panic 

it year; and you have here a record of £2,200,000—our money being 
[uced to pounds—in the national banks of our country.
Sir. F ra m e . The banks that failed in 1873— national banks— had 
bilities of £2,200,000.
Senator R e ed . There would not appear to be any relationship 
ween that panic in this country and the panic in England.
Mr. F r a m e . N o, sir.
Senator R eed . In 1878 a panic is recorded in Great Britain with
bilities of over £20,000,000.
Sir. F ra m e . Yes; £20,000,000.
Senator R e ed . And we had no panic in this country that year?
Sir. F r a m e . N o, sir.
Senator R eed . In 1900 they had another panic in England, 
tfr. F r a m e . That was in 1890.
Senator R eed . That is right— with liabilities of £21,000,000. 
tfr. F r a m e . Baring Bros, failed for £21,000,000.
Senator R e ed . That was the Baring failure?
Sir. F ra m e . Yes, sir.
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Senator R eed. And we had then in 1893 the panic recorded here, 
with liabilities of national banks at £6,000,000 and of all other banks 
£14,800,000. Do you get all those figures from McLeod ?

Mr. F r a m e . No; those figures of 1893 are taken from one of the 
reports of the Comptroller of the Currency.

Senator R eed . In this country?
Mr. F r a m e . Yes, sir.
Senator R eed . N o w , I want to ask you this question if you can 

tell me. Take this panic of 1836 to i839 and the same period of 
years the panic in this country. Is it your opinion that those panics 
had any relation to each other or just happened to occur at the 
same period of time?

Mr. F r a m e . Well, I think not, except in 1856 and 1857. I think 
those panics seemed to be world-wide, or at least happened abroad 
and in the United States, too.

Senator P o m e r e n e . What years do you refer to?
Mr. F r a m e . 1856 and 1857.
Senator R eed . D o  you  know where the panics first started— 

whether it started in Great Britain or in this country in 1857?
Mr. F r a m e . I could not say.
Senator R eed . Let us go to 1890 in England., The Baring Bros, 

failure in 1890. .In 1893 we had a panic in this country. Is it not 
a fact that the Baring Bros, failure in England produced or was 
followed almost immediately by great stringency in this country, and 
did that not continue until 1893, when it culminated in the panic in 
this country in that year?

Mr. F r a m e . That undoubtedly added to our troubles. I do not 
think there is any question about that. I was in the banking business 
at that time and I felt it myself.

Senator R eed . So that, if your figures are correct here, they have 
had panics in England notwithstanding the Bank of England and 
this magnificent banking system over there, and they have had panics 
just as bad as we have had them.

Mr. F r a m e . The facts seem conclusive, more than we have had, 
notwithstanding the air is surcharged to the contrary.

Senator R eed . I want to ask you now in regard to the character 
of security which you think could be accepted safely by the Gov­
ernment when it is called upon to issue money to either of these 
regional reserve banks, or if that plan is not adopted to groups of 
banks or to individual banks. What character of security should 
the Government safely take?

Mr. F r a m e . I should say that it ought not to take anything except 
the very highest class of securities for ordinary times, and when we 
require" it for extraordinary periods the standard ought to be kept 
exceedingly high. Allow me to explain a little bit there. Perhaps 
I might go beyond what you desire.

Senator R eed . Go as far as you like.
Mr. F r a m e . I was through the early days of wild catting. I have 

bought currency which was depreciated and currency which was 
based upon all kinds of securities, commercial paper, State bonds, 
mortgages, and one thing or another issued by State banks all over 
the United States. I have bought currency over the Waukesha 
County Bank counter, starting at 9 o’clock in the morning, buying
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it depreciated currency at from 2 to 50 per cent discount, and at 
>’clock in the afternoon I would not have currency enough to do 
siness with the next day. I would take that discredited currency 
Milwaukee. They would wait after banking hours for me to 
change it for current money that I could take home and do busi- 
3s with the next day.
Senator R eed. When you bought it how did you pay for it ?
Mr. F ram e . New York currency was good. Some States were 
od. With this we bought the discredited currency of Wisconsin 
d Minnesota, Iowa, Michigan, Indiana, Illinois, the great bulk 
which was discredited and fluctuated in value day after day. 

iording to the confidence of the human family in its final re- 
mption.
Farmers in my section would start at 4 .o’clock in the morning to 
"ry their grain to Milwaukee, get their checks, draw the money, 
d then they would come to the Waukesha County Bank and de­
sit that money, because they felt great concern about its stability. 
Those experiences have impressed upon my mind the absolute 
:essity of issuing no currency except that which is unquestionably 
:ured, and I suppose I will go to my grave with that impression, 
ice 1863, when the national-bank law went into effect and Gov- 
lment bonds were put up as collateral security, no man has pulled 
fc of his pocket a national-bank note and said to himself, “ Will 
it be redeemed; can I get good money for that ? ” It is good be­
ad question. Therefore you can see that the trend of my talk is 
it if we issue any currency at all it must be a currency in which 
i people must have confidence. If it is to be done at all, the secur- 
should be unquestioned, so that no man will ever pull the money 

t of his pocket and say, “ I am a little doubtful about that, and I 
ess I will go and get gold for it.” I want it so he will never want 
do that.
Senator R eed. That is very good as a generalization, but of course 
hink we all agree on the fundamentals.
Mr. F ram e . Yes, sir.
Senator R eed. But I am trying to get a more concrete statement, 
is contemplated in this bill, and it is contemplated in any scheme 
Lich proposes to have money issued to meet the extraordinary con- 
ions which arise in the country, either of emergency or of unusual 
nand, that the Government shall issue money, either permanent or 
nporary, and of course both theories have their advocates. Now, 
tat I am inquiring about is, what kind of security should the Gov- 
iment have; not merely whether it is good or bad, but must it be 
>rt-time paper of individuals indorsed by banks, must it be Gov- 
lment bonds, or may it be other classes of security ?
Mr. F ram e . For permanent issues I think that it ought to be Gov- 
unent bonds. For a temporary emergency currency it might be 
ite, municipal, or county securities that are unquestionable. You 
ow we have the limitation on indebtedness, and indebtedness of 
micipalities should be down to 5 per cent, or not to exceed 10 per 
it, as in New York.
Senator R eed. That is within the statutes of legal limitations in the 
ites?
Sir, F ram e. Yes. Then, if we have a Federal reserve bank, the 
nagement must have some discretionary powers as to what securi­
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ties it will take. As far as the issuance of that kind of currency is 
concerned it will not be distrusted on the part of the holder of the 
notes providing there is ample capitalization of the bank that issues it.

Senator R eed. I want to ask the attention of the committee for 
about five minutes now to the questions that I am going to ask Mr. 
Frame, because, if I am right about this thing, we have been wrong 
about a theory, or some of us have been wrong.

I do not care now whether it comes through the medium of the 
reserve banks which may be established, or whether it comes through 
individual banks. You say that when the Government is required to 
issue a million dbllars that a Government bond is an ideal thing to 
put up with the Federal Government upon which to issue that money. 
Now you say, in addition to that, you think that first-class industrial 
securities and State bonds might be received also ?

Mr. F ra m e . Not industrial, but State, municipal, and other high- 
class bonds for extraordinary occasions.

Senator R eed. Very well.
Now, the claim has been made that if such bonds are long-time 

securities, not maturing rapidly, they can not be used, and that the 
only thing upon which money can be quickly issued, particularly 
emergency money, is short-time paper, which readily matures and 
consequently pays itself off. What have you to say about that ?

Mr. F ra m e . I simply say that the proof of the pudding is in eating 
it—in a practical application of it. In the introduction to my state­
ment I said I took $50,000 of bonds and went to Chicago and bor­
rowed $50,000 on it. I got the cash.

Senator R eed. But you went and borrowed from somebody else and 
you happened to find a man able to lend that amount of money.

Mr. F ram e . Yes, sir; but if the Federal reserve banks were opened, 
or even under the Aldrich-Vreeland Act, we now hold $100,000 of 
bonds that we can walk into the Treasury with to-day and get the 
money on those bonds.

Senator R eed. But I am dealing with this question of liquid secur­
ities. I have heard that until I think it has begun to vaguely filter 
through my mind. At first I did not know whether it referred to mo­
lasses or what it was; but I am beginning to understand that a liquid 
security, as the term is used, is a note that matures quickly, so that, 
for instance, you go to a Federal reserve bank and want money and 
you have $100,000 of notes, all maturing within 45 days, and you 
put them up with the bank and you get your $100,000. In 45 days, 
if those securities are all good, the bank that lends the $100,000 has 
collected from the country on those notes $100,000 and is therefore 
whole.

Mr. F ram e . Yes.
Senator R eed. N ow , it is urged here by many very eminent finan­

ciers that you must have a short-time note in order to have this quick 
return of the money, and therefore, you can not use the farm mort­
gage and you can not use a State bond because they run for a long 
period of time. What do you say about that ?

Mr. F ram e . I do not think it is necessary.
Senator R eed. Why not?
Mr. F ram e . For the very reason I just pointed out.
Senator R eed. That is where you took it and sold it. This bank 

did not want to sell.
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Mr. F r a m e . I  did not sell the bonds; I  simply put them up as col­
lateral security and got the money.

Senator R eed . Y ou went to somebody who had it?
Mr. F r a m e . Yes.
Senator R eed . Your man had to wait until he either sold the bond 

again or you paid the loan to get his money ? He had to be able to 
carry it himself.

Mr. F r a m e . I p a id  th e m o n e y  w ith in  90 days. If I d id  n o t  p a y  th e 
m on ey  w ith in  th a t tim e  o f  cou rse  he co u ld  h ave  so ld  m y  secu rities  
an d  g o t  th e m o n e y  back .

Senator R eed . Mr. Frame, I have this thought as to this question 
of liquidity, if I may use that sort of a word. I might as well make 
a word as anybody else. I want to follow this transaction: A man 
takes $100,000—you take $100,000 and go to Senator Owen, who is 
president of one of these reserve banks, with $100,000 of notes, 
maturing within 45 days. You put up those notes with Senator 
Owen and he gives you $100,000, and he goes to the Government of 
the United States and gets $100,000 of money issued to him and puts 
these notes up with the Government of the United States, or he puts 
them up with the reserve agent, and in 45 days those notes are all 
paid off and he is able, because they are paid off, to liquidate his debt 
with the Government and take up $100,000 of paper. I see that 
transaction very clearly.

Now, suppose that you bring to him instead of that a State bond 
for $100,000, which is due in 20 years. You deposit that with him. 
He goes to the Government of the United States and gets $100,000. 
Does not that fact make that bond liquid? The fact that you can 
cash a long-time security or get the Government’s money upon a long­
time security makes it as liquid as any possible security for the time 
being? You get the money on it?

Mr. F r a m e . That is, accepted as collateral.
Senator R eed . We are assuming that the Government takes it as 

acceptable.
Mr. F r a m e . Yes, sir:
Senator R eed . He has let you have $100,000, and with that $100,000 

you are able to keep your bank open and you begin to collect on the 
short-time paper you have in order to pay him back, and you have 
$100,000 of this short-time paper in your bank and you collect it in; 
and when you have it in 45 days you go and pay him off. Why is not 
that just as liquid an arrangement as it would be if you took the 
short-time paper in the first instance ? I want to know if I am sound 
in my reasoning?

Mr. F r a m e . I think the Aldrich-Vreeland Act really covers both of 
those points.

Senator R eed . I am not speaking of the Aldrich-Vreeland Act, I  
am not speaking of this or any other bill, I am trying to find out 
whether this is an insuperable objection which has been so often 
raised; namely, that we can not take long-time paper because it is 
not liquid.

Mr. F r a m e . I do not think it is an insuperable objection.
Senator R eed . Of course, long-time paper is not instantly liquid. 

The moment, however, you provide a place where you could always 
get the cash on the farm or the Government bonds, or the State bonds, 

9328°—S. Doc. 232, 63-1—yoI 1------ 45
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the moment you provide a place where you can always get the money 
on it, does it not then immediately become liquid ?

Mr. F ra m e . In putting up mortgages on country farms the diffi­
culty would be that the central bank or even the Federal reserve 
bank officials could not know as to the reliability of this security.

Senator R eed. I am not talking about the reliability; I am not 
talking about the length of the term of the obligation. I am simply 
discussing the one question of whether they are liquid or not, and the 
point I have in mind is this—I will state it and see if you agree with 
me: We will take, for instance, a State bond running for 20 years. 
It can not be collected until the end of 20 years, and therefore it is a 
very rigid thing in itself; but if by law you make a provision where­
by that bond can be cashed at any time, it then becomes the most 
liquid security in the world, does it not ?

Mr. F ra m e . Yes, and would be a secondary reserve, you might say, 
for a bank to hold.

Senator R eed. The answer, then, would be that the Government 
would have these things loaded upon it, and the Government has to 
carry it for all those years; but assume that you put that bond up 
with the reserve banks and the reserve banks went and got the money 
from the Treasury. Suppose they got $100,000 and gave it to you, 
and you took it and put it in your bank vaults. Then, having that 
$100,000 to do business with, but having an obligation to this central 
bank to return the money within a given time or to pay a heavy rate 
of interest, which would compel you to take it up, you would proceed 
to collect on your short-time paper yourself and pay it, would you 
not?

Mr. F ra m e . Yes.
Senator R eed. WTiy, therefore, can we not use long-time paper as 

well as short-time paper as the basis for the issuance of money ?
Mr. F ra m e . We can. But in tact, currency is issued on the credit 

of the issuer. The issuer simply discounts time paper. It is a fallacy 
to say currency is issued secured by commercial paper.

Senator R eed. That is the point I asked the committee to consider, 
and I wish they would think about it, because it seems to me perfectly 
patent that all this theory that you can not possibly take anything 
but short-time paper is a mistake. I will put it that way, using a 
gentle method of speech.

Senator B ristow . Senator, before you leave that question, I would 
like to ask Mr. Frame a question or two. It is right on this point. 
I would like to ask you, Mr. Frame, in respect to the farm mortgage. 
You said the reserve bank which was discounting the paper might 
not have knowledge as to the value of those mortgages in the com­
munity. Knowledge as to the value of those mortgages would be 
just as reliable as the knowledge as to the value of any short-time 
paper that might be given in that community, might it not ?

Mr. F ram e . Oh, yes, if it was local paper; but of course this bill 
requires really more than local paper.

Now, on that question of taking local paper, if we should take a 
piece of paper from our customers and rediscount that and send it 
away, when that paper is returned and paid by the borrower the 
question would be raised----- -

Senator B ristow . You think it would not be a practical thing 
to do?
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Mr. F r a m e . I think not on general country loans. Of course your 
bill does not really cover that. What you want to do is largely on 
bills of lading and great commercial and manufacturing corporations, 
etc. That is all right when you hold up the standard to an ex­
tremely high scale.

Senator B r is t o w . It is not contemplated to use local paper, but 
commercial paper of a different kind. Would that include the paper 
of concerns like the Armour Packing Co., John Wanamaker & Co., 
and concerns of that character?

M il  F r a m e . I should say yes.
Senator B r is t o w . The bills of lading paper, then, would refer to 

a paper that has the bill of lading attached, so that the money is 
paid before the article, whatever it is, is delivered ?

Mr. F ra m e . Suppose the shipment is of cotton; a draft is drawn 
upon Great Britain, with that bill of lading attached to it. The 
holder has no trouble in going to the bank and getting the money 
on it. That paper is the highest class of paper of commercial char­
acter that we have in the country.

Senator B r is t o w . H o w  many country banks handle that class of 
paper ?

Mr. F ra m e . Oh, they are so few that they are inconsequential.
Senator B r is t o w . What other kind of this prime paper is there 

except this that has a bill of lading attached, say, for a shipment of 
cotton ?

Mr. F ra m e . Well, you might term prime paper such as that of 
Swift & Co., of Chicago, and others you named. Of course, more 
or less country banks hold moderate quantities of such paper at 
times.

Senator B r is to w . Do they hold Armour’s also ?
Mr. F ra m e . Armour’s do not sell very much paper.
Senator B r is t o w . They have done it, though, have they not ? We 

have had it in our country a good deal, I know.
Mr. F ra m e . They do not make a practice of selling it openly.
Senator B r is t o w . They do not?
Mr. F ra m e . N o , sir; not as I understand it.
Senator B r is t o w . This prime paper is the paper of these com­

mercial concerns in these great centers ?
Mr. F ra m e . Yes. The small country bankers take care of their 

own customers at home without much difficulty.
Senator B r is t o w . I  thought there was something behind this com­

mercial paper that we have been hearing so much about here from 
these great financiers.

Senator P o m e r e n e . In connection with what Senator Bristow 
brought out a moment ago, you made the statement that your cus­
tomers would enter a protest if they found, for instance, that you 
had rediscounted their paper in a reserve city ?

Mr. F ra m e . Yes; or elsewhere.
Senator B r is t o w . I s  not that because of the fact that under the 

present banking system rediscounts are in disrepute, and it is one 
of the defects of this so-called independent banking system ? Sup­
pose, on the other hand, that this method is adopted provided for 
in this bill. You have your regional banks, and perhaps their 
greatest function, at least one of their greatest functions, is with 
the funds they have to rediscount paper. Here is a governmental
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organization made up by interdependent banks for a particular pur­
pose, and would it not to a large extent do away with that prejudice 
which the customer might have against his paper being rediscounted, 
when he knew that a large part of your funds were in this one 
reservoir?

Mr. F *came. No; I think not. I don’t think it would make any 
material difference.

Senator R eed. There are two objections, as I  take it, to the matter 
of rediscounting. One is that when a bank goes to heavily discount­
ing it is a sort of notice that it is short of money, and that inst way 
hurts the bank. That is one objection, is it not?

Mr. F r a m e . Yes; when done moderately the general public do not 
pay any special attention to it.

Senator R eed . There is an objection of an entirely different char­
acter on the part of the man who borrows the money through a bank. 
He rather resents the idea that his note has been “ hocked ” about ?

Mr. F r a m e . That is it exactly.
Senator R eed . And his note has been exposed?
Mr. F r a m e . Yes, sir.

. Senator R eed . And in addition to that, when that note is in your 
hands, if he does not meet it on the exact date, he rather looks to 
you to be kind of nice about it, but if it gets------

Mr. F r a m e . He looks for renewal.
Senator R eed . Or an extension or some concession. But if it gets 

into the hands of a bank 300 miles away, then he knows that when 
he gets his notice that the spot cash has got to be there ?

Mr. F r a m e . That is what he knows.
Senator R eed . And that is an objection the customer would raise?
Mr. F r a m e . Yes, sir.
Senator R eed . And dealing with the man in your community, 

where I suppose you know everybody by name, etc., the personal 
equation enters very largely into your transactions ?

Mr. F r a m e . It certainly does!
Senator R eed . On both sides of the counter.
Senator P o m e r e n e . Some of these borrowers are very proud of 

the fact that their notes will be received around over the country ?
Mr. F r a m e . I do not think they are to a great extent.
Senator R eed . I never knew of their having much pride in that.
Senator P o m e r e n e . I have known some of them.
Senator R eed . Mr. Frame, when a bank keeps a reserve, whatever 

its reserve is, it loses all interest upon it. It is lying there idle?
Mr. F r a m e . If in  cash.
Senator R eed . If in cash, and if it is not in cash it is not a reserve 

within a meaning we have heretofore attached to it—a reserve is 
supposed to be cash on hand, is it not ?

Mr. F r a m e . Or due from banks.
Senator R eed . Due from banks. I want to leave that out, because 

I am going to speak about the real reserves. Of course when money 
is due from banks, if there is trouble in the country that is widespread, 
your reserves that you have got in another bank are liable to be hard 
to get just at the very time that you actually require it. That is true, 
is it not?
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Mr. F ram e . That is what we want to doctor.
Senator R eed. Upon the reserve that you have in the other bank 

you get very small interest, do you not?
Mr. F ra m e . We get 2 per cent.
Senator R eed. If you could make that 5 per cent, and have it abso­

lutely safe, it would be a very profitable thing for the bank and very 
pleasing, would it not?

Mr. F ra m e . We would be 3 per cent ahead.
Senator R eed. If it could get 4 per cent, the same thing would be 

true, only not to the same extent ?
Mr. F ram e . Yes.
Senator R eed. If you could, instead of putting it in another bank 

and getting 2 per cent, buy a bond of the State of Wisconsin draw­
ing 4 per cent interest and put that in your vault as a reserve, with 
the absolute assurance that you could go to a Federal reserve bank 
and turn that into cash in a few hours’ time, you would not want to 
be depositing so much money in the other banks, would you ?

Mr. F ram e . That is exactly what we do now, as a secondary re­
serve. As I say, we have $100,000 of bonds drawing a fair rate of 
interest—5 per cent—that is a secondary reserve. We are holding 
them as an investment.

Senator R eed. While you are throwing light upon the question, 
you are not quite answering my question, which was, if you could, in­
stead of being forced to deposit this money in another bank in order 
to get anything upon it in the way of interest in return, take it and 
invest it in a State bond of the State of Wisconsin that drew 4 per 
cent and put that in your bank, that would enable you to use that 
much more of }̂ our bank capital and get a better return on it, would 
it not?

Mr. F ram e . Allow me to explain that.
Senator R eed. Y ou would like to do that, would you not?
Mr. F ra m e . Allow me to explain that.
Senator R eed. Yes.
Mr. F ra m e . We keep, say, $250,000 now in Milwaukee, Chicago, 

and New York banks as balances, against which we draw drafts 
every day.

Senator R eed. Y ou w ou ld  still have to do that?
Mr. F ram e . We would still have to do that; and therefore that 

amount of money must be kept there to accommodate our customers 
in selling exchange. I had my cashier make an examination of how 
often that $250,000 was turned over, and, to my surprise, it was 
turned over every 10 days. We sell $250,000 of drafts on Milwaukee, 
Chicago, and New York every 10 days, so that it is necessary in the 
ordinary transaction of business to keep that there for that purpose.

Senator R eed. Then, what you put in there and count as part of 
your reserve has another utility besides the earning of interest, to wit, 
you are able to draw drafts upon it and thus utilize it in your gen­
eral business?

Mr. F ra m e . Further; we should be able to get it if we want it, 
which we sometimes can not do.

Senator R eed. What I  am getting at is whether you could, by 
putting in your vaults as a reserve, in lieu of a portion of the cash,
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long-time, gilt-edged securities, provided there was a means by 
which you could go and cash that security on the instant.

Mr. F r a m e . To a small extent—to the extent in which I  have 
pointed out here, I should say we could.

Senator R e e d . What is that extent?
Mr. F ra m e . I said to the extent of, say, $36,000, which cash we 

could spare; $15,000 for capitalization, of the Federal reserve bank, 
and 1 per cent of deposits. The balance of the cash on hand we must 
keep under the law.

Senator R e e d . I am talking about changing the law.
Mr. F r a m e . Changing the law so that we could have less cash on 

hand?
Senator R e e d . Yes; but having security of the character that I 

speak of.
Mr. F r a m e . Then even reducing it lower than 5 per cent?
Senator R e e d . Yes.
Mr. F r a m e . Well, just how far to go on a matter of that kind is 

problematical. In the United States, in a developing country— 
all developing countries—we must keep larger reserves than they do 
in old settled sections, like Great Britain, France, and Germany, 
which have been thoroughly developed for hundreds of years. I 
think that is a common principle that all practical bankers will 
accede to. Therefore, as to just exactly what each bank should hold 
is a pretty difficult proposition, because you take western bankers— 
they hold larger cash reserves than we do.

Senator R e e d . Let me put it to you in another way. I do not 
limit this to your bank, but to the banking system generally. In 
addition to the moneys which bankers keep in their vaults by way 
of reserves, and which they put into other banks, not only to repre­
sent a portion of their reserves, but for the purpose of keeping a 
deposit there against which they can draw drafts and obtain bank­
ing accommodations, is it not true that banks very frequently have 
m o n e y  which they can not loan out on short-time paper, and they 
send it to these big centers ?

Mr. F ra m e . They do.
Senator R e e d . Where they receive a small rate of interest?
Mr. F r a m e . Yes.
Senator R e e d . They send it to the bank because they can get a 

small rate of interest, and because they are supposed to be able to 
get it back whenever they need it?

Mr. F r a m e . That is right.
Senator R e e d . As to that part of the money we are now speaking 

of, if they could invest it in long-time gilt-edge securities which drew 
a rate of interest of 4 or 5 per cent, and were able to cash those 
securities on the instant, would that not be a good thing for the 
banks ?

Mr. F ra m e . It probably would release some of the cash.
Senator R e e d . It would probably stave the congestion to some 

extent, would it not—reduce the congestion to some extent which 
we now have in the big centers ?

Mr. F r a m e . I think that would probably assist it somewhat.
Senator R e e d . So that the bank in the country would not be so 

dependent in a time of stringency upon the ability of the bank in the 
city to make good ?
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Mr. F r a m e . Yes.
There is one point I want to call your attention to, Senator; that as 

far as our deposits are concerned they do not fluctuate much from 
January until December. We are in a State where our products are 
diversified. Sections like that where products are diversified, the de­
posits do not fluctuate up and down as widely as they do down South 
or in the undeveloped West. I know certain sections where deposits 
vary 100 per cent in the course of the year. Such a thing as that does 
not occur with us. In that case, you see, there would be the more 
difficulty about carrying out your proposition to the same extent that 
we might do.

Senator R eed. You mean that in the case of these places where 
there is fluctuation ?

Mr. F r a m e . Wide fluctuation.
Senator R eed . Why, if you can take this security and turn it into 

money ?
Mr. F r a m e . Providing if there was any profit in the operation. 

Of course, generally, there is a little margin of cost in all such trans­
actions.

Senator R eed . Either losing or gaining. I am speaking now about 
going to a Government bank.

Mr. F r a m e . In that case there would not be any charge except for 
expressage.

Senator R eed . Getting the face of it, paying, of course, an interest 
charge, if you had to borrow money upon it?

Mr. F r a m e . That is rather a broad problem and quite difficult.
Senator R eed. Y ou spoke o f  a secondary reserve w hich  you  hold  

now  in  the shape o f  bonds ?
Mr. F r a m e . Yes, sir.
Senator R eed . What do you mean by that, Mr. Frame ?
Mr. F r a m e . State and municipal bonds.
Senator R eed . Why do you call it a secondary reserve ?
Mr. F r a m e . Simply because we can utilize it for just the purposes 

you are talking about.
Senator R eed . In other words, you do now keep a part of your de­

posits invested in this class of securities ?
Mr. F r a m e . Yes, sir.
Senator R eed . Because in the case of emergency you can go and 

get the money on them somewhere ?
Mr. F r a m e . Yes; 80 other national banks in Wisconsin do the 

same thing.
Senator R eed . And you select them now without any aid from the 

Government ?
Mr. F r a m e . A s a matter of prudence.
Senator R eed . So that in  the hour o f trouble you are able to get 

money upon them?
Mr. F r a m e . Yes, sir.
Senator R eed . If the Government at this regional bank or at a sub­

treasury or any other plan that is devised would take those securities 
at their face, you would be all the more inclined to carry some o f  
them, would you not ?

Mr. F r a m e . Sure.
Senator R eed . And it would be a perfectly fine thing for the bank­

ing system, would it not?
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Mr. F ram e . Perfectly natural that it would.
Senator R e e d . I want to ask a word or two more about this so- 

called high-class commercial paper that is supposed to be deposited 
under the provisions of this bill that we are now considering. I  
think perhaps we left that in an unfortunate situation. I do not 
think that you meant to say that the bill was so wrong, that the 
paper of large concerns, like Swift’s, would be taken, and that alone 
would be considered as prime paper to the exclusion of giving it an 
advantage over other paper ?

Mr. F r a m e . Oh, no. I did not mean to exclude other paper. I  
give that as an illustration, merely.

Senator R e e d . A bill of lading with the draft attached or an 
acceptance attached is a very high-class security, and you nearly all 
get cash out of it ?

Mr. F r a m e . Yes, sir.
Senator R e e d . And you think that there would be accepted as 

high-class paper the paper of such large institutions as Swift’s, be­
cause they are engaged in heavy commercial transactions, have a large 
amount of money flowing, I suppose, into their treasury every day?

Mr. F r a m e . They have large capitalization.
Senator R e e d . But outside now of the bill of lading, money 

loaned upon bill of lading, and such institutions as Swift’s, would you 
class as prime commercial paper------

Mr. F r a m e . Notes of large merchants and manufacturers in the 
big cities. You could hardly call country paper “ prime paper.”

Senator R e e d . So that you think that under the terms of this bill, 
those assets which the country banks, particularly that class of coun­
try banks that are in the smaller places, would hardly be acceptable 
as prime paper?

Mr. F r a m e . I do not.
Senator R e e d . Do you think that it is excluded by the terms of the 

bill, or do you think that the financial conditions are such that they 
simply could not avail themselves of it?

Mr. F r a m e . I think that it is not necessary that they should. Our 
present central reserve banks can take care of us amply and they do 
take care of us.

Senator R e e d . That is to say, if there was a means provided by 
which the central reserve bank of St. Louis and of Chicago and of 
New York could take their securities in the hour of trouble and get 
money, they would be able to accommodate you as one of their 
customers ?

Mr. F r a m e . Yes, sir.
Senator R e e d . And therefore that there is no necessity of dealing 

with that bank at all?
Mr. F ra m e . I do not think there is— not in the least, even not in 

emergencies, if the present reserve banks were cared for then.
Senator R e e d . Y o u  have spoken of an independent banking system. 

Does not the thing that you have just now outlined, while it might 
mean an independent banking system, using the term “ system ” 
with some emphasis, does it not mean, after all, a lack of inde­
pendence by the individual members, because they would be dependent 
upon the reserve banks ?̂

Mr. F r a m e . That is just exactly one of the points that seems to 
me objectionable, to be compelled to put $147,000 into the Federal
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reserve bank, not subject to call, not subject to use in any way, shape, 
or manner.

The C h a i r m a n . It is subject to call, however.
Mr. F r a m e . Only through rediscounting. Now, if we have it in 

one bank and that bank is not willing to accommodate us, if the busi­
ness is unsatisfactory to us we transfer it to another one. That is 
democratic. We are not compelled to do business anywhere, at one 
bank, if it is unkind and if it is unfair to us in any way. We simply 
transfer our account to some other bank.

Senator P o m e r e n e . By reason of that very fact, in 1893, you had to 
take your securities down to Chicago and sell a part of them ?

Mr. F r a m e . Yes, sir; and that is just exactly what I want to pro­
vide against. I f  you will provide some measure of relief for present 
reserve banks they will not be compelled to suspend cash payments. 
Our balances will always be at our command.

Senator R eed . Let me get you right, because that is what we want. 
You say that we have got three central reserve cities, and if there 
was a scheme devised by which in the hour of stringency those banks 
of the three central reserve cities could take their reserves and go to 
the Government and get more money, they would then have enough 
money to supply you as their customers?

Mr. F r a m e . Yes, sir.
Senator R eed . And if you did not like to do business with the First 

National Bank of Chicago, you could go right over to the Second 
National Bank of Chicago, if there is such a bank?

Mr. F r a m e . The Continental.
Senator R eed . The Third National Bank or the Continental Na­

tional Bank and get your money there?
Mr. F r a m e . That is right.
Senator R eed . Is not that giving special and peculiar advantage to 

the banks of these large cities?
Mr. F r a m e . In what respect?
Senator R eed . Well, they alone of all the banks in the country have  

the privilege of going to the Government and getting this aid. Why 
should not that be extended out, so that the banker of Milwaukee 
and even of Waukesha might go and get that aid directly without 
having—you used the term “ skimming ” a while ago, and I am 
familiar with that—without having the skimming process applied 
to them?

Mr. F r a m e . That is what I called the “  branch system ” or “ skim­
ming process,” which I have not referred to yet. I do not object to 
it at all, because if there is competition between those banks as to get­
ting accommodations, or if one bank does not serve me satisfactorily 
I will go to another one. That is the free and independent banking 
system. Under the branch banking system or the Scotch and other 
foreign banking systems—take Canada, for instance, which has 25 
great centralized banks and has nearly 3,000 branches. All the 
branches do business with its parent bank. Every one of the branches 
does business with the parent institution.

Senator R eed . I s that centralized institution Government con­
trolled ?

Mr. F r a m e . No, sir.
Senator R eed . Is it privately owned and privately controlled?
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Mr. F ram e , it does as it pleases—plays just as it pleases, without 
any Government jurisdiction at all. The report of the Monetary 
Commission shows that there has been $5 of losses, comparatively, to 
depositors in Canadian banks as against $1 loss in the United States.

Senator R e e d . It takes into consideration volume in each instance ?
Mr. F r a m e . It takes into consideration the volume, of course.
Senator S h a f r o t h .  Do they include all banks, both national and 

State, or only national ?
M r. F r a m e . Just national.
Senator R e e d . Let m e understand that. There is a great bank and 

it has numerous branches.
Mr. F r a m e . Yes, sir.
Senator R e e d . Those numerous branches are owned by it or are 

simply in alliance with it?
Mr. F r a m e . They are all owned by the banks in Quebec, Montreal, 

and Toronto. I think the headquarters are all in those three cities.
Senator R e e d . And no other banks exist ?
Mr. F r a m e . Practically no others.
Senator R e e d . So that if a man wants to borrow money now he 

has got just one bank to get it from?
Mr. F r a m e . Canada has 25 central banks which have, say, 3,000 

branches, therefore these 25 banks are practically a great monopoly.
Senator R e e d . In cities where there is a branch of each one of 

these different banks?
M r. F r a m e . Yes.
Senator R e e d . D o  they engage in some rivalry ?
Mr. F r a m e . More or less.
Senator R e e d . Instead of having 3,000 or 4,000 independent banks, 

each acting for itself, it results in your having in the Dominion of 
Canada 25?

Mr. F ra m e . Just 25.
Senator R e e d . And, of course, they are widely separated, or at least 

their branches must be?
Mr. F ra m e . Oh, they are scattered all over the country.
Senator R e e d . The branches are scattered all over the country, but 

the 25 banks must be remote from most parts of the country ?
Mr. F r a m e . There are not as many banks in Canada by far as 

there are in the United States. There are eight banks in the United 
States where there is one over there, as far as territory is concerned, 
because the territory of Canada is just about equal to that of the 
United States. We have over 25,000 banks, and they have only about 
3,000. No bank can start there with less than half a million dollars 
capital.

I made an address before the State Bankers’ Association of Okla­
homa last May, and I gave an illustration of what the branch banking 
business of Canada would do to Muskogee if they had the branch 
banking system there. The capitalization of all the banks in Mus­
kogee is about a million and a half dollars. The profit on that, at G 
per cent, is about $90,000. Those banks pay out about $30,000 a year 
taxes to the city; total, $120,000. Under a branch banking system 
such as they have in Canada there would be three or four branches of 
centralized banks in New York, Boston, Philadelphia, or Chicago, 
and every dollar of the profits that were made in the city of Muskogee 
will be turned into those centralized institutions and Muskogee would

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



BANKING AND CURRENCY. 709

lose every dollar of it. As Canadian branches pay no taxes on stock, 
the city would lose that also.

Senator R e e d . That is what you call “ skimming ” ?
Mr. F r a m e . I call that “ skimming the cream ” from the country.
Senator P o m e r e n e . Stockholders do not live in Muskogee?
Mr. F r a m e . That is just where they do not live. In Canada the 

great bulk of the 25 banks are owned and controlled in London, 
Liverpool, Glasgow, of course including Quebec, Montreal, and 
Toronto.

The C h a ir m a n . Moreover, these 25 banks can have a gentleman’s 
agreement about the conduct of business, and most of them do ?

Mr. F ra m e . I think they do, more or less.
Senator R e e d . What is to hinder the 12 reserve banks or the 1 

reserve bank that we propose to establish, which embraces some 600 
or 700 independent national banks within its jurisdiction, effectuat­
ing a gentleman’s agreement through that very organization which 
will fix the interest rates and practically settle whether certain lines 
of securities can be accepted within the vast domain in which that 
bank is situated?

Mr. F ra m e . I think there is a probability of a thing of that kind 
with supervision as provided. We have ample supervision now, 
under present conditions. That is why I saj  we have the best bank­
ing system in the world, notwithstanding, it has some defects. A 
great big centralized organization having general care over all of 
them seems monopolistic. I have fought against what I believed 
to be a kind of a monopolistic management under the Monetary 
Commission bill. I have not believed in that, because I think if the 
great big centralized banks of the United States, to quite a material 
extent, wanted, under that bill, to so conduct things that they could 
regulate us and do just about what they pleased with us. I prefer 
to stay just as we are now with the general supervision of the Comp­
troller of the Currency.

Senator P o m e r e n e . Y o u  mean the Aldrich banking bill?
Mr. F ra m e . The Monetary Commission bill.
Senator R e e d . What I  want to get at is this, and I  want to get 

at it just as it is in your opinion. Let us say that there is a regional 
reserve bank organized at Chicago, and that your State is put into 
that reserve district, along with two or three other States, and you 
bankers meet to elect the three directors that the bankers select, and 
then you select the three outsiders who are not bankers, but who may 
be stockholders, and now you have got a board of directors of six 
elected by the bank, and three selected by the Federal Government, 
making nine, but a two-thirds majority are bankers’ men. Then, 
there is a president selected by this board of directors. Do you think 
that the big banks or the little banks are going to control in the 
selection of those members of the board of directors, which will be 
selected by the banks?

Mr. F ra m e . I think those little fellows will have little to say.
Senator R e e d . Y o u  think the big fellows would get it?
Mr. F r a m e . Almost certainly.
Senator R e e d . Let us see why they would get it. Have they any 

such power recognized to-day by virtue of their financial ability and 
strength to enable them to control or influence the votes of the 
member banks when they come to have an election!
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Kfr. F ram e . They would more or less. The little bank wouffl not 
spend the money to look after matters of that kind, but the big banks 
would.

Sfefrator R e e d . So you think the big fellow would get the six 
directors?

Mr. F ram e . I think he would.
Senator R eed. Of course, the man who gets the board of directors 

gets the presidency ?
Mr. F ra m e . It would be natural.
Senator R eed. I want to know if, in your opinion, this sort of thing 

would be likely to happen. Of course that president and that manage­
ment of that central bank would naturally want to make banking 
profitable and safe, would it not?

Mr. F ra m e . It naturally would result that way; that is human 
nature.

Senator R eed. Do you think that by reason of this bringing of the 
banks together in this way and under this scheme there is any 
danger of the same thing happening as happens when there is what 
is called “ a gentleman’s agreement ” between insurance companies, 
for instance, or railroad companies? That is to say, a result worked 
out by which there would be a regulation to some extent of interest 
charges, charges for its exchange, of interest paid upon deposit, etc. ?

Mr. F ra m e . I think when you go down into details of it it is a 
pretty clear proposition. Interest rates are different in different sec­
tions of the country, and that question of fixing a rate of interest 
which is uniform or for any section of the country, that is a practical 
impossibility, except for the concern that the board of directors are 
in control of. The law of supply and demand for money regulates 
the rate of interest.

Senator R eed. What I want to get at, Mr. Frame, is this: You are 
a practical banker, have seen these things in operation; that is, you 
have seen the system in operation. I want to know if there is any 
danger, for instance, if I was elected president of this central bank, 
of my being able by virtue of that position to influence the conduct of 
the member banks so that they might do business in a way that 
would be more profitable to them and a little harder upon their com­
munities ?

Mr. F ram e . The trend would be in that direction.
Senator R eed. Would it tend, in your opinion, to strike down or 

lessen competition between the banks?
Mr. F ram e . I think it would. I think that would be a natural 

result.
Senator R eed. If  we had a control, great or small, exercised by 

each president of these 12 regional banks, tell me whether you think 
there is any danger of the same kind of control being exercised over 
all of the regions by the great financial institutions ?

Mr. F ram e . I think the trend would be in that direction.
Senator R eed. At the present time is it or is it not true that the 

very wealthy concerns of the country, the great bankers of the coun­
try, have interests in large numbers of banks scattered over the 
country ? I will put it in plain language. It has been asserted to 
me that the Rockefeller interests control, have potential influence in, 
a chain of banks across the country. I do not know whether it is 
true or not. It has been asserted to me that the Morgan interests—
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the Morgan banks, speaking of them in that broad way—are not 
limited to New York City, but that they have a potential influence 
in chains of banks extending out into the country.

Senator S h a f r o t h . By owning stock in the same?
Senator R eed . In one form or another. What about that?
Mr. F r a m e . So far as my own experience of 50 years is concerned, 

we have run the Waukesha National Bank without any dictation or 
suggestion on the part of anybody.

Senator R eed . Y ou run your own bank?
Mr. F r a m e . Yes.
Senator R eed . I am speaking about whether they do have in the 

large cities—whether there is already in existence in the country—a 
sort of chain tying together certain banks out in the country, and 
that chain ending for its control with these large institutions in New 
York.

Mr. F r a m e . As to what extent that may go, I could not say, but 
I think if we had a kind of combined organization instead of the 
independent mechanism that it would be worse; that is all.

Senator R eed . The thought I had in mind was this: Whether now 
these great institutions of th3 East, assuming that they do have their 
branches or institutions in which they have some capital invested 
so that they have a control------

Mr. F r a m e . As stockholders.
Senator R eed . As stockholders or otherwise— would be able to pos­

sibly influence the selection of the directors of these regional banks?
Mr. F r a m e . I think they would, to a certain extent. Just to what 

extent I could not say. It would be perfectly natural.
Senator R eed . I have been told, for instance— a sort of general 

talk—that in my State there are several large institutions in which 
New York money is invested.

Mr. F r a m e . Which dominates largely.
Senator R e e d . And to some extent dominates; and because of their 

relations with New York they are able to exercise some advantage 
over other banks. Those banks have been named to me. I am not 
naming them here. But I am perfectly sure that the prominence 
of those bankers is such to-day and their dominating influence is 
such to-day in my State and in the surrounding States that if there 
was a regional reserve bank established to-morrow in that country 
and Missouri was in it some one of those gentlemen would be a 
director, if not president.

Mr. F r a m e . Yes, sir.
Senator R eed . I speak of it that way not to get from you a certain 

answer, but I want to know to what extent you think a danger of that 
kind possibly exists, if at all.

Mr. F r a m e . I think that would be the natural trend. I do not 
think there are any banks in Wisconsin that are dominated by Wall 
Street.

Senator R eed . As far as Wisconsin is concerned, it is an old set­
tled State, and as a matter of fact you have got in a pretty independ­
ent position financially, speaking of the State as a whole; is that 
true?

Mr. F r a m e . That is correct.
Senator S t o n e . It is practically a lending State?
Mr. F r a m e . Y e s .
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Senator R eed. More than a borrowing State?
Mr. F ra m e . Yes, sir; the people of the State of Wisconsin hare 

surplus funds, and are lending them in outside sections.
Senator R eed. I do not care to take more time now.
The C h a ir m a n . Mr. Frame, I want to ask you one or two ques­

tions.
Mr. F ram e . Yes, sir.
The C h a ir m a n . Did you see the book that was sent out by the 

National City Bank of New York with Mr. Vanderlip’s letter or Mr. 
Talbott’s letter, etc.?

Mr. F ram e . I do not remember to have seen it.
The C h a ir m a n . Do you know whether or not that book was sent 

to each of the banks in Wisconsin or to any considerable number of 
them?

Mr. F ra m e . Well, I can not remember to have seen it myself, but
I have been exceedingly busy, and possibly it may have come and I 
did not see it.

The C h a ir m a n . Have you not heard anything about that publi­
cation being distributed in Wisconsin?

Mr. F ra m e . Just what do you refer to particularly?
The C h a ir m a n . A book issued by the National City Bank in op­

position to this bill, containing a letter of Frank Vanderlip and Mr. 
Talbott and others.

Mr. F r a m e . I do not remember to have seen it.
The C h a ir m a n . Y ou do not know anything about it?
Mr. F r a m e . No; I do not. I can not recall that I have seen it.
The C h a ir m a n . Y ou spoke of the earnings of the banks of Wis­

consin, and I call attention to the report of the Comptroller of the 
Currency, Table No. 59------

Senator P omerene. What year, please?
The C h a ir m a n . Ending July 1, 1912; in which he gives the earn­

ings of the banks of Wisconsin upon their capital and surplus of 8.87 
per cent, and of the banks of Milwaukee 9.39 per cent, and the actual 
dividends on the capital paid 11.50 per cent.

Senator P om erene . In the State ?
The C h a ir m a n . In the entire State of Wisconsin; and 9.39 per 

cent of dividends paid on the stock of the banks of Milwaukee.
Mr. F ram e . Total in the State, 8.87?
The C h a ir m a n . 8.87 was the earnings on the capital and surplus.
Mr. F ra m e . Capital and surplus.
The C h a ir m a n . But the capital of the Wisconsin* banks was 

$11,000,000 and the surplus $4,500,000, so that it would be a much 
higher percentage on the capitalization?

Mr. F ra m e . Yes.
The C h a ir m a n . The banking system of the United States shows a 

dividend on the capital of national banks of the entire United States 
of 11.66 per cent for 1912.

Mr. F ra m e . On cap ita l?
The C h a ir m a n . On capital; yes.
Mr. F ra m e . But you see the surplus is nearly equal to the capital.
Senator R eed. One other phase of this matter occurs to me, which 

is not clear in my mind. I am referring now to your paper. You 
told us that under this bill the banks of the central reserve cities 
would be required to keep less reserve than now, and as I under-
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stood you that reduction in the amount they are required to keep at 
the present time would more than equal the amount they are obliged 
to contribute to the central banks. Is that correct ?

Mr. F ra m e . I understand that to be the case.
Senator R eed. But when you get to the ordinary reserve banks does 

the same condition exist?
Mr. F ra m e . The ordinary reserve bank, general reserve banks, must 

put up $150,000,000 in excess.
Senator R eed. Of that amount ?
Mr. F ram e . Of the amount that the reduction of the reserve would * 

save them.
Senator R eed. But when you get to the country banks, what is the 

condition there?
Mr. F ram e . Well, it costs us $285,000,000.
Senator R eed. Of course you give it to me now in figures. Can 

you give it to me in percentages—that is, the percentage of cost?
Mr. F ram e . Percentage on what ?
Senator R eed. Well, it is a little difficult for me to state that, Mr. 

Frame. What I mean is this: I want to get a comparison of the 
inequalities, if such there be, in percentages, instead of in the aggre­
gate, because the country banks having more capital than the------

Mr. F ram e . General reserve banks, and also the central reserve 
banks.

Senator R eed. Reserve bank, that is right, or the central banks. Of 
course, when you say that it costs them so much money to go into 
this, it does not mean anything unless I know the percentage. To 
start with, the central reserve banks are relieved, according to your 
opinion, of any burden by reason of this'bill. In fact, they are re­
lieved from some burdens that they now have by virtue of the cir­
cumstance that the amount of their reserves required to be kept under 
the bill is so much less than it is now that they can take from that 
saving enough money to help capitalize—do their share toward 
capitalizing—the regional reserve bank, and then have something left 
in addition, that is released to them ?

Mr. F ram e . The three central reserve banks are allowed to hold 7 
per cent less of their deposits. That gives them a loaning power that 
can be realized of $140,000,000.

Senator R eed. Y ou m ean 7 per cent after they have contributed to 
the organ ization  ?

Mr. F ram e. N o ; they have got to contribute $108,000,000 to the 
organization.

Senator R eed. H ow much per cent does this leave them?
Mr. F ram e . It leaves them $32,000,000.
Senator R eed. That would be a small per cent.
Mr. F ra m e . Per cent on capitalization or percentage on deposits?
Senator R eed. On deposits.
Mr. F ra m e . On deposits, a little over 1  ̂per cent.
Senator R eed. So that they actually come out 1-| per cent net to 

the good.
Mr. F ra m e . Ahead, except what may be called from country and 

other banks out of them for deposits which are now held by them 
which would have to go to the Federal reserve bank, and that I do 
not know.

Senator R eed. Y ou do not know  how  m uch that w ou ld  ca ll?
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Mr. F ram e . I  do not know what that would be.
Senator R e e d . When you come to general reserve banks, how 

much percentage do they have to contribute over and above what 
they are now required to keep ?

Mr. F r am e . On deposits, about 7 per cent.
Senator R e e d . Over and above what they are required to keep 

now?
Mr. F ram e . It would take out about 7 per cent of their deposits— 

on $2,250,000,000, say, $150,000,000.
Senator R e e d . That is to say, when they put this money into this 

regional reserve bank, although there has been some reduction in 
the reserves they are required to keep, still they are 7 per cent------

Mr. F r am e . Short.
Senator R e e d . Worse off as far as the actual good of their own 

money is concerned.
Mr. F r a m e . Yes, sir.
Senator R e e d . They have got to contribute that much.
Mr. F r am e . And then, in addition to that, they may be called 

upon by banks like ourselves, for instance, to withdraw out of Mil­
waukee and Chicago.

Senator R e e d . Coming to the country bank, what is the situation 
there in percentages?

Mr. F ram e . The net $285,000,000, something over 7-| per cent 
deposits.

Senator R e e d . So that if I get you right now, this bill as it is 
now drawn will actually release to the central reserve banks------

Mr. F r am e . One and one-half per cent.
Senator R e e d . It is no burden to them at all, but is an advantage 

in that one respect that we are now talking of ?
Mr. F r am e . Yes.
Senator R e e d . Whereas when you come to the other classes of 

banks they have to put in from 7 per cent over and above.
Mr. F r am e . From the general reserve banks 7 per cent, and 7J 

from the country banks.
Senator R e e d . In other words, those banks outside of the central 

reserve cities have to capitalize this regional reserve system?
Mr. F r am e . Really, that would be the case; that is the way I 

figure it.
The C h a ir m a n . Mr. Frame, the report of the Comptroller of the 

Currency of June 4, 1918, shows net deposits o| the 52 banks in the 
central reserve cities, upon which they are required to keep reserves, 
of only $1,568,000,000, and required reserve of $392,000,000, with 
legal tender and gold coin of $405,000,000.

Under the new bill 9 per cent would be kept in their vaults, or 140 
millions. Four and one-half per cent must be kept in the Federal 
reserve bank, or 70 millions, and 4  ̂ optional, which may be kept in 
their own vaults or in the Federal reserve banks, at their pleasure?

Mr. F r am e . Yes, sir.
The C h a ir m a n . Therefore, would it not be true that with the 

cash kept in their own vaults of 140 millions, and assuming that this 
4J per cent option would be divided, one-half being 70 millions, 
which would mean 35 millions going into their own vaults, and you 
would make a maximum of 175 millions in their own vaults and 70 
millions, plus the 35 millions, or 105 millions, in the Federal reserve
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bank. Would not that be a correct calculation? Or can you not 
easily follow that?

Mr. F ra m e . I have lost a little of the chain, Mr. Chairman.
The C h a ir m a n . Perhaps it would be better for me to make a mere 

statement of this matter for the use of the committee, because that 
is really all I want to do; that is the best way to get at it and to ascer­
tain the real facts in regard to it.

In the record will be found a table showing the exact requirement 
of this bill, following the statement of Mr. Berry of yesterday, show­
ing that the total requirement of the 52 banks m the central reserve 
cities would be 216 millions, against 405 millions, leaving a surplus 
available of 189 millions of cash, in legal tender or gold, every dollar 
of which is due to the country banks if the choose to call upon it for 
their ase; and therefore the theory that the city banks would get an 
extraordinary advantage over the country banks is not really ten­
able. The country banks, by this statement of June 4, 1913, had 
3,610 millions of net deposits subject to the reserve requirement, and 
the further requirement of 541 millions, and they had in specie and 
legal tender 266 millions. With the reserve cities they had 446 mil­
lions of dollars subject to their check. Therefore they could take, 
it they desired, every dollar of this 189 millions for use; but under 
the terms of this bill there is only required a maximum of 103 mil­
lions. So that they can not really require gold upon this open ac­
count which they have with the central reserve cities for so large a 
sum.

This statement proceeds upon the theory of this bill that the funds 
which are placed in these Federal reserve banks are loaned to the 
extent of two-thirds, and presumably would be loaned to the extent 
of 50 per cent, keeping 50 per cent average reserve for conservative 
management, with these alternatives open, and remembering that 
the Government of the United States will place a large amount of 
current funds in gold coin and legal tender and actual mone) in 
those banks, also subject to be loaned out up to two-thirds.

Mr. F ra m e . In the Federal reserve banks?
The C h a ir m a n . In the Federal reserve banks. It would afford a 

surplus of actual cash for the country of an approximate total of 
over 200 millions, which would be loanable, if this money was in the 
reserve cities, on a basis of 18 per cent, which needs an expansion 
of credits of 4.55 per cent upon that amount. If it was in the country 
banks, where the maximum requirement is only 12 per cent, it would 
then multiply itself by seven times, and the expansion of credits 
would be very important; and of those expansions of credits the coun­
try bankers would get their proportionate part, and it would appear 
first as loans, then as deposits, so that the country banks would have 
a very substantial increase of deposits and of current loans of which 
they would be the immediate beneficiaries.

That answers your conclusion, and I do not care to cross-question 
you, because it is a mere matter of mathematical calculation that is 
so obvious a matter of mathematics that no human opinion will affect 
it one way or the other. It is a matter for an actuary to pass on.

Senator R e e d . Do I understand you, Mr. Chairman, to say that, 
speaking now of the central reserve cities, there is not such a reduc­
tion in the amount of their reserves required to be kept that it more 
than equals their contribution to the regional reserve banks?

9328°—S. Doc. 232, 63-1—-vol 1------ 46
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The C h a ir m a n . N o. What I  said was that the actual calculation, 
under this bill, would free in the 52 banks of the central reserve cities 
$189,000,000, every dollar of which could be used by the country 
banks, because they have on deposit subject to their check a very much 
larger sum.

Senator R e e d . Yes; but they use that money that they have sub­
ject to their check, as stated by Mr. Frame, constantly in their busi­
ness.

The C h a ir m a n . Oh, yes; they get 2 per cent on it. The amount 
which they actually have is $496,000,000 on open account, which is 
far more than any possible demand for exchange purposes that you 
have in mind.

Senator R e e d . I understood Mr. Frame to say that his bank has a 
quarter of a million of dollars in these large cities, and that you 
actually use it to such an extent that you turn it over every 10 days.

Mr. F r a m e . Yes, sir.
Senator R e e d . Could you reduce that without interference with 

your business ?
Mr. F r a m e . I should think only to a moderate extent. One banker 

of Milwaukee told me that his bank sometimes drew drafts for its 
whole balance in one day from its New York correspondent.

The C h a ir m a n . Of course, these exchanges are turned over every 
day in these large cities.

Mr. F r a m e . They are turned over much more rapidly than in the 
country.

Senator R e e d . The point I had in mind was this: It is a fair pre­
sumption that banks do not take their money and put it off in another 
bank unless there is a corresponding advantage. Of course, they get
2 per cent, or something like that, but they do not put that money in 
there to get 2 per cent.

Mr. F r a m e . We keep it there because it is convenient to transact 
our business.

Senator R e e d . If your bank loaned a quarter of a million of dol­
lars—you are not a very large bank, speaking in comparison with 
some banks—the question in my mind is whether all this money that 
is now in New York, Chicago, and St. Louis, the three reserve cities, 
is there because of the exigencies of business, and required to be kept 
there and if withdrawn will unsettle to some extent the business con­
ditions. What about that?

Mr. F ra m e . I do not think there is any reasonable doubt about it. 
Take the transfer of loans that are now made by Milwaukee bankers 
to customers, for instance. If country banks withdraw funds from 
the Milwaukee banks during the present condition of the money 
market in large sums as this bill requires I think it would bring 
distress to Milwaukee.

Senator R ee d . Could not the banks borrow it right back again ?
Mr. F r a m e . The Milwaukee banks might have the kind of paper 

that would be acceptable at the Federal reserve bank, but the country 
banks would have but little. Shifting of loans would bring trouble. 
Why should banks borrow back their own money ?

Senator R e e d . You really think, now, that the country bank would 
not be able to produce the kind of paper that would be acceptable 
at the regional reserve bank under this bill, and thus get its money 
back?
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Mr. F r a m e . The trend of my answers would go to show that. 
Very few of the banks hold it.

Senator P o m e r e n e . Your answers were rather categorical, yes or 
no, were they not ?

Mr. F r a m e . The most of them; but I enlarged upon them enough 
so as to show the trend of the general thought.

Senator P o m e r e n e . I want to ask you a question or two, unless 
you had something else to say on that subject.

Mr. F r a m e . I have a letter here which I would like to put in, sir.
Senator P o m e r e n e . Do you desire to read it as a part of your 

answer ?
Mr. F r a m e . Yes. [Reading:]

F ar m e r s  & M e r c h a n t s ’ U n io n  B a n k ,
Columbus, Wis., August 1, 1213.

Replying to your favor of recent date with regard to the Federal reserve 
bank bill (H . R. 6454) :

W e would not become a stockholder of the bank because we would have noth­
ing to gain, and we do not believe the organization of a bank in accordance 
with the proposed bill would be of advantage to the country. W e would have 
to carry at least $5,000 more cash in our vaults (and what we have been 
carrying we have found, over a period of 50 years, has been sufficient), wbich 
would virtually take that much out of circulation and upon which we would 
receive no interest. W e would also have to deposit approximately $25,000 
with the reserve bank without interest, and the total loss to us, at the rate of 
2 per cent, would be $000.

Of course he keeps below the 5 per cent reserve.
The C h a i r m a n . That is very surprising, in view of the fact that 

he is required to carry less, and he now says he will have to carry 
more. As a witness I think he has------

Mr. F r a m e . Spoiled his case?
The C h a i r m a n . Well, g o  ahead.
Mr. F r a m e  (reading) :
Banks located in agricultural communities like ours do not in the usual course 

of business receive notes and bills of exchange rising out of commercial trans­
actions or make loans on United States, State, county, or municipal bonds. 
Neither do they have the opportunity of buying acceptances.

Our city bank friends claim they would not be benefited by the reserve bank, 
and we think they would suffer with us a proportionate loss of business and 
profits.

Very truly, yours, J. R. W h e e le r ,  Cashier.
Senator P o m e r e n e . Mr. Frame, I think I am safe in saying that 

the purpose of establishing the amount of the reserves provided here 
is to have a conservative amount. There may be some difference of 
opinion as to what that shall be.

Mr. F r a m e . Yes, sir.
Senator P o m e r e n e . Under the provisions of the bill as it passed 

the House—and, as I understand it, you have not read the whole of 
it—in country banks it is to be 12 per cent and in the city banks it is 
to be 18 per cent?

Mr. F r a m e . Yes.
Senator P o m e r e n e . Your position seems to be, briefly stated, that 

these reserves are higher than they should be. Do I correctly state 
that, or not ?

Mr. F r a m e . Higher?
Senator P o m e r e n e . Yes.
Mr. F r a m e . Those reserves of 12 and 18 per cent ?
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Senator P o m e r e n e . Yes.
Mr. F ra m e . No; I should think not.
Senator P o m e r e n e . Are they too high?
Mr. F r a m e . No; I do not think they ought to be any less. I think 

they ought to be at least that, because it gives generally better sta­
bility to the country—more confidence.

Senator P o m e r e n e . I will make my point clear a little later. Do 
you think they should be higher than is provided for here ?

Mr. F r a m e . No; not unless it may be for the country banks. I 
think the 5 per cent is all right, but I think, as far as the city banks 
are concerned, it ought not to be less than 20.

Senator P o m e r e n e . Everyone, I take it, will concede that during 
the transition period the reserves possibly ought to be fixed a little 
bit higher than what they would be after the system was finally estab­
lished and in working order?

Mr. F ra m e . Well, we keep now, although we are required to keep 
15— all country banks keep an average of about 20. We keep more 
than the required amount. We naturally would keep more than the 
required amount under this bill.

Senator P o m e r e n e . This is what I had in mind. Some bankers 
may be of the opinion that this reserve is too low. Others may be 
of the opinion that it is too high. The aggregate amount of the re­
serve will be determined, I take it, by actual demonstration later. 
Would there be any objection to giving to the Federal reserve board 
the power, in its sound discretion, to lower or to increase the amount 
of these reserves as the exigencies of the situation might seem to 
suggest?

Mr. F r a m e . I think the bill now provides that if it runs below 
that there is a tax on it; and I think that is a very good proposi­
tion.

Senator P o m e r e n e . That is only temporary. But suppose that 
in your judgment it ought to be permanently increased or per­
manently decreased, do you think there would be any objection to 
giving them that power ?

Mr. F ra m e . That is a pretty hard question to answer. If the 
board of control thought credit expansion was needed they might 
be inclined to cut it down a little too low. On the other hand, if 
it was a little over conservative they might raise it.

Senator P o m e r e n e . I think we have a right to presume that this 
board, when appointed, will be just as well qualified and just as 
conservative in the transaction of the business of that board and 
can be relied upon as much as we rely on the judgment of the Su­
preme Court.

Mr. F r a m e . I will not question that point.
Senator P o m e r e n e . I would not have it otherwise.
Mr. F ra m e . What I mean to say is that I do not think that all 

of the human family would think exactly alike on it. That is the 
only point 1 wanted to make.

Senator P o m e r e n e . Some of us, particularly when we are de­
feated in a lawsuit, go out and swear at the Supreme Court of the 
United States.

Senator R e e d . And frequently are fully justified. [Laughter.]
Senator P o m e r e n e . We feel so; yes.
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Senator B r is t o w . One question, please. Do you think that the 
duty of passing upon the question of the business judgment like 
this is at all similar to the duty of a court in undertaking to inter­
pret a statute?

Senator P o m e r e n e . They are very much the same.
Senator B r is t o w . One is a question of judgment of business con­

ditions; the othfr is interpretation .of language.
Senator P o m e r e n e . Not always. It is a question of fact, often.
Mr. F r a m e . If you will allow me just one moment to explain 

Mr. Wheeler’s low cash reserves. Country banks in the State of 
Wisconsin are allowed to loan money on mortgages. Their business 
is more rural than that of national banks. Therefore national banks 
have more of the commercial business and ought to keep larger re­
serves than the State banks.

Senator P o m e r e n e . I think that is right.
Different views have been expressed here in the last few days upon 

the subject as to whether these reserve notes which are issued would 
be the obligation of the bank or the obligation of the Government. 
What is your thought on that subject?

Mr. F r a m e . I think it is better if it is the obligation of the bank 
than of the Government.

Senator P o m e r e n e . Why?
Mr. F r a m e . Because popular clamor sometimes calls for expansion 

of a paper currency, and it is more difficult in that case to stop the  
calls than it would be if it was regulated by the board. I think the  
board, in regulating that business, would be more apt to be right 
about it than it would be under general clamor for more money. I 
would prefer to leave it with the board of control. I believe their 
judgment would be better than popular clamor.

Senator P o m e r e n e . That does not answer the question.
Senator S h a f r o t h . The question is whether it should be the note 

of the Government or the note of the banks ?
Mr. F r a m e . I think it ought to be the note of the banks and not 

of the Government.
Senator P o m e r e n e . Then, you would have the bank the maker and  

the Government the guarantor ?
Mr. F r a m e . Perhaps that might be the case.
Senator R eed . That does not make much difference, does it, be­

tween the Government making it and guaranteeing it?
Senator P o m e r e n e . I am open to conviction; but I do not see any 

serious objection to making it the obligation of the Government, 
under the terms of this bill.

Mr. F r a m e . I can not say that I would raise any material objec­
tion to it.

Senator R eed . What I meant was that there was no difference in 
his answers, Senator.

Senator P o m e r e n e . Oh. Another question that I would like your 
view upon: The success of this system, if adopted, is going to depend 
very largely upon the extent to which it will be adopted by the bank­
ers throughout the country. That being so, do you see any objection 
to the provisions of the bill requiring the national banks to accept its 
provisions and to subscribe to the stock in the reserve banks ?

Mr. F r a m e . Yes.
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Senator P o m e r e n e . What is it?
Mr. F r a m e . Because the bill requires, to my mind, more than the 

banks would be willing to subscribe to.
Senator P o m e r e n e . That does not answer my question, as I under­

stand it. I meant, assuming in my mind that the amount of stock 
which the law would require the bankers to take was a reasonable 
amount. Of course there is a difference of opinion; but assuming 
that to be so, is there any objection to the compulsory provision of 
the bill ?

Mr. F ra m e . Not within what might be termed reasonable’ limits; 
that is right.

Senator P o m e r e n e . And would you not make it compulsory under 
those circumstances?

Mr. F ra m e . If it was made reasonable there is no objection to it 
whatever.

Senator P o m e r e n e . By so doing you would be more likely to 
insure the success of the system.

Mr. F ra m e . If it is within reasonable bounds.
Senator P o m e r e n e . So that the only question, then, that would be 

raised on that score, in your judgment, is as to whether or not the 
20 per cent is a reasonable amount ?

Mr. F r a m e . I have not raised the question as far as the capitaliza­
tion is concerned.

Senator P o m e r e n e . I know you have not, but I have in mind ob­
jections which have been raised here by other witnesses.

Mr. F r a m e . I see. No, as far as I am concerned, on that point 
I do not want to raise the question.

Senator P o m e r e n e . Under the provisions of this act the only 
stockholders in the regional banks are the member banks. Do you 
see any objection, and if so, what, to the opening up of these banks 
so as to permit the public to take a portion of this stock in the re­
gional banks ?

Mr. F ra m e . I do not see any objection to it whatever.
Senator P o m e r e n e . Would there be any advantage to be derived 

from it ?
Mr. F r a m e . I can not see that it would make any material differ­

ence.
Senator R e e d . It would add more capital, would it not ?
Mr. F ra m e . Oh, it would in that case, if it was compulsory.
Senator P o m e r e n e . But would it not be an advantage ?
Mr. F r a m e . I can not see that it would be objectionable. I would 

not object to it at all.
Senator P o m e r e n e . That does not quite answer my question. You 

say it is not objectionable. But affirmatively, would there be any 
advantage so far as the public is concerned?

Mr. F ra m e . N o. If you will just cover the one point about taking 
care of us when trouble ensued, I think the banking system of the 
United States would take care of itself.

Senator P o m e r e n e . We are trying to do that.
Do you think there is enough banking capital in this country now ?
Mr. F ra m e . I think it is ample. I think the expansion of credit 

to-day is ample, too. If you will allow me I will give you my 
reasons.

Senator P o m e r e n e . I  will be very glad to have them.
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Mr. F r a m e . The total wealth of the United States in 1890 was 
about 65,000 million dollars. If we leave off the word “ millions” 
we will easier grasp it—65,000 millions.

Senator R e e d . How many billions is that ?
Mr. F r a m e . Sixty-five. In 1912 the total wealth had about 

doubled—130,000 millions.
Senator P o m e b e n e . In 1910?
Mr. F r a m e . N o ; 1912. That is a close estimate. In 1890 the bank­

ing power of the United States was 5,150 millions; about 5,000 mil­
lions. In 1912 it is five times as great, or 25,000 million dollars. 
While our wealth has doubled, the expansion of bank credits has 
quintupled. Therefore I think that we have expanded as far as is 
within reason and as far as our surplus capital will naturally permit. 
We are in a strained condition to a certain extent. As Sumner 
puts it, in his History of American Currency.

Overspeculation is speculation which outstrips the capital of the country. 
W hen we lose our heads in the intoxication of our own achievements, look on 
currency anticipations, which are only fictitious capital, as if they were real, 
use them as already earned, build other expansions upon them, then we bring 
a convulsion and a dow nfall; sometime or other a liquidation must come 
* * * then credit breaks down and there must be a settlement, a liquidation, 
a dividend, a new start.

As far as the question of the overexpansion of credit is concerned, 
I think the foregoing statements prove that almost conclusively.

I have quoted Sumner. I do not know whether I can lay my hands 
on it or not, but Paul Le Roy Beaulieu, of Paris, France, lately de­
clared that—

The whole world’s pyramid o f credit was overexpanded.

He is considered the greatest authority in the world on economics.
Senator S h a f r o t h . I would like to ask you a few questions.
Mr. F r a m e . Just one moment, if you will allow me, on that ques­

tion of loans. From the report of the Comptroller of the Currency 
for 1912 the loans and discounts, including discounts of all the banks 
of the United States, are about as follows:

Various classes of bonds (not Government), 4,500 millions; loans 
on real estate, 3,500 millions; general loans not quickly liquidated,
6.000 millions; prime paper, including bills of lading, 4,500 millions; 
total, 18,500 millions.

Prime paper, according to the report of the Comptroller of the 
Currency, is covered in about one-quarter of the total loans, and the 
other loans are in what might be termed, in the general acceptation 
of the term, not quickly liquidable. Therefore that indicates that we 
are in an expanded condition and not having a full amount of quick 
liquidable paper in the banks of the United States to-day equal to 
loaning powers. As far as Great Britain, France, and Germany are 
concerned, those banks have larger quantities of what might be 
termed quickly liquidable paper, because in those three nations they 
have exports and imports annually to the extent of about 10,500 
millions of dollars a year; that is, to simplify it a little bit, nearly
1.000 millions of dollars a month of imports and exports from those 
three countries.

Senator P o m e r e n e . Exports and imports combined?
Mr. F r a m e . Yes; practically all of this bill of lading paper is dis­

counted in those nations. This paper covers generally nations with
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which they do business, because they have their tentacles scattered all 
over the world.

The sun never sets on Great Britain’s flag, you know, and they 
have ramifications in all their different possessions. That being the 
case these nations have about 1,000 millions of dollars a month of 
paper that is quickly liquidable paper and paid when it is due. That 
paper we can not hold while interest rates abroad are lower than 
here. These nations have been building up surplus capital for cen­
turies. Their surplus capital exceeds ours. Their rate of interest is 
therefore lower than it is here. The bills of lading that are issued 
in the United States for imports and exports almost invariably go 
over there because the rate of interest is a little bit lower than it is 
over here. When we become a creditor Nation, we can then turn 
the tide, but not before.

The question was asked of a gentleman yesterday about the rise 
and fall of the rate of interest of the Bank of England, and to my 
mind his answer was not what it should be. He said that it stopped 
progress. I do not think it does. When the bank of England raises 
the rate of interest a little above the normal rate in Great Britain, 
even one-half per cent above what obtains in France, Germany, or 
Amsterdam, this paper for export and import, with the bills of lading 
attached, instead of going into the English banks for discount will 
go over to those other nations, because they can get it for a half a 
cent less. The paper that is falling due in Great Britain is paid in 
cash, and the flow of gold will start from France, Germany, and 
Amsterdam over into London. It eases the money market just as 
automatically as water running down hill. When they have suffi­
cient of that gold paid in on their bills that are due and payable they 
lower the rate again and get back into normal condition. France 
does the same thing; Germany does the same thing; and it is just 
simply transferring a little of their liquidable bills of lading—quick 
paper—into the other nations.

Senator S h a f r o t h .  Does not that, however, while it affects the 
gold one way or the other by raising the rate of interest, discourage 
enterprise in the country that is raising the rate of interest ?

•Mr. F ra m e . No; not to any perceptible extent, because it is only 
temporary.

Senator S h a f r o t h .  It would depend on how long it is maintained?
Mr. F r a m e . Of course, for the last year or two, while the war has 

been going on, it has had that effect to slow progress.
Senator R e e d . That does not stop it as much as it would to have 

a financial smash and have the bottom fall out of the whole currency 
system ?

Mr. F ra m e . No, sir. As far as currency expansion is concerned, 
in Great Britain, you know, the Bank of England can not issue a 
dollar of notes in excess of 90 millions of dollars, except if you 
deposit £5 in gold they will give you a five-pound note.

Senator R e e d . They are payable in gold or silver.
Mr. F ra m e . They are practically a gold certificate. But 25 years 

ago, if you will remember it, the Bank of France had more than one- 
half of its total holdings in silver instead of gold. To-day more than 
three-fourths of its holdings are gold. The bank has been gradually 
slipping out, little by little, its silver, because it has depreciated in 
value.
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Senator R e e d . In regard to this condition that you have described, 
that the currency is expanded as far as it is safe to do it, there are 
only two remedies in that event, and that is either to contract credit 
or else expand the medium upon which it is based. Is it not one of 
those two?

Mr. F ra m e . Or just hold steady. If pace is accelerated, we might 
meet the fate of the Titanic.

Senator R e e d . It would not do to destroy any of that circulating 
medium upon which this credit is built, would it?

Mr. F ra m e . It ought to be done with extreme caution, if it is done, 
and done very slowly. If it is done rapidly, it will produce a panic.

Senator R eed . In your judgment, does this bill contemplate the 
retirement and cancellation of the bank currency without the substi­
tution of any currency in its place?

Mr. F ra m e . N o , sir.
Senator R eed . In other words, it means the retirement of $37,500,- 

000 in the cancellation of that much paper every year ?
Mr. F ra m e . Five per cent per annum, unless the Federal reserve 

bank increased to the same quantity.
Senator R ee d . Do you believe that a permanent currency, such as 

the national-bank currency has been amounting to—750 millions of 
dollars—would be supplanted by this 30, 60, or 90 day paper and 
enough money issued on it to take its place?

Mr. F ra m e . That is a hard question to answer. I  think that my 
statements show that it is in direct competition with all of the banks 
in the United States for this class of paper. We want that class of 
paper if we can get it. The banks want the quick, liquidable paper 
first before they take other loans.

Senator R e e d . Yes; but do you believe that there would be a suffi­
cient quantity of that kind of paper that would be taken and recalled 
every 60 or 90 days to keep permanently in existence 750 millions of 
paper to take the place of these bank notes ?

The C h a ir m a n . It would enter into competition with the existing 
order of banks in doing it, for that very kind of paper.

Senator R eed . Have you not shown by the present figures that you 
have just read that there is only 450 millions of that out now?

Mr. F ra m e . Forty-five hundred millions.
Senator R ee d . There would be only a little more than half enough ?
Mr. F ra m e . There is only one quarter enough to go around now, 

for the banks of the United States to cover total loans and discounts.
Senator S h a f r o t h .  I would like to ask you whether you think 

there should be any more than 33 J per cent of gold back of these 
notes that are issued, the Treasury notes, under this bill?

Mr. F ra m e . I should think it would be better if they held 50 per 
cent even. Of course that is a limitation not necessarily incumbent 
upon the managers to keep it that way.

Senator S h a f r o t h .  D o  you think that this is as good a currency 
as the currency issued by the National Government upon a 50 per cent 
reserve with the power given to the Secretary of the Treasury and 
a direction given to him to maintain that parity at all times in gold 
and to sell bonds, if necessary, to keep it at a parity?

Mr. F ra m e . I think my answer would be covered in the answer 
to Senator Pomerone, that it does not seem to me the province of a
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government as a prudent political thing to issue currency, because 
public clamor sometimes calls for more than ought to come out. 
Look at it in France. If any of you have read Andrew D. White’s 
Fiat Money in France, of experiences about a century ago, it will make 
that clear. I regret exceedingly, gentlemen, that I could not find that 
publication in New York. It is out of print. I wrote the Appleton 
Co. in regard to it. I wanted to have a copy, because I think it is 
a very elucidating pamphlet by a man whom you must all revere and 
honor—Hon. Andrew D. White. He illustrates the clamor of the 
people for more money until they had actually issued, in France, 
a little over 100 years ago 8,000 millions of dollars of currency. It 
was just simply because when they got into a little depressed condi­
tion of affairs they said, “ Give us some more money. Let us run 
the printing press and get some more.” That kept up until they 
increased from 400 millions to start with until they got 40.000 mil­
lions of francs—8,000 millions of dollars outstanding. They con­
fiscated the estates of the nobles of France, and the estates belonging 
to the church, aggregating in value about 1,400 millions of dollars, 
and they said that they would hold those as collateral security also; 
and with one fell swoop France repudiated the whole debt.

The point about it is I wanted to illustrate that popular clamor 
sometimes carry good people off their feet.

Senator S h afroth . But as a matter of fact, if a 50 per cent reserve 
is made and declared and held to, it is a sufficient reserve for any cur­
rency ?

Mr. F ram e . It is better than 33J. Of course Great Britain—take 
the Bank of England. It always has more gold on hand than notes 
outstanding.

Senator S h afr o th . Belgium money, though, is only 19 per cent.
Mr. F ram e . The Bank of Belgium?
Senator S h afr o th . Yes. The most of these banks have not any 

maximum reserve which they have got to maintain at all, but they 
maintain a higher rate. The Bank of Germany is 33J, but they 
maintain often a higher reserve than that.

Senator P omerene . What is France?
Senator S h afr o th . France is now down to nothing, if they want 

to; but they have got a very fair reserve.
Mr. F ram e . They keep an average of about 80 per cent on hand.
Senator S h afroth . It is very large at the present time.
The C h a ir m a n . It includes silver, but it is mostly gold.
Mr. F ram e . They have been gradually substituting gold for silver.
Senator S h afr o th . Were you going to look up something?
Mr. F ram e . What country was it you asked about ?
Senator S h afroth . Belgium.
Mr. F ram e . The national-bank circulation is 136 millions; de­

posits, 16 millions; total specie, 24 millions; that is a little less than 
20 per cent.

Senator S h afr o th . Yes; about 19 per cent.
The C h a ir m a n . Are you  speaking in francs?
Mr. F ram e . This is the Bank of Belgium.
The C h a ir m a n . No; I say you are speaking in francs?
Mr. F ram e . No; I have reduced it to dollars.
The C h a ir m a n . What did you say their specie was?
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Mr. F ram e . When this pamphlet was written a number of years 
ago—it is dated 1906—it was 24 millions. From this table all Euro­
pean banks is shown, thus enlightening the whole subject.
T a b l e  N o . 1 .— Capital, specie, circulation, etc., of the great European single 

banks of issue on or about June 30, 1906.

[Amounts are expressed in millions.]

Capital. Circula­
tion. Deposits. Total

specie. Loans.

Imperial Bank of Germany........................ $28.9
41.9

$412.0
376.5

$149.9
31.6

*211.1 $345.7
189.8Bank of Austria-Hungary.......................... 299.2

National Bank of Belgium......................... 9.6 136.5 16.3 24.1 124.8
National Bank of Bulgaria......................... 1.8 8.6 17.0 7.6 11.9
National Bank of Denmark....................... 6.8 34.9 .8 27.2 13.7
Bank of Spain............................................. 28.9 305.7 134.2 200.2 154.4
Bank of Finland......................................... 1.9 18.2 4.2 5.2 11.7
Bank of France........................................... 35.2 908.8 189.1 803.4 255.3
National Bank of Greece............................ 3.9 23.1 23.4 .4 21.6
Bank of Italy............................................... 28.9 213.3 90.6 152.7 91.6
Jiank of N aples........................................... 11.6 66.6 16.1 32.8 34.5
Bank of Sicily............................................. 14.8 10.6 9.1 10.9
Bank of Norway......................................... 3.5 21.4 1.9 8.0 12.0
Bank of Netherlands................................... 8.0 113.0 2.5 57.1 59.8
Bank of Portugal........................................ 14.6 74.5 29.3 13.7 26.5
National Bank of Roumania...................... 2.9 43.1 15.0 25.2
Imperial Bank of Russia............................ 28.3 591.0 109.8 455.9 208.3
Bank of England........................................ 70.8 146.8 280.3 187.8 156.8
National Bank of Servia............................. 1.1 6.6 .6 4.5 2.3
Royal Bank of Sweden............................... 11.9 52.2 12.2 20.6 37.0

Total (20 banks)................................ 340.5 3,567.6 1,120.4 2,525 6 1,793.8

The foregoing, practically banks of issue and not of deposit, show 
demand liabilities versus coin reserves, as compared to the national 
banks of issue in the United States, as follows (amounts being ex­
pressed in millions) :

20
European

banks.

6,137
United
States

national
banks.

Circulation outstanding............................................................................................ $3,567.6 1,120.4
$517.9

5,898.0Deposits......................................................................................................................
Total................................................................................................................. 4.688.0

2.525.0
6,415.9

464.4Coin reserves held......................................................................................................

Mark the fact that the great issuing banks of Europe hold 54 per 
cent of demand liabilities in coin, as against only 7 per cent in the 
United States.

Senator S hafr o th . D o you think that the national-bank currency 
should be retired in this country under present conditions, either 
gradually or all at once ? Of course all at once would be absurd.

Mr. F r am e . We would have a panic very quickly.
Senator S h afr o th . But even gradually, with the substitution of 

another currency or another system?
Mr. F ram e . I think we ought to have the national banks issue a 

currency, or we ought to have some centralized organization do it. I 
believe largely in the methods of the issuance of currency abroad. 
Practically, as far as small banks are concerned, there are none in
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Europe that have the power to issue currency to-day, except in 
Great Britain. There are a number of them there that have the 
privilege, whose charters have not expired, when they were issued 
previous to 1844. Any bank that has been chartered since 1844 has 
no power to issue currency at all. The amount of those who have the 
privilege of issuing it is very limited to-day.

Senator S h a f r o t h . It only amounts, I think, to about £2,000,000 
outside of the Bank of England ?

Mr. F r a m e . I think that in Scotland it amounts to £2,600,000, or 
about $13,000,000. But it is infinitestimal as a whole.

Senator B r is t o w . I would like to ask a question there.
Senator R eed . Y ou were on the question of bank circulation— 

bank notes— and I have a question pertinent to that. I  understand 
that it is a rule of finance, which you bankers recognize, that an in­
ferior currency is always kept in circulation more than a superior 
currency.

Mr. F r a m e . A s an illustration of that, we keep on hand gold cer­
tificates, because we like to have the gold in the department at 
Washington here to save abrasion, because it is weighty to carry, etc., 
and wTe pay out other issues in preference to that. The human family 
is built the same way the world over. We always keep the best. 
That is the Gresham law.

Senator P o m e r e n e . Y ou would pay out a dollar with a hole in it 
rather than a sound one.

Mr. F r a m e . If you have two calves, as Adam Smith says, to pay a 
debt, the leanest one does it, if both are legal tender.

Senator R eed . This national-bank note is not a full legal tender, 
is it?

Mr. F r a m e . N o , sir.
Senator R eed . Therefore it can not be used to pay customs dues, 

one of the great sources of revenue of our Government. The result, 
therefore, is that the money which flows into the Federal Treasury 
from that source comes in in something else than bank notes. That is 
true, is it not?

Mr. F r a m e . Yes.
Senator R eed . And yet the bank note stays out and performs the 

function of money for ordinary business transactions?
Mr. F r a m e . Yes.
Senator R eed . Is not the result of that that the Government gets 

more gold at its ports of entry, its customhouses, than it would if 
we were to make the bank note full legal tender?

Mr. F r a m e . And acceptable for customs?
Senator R eed . Yes.
Mr. F r a m e . I think that is just the point I wanted to raise about 

this question of reserves for these Federal reserve banks—that they 
be compelled to hold gold. The law should say so. If done, then 
when trouble ensues we have the gold to do business with.

Senator R eed . I am talking about the proposition of whether, if 
we were to retire the national bank note and issue in lieu of it a full 
legal-tender note, it would cut off our source of gold supply to some 
extent ?

Mr. F r a m e . Not unless it was done to an extreme beyond what is 
already outstanding.
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Senator R eed . There are $750,000,000 of bank notes circulating in 
the country. They are not receivable at the customhouses. They 
perform the ordinary functions of money.

Senator S h a f r o t h . I think they are receivable there now. I think 
the duties are paid in bank notes or any currency of the United 
States. Since the provision of 1900 I think every form of note in 
the United States is received in the customhouses. During the war it 
was not, but during the time up to that time my information has 
been that they are received.

Senator R eed . They may be received, but they are not legally 
receivable.

Senator S h a f r o t h . Oh, no; they could shut down on it at any 
time.

Senator R eed . If we were now to transform that $750,000,000 
into a full legal tender, receivable for customs and everything else, 
then the money that would come into the Treasury would be just 
like the money that goes into the pockets of all the people, and we 
would be getting $750,000,000 of bank notes on the money that we 
substitute for them instead of giving gold. Would not that interfere 
with the Government being able to collect a currency and put aside 
gold in its Treasury?

Mr. F r a m e . The law to compel payment in gold always keeps 
the Government in condition where it can maintain its supply.

Senator R eed . Of course, that would be true, but if we were to 
make the bank note to-day a full legal tender, or were to substitute 
for it another form of money as a full legal tender, and it flowed 
through the customhouses, it would take the place in part of gold 
that now goes through, would it not?

Mr. F r a m e . Yes, sir.
Senator R eed . And our opportunity to get gold and to put it 

away into the vaults, pile it up in the form of these gold reserves, 
would be lessened, would it not?

Mr. F r a m e . It undoubtedly would.
Senator R eed . Then, is it not a serious question whether that 

national-bank currency is not now performing a very useful func­
tion to the Government?

Mr. F r a m e . It, perhaps, performs a useful function in holding 
the gold in the country, because gold for reserves is now held by the 
banks largely. Over $712,000,000, I believe, at the last report, was in 
gold or gold certificates.

Senator R eed . Those are all the questions I wanted to ask.
Mr. F r a m e . On that question of the gold certificates, that does 

not cost the United States Government anything more than the 
printing and the storage. The people of the United States volun­
tarily put that gold in there. They have the gold certificates. They 
are the very best possible kind of a money that could possibly 
have. We never think but what they are good beyond question. It 
is just like my friend here pulling out of his pocket, yesterday, gold 
certificates.

Senator S h a f r o t h . Yes; I paid my check and it was cashed in 
gold certificates.

Mr. F r a m e . It is keeping the gold in the country, and it is not 
costing the people anything. It is a foundation which is a steadier
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for our great superstructure of credit, which is far better than it 
would be if it was simply an I. O. U. or a credit currency.

Senator S h a f r o t h . They told me, over at the Treasury, that the 
tendency of the Treasury Department is that the money comes in 
there and is deposited and dropped into the vaults in order to get rid 
of the abrasion, and in order to get rid of a great many inconveniences, 
and that the tendency now of the department is to shove out the gold 
certificates. The national-bank note is subordinate currency, so far 
as it is concerned. It seems that they wished to shove out these gold 
certificates, and they are doing it, as I understand it.

Mr. F r a m e . That is the exact illustration of what I have done over 
my counter hundreds of times. We tried to pay gold over the 
counter years ago, over and over and over again. The currency of 
the United States is so unquestioned that no man ever takes it out of 
his pocket to see whether it is good, bad, or indifferent. People often 
say, “ I do not want that gold. Give me some of your good currency; 
that is good enough for me.” They would rather have that in their 
pockets than gold, except on the Pacific coast.

Senator S h a f r o t h . And they will take any form of currency ?
Mr. F r a m e . Any form of currency, because they have not had the 

experience that I had in my early days.
Senator P o m e r e n e . Why the exception on the coast?
Mr. F r a m e . I do not know. They must be a little bit like the Eng­

lishmen. They seem to hold to their pounds, shillings, and pence.
The C h a i r m a n . I would like to ask you one question. Would you 

think it advisable to make these Federal reserve notes legal tender, 
or not? If not, why not?

M r. F ram e . A s  it would have a tendency to drive gold out o f the 
country, I  would not make them a legal tender.

Senator P o m e r e n e . W h y ?
Mr. F r a m e . The so-called Gresham law would come into play.
The C h a i r m a n . If it is made redeemable in gold why should it 

drive out the gold ?
Mr. F r a m e . Well, if it is kept redeemable in gold it would always 

be good in gold, as long as the confidence of the American people 
was such that they said, “ We can get it if we want it.” But in the 
experience we had when President Cleveland sold a large amount of 
4 per cent bonds it caused a loss of confidence in the ability of the 
Government to maintain its power to redeem in gold.

Senator R e ed . But there is another thing. There was not any 
money in the Treasury.

Mr. F r a m e . That is why I say keep reserves in gold.
Senator S h a f r o t h . The appropriations exceeded the income.
Senator R eed . They did not have enough money to run 60 days.
Mr. F r a m e . That is exactly the reason why I think it is the proper 

thing to do to keep our final reserve money in the coin of the world. 
That is the idea.

The C h a i r m a n . Mr. Flannagan, of New Jersey, is here. Is it the 
wish of the committee to begin his testimony to-night or to-morrow ?

Senator R eed . I am rather tired, Mr. Chairman. I do not mean 
to say that you made me tired, Mr. Frame, except you made me 
think, and it makes me tired to think.

Mr. F r a m e . There is just one part I would like to refer to in the 
bill before closing.
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I would like to call your attention to page 11, because I presume 
it is an oversight on the part of the other House, as a matter of strict 
justice:

In case a subscribing bank reduces its capital it shall surrender a proportion­
ate amount of its holdings in the capital of said Federal reserve bank, and in 
case a bank goes into voluntary liquidation it shall surrender all of its holdings 
of the capital of said Federal reserve bank.

Senator S h a f r o t h . That has been changed a little as it has passed.
The C h a i r m a n . What is the point ?
Mr. F r a m e  (reading) :
In either case the shares surrendered shall be canceled and the bank shall 

receive in payment therefor a sum equal to its cash paid subscriptions on the 
shares surrendered.

Senator S h a f r o t h . That has also been modified.
The C h a i r m a n . Do you mean that the earnings on the stock is 

ignored ?
Mr. F r a m e . Yes. The point I want to bring out is that the face 

only is paid back. Now, suppose that during a term of six or eight 
years an accumulation of 20 per cent of capital was added to it. It 
would seem perfectly fair if the banks of the United States should 
turn in that capitalization of $100,000,000 and you had $20,000,000 
of surplus that was accumulated from profits, that the bank when it 
surrenders it should receive its proportionate share of surplus.

The C h a ir m a n . Y ou mean the book value?
Mr. F r a m e . The book value.
Senator R e e d . Then, in addition to that, this relates only to those 

banks which voluntarily reduce their stock and go into voluntary 
liquidation. What is the provision, if anyone here knows, when it is 
involuntary? Of course, in that case some rule ought to be made 
that the creditors would get the full book value of their stock. 
They ought not to lose it and let it be added to the profits.

Mr. F r a m e . Would not that cover the point that I make?
Senator S h a f r o t h . Yes.
Senator R e e d . The point you make refers to one thing, but I 

wondered whether it covers the involuntary liquidations.
Senator S h a f r o t h . If not, probably it ought to be made to 

cover it?
Mr. F r a m e . Oh, yes; it ought to cover both; if it does in one case 

it certainly ought to be in another.
Senator R e e d . It reads:

That if any shareholder of a Federal reserve bank shall become insolvent and 
a receiver be appointed, the stock held by it in said Federal reserve bank shall 
be canceled and the balance, after deducting from the amount of its cash-paid 
subscriptions all debts due by such insolvent bank to said Federal reserve bank, 
shall be paid to the receiver of the insolvent bank.

Senator S h a f r o t h .  Y ou can just put in there, “ and accumula­
tions.”

Mr. F r a m e . Or “ book valu es.”
Senator S h a f r o t h . That will cover it.
Mr. F r a m e . That is certainly equitable. In case a bank closed 

voluntarily or through a receivership there is no provision that I 
can see made for the care of the 2 per cent bonds. Of course, if 
there is a public market for them so they can sell them without any 
difficulty, that would be all right; but if there did not happen to be,
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it would seem as though at least a provision should be in there that 
if they did fail or if they went into voluntary liquidation that at 
least a 3 per cent bond might be given to them in exchange for 
their twos.

Senator R eed . That is, if we issued a 3 per cent bond.
Mr. F r a m e . Well, you have provided m  there for that, have you 

not?
Senator S h a f r o t h . He means if the bill passes.
The C h a i r m a n . They have not actually been issued yet. [Laugh­

ter.]
Mr. F r a m e . No; but they ought to be.
Senator S h a f r o t h . That is one of the great stumbling blocks, you 

know.
Mr. F r a m e . Well, I am speaking about the question of the justice 

of it.
Senator R eed . Y ou mean that bond ought to be cashed in some 

w ay?
Mr. F r a m e . Ought to be cashed in some way; taken care of by 

the Government in some way instead of being thrown on the helpless 
bank. If it involuntarily suspended, or if the bank wanted to go out 
of business, it ought to be provided for. Really, a 2 per cent bond 
ought never to have been sold. I think it was a great misfortune 
that it was sold. It ought to have been a 3 per cent bond, with a 
higher tax.

I thank the committee for their kindness in hearing me, and I ap­
preciate it very thoroughly.

The C h a i r m a n . We are glad to have you here with us, Mr. Frame.
Mr. F r am e . And I do hope that you will give to the country 

something that will live in history, equally with the Bullion Report 
of 1810, made to the House of Commons.

(The document referred to by the witness follows:)
Som e  F a c t s  versu s  F a l l a c ie s  in  B a n k in g  R efo r m .

[Address by Andrew Jay Frame, president of the Waukesha National Bank, Waukesha,
Wis., delivered before the State Bankers’ Association, at Muskogee, Okla., May 9,
1913.]

Great Britain, in her campaign of education on currency reform, was agitated 
•by widespread discussion for 25 years previous to 1816 when Parliament 
indorsed the celebrated Bullion Report of 1810 to the House of Commons.

Prof. William G. Sumner in his History of American Currency dubs this report 
“  The most important document in financial literature.”

As to ameliorating panic conditions, the paramount enunciation in that 
document probably was “ in the presence of a panic, it is the duty of the bank 
to discount freely to all solvent parties. I can not find in searching the records 
that this document advocates the necessity of discounting too freely in normal 
times. That question must necessarily be governed automatically by the law 
of supply and demand for money. Abnormally high interest rates are the true 
barometer that credit expansion has outstripped capital and in normal times, 
even in advancing prosperity, should be a warning that extra currency issues, 
which Prof. Sumner calls “ fictitious capital,” should not be greatly encouraged. 
The late Titanic disaster is a fair illustration of my meaning. Dr. Adam Smith 
said: “ The cry of all ages is for more money.” The cry of the present age 
is more speed in every way. The overbuoyant American needs a check rein 
to insure a conservatism which gives more permanent prosperity to all, thus 
limiting the evils of too frequent panic periods as well as their severity.
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I declare that no live, progressive nation can be entirely free from panics. 

Only those nations where commerce and progress are dead can enjoy the 
doubtful legacy. Panics will forever be with those nations enjoying great 
progress, expanded credit and unbounded energy. These reign here. I plead 
for conservatism as a safety valve to true permanent progress and relief when 
panic threatens.

Under Sir Robert Peel’s Act of 1844, Great Britain has a very limited per 
capita circulation, and it is far more rigid than ours. Nevertheless, in 1847, 
1857, and 1866, when panics were raging, and banks and business houses were 
falling like snow in a winter’s storm, on Government assurance that the rigid 
currency limitation would not be enforced, the governor of the Bank of England 
publicly announced that all good, solvent bankers and merchants could obtain 
at high rates discounts for cash or credit at the bank, the banking department 
merely obtaining extra cash from the issue department on deposit with it of 
ample securities. The mere knowledge that relief was at hand, history says, 
broke the back of the panic almost in the twinkling of an eye, and little 
“ extra cash ” was required to restore confidence. Mark the fact, relief came 
with “ extra cash ” at high interest rates, and such cash was almost imme­
diately retired and normal conditions prevailed thereafter.

As our general banking functions in most material respects under the 
beneficient, independent banking systems of the United States, barring a few 
States without good laws, now fulfill their true mission toward the people in 
our phenomenal progress, it seems the only needful requirement is some flex­
ibility to our currency issues when panic threatens, to the end that general 
paralysis of trade and commerce may be avoided.

To accomplish this great end we need no monopolistic, branch banking system 
that even threatens to revolutionize present conditions; we need in normal 
times no further inflation of our present excessive currency issues; we need 
no additional easy methods of expanding credit by acceptances or otherwise, 
but as I have often said before, we do need some method of obtaining redis­
counts in abnormal periods from some reservoir of extra cash at high interest 
rates, purely as a relief measure to prevent the calamitous conditions of general 
cash suspension by banks. The citation from experience, not theory, of the 
Bank of England covers the point at issue, except that the barometer of a high 
interest rate for extra cash should be an automatic regulator of flexibility, 
and the bank should not be obliged to ask the Government not to prosecute 
for infringement of law for relief in time of trouble. The chairman of the 
Monetary Commission told me he asked the governor of the Bank of England 
why the Government did not give this extraordinary power to the bank for 
relief in troublous times, and his answer was, “ We fear overexpansion of 
credit.” My study of the subject, however, convinces me that a middle ground 
between the rigid English currency system on one hand and on the other hand 
the demands of the banking reform advocates for almost unlimited, untaxed 
currency issues, even in normal times; also for monopolistic, revolutionary, 
complex, and compound remedies at all times which are not germane to relief 
under pressure, holds the true solution for our troubles. Doping patients 
with sweetened quack medicine when they are not ill undermines a sound 
constitution. Encouraging pyramiding of credit by opening up easy methods 
for expansion leads to bubble blowing. It is a panic breeder and not a pre­
venter. The Imperial Bank of Germany comes closer to covering the correct 
method of relief, as it can issue but one hundred and thirty millions of un­
covered currency, and all in excess thereof must pay a tax of 5 per cent 
thereon to the Government. This penalizes overexpansion of currency and is 
the safety valve which has kept her overstrained condition from exploding. 
Even this method has taxed her utmost powers to prevent a cataclysm there, 
as is evidenced by the German banks borrowing money of the United States 
banks on good collateral at rates running from 5 to 6 per cent clear. through 
1911-12, and even up to date. The banks of Germany even bid 20 per cent for 
money in the New York market in December, 1911, and at several periods since 
have bid in excess of 6 per cent. Notwithstanding her 5 per cent penalized 
flexible currency saved her from panic, yet Germany has bordered thereon for 
some time, chiefly because of overindulgence in acceptances, which are more 
freely granted there than elsewhere, coupled with an enthusiastic industrial 
development, overtaxing her surplus capital.

9328°—S. Doc. 232, 63-1—vol 1------47
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HANDWRITING UPON THE WALL.

Just a few more words of warning on overexpansion of credit before I leave i t :
Millions.

In 1890 the total wealth of the United States was about______________  65,000
In 1913 the total wealth has about doubled, or________________________ 130,000
The banking power of the United States:
In 1890 was_________________________________________________________  5,150
In 1913 it is five times as great, or____________________________________  25,000
therefore, while our wealth doubled, our pyramid of bank credits increased 
fivefold.

Again, the 1912 Report of the Comptroller of the Currency shows “ Loans 
and discounts,” including bonds, of all the banks in the United States about 
as follows:

Millions.
In various classes of bonds (not Government)_________________________ 4,500
Loans on real estate, say_______________________________________________ 3, 500
General loans, not quickly liquidated__________________________________  6, 000
Prime paper, including bills of lading__________________________________  4, 500

Total___________________________________________________________ 18,500
This indicates that only one-fourth of the total is prime paper, and the other 

three-fourths is in other securities, because all live paper is now promtly 
cared for first. The heretical demand by the banking-reform advocates for 
7,400 national banks to b^ allowed to loan their credit to their customers on 
acceptances, which is clearly a complication and not a relief of banks in panic 
periods, is condemned by 12 bankers from 12 States in a signed brief which I 
filed at Washington with the Banking and Currency Committee. These 12 
bankers declare that if their city correspondents enter the field of accepting 
customers’ drafts they will transfer their balances to more conservative banks. 
They declare this function is the field for acceptance or discount houses, and not 
for banks of deposit.

It is gratifying to note that although a year ago when, under the title of 
“ Diagnosis of the monetary commission bill ” I addressed the bankers and 
business men’s clubs of Memphis, Tenn., Little Rock, Ark., and elsewhere, and 
therein condemned general bank acceptances as unsafe, lately the chairman of 
the Business Men’s League of the United States reiterated my expression that 
“ it was a dangerous proposition.” Let there be more light and the whole ques­
tion may be soundly solved yet without breaking all the crockery.

In face of the fact that the world’s production of gold from 1490 to 1890 (400 
years) was 7,350 millions, and from 1890 to 1913 (23 years) was 7,000 millions, 
in face of the fact that the pages of history are strewn with proofs, as recorded 
by all the great authorities on political economy, warning us against over- 
indulgence in credit expansion; in face of the fact that practically all our con­
servative banking journals and economic writers on the great dailies are con­
tinually sounding their notes of warning (time forbids quoting from a mass of 
evidence) ; in face of the fact that the world’s greatest political economist, 
Paul LeRoy Beaulieu, of Paris, France, lately declared “ that the whole world’s 
pyramid of credit was overexpanded,” I ask in all seriousness is not the “ hand­
writing upon the wall ” a sufficient warning to us that conservatism—not further 
easy methods of expanding our currency or credit—should reign supreme? I 
challenge any banker or statesman for disproof of these facts.

Without further pursuit of this subject, and as the new political power is 
wrestling with the generally supposed knotty problem, let us await the findings 
in hope of a sound solution.

Permit, therefore, a few logical, general statements of fact—good in any 
event—followed by a few of the many reasons why the independent banking 
system of the United States is not the worst but the best in the world—barring 
only relief in times of pressure—in the hope that it may help enlighten our 
pathway.

PANICS ABROAD AND HERE.

First, permit, regretfully, a reference to statements that have periodically 
been sent broadcast throughout the land, which are so seriously misleading that 
they ought not to pass without comment
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Within two years I have heard Hon. Robert W. Bonynge, a member of the 
monetary commission, in public addresses reiterate the following:

“ It may be several years yet before the country will be ready for a full and 
scientific remodeling of our antiquated banking system. Our faulty banking 
system is responsible for the many bank panics that have disgraced us in the 
past, and from which all other great commercial nations have been exempt for 
practically half a century.”

David R. Forgan, president National City Bank of Chicago, before the New 
York Credit Men’s Association, January 23, 1913 (see p. 4, pamphlet, How to 
avoid panics), said: “ I say it is nothing short of a national disgrace that 
this is the only country in the civilized world that has had panics (and it has 
had about half a dozen) causing general suspension of the banks within the 
memory of living man.”

The Chamber of Commerce of the United States of America, at Washington, 
D. C., January 21, 22, 23, 1913, adopted the following resolutions:

“ Our present banking and currency system, based upon laws enacted 50 
years ago, is entirely inadequate for the present needs of the people and the 
business interests of the country, on which the welfare of our people depends.

“ That there is no necessity for the continuance of this condition in the United 
States, and for the recurring financial panics it tends to induce, is evidenced by 
the absence of such frequent financial disturbances in other countries.”

These with others of a like character seem to have imbued the masses with 
the idea that panics do not occur abroad. Some stress is laid upon a fine 
distinction between the words “ bank ” and “ commercial ” panic. The Standard 
Dictionary indicates a distinction like unto tweedledum and tweedledee. As to 
the business men of the chamber of commerce falling into error on the subject 
it may be excusable, because it is not to be expected that they are familiar with 
the world’s history on banking.

As a partial answer to these fallacious statements permit me to quote from 
my address of 1902 before the State Bankers’ Association of Michigan.

Panic of 1836 to 18S9.— Sumner’s History of American Currency says: “ In 
1836 the Agricultural Bank of Ireland and the Northern and Central Bank of 
Manchester failed.” They had 70 or 80 branches. “ This was the first blow 
of the crisis which convulsed Europe and America.” According to McLeod 
failures continued through 1839 before equilibrium was restored.

Panic of 1847.—McLeod, in The History of Banking in All Nations, quotes 
many great bank failures in 1847 all over Britain and sums up by saying the 
liabilities were over £15,000,000. Further, it says: “A complete cessation of 
private discounts followed.” Doubtless branch banks went down, but no dis­
tinction is noted.

Panic of 1857.—Again McLeod quotes a long list of terrible bank failures in 
1857, and then says: “As the failures in London became more tremendous dis­
counts became more and more contracted. The stunning news of the stoppage 
of so many banks created a banking panic. Private banks stopped discounting 
altogether. When universal ruin was at last impending, etc.” “ This great 
crisis far exceeded in intensity that of 1847.” The aggregate liabilities must 
have been appalling, but are not stated. Mr. Stickney, is his American Bankers’ 
Association address, stated that “ in 1837 and 1838, also in 1856, there was a 
great commercial crisis in Great Britain, but not a bank in England or Scotland 
failed.” As I can find no record of a crisis in 1856, must we not conclude that 
this date is erroneous and comment as to failures would be uncharitable?

Panic of 1866.—In 1866, according to McLeod, at the time Overend, Gurney & 
Co. failed for £10,000,000, the bank failures of Great Britain aggregated the 
stupendous sum of £50,000,000. This sum exceeds the total liabilities of all the 
failed national banks of the United States since their inception, 40 years ago, 
to this date by over £13,000,000.

Panic of 1878.—In 1878 the West of England & South Wales Banking Co. 
failed for £5,000,000, with 40 or 50 branches. In the same year the City of 
Glasgow Bank failed for £14,000,000, with 131 branches. These, with other bank 
failures, carried the liabilities to over £20,000,000. The American Encyclopedia 
says: “ The year 1878 was marked by deepening financial gloom in England, 
aggravated by disastrous financial failures, and the City of Glasgow Bank 
failure amounted to almost a national disaster.”

Panic of 1890.—McLeod quotes the failure of the Barings in 1890 for £21,000,- 
000, but for fear of a general upheaval the great banks of Britain joined to­
gether and liquidated the Barings, thus limiting the disaster materially, 
although other failures occurred.
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Hearers, are you tired? I wonder sometimes what “ standard authorities” 
Mr. Stickney studied when at the American Bankers' Association last fall he 
drew such a lovely picture of the magnificent banking system of Great Britain, 
which we, with “ no system,” ought to adopt to prevent panics and to become 
the creditor nation of the world.

Let us look for a moment at the panics in the United States.
Panic of 1836.—From 1836 to 1839 history would indicate that we, in conse­

quence of the bank war, speculation, etc., were in bad straits as well as Britain.
Panic of 1857.—In 1857, on account of wildcat banking enjoying its widest 

freedom, we have no cause for claiming more than parallel conditions compared 
with those of Britain.

Panic of 1878.—In 1873, on account of return to normal values after the in­
flated prices produced by cheap money during the suspension of specie payments 
on account of the Civil War, we had a panic, but as to severity it did not com­
pare with the cyclonic conditions that struck terror to Great Britain in 1866.

Panic of 1893.—In 1893 we had a panic in the United States. Not because 
of any special unsoundness in the banks of this country, but because the very 
foundation of the superstructure of our whole credit system was being under­
mined in an effort on the part of repudiators—thank God, not bankers—to 
pay off depositors and all other creditors in 50-cent dollars and to liquidate our 
foreign debts by the same dishonorable method, thus aggravating panic condi­
tions by the withdrawal by creditors abroad on account of fright in the first 
five months of the year of $70,000,000 from our stock of gold. If business 
paralysis is not certain on an occasion when general repudiation and dishonor 
is rampant, then history falsifies the record. Confidence builds up, distrust 
paralyzes.

Let us sum up the panic records as to liabilities of failed banks:
Great Britain:

1836 to 1839 
1847 (over).
1857________
1866________
1878 (over)_
1890 (over).

O
£15,000,000 

(2)
50, 000, 000 
20,000,000 
21, 000, 000

In less than 60 years aggregate recorded (1836 and 1857 not
recorded)------------------------------------------------------------------------  106,000,000

United States (in pounds sterling) :
1836 to 1839_________________________________________________  C)
1857 (call conditions parallel to those of Great Britain)______ (*)
1873-

National banks_________________________________________  2, 200,000
All other banks_________________________________________  C)

1893—
National banks_________________________________________  6, 000, 000
All banks_______________________________________________ 14, 800, 000

It will readily be seen that Britain has 6 recorded panic dates as against 4 in 
the United States in the past 60 years, and that the recorded liabilities are 
over £106,000,000 in Britain and but a small fraction of that sum in the United 
States.

According to the 1901 report of the Comptroller of the Currency, the total 
liabilities 1863 to 1901 of failed national banks was £37,000,000; 1863 to 1896 
of all other banks in United States, £44,000,000; making a total of £81,000,000.

This is £10,000,000 short of the liabilities of the banks of Great Britain in the 
panics of 1866, 1878, and 1890 alone, not counting a single intermediate failure 
in the past 40 years. When we come to compare historical facts with unsup­
ported assertion, the banking system of the United States looms up so grandly 
that every American should feel proud. I know you will pardon me if I refer 
to one more bit of history, the Australian, which is an offshoot of Great Brit­
ain’s branch banking system. The American Encyclopedia for 1893 says, “ Out 
of 28 banks with 1,700 branches, 13 of them with 800 or 900 branches failed in 
six months ending May, 1893, for the stupendous sum of £90,000,000,” which 
sum in that single swoop exceeds the total liabilities of all the failed banks in

1 No record.
3 No record, except “ far greater than in 1847,”
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the United States in the past 40 years, although the banking power of the United 
States was six times that of Australia at that time. What is the cause of the 
financial distress in Germany for the past few years? She has had a branch 
banking system, too.

I say, “ Why do these people insist on reiterating such fallacies?” I leave 
the answer to my hearers.

Here is another that makes a country banker smile. An eminent branch- 
bank advocate openly declared in public lately, “ It is the country banker that 
causes a panic, and only the country banker.”

As an answer I will simply ask, “ Did the panic of 1907 originate in New 
York City? If not, where did it incubate? ”

“ Did ‘ the country banker’ cause it ? ”
“ Would the banks of the country, as a whole, have suspended cash payments 

if the New York City banks in 1907 had not suddenly wired all banks, city and 
country alike, that ‘ No cash will be paid on balances on Monday morning ’ ? ”

“Are panics born in the country or in the city, where great promotions 
flourish? ”

“ Did not the ‘ cause ’ in New York produce the ‘ effect ’ throughout the 
country as to cash that ‘ You no got ’em, I want ’em ’ ? The effect simply 
aggravated the cause.”

One other point and I am thromgh.

BBANCH V. INDEPENDENT BANKING.

As Canadian branch banking is so often lauded as a model for us, permit a 
brief comparison of the two systems:

First. It requires a capitalization of not less than $500,000 to start a bank in 
Canada. There are now in the chief cities of Canada 27 great central banks. 
These own and control over 2,500 branches scattered throughout the Dominion. 
The number of central banks has been materially reduced in the past 30 years, 
and it is a scandalous fact, widely admitted, that the powers controlling make 
it about as difficult to get into the select coterie as to get into a safe with a 
jimmy. The system evidently borders on a pure monopoly.

Second. The stock of these central banks—no stock being issued by the 
branches—is held largely in London, Liverpool, Quebec, Montreal, Toronto, etc., 
and only a small percentage throughout the Dominion. Of course, dividends 
follow the stockholders’ residence.

Third. I understand the stock is assessed where the holder resides and 
branches pay a license fee to do business, also taxes on the buildings owned by 
the bank, but the owner of such buildings would likewise pay the tax if rented 
by the bank.

Fourth. The branches in the country towns and smaller cities have no presi­
dent or cashier and no board of directors, but are managed practically by figure­
heads. One man has general supervision over 10 to 20 branches in separate 
localities, and the so-called local managers take orders from him.

Fifth. They take the deposits from one locality and send to others where 
interest rates are higher. Canadian banks, I am informed, have millions of 
dollars invested in Mexican and South American public utilities, to the detri­
ment of home demands.

Let us compare conditions in Muskogee and the country generally with like 
cities in Canada.

Muskogee has 11 banks and trust companies, with capital and surplus of about 
$1,500,000, the bulk of which is owned at home. The presidents, cashiers, and 
boards of directors are strong, influential, public-spirited citizens. The local 
stockholders are all on the alert to upbuild Muskogee and bring profits on their 
stock holdings.

Under the Canadian branch-banking system the Muskogee presidents and 
cashiers would be set aside and the directors abolished. There would be com­
paratively no stockholders, even of the central banks, and assistant cashiers 
would be the managers of the branches. As self-interest is the first law of 
nature, this wrecking of the powerful influence for good of all these elements 
would breed indifference.

Again, as taxes are paid in Oklahoma on capital and surplus, Muskogee 
would get filched out of over $30,000 per year in bank taxes. If the stock is 
not all held now in Muskogee, it soon will be under your thrifty conditions. 
Then, if stockholders get but 6 per cent per annum on their investment of
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$1,500,000, that would mean $90,000 less per annum for distribution in Mus­
kogee, plus any undivided profits, all of which, if the Canadian system were 
adopted in the United States, would go to 100 or 200 great central banks of New 
York, Boston, Philadelphia, Chicago, etc., which would have the 25,000 present 
independent banks as tails to their big kites. A beautiful and enticing picture 
for Muskogee and the country generally. I appeal to you, gentlemen, is it not 
a fact that those allied to the ownership and management of the independent 
banks of the country have been wonderfully instrumental in the onward and 
upward progress of your farm sections, your hamlets, and your cities? If we 
upbuild these, do we not upbuild the great cities and the Nation as a whole?

Contrast these facts with the further ones that Canada, with splendid re­
sources, has a territory about equal to the United States, with a population of 
but seven and a half millions; that her whole banking power is not equal to 
that of Massachusetts alone; that the Monetary Commission reports and other 
authorities show that the comparative losses to depositors and stockholders of 
Canadian banks, as compared to our national banking system, is as 3 to 1 in 
our favor; that interest rates are neither uniform nor are they lower than in 
the United States; that these same reports, as testified to by the general man­
ager of the Bank of Nova Scotia, showed comparatively five banks failed in 
Canada to one national bank in the United States since 1880; that according 
to the same general manager in 1880 there were in Canada 41 banks; incorpo­
rated since (to 1906), 7 banks; total,48 banks; that of this number 12 have failed 
and some others saved themselves by amalgamation (to-day but 27 are left) ; 
that Canada, notwithstanding she is bolstered up with great floods of British 
capital, invested in her railways, banks, etc., yet she is practically asleep com­
pared to the wonderful energy of our people—and then ask yourselves if I am 
not justified in declaring “ the Canadian branch-banking system skims the cream 
from the country to enrich the exchequers of the monopolists in the great cities, 
while the independent banking system of the United States helps wonderfully 
to upbuild the Nation as a whole.’ ’

In an address at Wausau, Wis., last March I made these statements, merely 
in a comparative way, and it seems to have hit the branch-bank advocates in 
the solar plexus, as they grew hysterical over it. If it is a dead issue, why 
should they get excited? The country better nail up the coffin if the issue is 
dead.

Perhaps a little Canadian testimony will not detract from my contentions. 
Therefore permit a short quotation from a 1912 weekly edition of the Toronto 
Star, which has a daily circulation largely in excess of any of the other six 
dailies there.

Preceding a well-writ ten, logical four-column article, the following strong 
headlines appear in the Star: “ Monster banking monopoly a leech at Canada’s 
throat, killing local industry, depopulating rural districts—Centralization of 
almost entire financial power of Dominion in the hands of a few capitalists has 
resulted from our much-vaunted banking system—Almost total extermination of 
local banks.”

I quote but two extracts therefrom, to wit:
“ While large capital insures slow, steady transmission of deposits to 

* branches ’ for control and use of head offices in smart alien centers, local 
credit based on local savings is transferred to parasites on whom rests neither 
responsibility, object, nor desire to exercise banking functions in support of 
local enterprises. With such credit basis lost, not only does the collapse or 
absorption of local bank institutions become inevitable, but local aspirations 
and confidence which had sustained local industry are wiped out or made de­
pendent on the will and nod of competitive enterprise. So secretly, so gradually, 
does this sequestration of savings proceed, so insidiously are local enterprises 
undermined, that planting of a ‘ branch’ to suck out local earnings, to ex­
tirpation of even the last local industry or institution, is embraced by ‘ slow- 
going ’ people with the same artless innocence as a 3-year child fondles a viper.

“ To this accursed system of concentration of credit and destruction of local 
industry the Dominion of Canada stands indebted for a contracted population 
of 7,000,000 in place of 25,000,000 rightfully due it under decentralized systems 
of banks designed to sustain, to breathe the breath of economic life through the 
remotest as well as the most insulated of its parts.”

This indictment from a Canadian rather outstrips mine.
Permit one other point not brought out heretofore.
As all ordinary banking functions are carried on in the banks of the United 

States at least as well as in Canada—I should say better, because our State
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banks loan on real estate, and Canadian chartered banks do not—I suppose the 
oft-repeated assertion as to the wonderful elasticity of Canadian bank cur­
rency ought to be referred to. It probably is not generally known, but the fact 
remains that document No. 583 clearly shows that a hard-money market ob­
tained in Canada in 1907. The Canadian banks, with large New York City de­
posits and demand loans, reduced both and shipped all the cash they could get 
to Canada, and to further aggravate the New York situation these Canadian 
banks transferred large amounts of their New York balances to London. De­
posits in Canada declined $30,000,000 and the loans $25,000,000 in the last two 
months of 1907. The Dominion suspended the limitation on issues of currency 
and $5,115,000 of “ emergency currency ” was issued. I cite these facts to show 
that slow-going Canada has her troubles, too. Even if her currency system did 
pull her through without cash suspension by her banks, we can not adopt that 
system without adopting her branch system with it. For proof, Mr. J. B, 
Forgan, who is an ardent advocate of the Canadian system, in 1902 declared in 
an address: “ To me the simple statement that about 10,000 (now double that 
number) banks, with capitals running all the way from $25,000 to $25,000,000, 
would have the privilege of issue settles it as impractical and impossible.”

Query: Do we wish to surrender our independent system and adopt the 
monopolistic, “ cream-skimming” Canadian system? Friends, draw your own 
conclusions. I refrain from wasting any more powder, although there is abun­
dance left.

As a constructive policy is the real issue, I respectfully close with the fol­
lowing :

Condemning the best banking system the world ever knew, with a small 
“ mote ” in it, and glorifying the monopolistic branch banking systems of other 
nations with big “ beams” in them, will not eradicate our single defect. We 
can only ameliorate panic conditions, but not through a big bank with many 
branches which will enter into severe competition with existing banks; not 
through acceptance privileges to 7,400 national banks, which would only aggra­
vate our already overstrained credit; not by additions to our present inflated 
currency. These simply spell monopoly, inflation of currency and credit. They 
are panic breeders and not preventers. On the other hand, we can, if we 
will, prevent cash suspensions by banks and thereby ameliorate panic conditions 
through either of these simple methods.

I care not for the method, if results are obtained, barring objections stated. 
As the political party in power has turned down the Monetary Commission bill, 
I respectfully offer, under first, a new suggestion for earnest consideration and 
then mention two others well understood.

First. Permit the banks of the country to deposit in the Treasury Department 
at Washington, or other depository, out of present reserves, as follows (esti­
mated) : Five per cent of deposits from the three central reserve cities; 2 
per cent of deposits from the three general reserve cities; 1 per cent of de­
posits from the country banks. This would mobilize, say, $300,000,000 in 
cash now held as reserve, and therefore would occasion no loss to any bank. 
In ordinary times country banks can obtain rediscounts as they do now— 
through their city correspondents. When trouble threatens in any section this 
vast reservoir of ready cash will be open to “ discount freely to all solvent par­
ties” at high rates, and the mere knowledge that relief can be had will impart 
general confidence. Its operation should be like unto a water reservoir—to put 
out a fire in its incipiency and refill again ready for future troubles—not a 
money maker; a servant, not a master.

Second. Extend the privileges of the Aldrich-Vreeland Act to all banks on a 
uniform form of currency. There are $1,200,000,000 of bonds now in the banks 
of the United States eligible for use to obtain extra cash in troublous times, and 
the Treasury Department holds $500,000,000 national-bank notes for this 
purpose.

Third. Legalize clearing-house certificates, on which extra uniform currency 
can be had when panic threatens.

Either of these will cure our single material defect. We will also maintain 
our splendid independent system intact. We must turn a deaf ear to the sireu 
song of those who argue so loudly for complex and compound remedies. They 
are worse than the disease.

Brother bankers, why should we not get together by eliminating all complex 
and compound matters not germane to the end in view and decide upon a simple 
remedy for relief in the day of trouble? That is all we need, as banks which
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can not take care of themselves in ordinary times are unworthy to lire. This is 
the whole thing in a nutshell.

Query: It is a maxim that currency is not capital. In developing days the 
special privilege of issuing currency by banks as a substitute for capital seemed 
justifiable. To-day that function by banks generally is unjustifiable, because 
great accumulations of surplus capital have cut interest rates to less than one- 
half of those of 50 years ago; because our per capita circulation—mostly gold 
or gold certificates—more than doubled in that period, and because our credit is 
overexpanded now; therefore—

If a bank extends its loans to the limit of its assets (total loans are now over 
nine times the capital of all banks), then swaps its printed I O Us without 
interest in exchange for its customer’s note drawing 5 per cent interest and 
upward, does not that act spell bubble blowing?

Is not a measure for relief in the day of trouble like unto a governor on an 
engine—all we need?

(Thereupon, at 5.45 o’clock p. m., the committee adjourned until 
to-morrow, Saturday, morning, at 10 o’clock.)

SATURDAY, SEPTEMBER 20, 1913.

Co m m it te e  o n  B a n k in g  an d  Cu r r e n c y ,
U n it e d  Sta t e s  Se n a t e ,

Washington, D. 0.
The committee assembled at 10.30 o’clock a. m.
Present: Senators Owen (chairman), Hitchcock, O’Gorman, Reed, 

Pomerene, Shafroth, and Bristow.
The Ch a ir m a n . Mr. Flannagan, the committee will be glad to hear 

you now. Mr. Flannagan is from Montclair, N. J.
Could you state your position and your experience in banking 

matters so that it may be embodied as a part of our record ?

STATEMENT OF WILLIAM W. FLANNAGAN, OF MONTCLAIR, N. J.

Mr. F l a n n a g a n . I was formerly cashier of the People’s National 
Bank, of Charlottesville, Va., ana afterwards the president of the 
Southern National Bank, in the city of New York. At present I am 
not engaged in any business, but after the severance oi my connec­
tion with the Southern National Bank I was engaged a good many 
years in private banking.

Senator R e e d . In what year did you cease to be an active banker ?
Mr. F l a n n a g a n . In 1905.
Senator R e e d . Was that when you severed your connection with 

the Southern National Bank of New York ?
Mr. F l a n n a g a n . N o ; I severed my connection with the Southern 

National Bank in 1895.
Senator R e e d . H ow  long were you president of the Southern 

National Bank ?
Mr. F l a n n a g a n . Ten years.
Senator R e e d . What was its capital stock ?
Mr. F l a n n a g a n . $1,000,000.
Senator R e e d . Can you tell us what its deposits were?
Mr. F l a n n a g a n . Three and one-half million dollars. Shall I go 

ahead with my statement ?
Senator R e e d . Yes; I think you may go ahead with your state­

ment; I merely wanted that information.
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Senator H itc h c o c k . Yes; these questions are merely preliminary.
Mr. F l a n n a g a n . I should like to make my statement, and then 

any questions that the members of the committee desire to ask me 
I shall be glad to answer.

I am firmly convinced that the measure before you, now under 
general discussion throughout the country, has in its preparation 
been prompted by an earnest and patriotic desire to advance the 
best interests of all the people, irrespective of particular localities, 
and has not sought to benefit one class at the expense of another.

I consider that the bill displays a high order of constructive ability 
in legislation; that it is sound in its fundamental principles, and 
that with few changes it will remove the inherent defects which 
were inseparable from financial legislation 50 years ago, necessitated 
under the stress of abnormal conditions.

I have read with much interest and benefit the excellent report 
made by the House Banking and Currency Committee which accom­
panied the presentation of the bill and am impressed with its judi­
cial tone and the spirit in which the difficulties of the problem are 
considered and the convincing reasons for the adoption of the remedies 
suggested.

I have also read the report and recommendations of the currency 
commission of the American Bankers’ Association growing out of 
the recent meeting at Chicago. No one with an open mind can read 
and compare those two reports without being impressed with the 
contrast m the pervading idea of the two documents. The “ presi­
dents of 47 State bankers’ associations” and “ the representatives 
of 191 clearing houses,” “ being invited to attend and unite in an 
expression,” “ through their representatives adopt certain resolu­
tions,” which in the preamble are generally commendatory of the 
bill, but the provisions of which they emasculate in the changes 
suggested. These suggested changes are not supported in that docu­
ment by any argument or appeal to reason. The signers seem to 
rely entirely upon a formidable array of names of the banking insti­
tutions and associations which they claim to represent, as if the 
“ dictum” of such a quantity and quality of these eminently respect­
able bodies should carry conviction and be the last word.

The preamble says that to insure the successful operation of a 
new banking law, it must be of such a character as to warrant a gen­
eral acceptance of its provisions by existing banking institutions, 
and therefore proceeds to tell what these changes must be in order 
to meet this approval. This method of securing legislation does not 
appeal to the average citizen, and I doubt if it appeals to you. After 
such an exhibition of the “ big stick,” it ill becomes these bankers 
to complain of the compulsory nature of the bill in question.

I can not doubt the patriotism nor the good faith of men in these 
high positions of trust, nor can I doubt, after much reflection, that 
what they contend for does not serve the best interests and welfare 
of the whole country.

What is the explanation ? Can it be the pervading idea which has 
afflicted the great managers in the combinations of capital, that they 
are the guardians of the Nation’s prosperity, and that such pros­
perity is inseparable from their continuing guardianship? Such a 
condition of mind may arise, and is apt to arise, where good men 
hold the power which directs the destinies of others, especially where
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such men are imbued with the milk of human kindness and have the 
love for their fellow man warmly pulsating in their hearts. I have 
the greatest respect for the banking fraternity. I have been of it 
for many years, and my father was before me.

Banks and bankers are commonly considered dispensers of credit, 
this credit constituting more than 95 per cent of the daily financial 
and commercial operations of organized society in the supply of 
human wants, and yet I am inclined to the opinion that the very 
confusion of thought produced through the varied uses of this word
11 credit ” accounts for an obsession on the part of many bankers and 
is not exclusive to them.

If I sell a man a horse and take his promise to pay in the future in 
the form of a note, I extend him credit; he has my confidence that 
he will pay. If I sell a bank that promise to pay—that is, have the 
note discounted and the proceeds placed to my credit in the form of a 
deposit—the meaning of the word is entirely changed. For now I 
say, the bank has given me credit, while in the sense of confidence 
the contrary is true; I have given the bank credit; I have extended to 
the bank my confidence that it will pay and accepted its promise in 
lieu of payment.

1 am the creditor in both cases, and have exchanged my horse for 
the promise of the bank to pay me on demand, and yet I say I gave 
the buyer of the horse credit when I sold him the horse, and the bank 
gave me credit when I sold the note.

Senator H itch co ck . Mr. Flannagan, may I  interrupt you there for 
a moment ?

Mr. F l a n n a g a n . Certainly.
Senator H itc h c o c k . That line of testimony is quite general; but 

I am unable to see how you can treat the action of the bank as you do. 
When you sold the note to the bank, you did it because you wanted 
the funds to use.

Mr. F l a n n a g a n . Yes; I am going to explain all of that, and tell 
you exactly how it is a swapping of debts.

Senator H itch co ck . So that although you may start with credit 
on the books of the bank, what you are really doing is getting cash ? 
It may be only to your credit five minutes. Now, why do all you 
bankers maintain that when you borrow money, or a person borrows 
money of a bank, he gets a credit on the books, whereas the general 
rule is that when he borrows money from a bank he borrows because 
he wants to use it, and it goes off the books ?

Mr. F l a n n a g a n . If you will let me get through with my statement 
I will illustrate that proposition to you.

Senator H it c h c o c k . That is to say, there is no need for credit 
being given you on the books of the bank at all. When you borrow 
money you go to the bank because you want to get money—■—-

Mr. F l a n n a g a n . It is an exchange of debts to begin with. It may 
be afterwards that the debt is discharged by the substitution of 
another debt or by the payment of coin.

Senator R e e d . I think, Senator Hitchcock, that Mr. Flannagan is 
arguing for the same idea as you.

Senator H itc h c o c k . Well, I have literally borrowed hundreds and 
thousands of dollars from banks, and when I borrowed money from 
them I have never left to my credit in the bank any considerable 
amount of money. I have used it at once. I have either taken the
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cash over the counter or checked it out at once. And yet every 
banker who comes here goes upon the theory that when a man bor­
rows money from a bank he leaves a credit on the books of the bank.

Mr. F l a n n a g a n . N ow , if you will let me get through with that 
point, I will illustrate it.

Senator H itc h c o c k . Oh, I beg your pardon for interrupting you.
Mr. F l a n n a g a n . I will be glad to discuss that with you, because 

I think I can cover that very point to your satisfaction.
They are identically the same form of commercial transactions. In 

both instances I have parted with my property and accepted a prom­
ise of payment in lieu of payment. In one case I say 1 have given 
credit to my debtor, and m the other case that my debtor has given 
credit to me.

Is there any wonder that confusion of thought should arise when 
we thus use the same word to express entirely different meanings ?

Again, the same word u credit ” is used in an entirely different 
sense from either of the above. We speak of individuals or corpo­
rations having good credit, meaning their general standing in the 
community, or we say the credit of the United States stands the 
highest in the world, meaning the ability to borrow at the lowest 
rate of interest. In both cases the meaning of the word is the “ ability 
bo incur debt”—that somebody or everybody will accept the debt ef 
the individual, corporation or Government—that is, the promise to 
pay instead of actual payment. This ability is not inherent. It 
must be conferred by another. Robinson Crusoe, with his owner­
ship of everything around and about him did not have the ability to 
incur debt, and hence could not have credit. Nor can Rockefeller or 
Carnegie, with their untold millions, command or obtain credit unless 
they come in contact with some one else who confers it upon them.

In every exchange of property or service where the element of 
time enters, a reciprocal relation of debtor and creditor is estab­
lished. A debt can not be created unless credit exists, nor can 
credit exist without the creation of a debt. So that though we speak 
of debt and credit separately, they can not exist separately, as they 
axe relative terms, and it depends from which standpoint we view 
the relation.

Whether by common consent, or whether from the desire and 
ability of bankers to inculcate and circulate the idea that they are 
always to be associated with conferring credit, I do not know, but 
the fact is that the public does reverse the relation of debtor and 
creditor when speaking of banks, and instead of looking upon a bank 
a,s it would an ordinary debtor thinks and speaks of the banks’ debt 
as a credit.

Every deposit in a bank is a debt by the bank to somebody; every 
circulating note issued by a bank is a debt to somebody. These 
‘ somebodies” are the creditors, and are the great mass of the people 
vhom you represent, and whose welfare you purpose to promote. 
These deposits and these notes are the debts which are used by the 
3eople as a substitute for coin, and your problem is to legislate so 
that the substitution may be safely made, while at the same time 
facilitating this mutual relation of debtor and creditor to the advan­
tage of both.

We say, and generally believe, and the bankers themselves believe, 
that the banks and bankers control the credit of the country, and
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they think they are entitled to do so and to regulate the method of 
such control, by reason of their calling. But this is a great fallacy, 
and quite the contrary is true. The banks do control the credit 
which is represented by an entry on their books, but they do not 
control the credit or confidence which must be extended to them in 
order that these entries may be made. If they did, we should not 
have had financial panics nor the necessity for the legislation which 
is now under consideration.

Credit must emanate from the creditor and not from the debtor, 
and the banks are primarily the debtors. The credit of the country 
is conferred on or extended to the banks by the people, for the banks 
create the debts which the people accept in lieu of coin in their 
daily interchange of property and service.

Without the credit extended to them in the deposits the banks 
receive and in the notes which the people receive and circulate the 
banks could not ever assume the position to extend credit to others, 
except to the limited amount of their own capital, and with such 
limitation they would not, and could not, remain in business.

Of course you know this is true, but it may be well to emphasize 
this fact in figures. If you will examine the last condensed state­
ment of all the national banks, published by the Comptroller of the* 
Currency as of August 9, 1913, which I have here, you will find the 
total liabilities to be $10,876,852,343.58. Included in this amount 
is the capital stock, surplus fund, and undivided profits, aggregating 
$2,041,228,571.83, which, being deducted, leaves $8,835,623,771.75.

This remainder represents what the banks owe. I am not sajdng 
they have not corresponding assets wherewith to pay, for this is 
exactly the case; but I do say this amount of upward of 8,835 mil­
lions of dollars represents their debt over and above their capital 
and profits, and that the creditors are the public.

It may possibly be said that this is not a fair way of stating it, 
because of this 8,800 millions of indebtedness 2,100 millions is among 
the banks themselves (due to banks), and 108 millions represents 
borrowed money from other banks—that is, rediscounts and bills 
payable—and hence the public are not the creditors.

This may serve as an argument if you take the banks from the 
classification of “ the public/7 but if the indebtedness is reduced by 
calling the banks the creditors,” instead of the public, then we must 
reduce the corresponding assets by the amount of the loans in which 
the banks appear as the “ debtors” (due from banks), say, 1,360 
millions. The method of pyramiding the indebtedness really makes 
it impossible to analyze accurately as between two classes.

But let us consider the statement from the assets side, a favorite 
way when we want to “ point with pride” to the great “ banking 
power” of the country, as compared with the rest of the world. Out 
of the total assets, which, of course, are the 10,876 millions as before 
stated, I wish to draw your attention to debts on̂  which the banks 
draw interest, as follows (omitting thousands):
Loans and discounts........................................................................................  $6,163, 555
Overdrafts......................................................................................................... 18,378
United States bonds.......................................................................................  790,023
Other bonds and securities............................................................................ 1,095,906
Reserve agents................................................................................................. 769,214

Total debt earning interest................................................................  8,837,076
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Assuming that:
Due from other national banks........................................... $408, 922
Due from State banks..........................................................  192,214

Being a total of.................................................................  601,136
Does not draw interest:

Deduct—
Capital...........................?................................................  1,056, 346
Surplus............................................................................  725, 334

Undivided profits..................................................................  259,549

2, 041,229
Less invested in real estate................................................. 284,569

---------------$1, 756, 660

Leaves the capital of others, on which the banks earn profit...........  7,080,416
That is to say, the national banks, operating under a franchise 

conferred by the people, are given an earning capacity by reason of 
that franchise, sufficient to have doubled the original capital invested, 
and that this earning capacity continues on an amount equal to four 
times the increased capital thus doubled from profits, and that 
$7,000,000,000 thereof, on which they draw interest, represents their 
indebtedness to the people—whom you represent.

It therefore follows that in establishing a Federal reserve board, 
composed exclusively of Government officials, and in the adoption 
of the other provisions approved by your best judgment, and sup­
ported by convincing reason, you are exercising your true prerogative 
as the representative of the people and conserving their interests, 
and not likely to be swerved from your purpose when you are told 
by a combination called for the avowed purpose of influencing your 
action that without general approval by it of the measure you adopt 
such measure can not be carried into successful operation.

While I can not approve the form and tenor of the resolutions 
adopted by the Chicago meeting, I do think it is of the greatest im­
portance to have the measure meet the hearty and enthusiastic in­
dorsement of the banking fraternity.

I do not believe you can reasonably expect this kind of approval 
from the national banks in the reserve cities, and to a less degree from 
the banks in the central reserve cities. They have so long been ac­
customed to having the use of the “ so-called” reserves of other banks 
as ordinary deposits with them, that they naturally feel averse to a 
change which deprives them of this source of profit.

Perhaps in many instances they fail to realize that this is the 
controlling influence in their opposition. But this loss may be 
compensated in other ways, and by making the measure more attrac­
tive to country banks (while preserving its fundamental principles) 
you can make their approval so overwhelmingly unanimous that 
the big banks will of necessity acquiesce.

Now, Senator Hitchcock, if you wish to discuss with me the matter 
of credits, we will take it up—or shall I continue ? I am now going 
to discuss what the amendments are which I propose.

Senator H itc h c o c k . That was not at all an important matter 
that I had in mind, but I notice that almost every witness that 
was ever before the committee, and every banker that I have ever 
talked to, goes on the theory that when a man borrows money 
he at once, instead of taking the cash across the counter, secures a 
credit on the books of the bank.
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Mr. F l a n n a g a n . Let me stop you right there. A man does not 
borrow money at all. What he does, when he goes to a bank and 
gets a note discounted, is to swap his debt for the bank’s and the 
bank evidences its debt by placing a credit on its books. It is 
another operation to convert that into money. It is true that the 
bank gives a debt which is payable on demand, and that debt 
payable on demand is the thing which is substituted for coin by the 
people in the daily operations of the bank every day.

Senator H it c h c o c k .  Well, do you think that it is possible to 
borrow money from the banks ?

Mr. F la n n a g a n . Y ou do not borrow money. You get it in an 
indirect way; but the first thing you do is to swap debts, or credits.

Senator R e e d . Well, you might put your note over the counter of 
the bank and get it in cash, but that is not an ordinary transaction.

Mr. F l a n n a g a n . No; the ordinary transaction is to get your credit 
on the bank’s books.

Senator R e e d . I think I can tell what is misleading Senator Hitch­
cock. He never borrowed any money of a bank except when he 
needed it right away. (Laughter.]

Mr. F l a n n a g a n . He does not keep any balance ?
Senator H itc h c o c k . Now, Mr. Flannagan, I wonder why there is 

such an insistence on treating the loan as a loan of credit, when in 
many cases I know, as a matter of fact, that it is a loan of actual 
money. I have been to the bank and borrowed money myself.

Mr. F l a n n a g a n . Certainly.
Senator H it c h c o c k .  And got the legal tender or the gold over the 

counter.
Mr. F l a n n a g a n . Certainly ; that can be done.
Senator P o m e r e n e . That is the exception, however, when that is 

done.
Mr. F l a n n a g a n . .What you did, Senator Hitchcock, was to take 

the bank’s credit that was granted to you at the time it made the 
loan to you and immediately convert it into money; that is all. But 
the operation of a discount is the bank substituting its debt, payable 
on demand, for its customer’s debt, payable in the future.

Senator H itc h c o c k . Of course, if that is true, then it is true of 
an individual as well as a bank ?

Mr. F la n n a g a n . Certainly.
Senator H it c h c o c k . And if I come to you now and say to you, “ I 

want to borrow $5,” and I give you my note, and you hand me the 
$5,1 have not borrowed money from you, but have borrowed merely a 
credit.

Senator R e e d . That would not be a question of credit; but it 
would be a question of discretion. [Laughter.]

Senator H itc h c o c k . N ow , I should like to have you distinguish 
between the two. Why do you distinguish them, and assume that 
there is some invisible or psychological loan of credit in the case of 
the bank ?

Mr. F l a n n a g a n . There is nothing invisible or psychological about 
it. The proposition is this: If you come and bonow $5 from me 
you do not borrow my note; you do not borrow my credit, because 
my credit, or my debt, will not circulate as money, and will not take 
the place of money. I am speaking now of myself as an individual.

Senator H it c h c o c k .  Yes; I  understand.
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Mr. F l a n n a g a n . But if you go to the bank and you get money—  
that is, get coin—that is a different proposition.

Senator H itc h c o c k . Yes; that is what I  mean. Why do you 
always insist that it is credit in the case of the bank, when there may 
be no credit involved, or only a momentary credit, put on the books 
of the bank and taken off again immediately.

Mr. F l a n n a g a n . But of course when you want to define the func­
tion of “ discount” you must do it in respect to the great number of 
such operations. Very few cases arise when a man goes into a bank 
and says, “Give me the gold for my note.” That is very rarely 
done, and even then when it is done you will probably find that the 
bank in addition to taking your note will take your check in order 
to get the gold, so as to get that book credit which was created by 
the discount, off its books.

The Ch a ir m a n . Even if they did not do that they would credit 
it to 11 bills receivable,” and charge the cash, which is a part of the 
available funds------

Senator H it c h c o c k  (interposing). Of course there are a large num­
ber of cases-------

Mr. F l a n n a g a n  (interposing). You generally get a cashier’s 
check, if you have no account with the bank.

Senator H it c h c o c k .  Not necessarily. But this is an inconse- 
quental question, after all.

Senator R e e d . Well, now, but is not this true, as to general 
operations, in the great mass of banking done by merchants: The 
merchant goes to the bank and arranges for a credit— that they will 
“ carry” him for a certain amount of money. He needs $10,000 in 
his business. He gives his note for $10,000, and that amount is 
put to his credit upon the books of the bank. He checks against 
that and continues to put money into the bank, and finally his 
balance runs down too low, and again he goes and borrows, and he 
keeps that up until he gets up perhaps to about the limit of his 
credit, and there stands all the time on the books of the bank a 
balance to him which is made up or which grows out of the fact 
that his notes are in there and the bank has carried over on its books 
an entry showing that the bank owes him a certain amount of money. 
That is the way is it generally done, is it not ?

Mr. F l a n n a g a n . Yes.
Senator R e e d . So you speak of it—it has been spoken of as credit 

here, whereas you say that in truth instead of being a credit it is a 
debt of the bank to him ?

Mr. F l a n n a g a n . Of course.
Senator R e e d . And a little further than that: The bank owes 1,000 

people or 10,000 people for the very money that it has carried over 
and credited to A B upon his notes. He has borrowed money that 
the bank already owed to others. So it is pretty nearly all credit.

Mr. F l a n n a g a n . Yes, sir; the whole banking business is swapping 
debts.

Senator R e e d . Yes.
The Ch a ir m a n . I would like to call attention to the fact that when 

the loan of the New York banks increased $500,000 you immediately 
find, as an actual fact, that the deposits increase to a like amount.

Mr. F la n n a g a n . Yes.
The C hairm an . And that is an almost invariable rule ?
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Mr. F l a n n a g a n . That is right.
The Ch a ir m a n . For the reason that when these loans are made 

they are redeposited in the same bank or in another bank or, if drawn 
in cash, the cash is immediately paid to liquidate debts and is then 
by other persons redeposited in the same way, so that they instantly 
reappear as an increase of deposits in almost parallel columns.

Mr. F l a n n a g a n . It is almost invariably true that whenever you 
see an increase in deposits you will also see in the same statement a 
corresponding increase of loaas and discounts. It means that those 
credits—book credits—are created by loans and discounts.

Senator H itc h c o c k . Can you tell us why it is that the European 
banks distinguish between deposits proper and deposits which grow 
out of loans, whereas American banks do not so distinguish ?

Mr. F l a n n a g a n . I can not tell you why it is so. They call it in 
the Scotch banks a “ cash credit.”

Senator H it c h c o c k . Generally they call it “ accounts current.” 
If I go to a bank in Europe and borrow $10,000, which is placed to 
my credit, that is called an “ account current,” but in an American 
bank it is called a deposit. They distinguish between the two kinds 
of deposits in European banks.

Mr. F l a n n a g a n . I do not know why that is so; in fact, I did not 
know that all the European banks attempted to keep these separate.

Senator H it c h c o c k . They do.
Mr. F l a n n a g a n . But we in this country do not make any dis­

tinction between the credit that is created as the result of a discount 
and the credit that is created as the result of a deposit of circulating 
notes, of checks, or of gold. In our banks we do not draw any dis­
tinction. We call them all u deposits.”

Senator P o m e r e n e . Well, should there be any distinction?
Mr. F l a n n a g a n . I do not think it is practicable with us. I do 

not know how we could do it.
Senator H it c h c o c k . Well, it would show, then, whether a bank 

was merely lending its credit to excess, would it not ?
Mr. F l a n n a g a n . I do not know how we could draw the distinc­

tion, however, in the bookkeeping under our method. I do not 
know how it could be done. Nor do I see any special advantage in 
having it done, because each form of credit ought to be readily 
converted into gold.

Senator H it c h c o c k . You do not know the reason that moves the 
European banks to separate them?

Mr. F l a n n a g a n . I can not tell you. I really do not know what 
you state to be the fact, of my own knowledge. I am not familiar 
with that.

Senator H it c h c o c k . It is done in all their statements, and it is 
also set forth in the report of the Monetary Commission as a fact.

Mr. F l a n n a g a n . Yes. Shall I continue my statement, Mr. Chair­
man?

The Ch a ir m a n . Yes; if you please.
Mr. F l a n n a g a n . The principal change which I would urge for your 

earnest consideration is one which will allow all national banks to 
exercise all the normal functions of banking. These functions are a 
growth and development inherent to the business itself, and the bill 
restricts one function which in my opinion should be made normal. 
I refer to the function of note issue. Banking everywhere must con­
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sist of the three functions of discount, of deposit, and of note issue 
(or circulation). I do not mean that every bank must exercise all 
three functions, but I do maintain that the three functions must 
necessarily be exercised in every country where any credit system 
can be efficient and satisfactory.

All credits systems everywhere are but variations of the substitu­
tion of debt for coin, and in this substitution the three banking 
functions named are essential.

The bill before you contemplates the limitation of the function of 
note issue to the Federal reserve banks after 20 years.

I believe this is a mistake. You allow the temporary continuation 
of the present bond-secured currency, not because it is good—for our 
greatest financial ills can be traced to its evil influence—but because 
we must gradually get out of the meshes in which it has entangled 
us, and therefore you provide for its gradual extinction. While 
doing this, is it not wise to provide the gradual substitution of a more 
complete and perfect system, built upon our experience ?

Our national bank system, with the exception of the currency pro­
vision and the counting of debts from other banks as reserves, has 
proved of inestimable good.

It has aided in cementing the country into one united whole, while 
it has given opportunity to individual initiative.

If we can strengthen this individuality and at the same time 
avoid the weakness which comes from excessive self-reliance I be­
lieve the present will mark an epoch in our industrial and commer­
cial history, and that this measure will be the beginning of an era

entually lead to our acknowledged

amental nature of banking, which 
is the substitution of its own debts for other debts, and that its debts, 
whether in the form of deposits or circulating notes, are used by the 
people as a substitute for coin, it is apparent that the bank function 
of note issue should be exercised exclusively for the accommodation 
and convenience of the customer. He should be free to ask this 
form of debt—circulating note—if his business requirements de­
mand it, and the bank should be equally free to give it. Or, in other 
words, deposits should be convertible into currency at the will of 
the creditor.

The only matter which should concern the legislator, as the repre­
sentative of the people, is that both forms of bank debt, deposits 
and circulation, should be reasonably safe.

The substitution, or conversion of one form into the other, should 
be left to the parties in interest, or, in other words, to the require­
ments of trade.

Now, the individual banks come into direct daily contact with all 
the people—their customers; they know the people’s wants and 
requirements, and should be put in the position to reasonably supply 
them. As your bill now stands, you have no method of creating a 
circulating note in response to traae demands except through another 
bank function of discount, and the intervention of two banks. These 
two functions are not necessarily connected. A discount, or the 
substitution of the bank’s debt payable on demand for the customer’s 
debt payable in the future, does not necessarily imply that the bank’s 
debt is wanted in the form of a circulating note.
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The exchange and transfer of bank debts in the form of deposits 
by means of the cancellation of checks, to the extent of over 500 
millions of dollars daily, through the clearing houses of the country 
proves just the contrary.

I think the method of furnishing the member banks the circulating 
notes of the reserve banks most advisably thought out, and I would 
not change this, but hold this provision as the reserve credit of the 
country.

Let there be a bank for banks—one in each district—but do not 
have so few as to make one section of the country dependent upon 
another for its normal development. In addition to this, I should 
like to see every national bank which is a member of the Federal 
reserve system have the right of note issue, not exceeding its capital 
stock, under similar safeguards which you have provided in the way 
of collateral security for Federal reserve notes.

I should like to see 50 per cent gold reserve required to be held 
against these bank notes, not only to insure elasticity, but primarily 
to prevent any inducement per se as a matter of profit from such 
issuance. Such inducement was a cardinal defect in the original 
plan under which our national bank note currency was inaugurated. 
If you will confine this privilege of note issue to member national 
banks, I believe you will hear no more complaint about enforced 
stock subscriptions to Federal reserve banks. If you will limit the 
privilege to such banks as have 50 per cent of their capital stock 
invested in United States bonds deposited for circulation, the market 
will be maintained for 2 per cent bonds until you retire them at the 
rate of 5 per cent per annum as the bill provides. If you will allow 
these gold reserve bank notes to be issued pari passu with the retire­
ment of the bond-secured notes, the aggregate volume of notes being 
limited to the amount of capital stock, you will provide now a true 
elastic bank currency as a portion of the existing circulating medium 
and, I believe, add largely to the flexibility of the outstanding bank 
currency.

At first blush it may be thought that this provision will produce 
inflation, because each individual bank would endeavor to get out 
and keep its notes in circulation to the full limit.

As a matter of fact, there can be no inflation of bank currency 
with gold redemption. With a requirement of 50 per cent gold re­
serve and redemption at the district reserve bank the profits arising 
from circulation could not be of sufficient inducement to prompt its 
issuance, and issuance would therefore come only through the legiti­
mate demands of customers.

Under such restrictions as indicated, the total amount of national 
bank notes which could be issued with the present capitalization if 
every bank avails of the privilege to the maximum amount, would be 
$331,885,000, against which one-half of that amount would have to 
be held as a reserve in gold.

Senator H itc h c o c k . Will you please restate that ? I did not quite 
catch your meaning.

Mr. F l a n n a g a n . Under such restrictions as indicated, the total 
amount of national-bank notes which could be issued with the present 
capitalization, if every bank availed of the privilege to the maximum 
amount, would be $331,885,000, against which one-half of that amount 
would have to be held as a reserve in gold.
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Senator H it c h c o c k .  Y o u  are speaking of the individual banks now ?
Mr. F la n n a g a n . Of course, what I am arguing for is to give the 

individual banks the right to issue circulation within certain limita­
tions.

Senator B r is t o w . He is contending that the individual banks ought 
to have the right of issue just the same as the bill gives the reserve 
banks.

Mr. F l a n n a g a n . Yes; under the same restrictions except 50 per 
cent of gold reserve.

Senator H it c h c o c k . Then you would have two classes of bank 
notes.

Mr. F l a n n a g a n . Oh, no. You might call it a gold-reserve note; 
but the result of it would be that it would make all the present 
national-bank currency be redeemed as trade required; and I oelieve 
would give them a flexibility which they do not now possess.

Senator H it c h c o c k .  Let me get your idea. Your idea is to have 
the present national-bank currency retired gradually, as is proposed 
in the present bill?

Mr. F la n n a g a n . Yes.
Senator H itch co ck . Then you would allow the individual bank 

the right to issue notes to the extent of their capital stock, upon the 
creation of a gold reserve of 50 per cent.

Mr. F la n n a g a n . Yes.
Senator H it c h c o c k .  Then you would also allow the 12 Federal 

reserve banks to issue up to 50 per cent of their capital ?
Mr. F l a n n a g a n . I do not believe there is any limitation in the bill 

as to the issue of notes by the Federal reserve banks; but I would 
have a limitation as to individual banks; I would not allow their 
circulation, which would include both the circulation based upon 
United States bonds as now and the gold-reserve notes, both com­
bined to exceed the capital stock of the individual bank. I want to 
meet the ordinary daily requirements of trade. It should not be 
necessary, in order to get a circulating note, that a bank, desiring to 
oblige its customer, has got to go to the reserve bank and get a dis­
count, except when the circumstances or general conditions of the 
country require it. Keep it as a reserve credit—not for the daily 
operations.

Senator H itch co ck . Of course you would be substituting for a 
bond-secured currency a currency which would have no security.

Mr. F l a n n a g a n . I beg your pardon. I say that they have to deposit 
100 per cent of discounted notes with the reserve bank before the 
Comptroller of the Currency would issue them these incomplete notes.

Senator H itc h c o c k . But you did not state that, I  think.
Mr. F l a n n a g a n . Well, I said under the restrictions that you have 

already made for the Federal reserve notes, which implied that. But 
when I read the proposed amendment to the bill you will see that is 
made very plain, I think, Senator Hitchcock.

In other words, the circulating bank debt, or extension of credit 
under this provision, might be $165,943,000, which amount, being 
about one-half the average amount of the daily exchange or cancella­
tion of bank debts through the New York Clearing House, could hardly 
be called au unsafe extension of credit.

I firmly believe that this provision, if made, will constitute the 
keystone to the arch of the admirable system you have conceived,
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and that at the end of 20 years, when the inelastic, rigid, bond-secured 
currency shall have been retired, we shall have a complete and per­
fect system, composed of independent banks, organized on true 
economic principles, with an elastic currency, on a gold basis, 
responsive to all ordinary demands, so united under Government 
control by the Federal reserve act as to be a tower of commercial 
strength which can defy financial storm and stress, through the 
confidence engendered by such a combination.

Senator B r is t o w . D o you desire to take up now the amendment 
which you suggest ?

Mr. IFl a n n a g a n . N ow , the amendment proposed is on page 36 of 
the bill as reported to the House, after tne word “ obligation,” on 
line 8.

These will be additional paragraphs to section 19——•
Senator H itch co ck  (interposing). Before you get to that amend­

ment, Mr. Flannagan, Senator Bristow wanted to ask you a question.
Senator R e e d . Would it not be better for Mr. Flannagan to read 

his amendment first?
Senator B r is t o w . Yes; if his amendment relates to the subject 

which he has discussed.
Mr. F l a n n a g a n . Certainly; that is just what it is.
Senator B r is t o w . What page of the bill ?
Mr. F l a n n a g a n . Page 36 of the new bill, as passed by House, at 

the end of line 8, after the word “ obligation,” I suggest to add a pro­
vision for these additional gold-secured notes.

Senator Sh a f r o t h . I s it a long section that you are adding ?
Mr. F l a n n a g a n . Yes; several paragraphs.
Senator S h a f r o t h . Will you read mat ?
Mr. F l a n n a g a n  (reading):

Any national banking association being a stockholder of a Federal reserve bank—
And, mind you, I want to confine it to member banks, to give them 

that exclusive privilege, so as to induce all existing banks to come in 
under the bill.

Senator P o m e r e n e . D o you mean by that that any State banks 
which might desire could come into this system as well ?

Mr. F l a n n a g a n . They can not issue notes unless they become 
national banks.

Senator P o m e r e n e . That is just what I  want to make clear, 
because this bill provides that the State banks might come in. I 
noticed in your statement that this was to be national banks, and I 
did not know whether you did extend it to any other banks.

Mr. F l a n n a g a n . Tms is an additional privilege of circulating 
notes that you are giving the national banks which are members of the 
Federal reserve system, which will serve to induce them to come in, 
and which may also induce the State banks to become national 
banks.

Senator P o m e r e n e . That is the point that I  wished to make 
clear.

Mr. F l a n n a g a n  (reading):
Any national-banking association being a stockholder of a Federal reserve bank------
Senator R ee d  (interposing). That ought to be a “ member” 

bank. But go on.
Senator Sh a f r o t h . That is the definition of a “ member” bank.
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Mr. F l a n n a g a n . That makes it one.
Senator H it c h c o c k . N o ; because he excludes State banks.
Mr. F l a n n a g a n . I say, “ Any national-banking association being 

a stockholder of a Federal reserve bank/’ because I am excluding 
State banks unless they do become national banks.

Senator R e e d . That is right.
Mr. F l a n n a g a n  (read in g):

Any national banking association being a stockholder of a Federal reserve bank, 
and having on deposit with the Treasurer of the United States an amount of United 
States bonds as security for circulation at least equal to 50 per cent of its capital stock, 
may indorse and lodge as collateral security with the Federal reserve bank of its 
district any bills and notes discounted by it in the usual course of business and in 
accordance with law—

I put that “ in accordance with law” in on account of that 10 per 
cent limitation of liability.
having a maturity not exceeding four months, and thereupon may receive from the 
Comptroller of the Currency incomplete circulating notes in the form now authorized 
to the face value of such discounted paper thus deposited.

But said circulating notes shall not be signed by the officers of the bank receiving 
the same, nor be issued or placed in circulation, except as and when a reserve fund in 
gold coin or United States gold certificates is provided by being segregated and set 
apart for their redemption to the extent of 50 per cent of the amount issued and out­
standing.

Such gold reserve shall consist of at least one-half of the required amount, always 
kept intact in the vaults of the issuing bank; the remaining half may consist of bal­
ances due either from the Federal reserve bank of the district in which the issuing bank 
is located or from the United States Treasury.

The notes thus issued shall be redeemable on presentation at the counter of the 
issuing bank and also at the Federal bank of the district in which the said bank is 
located and at the United States Treasury.

In case of liquidation, whether voluntary or involuntary, the payment of all out­
standing notes must be provided for by a deposit of lawful money with the United 
States Treasury from the assets of the liquidating bank before any distribution of 
assets to other creditors.

The amount of circulating notes of any bank delivered by the Comptroller of the 
Currency and outstanding at any one time, including those hereby authorized and those 
secured by United States bonds, shall not exceed in the aggregate the amount of the 
capital stock of the issuing bank and to the extent that circulating notes secured by 
United States bonds are retired by the redemption or funding of 2 per cent bonds 
under the provisions of this act other circulating notes secured as in this section pro­
vided may be issued to replace the amount thus retired.

Any member bank shall have the right of substitution at any time before maturity 
of an equal amount of dicounted paper for any deposited with the reserve bank as 
specified collateral for its circulating notes.

Now, if you consider that amendment is wise, you would have to 
make a change also in line 17, page 35, of the bill, which is necessary 
(if this amendment is adopted) in order to make the provisions 
conform.

Senator H it c h c o c k . What line ?
Mr. F l a n n a g a n . Line 17, page 35, by inserting after the word 

“ outstanding,” the words “ which are secured by a deposit of United 
States bonds.”

Senator B r i s t o w . Were you through with that?
Mr. F l a n n a g a n . I was through with that amendment. But there 

are other amendments which I would suggest.
Senator B r i s t o w . Why should these individual banks—why is it 

necessary for a man to have anything to do with a central bank in 
order to get this currency? Why not make a similar provision, or 
provisions, for a note issue, so that it can be taken out by direct
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transactions with the Treasury, just as the note issues are provided 
for now ?

Mr. F la n n a g a n . Well, I  do not believe that it is wise, Senator, 
to undertake to issue Government circulation. If you will allow 
me-------

Senator B r is t o w  (interposing). Well, I  do not mean Government 
circulation. You propose a bank circulation.

Mr. F la n n a g a n . Yes.
Senator B r is t o w . A s we now have, except on a different prin­

ciple. We have bank circulation now.
Mr. F la n n a g a n . Well, it is a sort of “ bobtail” bank circulation, 

under restrictions which make it inefficient for commercial purposes.
Senator B r is t o w . But it is a bank circulation; and the individual 

banks provide for currency when they want it, according to certain 
legal requirements ?

Mr. F la n n a g a n . Yes.
Senator B r is t o w . N ow , you propose that the individual banks 

should still have this privilege of issuing a currency, but a different 
kind of currency and according to different methods. But, in order 
to do that, there is created this artificial, and it seems to me unneces­
sary, institution called a “ reserve bank.” Why can not the indi­
vidual bank provide for this circulation by dealing directly with 
the Comptroller of the Currency ?

Mr. F la n n a g a n . I will tell you, Senator. The Federal reserve 
bank offers a great many advantages. It is a combination of all 
the banks for times of stress. It carries out the same idea that 
clearing houses have found efficient in times of panic heretofore. So 
that it would be a mistake, in my opinion, to attempt to do away 
with the Federal reserve banks and attempt to have the individual 
banks deal direct with the Treasury in this matter.

And I think that is a good reason. I think you want to keep the 
Federal reserve banks as the reserve credit of the country— the 
reserve ability to incur a debt which will circulate as money; a place 
where there is such unbounded confidence that, no matter what 
happens, when the Federal reserve bank comes with the Government 
behind it (the Government being the source of all credit) there can 
be no question or doubt.

Senator B r is t o w . Well, of course you put the Government behind 
this Federal reserve bank in order to steady public confidence in it. 
Now, the Government is behind the present national-bank circula­
tion— Government bonds are— and everybody has confidence in 
those notes now. Nobody ever hesitates to take them. A man 
does not look to see whether he is getting a gold certificate or a 
bank note. It is all the same to him.

Now, I can not see why the credit of the Government behind the 
individual bank is not just as effective, so far as public confidence 
is concerned, when it is directly behind the bank, as it would be to 
put it behind the individual bank through this roundabout way.

Mr. F la n n a g a n . Well, in times of panic, what would you do?
Senator B r is t o w . Let the bank deal directly with the Govern­

ment.
Mr. F la n n a g a n . Would you have each bank deposit the security 

for its circulating notes direct with the Government ?
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Senator B r is t o w . Direct with the Government, according to 
certain stipulations and legal requirements?

Mr. F l a n n a g a n . If you want the Government to go into the 
banking business, and be in a position to exercise direct control 
instead of through these regional reserve banks, we could do it that 
way; though I do not think the system is nearly so good as the one 
now suggested. I think it is much better for the Government to take 
direct control of 12 banks than of 7,000.

Senator B r is t o w . It would not have any more control of the 7,000 
than it has now, would it, except that its facilities would be some­
what enlarged ?

Mr. F la n n a g a n . Well, I do not think it is.practicable; that is 
my thought; but I do not profess to be infallible, you know. It is 
my opinion that it is very much better to maintain the Federal 
reserve banks.

Senator B r is t o w . I desire to say that I am in sympathy with your 
idea that the individual bank should have this right. I do not think 
the individual bank ought to ask any other bank whether or not it 
can issue a note. I think it ought to have the same right that the 
Federal reserve bank has got in dealing with the Government, and 
should not have to go through this reserve bank in getting a favor 
from the Government. That is my objection. I think the indi­
vidual bank ought to have a right to deal direct with the Government, 
and not be under any obligation to another concern.

Mr. F l a n n a g a n . I think, too, the individual bank ought to have a 
right to deal direct with the Government and not be under obligations 
to any other financial concern. But do not these banks represent 
the other banks? Is not that a simple consolidation of the other 
banks ?

Senator B r is t o w . That is what I object to. When you consoli­
date, you give control and influence and domination to a very large 
degree, and I think we ought to preserve the democracy of 'the 
national-bank system as it is to-day.

Mr. F l a n n a g a n . I believe in maintaining the individuality of the 
banks. I certainly do, as I have stated; but I do believe that it is 
not only very desirable but necessary to have them united through 
the Federal reserve banks, or in some other manner.

Senator H it c h c o c k . The commercial paper which the individual 
bank would put up as security for notes would be deposited, not with 
the United States Government, but with the reserve bank.

Mr. F l a n n a g a n . With the Federal reserve bank.
Senator H itc h c o c k . Would it be obligatory upon the Federal 

reserve bank to issue the circulation against those notes ?
Mr. F l a n n a g a n . The incomplete circulation comes from the 

Comptroller of the Currency now.
Senator H it c h c o c k . There would be no discretionary power, 

would there ?
Mr. F la n n a g a n . No; there is none to-day, except you have to put 

up Government bonds.
Senator H itc h c o c k . But should that be done in the case of com­

mercial paper ?
Mr. F l a n n a g a n . That is a question in your wisdom to be de­

cided; whether you decide you will allow banks with a margin of 100 
per cent discounted notes and 50 per cent gold, which they have to
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have in addition; whether it is not entirely safe to allow the banks 
to give the paper they receive in the ordinary course of business, so 
as to let the notes come as a matter of right to them. That would 
be my opinion; to let them come as a matter of right to the indi­
vidual banks, so they can issue circulation upon the deposit of their 
regular paper, which is to be paid at maturity, and that is the reason 
I give the right of substitution.

Senator H itc h c o c k . Y ou would not allow the officers of the 
reserve banks to say to the individual banks:

We will refuse to loan you this currency because your notes are not good.
Mr. F l a n n a g a n . The Federal reserve bank does not issue; they 

are mere custodians of this paper.
Senator H it c h c o c k . Well, then, refuse to deliver it.
Mr. F l a n n a g a n . If you think they ought to come into more 

direct contact with the Government, you might specify the Federal 
reserve agent where the Federal reserve bank now deposits its col­
lateral notes. If you think that is all right, it amounts to the same 
thing.

Senator H itc h c o c k . The idea rather appeals to me, providing it 
really gives to the individual bank a method by which it can secure 
a limited amount of an additional currency, as a matter of right.

Mr. F l a n n a g a n . That is what I believe will be the case under this 
proposed amendment.

Senator Sh a f r o t h . That is permanent currency you are referring 
to ?

Mr. F l a n n a g a n . Certainly. To begin with, you will get 5 per 
cent of it additional every year when you retire these 2 per cent 
bonds, unless the banks choose now to issue an additional circula­
tion, if the demands of trade require it. You may be sure this addi­
tional currency will not be issued unless trade demands require it. 
It will not be issued as a matter of profit as the old circulation was 
at first. As you retire 5 per cent, say, $35,000,000 a year, you can 
put this in place of it, so that at the end of 20 years you will have 
a true bank circulation.

Senator Sh a f r o t h . Without any contraction ?
Mr. F l a n n a g a n . H o w  do y o u  m ea n ?
Senator Sh a f r o t h . The currency will take its place equal to that 

amount?
Mr. F l a n n a g a n . Yes.
Senator R e e d . I want to get this in my mind. I am not sure 

that I have it there. I am greatly interested in your statement.
Mr. F l a n n a g a n . There are several amendments here which I 

would like to suggest.
Senator R e e d . Are you anxious to get away?
Mr. F l a n n a g a n . No; I want to leave at 4 o’clock this afternoon.

I have plenty of time.
Senator R e e d . Then let me work out my proposition by way of 

illustration. Let us say that you are a banker in New York City 
and your bank has a capital of $1,000,000. You want to get 
$1,000,000 of this currency——•

Mr. F l a n n a g a n . N o w , which currency are you talking about?
Senator R e e d . The currency that you propose under this method.
Mr. F l a n n a g a n . All right; go ahead.
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Senator R e e d . And the Government has given you the right, as 
you propose, to have that $1,000,000 of currency. Now, just what 
would be the modus operandi of your getting that money ?

Mr. F l a n n a g a n . Y ou  want $ 1 ,0 0 0 ,0 0 0  of currency and you are 
entitled to it under your restrictions as to capital.

Senator R e e d . Y ou  have $ 1 ,0 0 0 ,0 0 0  of capital; you want 
$1,000,000 ©f currency to use; you are a member of the regional 
bank.

Mr. F l a n n a g a n . Yes.
Senator R e e d . H o w  w ould  y o u  go at it  under y ou r su ggestion  to  

get this $ 1 ,0 0 0 ,0 0 0  in  cu rrency?
Mr. F l a n n a g a n . I could not get any unless I placed on deposit 

with the Treasury of the United States $500,000 Government bonds.
Senator R e e d . Any kind of Government bonds ?
Mr. F l a n n a g a n . Yes, except those excluded from the circulating 

privilege. I need not have circulation issued against this, $500,000, 
but I must have that on deposit as security. So that, under the cir­
cumstance you name, I could only get $500,000 circulation.

Senator R e e d . Y ou  could get that on the bonds?
Mr. F l a n n a g a n . N o ; I am talking about in addition now. If I 

had $500,000 of bonds, I am entitled to $500,000 of circulation, 
which I may have outstanding or may not have outstanding. Take, 
for instance, the Chemical National Bank; I think they have $50,000 
bonds deposited, but they have no circulation outstanding. But, we 
will suppose, Senator, that the bank with $1,000,000 capital has 
already $500,000 of national bank notes outstanding, for unless they 
have the bonds deposited with the Treasury sufficient to get $500,000 
notes outstanding they can not get this circulation. That is the 
point, is it not? You want me to follow out what you would do, do 
you not ?

Senator R e e d . I would really prefer that you would start with a 
brand new bank that is organized to-morrow with a capital of 
$1,000,000 and you want $1,000,000 of circulation. How would you 
get it under this bill ?

Senator Sh a f r o t h . That is under your amendment to this bill ?
Senator R e e d . That is right, under his amendment to this bill.
Mr. F l a n n a g a n . $500,000 I would have to get by the purchase 

of 2 per cent bonds.
Senator R e e d . Or any other kind of bonds you propose.
Mr. F l a n n a g a n . Two per cent United States bonds, because they 

are the cheapest.
Senator R e e d . What would you do with those bonds ?
Mr. F l a n n a g a n . I would deposit them with the Comptroller of 

the Currency, and they would be transferred in trust to the Treasury 
of the United States and held as they are now.

Senator R e e d . Very well.
Mr. F l a n n a g a n . I would then get $500,000 of circulation secured 

by United States bonds. You understand the purpose of making 
that restriction, do you not ? It is to maintain the market price of
2 per cent bonds. I am entitled to $500,000 additional. I can not 
get it until I have discounted paper. I have got to go into operation. 
I have got to go and lend my customers $500,000 and get their paper 
with my capital, and when I do get among my assets $500,000 of
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commercial paper—discounted paper—then I can go to the Federal 
reserve bank and say:

Here is $500,000 of notes I have discounted; I want you to certify to the Comp­
troller of the Currency that they are in your possession as collateral security for addi­
tional circulation I am going to ask for.

The Federal reserve bank will certify to the Comptroller of the 
Currency that fact; the Comptroller of the Currency then sends me 
$500,000 of notes printed like they are to-day.

Senator R e e d . What about the gold reserve ?
Mr. F l a n n a g a n . I have not got to that yet. When I get those 

notes from the Comptroller of the Currency they are incomplete. 
They are not signed by the officers of the bank; they are not ready 
for issuance until signed, and before I can sign and issue those notes 
I have to provide $250,000 of gold from somewhere. Having pro­
vided it, I can put $125,000 with the Treasury, or I can put $125,000 
with the reserve bank as a deposit, and then I am entitled to issue 
$500,000 of notes. Of course I need not apply for all nor issue all 
at one time.

Senator H it c h c o c k . And you keep it in your own vaults, but seg­
regate it ?

Mr. F l a n n a g a n . I may leave $125,000 in my own vaults if I issue 
$500,000, or one-fourth in gold of the amount I do issue.

Senator H it c h c o c k . But you do not do so.
Senator P o m e r e n e . Let us say in the reserve bank.
Mr. F l a n n a g a n . Let me see if I can not get that straight.
Senator R e e d . I do not think it is straight now in the record.
Mr. F l a n n a g a n . It is very plain in my own mind.
Senator P o m e r e n e . I suggest that the stenographer read Mr. 

Flannagan’s answer in order that the record may be correct.
Senator R e e d . If you will let me ask these questions you will get 

it as straight as a string.
Senator P o m e r e n e . Well, I  think we owe it to this witness to have 

his answer read.
The Ch a i r m a n . Very w ell, the stenographer w ill read.
(Thereupon the stenographer read the answer by Mr. Flannagan, 

as follows:)
Mr. F l a n n a g a n . I have not got to that yet. When I get those notes from the 

Comptroller of the Currency they are incomplete. They are not signed by the officers 
of the bank; they are not ready for issuance, and before I can sign and issue those 
notes I have to provide $250,000 of gold from somewhere. Having provided it, I 
can put $125,000 with the Treasury and------

Mr. F l a n n a g a n . No; that is wrong. I did not state it right if I 
said “ and.” I can put $125,000 with the Treasury or with the re­
serve bank, and retain $125,000 in my own vaults.

Senator Sh a f r o t h . I would like to suggest to the stenographer 
that in order to have the record in proper form Mr. Flannagan’s re­
marks in regard to the reserves should be stricken out.

Senator R e e d . N o w , I would like to understand this, and I do not, 
and for that purpose I will ask a question or two, with the permission 
of the committee. Let us assume that the Government of the United 
States has established this regional bank system.

Mr. F l a n n a g a n . Yes.
Senator R e e d . Y ou desire to organize a bank and do organize one 

on a capital of $1,000,000. Your capital is put in and your bank is 
ready to do business ?
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Mr. F l a n n a g a n . Yes.
Senator R e e d . Y ou now want $ 1 ,0 0 0 ,0 0 0  of money. The Govern­

ment has already printed the money.
Mr. F l a n n a g a n . It is all in circulating notes. Of course it is not 

money.
Senator R e e d . Yes; but that is either in the Treasury or on 

deposit, or in the custody of the Government's agents who are rep­
resenting the Government in the regional banks, so that the paper 
is prepared and printed. That is correct; that is a fact, is it not ?

M r. F l a n n a g a n . N o ; there is no provision in the present law for 
national-bank notes to be lodged with the regional banks, but with 
the Comptroller of the Currency.

Senator R e e d . Very well. The Government has the currency 
already printed and in the hands of the Comptroller of the Currency,

Mr. F l a n n a g a n . That it right.
Senator R e e d . Y o u  go out in the market and buy $500,000 of 

national bonds.
Mr. F l a n n a g a n . United States bonds, yes.
Senator R e e d . Yes; and you deposit those bonds with a Govern­

ment agency that is provided for by law.
Mr. F l a n n a g a n . The Comptroller of the Currency, as is now pro­

vided by law.
Senator R e e d . Yes; and thereupon there is issued and delivered 

to you $500,000 of this circulating medium.
Mr. F l a n n a g a n . All in incomplete bank notes, which my bank 

can issue.
Senator R e e d . Your bank can issue them when the officers of the 

bank sign them ?
Mr. F l a n n a g a n . Yes.
Senator R e e d . That gives you $500,000 ?
Mr. F l a n n a g a n . Yes.
Senator R e e d . Now, you want $500,000 more?
Mr. F l a n n a g a n . Yes; or any portion of that amount.
Senator R e e d . Well, let us say $500,000.
Mr. F l a n n a g a n . All right.
Senator R e e d . Y ou propose then, you shall take the notes of your 

customers and indorse those notes ?
Mr. F l a n n a g a n . That is right.
Senator R e e d . And carry them where ?
Mr. F l a n n a g a n . T o the Federal reserve bank of m y  district.
Senator R e e d . And deposit them there with the Government's 

representatives ?
Mr. F l a n n a g a n . Right.
Senator R e e d . And thereupon that bank will certify to the Comp­

troller of the Currency that you have deposited $500,000 of this 
paper ?

Mr. F l a n n a g a n . Of this discounted paper.
Senator R e e d . Of this discounted paper ?
Mr. F l a n n a g a n . Yes, sir.
Senator R e e d . And it would then become the duty of the Comp­

troller to send to you $500,000 of currency, which is complete except 
that your bank officers must sign it ?

Mr. F l a n n a g a n . That is correct.
Senator R e e d  (continuing). And emit it?
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Mr. F l a n n a g a n . Yes, sir.
Senator R e e d . When you have $250,000 of gold reserve piled up in 

your vault and segregated and set aside as a reserve for that par­
ticular $500,000 you can then sign that $500,000 of paper and pay it 
over your counter ?

Mr. F l a n n a g a n . Yes, sir.
Senator R e e d . N o w , that is the method, but of course that could 

be varied by reposing in the Government agent who is representing the 
Government in the regional bank the right to pass upon the character 
of these notes you have put there if we wanted to impose that duty 
upon him ?

Mr. F l a n n a g a n . Yes; as collateral.
Senator R e e d . Don’t you think that something in the nature of a 

supervision or inspection of that paper is necessary ?
M r. F l a n n a g a n . Well, I will tell you why.
Senator R e e d . That is what I  am interested in.
The C h a i r m a n . Y ou mean to say that you do not when you shake 

your head ?
Mr. F l a n n a g a n . I do not. I think you ought to give the banks 

the right to issue under restrictions named, as a matter of right, 
without having some other person or authority to pass upon the 
collateral paper. To begin with, the bank itself—I am talking 
about my bank now, the one with $1,000,000 capital— and I issue 
these notes, which can not be done, unless they provide for their 
redemption both at the Federal reserve bank of the district and at 
the Treasury of the United States, and at my own counter. So it 
is not likely that we are going to incur that debt unless we have 
something behind it.

Very well. Now, in the ordinary course of business, banks do not 
take bad paper intentionally. It is not to their interest to do so. 
Why should they want to do so ? I do not see that you ought to 
make it incumbent upon the man removed 100 miles away to pass 
upon local paper.

Senator R e e d . Let me suggest the reason and see whether I am 
not right?

Mr. F l a n n a g a n . Yes.
Senator R e e d . Of course we have all been talking about honest 

bankers, possessed of ordinary good common sense, and some busi­
ness acumen, but you have to think about another class of men. 
Suppose that a rascal is running a bank, or a man in desperate straits 
is running a bank, and suppose that he concluded that he had to 
have some more money, and he would just have the clerks of this 
bank or other people who are worthless sign up a lot of paper send 
it down, and get this money on it. There might be some heavy 
losses occasioned by that, unless there was somebody at least to 
exercise some kind of supervision. Is that not a danger ?

Mr. F l a n n a g a n . Well, if you want to provide against rascality, 
beyond the punishment that is provided-------

Senator R e e d  (interposing). Don’t we always have to provide 
against rascality in every transaction we enter into ?

Mr. F l a n n a g a n . I am trying to meet your view, to see if there 
is some method of doing away with the objection of having a man 
far removed to pass upon it. That is what I am trying to do. How
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would it do to have such paper certified by the individual members 
of the board of directors of the member bank that they approved it ? 
I might suggest something of that sort. There might be restrictions 
of that sort, but I believe that you ought to preserve the right of the 
individual banks to deposit collateral taken in the ordinary course 
of business.

Senator R e e d . I believe absolutely and have been arguing and 
hearing in a sort of a way for days that the nearer we can come to 
giving the individual bank certain rights which it can exercise with­
out first submitting itself to some kind of central control the better. 
However, I wish you would think about some kind of a check or safe­
guard upon the character of the notes or discounts which are offered 
as collateral.

Now, I wanted to take up another thought with you and see just 
where we come out on that. You put $1,000,000 of cash into the 
vaults of the bank for the stock. You have $1,000,000. You take 
$500,000 of that and invest it in Government bonds, which, of course, 
locks up $500,000, so far as you are concerned, for which you get 
$500,000 in circulation, of course.

Mr. F l a n n a g a n . We get currency back for it.
Senator R e e d . Then you have to hold the gold reserve back of 

the other $500,000 ?
Mr. F l a n n a g a n . Yes.
Senator R e e d . Which is equal to $250,000 ?
Mr. F l a n n a g a n . Yes.
Senator R e e d . This releases one-half of that money to you and 

you can then get 75 per cent increase over your original capital, 
but of course one-half of your original capital has to be invested in 
these low-interest-bsaring bonds. You do gain 75 per cent, though, 
in a way. You gain an actual increase of 25 per cent, an actual 
doubling there; on the other vou have to put the bonds up.

Mr. F l a n n a g a n . Twentv-five per cent margin is all you have, 
Senator, over and above the actual capital invested. It seems to 
me that is the way it figures out. It is really 25 per cent gold reserve 
on your total circulation; it is 125 per cent in Government bonds and 
collateral notes and gold for every note that is issued. Is not that 
right ?

Senator R e e d . I think you are right about that.
Senator B r i s t o w . Will you not repeat that last statement ?
Mr. F l a n n a g a n . I said 125 per cent as security, either in Govern­

ment bonds, gold, or discounted notes, for every note that is issued.
Senator B r i s t o w . It would be equivalent, would it not, to a 50 

per cent margin on the notes, on the deposited notes?
Mr. F l a n n a g a n . Fifty per cent gold reserve on the additional notes 

you issue over and above the issue on your Government bonds 
makes 125 per cent on the whole issue, including the collateral dis­
counted notes deposited with the reserve bank.

Senator R e e d . Would there be any objection to requiring the 
member bank which is issuing this money to deposit that 50 per 
cent gold reserve along with the notes that it takes for discount in 
the regional bank?

Mr. F l a n n a g a n . Keeping it all deposited there? You have to 
redeem them at your own counter.

Senator R e e d . And therefore you want it there ?
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Mr. F l a n n a g a n . Yes; you would not then have any there. As 
suggested, you have three places for redemption for all bank notes. 
That is to give uniformity of circulation at par everywhere.

Senator R e e d . What is the objection then to making the bank 
notes only redeemable at the regional banks and having the gold 
there ?
Mr. F la n n a g a n . Y ou might do that.
Senator R e e d . So that this gold reserve would naturally be in the 

hands of the Government. Would that be workable ?
Mr. F l a n n a g a n . I think that a margin of 25 per cent, which is a 

pretty good margin, is sufficient. I do not think that you want to 
destroy the independence of the individual bank entirely in that re­
spect. I think you want to make them feel that you are doing the 
square thing. You do not want to treat them like they are all 
suspicious cnaracters.

Senator R e e d . I do not mean that. Let us see if I have invoked 
there anything that is not invoked in every day’s business between 
the banks themselves and with their customers. A bank takes a 
man’s promissory note, not because they insist he is a rascal, but be­
cause there are occasional rascals and because it is necessary to have 
a record of the transaction. The bank, too, requires collateral to be 
deposited time and again with it, not because it is dealing with a rascal 
but because that is a matter of business safety. The Government 
of the United States now requires the banks to deposit bonds with it 
before it issues money, not upon the theory that the bankers are ras­
cals, but because that is the business-like way to do it.

Now, when I say why not also deposit the gold reserve with the 
Government and make the notes redeemable at the regional bank 
where the gold is, it does not imply that the bankers are rascals and 
that we should treat them as rascals, but that we should simply 
follow the simple lines of good business and good government. Of 
course, it may be impracticable.

Mr. F l a n n a g a n . I do not think that is desirable. You already 
have 100 per cent of every note that is issued represented by good 
assets of the bank specifically pledged as collateral security, and this 
50 per cent gold reserve is in addition. That 50 per cent gold reserve, 
to my mind, is not required so much for security as for the purpose 
of preventing the unnecessary issuing of circulation. Let me illus­
trate : Suppose that money is worth 6 per cent and the bank is going 
to consider the question whether or not it is going to issue circulating 
notes. If it issues circulating notes it has to consider the 50 per cent 
gold reserves remaining idle, and hence an earning of 3 per cent on 
those notes, and I want that earning to be so small that there will be 
no inducement to get out circulating notes for the profit thereon. 
I prefer to make the restriction in the form of security rather than 
in the form of a tax, because if you make it in the form of a tax you 
are making the people pay it.

Senator H i t c h c o c k . Let me ask you some questions right along the 
same lines. Do you know, Mr. Flannagan, why the redemption of 
these notes you propose to issue would pursue any different course 
from the redemption of the present national-bank notes ?

Mr. F l a n n a g a n . My thought is that banks when they want gold 
as reserve will send the notes of another bank to the reserve agent and 
build up their own reserve by using those notes.

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



BANKING AND CURRENCY. 761

Senator H it c h c o c k . That is what is done now ?
Mr. F l a n n a g a n . Yes. It is done through the Treasury now, 

is it not ? My thoughts further were------
Senator H it c h c o c k  (interposing). The fact is now that the Treas­

ury every year receives 87 per cent of the national-bank notes that 
are outstanding.

Mr. F l a n n a g a n . Oh, no. Every day ?
Senator H it c h c o c k . Last year the Government received 87 per 

cent.
Mr. F l a n n a g a n . Y ou  m ean  in  a year?
Senator H it c h c o c k . Yes; I  mean in a year.
Mr. F l a n n a g a n . Oh!
Senator H it c h c o c k . That is due to this fact. That a bank out West 

in looking through its currency and desiring to ship currency to 
Chicago, is always willing to keep the gold certificates and hold the 
legal tender money, which can be used as a reserve. It will therefore 
send national bank notes to Chicago. The Chicago bankers will 
send them over to New York for credit, or to the Treasury for re­
demption to get legal tender money. Will not the same thing 
happen with these notes t Lstead of

reserve bank and they v  ̂ _ ±.___  __  _ to the
Treasury or to the central reserve bank for redemption.

Mr. F l a n n a g a n . That may be the effect of it.
Senator H i t c h c o c k . If that is the case, then Senator Reed’s sug­

gestion that the gold instead of being kept in the vaults of the banks 
should be kept in the Treasury or in the regional reserve banks, where 
the real redemption will occur, is in point ?

Mr. F l a n n a g a n . But the bank has to preserve its reserve of 25 per 
cent in the Treasury or the reserve banks; and if they find they will 
have to keep more money there in order to get the notes redeemed 
they will have to send it there and get their notes back.

Senator H it c h c o c k . As I understand your suggestion, this gold 
reserve which you segregate against notes in the individual banks 
can not be counted as a reserve against deposits ?

Mr. F la n n a g a n . No.
Senator H it c h c o c k . So it is no use to the banks for that purpose ?
Mr. F l a n n a g a n . N o ; it can not be of any use to the banks for 

that purpose.
Senator H it c h c o c k . If it is placed with the reserve bank it is 

available ?
Mr. F l a n n a g a n . That might be true. I would like to think a 

little more on that subject—whether or not it would be desirable 
to put all the note reserves in the Federal reserve banks and have 
exclusive redemption there.

Senator R e e d . Let me direct your mind to this: Whether 40 per 
cent or 30 per cent or, say, half of the gold reserve should be now with 
the Federal Treasury.

Mr. F l a n n a g a n . We specify that. That is the way I have it now.
Senator R e e d . Y ou  specify that half of the gold reserves be de­

posited in the Treasury ?
Mr. F l a n n a g a n . Certainly; we have it specified that way now.

receiving its own notes central
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Senator B r i s t o w . He said $125,000 of the $250,000 was to be 
deposited with the Treasury.

Senator R e e d . I had overlooked that.
Mr. F l a n n a g a n . Yes; that is the way it is now. Now, let me 

take some of these other things.
Senator R e e d . N o w , in regard to the examination of this paper. 

I take it that banks do not just on a moment's notice ordinarily want 
to issue this money; that they have generally a few days in advance 
in which to consider it ?

Mr. F l a n n a g a n . Oh, y e s ; or a few  w eeks.
Senator R e e d . N o w , would there be any difficulty at all in having 

the bank examiner of that district called in by the bank to go over 
this paper ?

Mr. F l a n n a g a n . I think that is a good idea. I think that that is, 
perhaps, the solution. Let it be approved by the national-bank ex­
aminer of the district, if you want to do that.

Senator R e e d . If the members of the committee do not desire to 
ask any further questions, I would like to ask Mr. Flannagan one or 
two myself.

Mr. F l a n n a g a n . I wanted to finish up some of the other amend­
ments that I desire to suggest to the bill if you will allow me.

Senator H it c h c o c k . This plan of yours which you have outlined in 
these amendments does not interfere with the provisions of the bill 
which provides for the retirement of the present national currency, 
does it ?

Mr. F l a n n a g a n . Not at all. It just provides that you substitute 
one for the other. You allow national banks to have a circulation of 
100 per cent of their capital. Those that have now 100 per cent of 
their capital in United States bonds can not get it, but those that 
have less than 100 per cent can get it.

Senator H it c h c o c k . T o the extent of the difference ?
Mr. F l a n n a g a n . Yes, to the extent of the difference, and as the 

national bank note currency is retired under the provisions of the 
Federal reserve act, which I think is provided at the rate of 5 per 
cent per annum, any bank having these notes thus retired can issue 
other notes.

Senator H i t c h c o c k . Notes under this bill may be issued to the 
extent of such retirement. Now then, ultimately, taking this 
hypothetical case of the bank with $1,000,000 capital—ultimately, 
after a period of 20 years, that bank will have $1,000,000 in circu­
lating notes secured only by these deposits of discounted paper ?

Mr. F l a n n a g a n . Yes; discounted paper and 50 per cent gold 
reserves.

Senator R e e d . I am going to ask you to furnish the committee 
before you leave us, if you have the time------

Mr. F l a n n a g a n . I am with you as long as you choose to have me; 
but I just want to finish what I have to say.

Senator R e e d . This is an interesting matter, and I would like to 
find the amount of gold this would actually gather and place in the 
custody of the Government, provided all of the banks were to avail 
themselves of the provisions of the proposed act—all the national 
banks I am speaking of.

Mr. F l a n n a g a n . Right now it would be $335,000,000; that 
would be the maximum issue, of which 50 per cent would be $167,-
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000,000. About $89,000,000 would be gold reserve in Federal 
reserve banks or treasury; but then if you continue, at the end of 
20 years it would be one-fourth of the total capitalization of all na­
tional banks.

Senator R e e d . Yes; and if it was in proportion to the present 
capitalization-------

Mr. F l a n n a g a n  (interposing). About $1,000,000,000.
Senator R e e d  (continuing). It would then accumulate $250,000,000 

more in gold which would actually be in the vaults of the United 
States ?

Mr. F l a n n a g a n . Yes; or the Federal reserve banks.
Senator R e e d . Yes.
Mr. F l a n n a g a n . That is right.
Senator R e e d . That is what I would like to see built up.
Mr. F l a n n a g a n . I think you will build a fine system if you will 

do that.
Senator S h a f r o t h . At the end of the 20 years the notes which 

would be in circulation and secured by United States bonds would 
be retired, as I understand it.

Mr. F l a n n a g a n . Yes; that is the present provision of your bill.
Senator B r i s t o w . Then the only circulation would be circulation 

secured by the 50 per cent gold and the collateral?
Mr. F l a n n a g a n . Yes; and the circulation of the national reserve 

banks, whatever that might be.
Senator B r i s t o w . That is simply an emergency circulation.
Mr. F l a n n a g a n . Well, it is not right to call it an emergency cir­

culation, because in ordinary times you can go and get it if the dis­
count operations work as the framers think it will; it will be done 
constantly.

Senator B r i s t o w . Might not that result in a contraction of the 
currency ?

Mr. F l a n n a g a n . I do not see how it can; can you?
Senator B r i s t o w . Well, suppose it was not profitable to the banks 

to keep out this circulation?
Mr. F l a n n a g a n . Circulation ought not to go out by reason of a 

profit to the bank. Circulation is a mere form of debt of the bank 
which the customer may demand; if the customer demands it, the 
bank will have to furnish it. The profit, on the basis of 50 per cent 
gold reserve and 6 per cent discount rate, is 3 per cent less what­
ever the tax is, which I think is about one-half of 1 per cent now.

Senator R e e d . Going back to my illustration just once more. If 
this bill is passed and ultimately worked out so that the present 
bank currency is retired, and, if you wanted to organize your bank 
at that period, you would not take any Government bonds out at all ?

Mr. F la n n a g a n . No. That amendment that I submit to you 
at the end of the retirement removes that necessity.

Senator R e e d . Y ou w ould then sim ply  take out $100,000 of the  
notes o f A, B, and C, and upon th em  y o u  w ould get issued $100,000 
of unsigned currency ; and then as fast as y ou  accum ulate a 50 per 
cent reserve y o u  w ould  em it currency ?

Mr. F l a n n a g a n . Yes, and you would do that graduallv. You 
would not take your whole capital. I have known of banks to be 
organized without a penny by the organizers simply giving their
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notes, having them discounted and with the proceeds purchase 
bonds and issue circulation.

Senator H it c h c o c k . Are you in favor of the retirement of the 
present national-bank-note currency ?

Mr. F l a n n a g a n . Most undoubtedly I am.
Senator H it c h c o c k . Your position there is not inconsistent with 

retaining the present bank-note currency, is it ?
Mr. F l a n n a g a n . Well, except the rigidity of this. My conten­

tion, Senator, is that the present bank-note currency is not the true 
function of bank issue. I think that before you can exercise it you 
have to invest your capital in Government bonds, which means that 
you must make a discount for the Government to the total amount 
of your capital.

Senator H it c h c o c k . Do you object to the present bank-note cur­
rency as a practical proposition because it is inflexible and not 
responsive ?

Mr. F l a n n a g a n . Yes, sir.
Senator H it c h c o c k . Can you give me an idea of the extent to 

which that bank-note currency should be restricted ? What should 
its percentage be ?

Mr. F l a n n a g a n . That would be a mere guess.
Senator H itc h c o c k . Y o u  have no idea of what it should be?
Mr. F l a n n a g a n . No.
Senator H it c h c o c k . Y ou  have just said to Senator Bristow y o u  

think this would result in a contraction of the currency.
Mr. F la n n a g a n . No; I asked him the question, “ How can it?” 

If you retire 5 per cent of the present issue annually, and you are 
free to replace it, how can there be any contraction ?

Senator H itc h c o c k . I am not talking about the provisions of this 
bill, which provides for retirement, because personally I am against 
the retirement of the national-bank-note currency.

Senator P o m e r e n e . Y ou  are against the retirement of the national- 
bank-note currency ?

Senator H itc h c o c k . Yes; and I would like to find out from some 
one, who is in a position to know, to what extent the currency really 
should be restricted. Some men say 10 per cent, some men say 15 
per cent. Now, I ask you how about that, Mr. Flannagan ?

Mr. F l a n n a g a n . I can not tell you; I think that it ought to be 
adjusted by the requirements of trade in two ways— first as to its 
issuance and then as to its redemption. I have written a paper on 
that, which I will send you.

Senator H it c h c o c k . But there is a point where some currency 
must remain.

Mr. F l a n n a g a n . Undoubtedly.
Senator H it c h c o c k . Can you give the committee any idea how 

much?
Mr. F l a n n a g a n . I do not believe anybody can tell you that. I 

do not believe anybody knows.
Senator H it c h c o c k . If some currency must remain, why not allow 

the bond-secured currency to remain as the permanent feature of 
our currency, simply imposing on top of that an elastic cushion.

Mr. F l a n n a g a n . A fringe. That is what you are doing here 
under this suggestion of mine.
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Senator H itch co ck . No; we are proposing under this bill to 
retire all the bond-secured currency.

Mr. F l a n n a g a n . Yes, in twenty years.
Senator H itc h c o c k . I put to you the question. If we must have 

at all times, say, 80 per cent of currency, why not allow this bond- 
secured currency to remain as the permanent feature of our currency 
system, and simply impose on top of it an elastic cushion ?

Mr. F l a n n a g a n . Y ou mean for the purpose of------
Senator H itc h c o c k . I mean simply for the purpose of not hav­

ing an undue disturbance in the banks of the country.
Mr. F l a n n a g a n . Y ou  will not have an undue disturbance in the 

banking world if you retire annually at the rate of 5 per cent per 
annum.

Senator H itc h c o c k . I am simply asking your view in relation to 
that phase of the question. I would like to hear from you, and I 
would like to have some one state to this committee what percent­
age of elasticity is necessary. If it turns out to be only 10 per cent, 
then in a few years this country will go to a point where the present 
bond-secured currency can legitimately become the permanent cur­
rency of the country and without any shrinkage, and it will simply 
be necessary to provide for the necessary elastic currency in addition. 
If the bond-secured currency is safe, what objection is there to that?

Mr. F l a n n a g a n . That might work. I can not say offhand what 
percentage it would be. You know in the case of the Bank of Eng­
land they have a fixed amount—I believe it is $90,000,000—but the 
principle of issuing a bank currency ought not to be restricted as it 
is at the present time, for the Government produces an inelastic 
currency, and if you grant that it is inelastic, I think that that ine­
lasticity should be corrected, and that the volume of business will 
adjust it. You do not want the currency to go below a certain 
amount.

Senator H it c h c o c k . My thought is this: That we have $700,000,-
000 of good currency outstanding now.

Mr. F l a n n a g a n . Yes.
Senator H itch co ck . If that is redundant now at any time during 

the year, it will only be a matter of a few months before the Govern­
ment will come up to it, and whatever additional elasticity we need 
we can have on top of that.

Mr. F l a n n a g a n . I s there any guaranty that it will not be changed ?
Senator H itch co ck . If we were only authorizing a new percentage 

to be deposited against it, it could remain the permanent foundation 
of our currency system. Every country has a permanent currency. 
The Bank of France always has its notes outstanding. Do you know 
what the shrinkage is in that country?

Mr. F l a n n a g a n . No.
Senator H itch co ck . It is insignificant, is it not?
Mr. F l a n n a g a n . I do not know. They do their business mostly 

with bank notes.
Senator H itch co ck . They have 500 millions of dollars of bank­

note currency outstanding as a rule and it does not shrink, and that 
is true of the Reischbank in Germany. There is not a great per­
centage of shrinkage there. There seems to be always a need for a

Eermanent currency. Why not retain the bond-secured currency we 
ave now ?
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Mr. F l a n n a g a n . If you can fix in your mind the proper amount 
that is true as an economic proposition. If the $700,000,000 can be 
retained as this fixed amount of our currency, then it is all right.

Senator H itc h c o c k . So you are unable to say what the shrinkage 
would be ?

Mr. F l a n n a g a n . I do not know how to figure it. I think it is wise 
to gradually provide for the redemption of any bond-secured currency. 
That is my thought, but I am not wedded to that particular thing.

The Ch a ir m a n . I would like to call your attention, Mr. Flannagan, 
to the experience of the Bank of France. They have 5,800,000,000 
of francs and they actually keep, though not issued at all in normal 
times, something over 1,000 millions of francs, but even under that 
condition it is being redeemed and emitted, and it therefore appears 
that they have over 1,000 millions of francs which they could issue 
in an emergency.

Senator H itc h c o c k . Have you in the reports of the Monetary 
Commission any statistics showing the extreme variations of issue of 
the banks of Europe ?

The Ch a ir m a n . No; I do not think there is any table showing 
these variations. They simply show the tables from time to time as 
they happened to be.

Senator H itc h c o c k . I have been told that it is not over 15 per 
cent of shrinkage in volume.

Mr. F l a n n a g a n . In France ?
Senator H itc h c o c k . No; in the average European bank. In 

fact I understand in Germany the effect of their system is that there 
is a constant tendency to expand and that contractions in a period 
of depression brings about an acute condition there—it does not 
work as well there— and that they really have their periods of depres­
sion to represent our panics and have their losses.

Senator Sh a f r o t h . I want to ask you a question. Would you 
have these notes which you propose to issue legal tender ?

Mr. F l a n n a g a n . Not at all.
Senator Sh a f r o t h . Y ou would not have them legal tender at all?
Mr. F l a n n a g a n . Not at all.
Senator Sh a f r o t h . What objection is there to making them legal 

tender ?
Mr. F l a n n a g a n . I would like to see all legal-tender notes retired. 

I have great objection to legal-tender notes.
Senator Sh a f r o t h . What is your objection to legal-tender notes?
Mr. F l a n n a g a n . Because it is making somebody take some other 

debt in payment of another debt. It is wrong in principle.
Senator Sh a f r o t h . Every country in the world does it.
Mr. F l a n n a g a n . I beg your pardon.
Senator Sh a f r o t h . The Bank of England does it.
Mr. F l a n n a g a n . The Bank of England notes are legal tender so 

long as they redeem in gold, and no longer.
Senator Sh a f r o t h . The Government has placed itself on record as 

pledging itself to maintain the parity of the metals and of all forms of 
money. It has a gold reserve, has it not ?

Mr. F l a n n a g a n . The Bank of England ?
Senator Sh a f r o t h . No; the United States Government.
Mr. F l a n n a g a n . Oh, we were forced to provide a gold reserve as 

a result of the panic of 1893,
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Senator Sh a f r o t h . It is there, is it not ?
Mr. F l a n n a g a n . Yes.
Senator Sh a f r o t h . And it answers the purpose, does it not ?
Mr. F l a n n a g a n . It does, simply because the United States Gov­

ernment is exercising a banking function and the commercial world 
has forced it to provide gold as a reserve; but it is not that way with 
the idea of legal tender.

Senator Sh a f r o t h . Every dollar of money that is out has the 
power of the Government behind it. That makes it circulate more 
readily.

Mr. F l a n n a g a n . Well, I  will tell you, a Government paper obliga­
tion is a debt; it is a debt whether it is issued by a bank or whether 
it is issued by the Government. When you say that by mandate of 
law that shall be received in payment by everybody for everybody 
else’s debt, you are assuming a prerogative that the commercial 
world will never stand for, and you can not do it except to a limited 
extent.

Senator Sh a f r o t h . We have done that with the gold.
Mr. F l a n n a g a n . But the woild has done that as to gold.
Senator Sh a f r o t h . And we do it as to silver now, and there is no 

discount on it.
Mr. F l a n n a g a n . Why; because there is a redemption in gold.
Senator Sh a f r o t h . Certainly.
Mr. F l a n n a g a n . I will grant you that as soon as you provide for 

redemption that your paper promise to pay a debt will stand at par 
with gold; but there is no necessity to make the money legal tender 
in oraer to do that.

Senator Sh a f r o t h . Would not they be more likely to attempt to 
redeem the paper money in gold if it is not gold legal tender ? Is not 
that a use that is given to the money itself; it strengthens currency, 
does it not ?

Mr. F l a n n a g a n . But it is wrong in principle; that is the point I  
make.

Senator Sh a f r o t h . Is not that a use that is given to the money 
itself that aids and assists and strengthens the currency ?

Mr. F l a n n a g a n . But it is wrong in principle.
Senator Sh a f r o t h . Every Government, I  think, on earth had 

done it to a more or less extent.
The Ch a ir m a n . The Reichsbank notes are made by law of the 

German Empire legal-tender notes and the notes of the bank of 
France are made by law legal tender; although those are both pri­
vately owned corporations.

Mr. F l a n n a g a n . I think the experience of the commercial world 
is against legal tender, and I think that our own experience in 1893 
shows that we had to provide a gold reserve and that ought to teach 
us that there is a limit beyond which we can not by mandate of law 
say that a paper promise is equivalent to coin.

Senator Sh a f r o t h . That depends upon the amount of gold reserve ?
Mr. F l a n n a g a n . Yes; and the amount of issue.
Senator Sh a f r o t h . I want to ask you this: You admit that by 

making this total legal-tender money issued by the Government and 
taking up these 2 per cent bonds would be a saving to the Government 
of $14,000,000 a year, do you not?

Mr. F l a n n a g a n . Yes.
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Senator Sh a f r o t h . Would not that be sufficient under any and all 
circumstances to maintain the gold reserve with 50 per cent back of it ?

Mr. F l a n n a g a n . $14,000,000 ?
Senator Sh a f r o t h . Yes; $14,000,000 a year. We have $700,- 

000,000 of bank notes now, and 2 per cent on that. Would it not save 
$14,000,000 a year by the substitution of full legal-tender money in­
stead of bank notes secured by those 2 per cent bonds ?

Mr. F l a n n a g a n . I think it would.
Senator Sh a f r o t h . Why is it that bankers are invariably insisting 

that their reserves should be made lower, say, 25 per cent, or down to 
18 per cent; and that the country banks should be cut down from 15 
to 12 per cent, so that they could issue more credit upon their assets; 
but when it comes to the Government it must be dollar for dollar? 
Why is that ? Why should not the Government be permitted to have 
at least a little element of this and thereby effect a saving for the 
people ?

Mr. F l a n n a g a n . I believe that if the Government should issue its 
own notes (and not make them legal tender) to be used as a circulating 
medium to the extent of the outstanding 2 per cent bonds and keep 
gold reserves behind them of 50 per cent, that they would save the 
interest, and that the notes would pass at par by reason of the re­
demption in the Treasury.

Senator Sh a f r o t h . Do you not think, adding the legal-tender*gold 
to your notes would add to it ?

Mr. F l a n n a g a n . No; I do not think so.
Senator Sh a f r o t h . Would it detract from it ?
Mr. F l a n n a g a n . I do not know that it would, but I think that it 

is wrong in principle. I think it is wrong to make a debt due by 
somebody else payable for another debt. You mean legal tender for 
private debts ?

Senator Sh a f r o t h . Yes; for public and private debts.
Mr. F l a n n a g a n . That is what I am opposed to. I think it is all 

wrong in principle.
Senator Sh a f r o t h . But do you not see that there would be such a 

demand for that currency that it would keep it at a parity* with gold ?
Mr. F l a n n a g a n . Well, I  will tell you, I  had an experience during 

Confederate times in which we saw Confederate money. We had 
that money and we thought it was pretty good money; but it all went 
to pot.

Senator Sh a f r o t h . The very Government upon which it was 
founded went to pot.

Senator R e e d . The whole Nation went to pot.
Mr. F l a n n a g a n . Yes; the whole Nation went to pot.
Senator R e e d . I am willing that any currency of this country 

shall go to pot when the Federal Republic goes to pot.
The Ch a ir m a n . H ow  long do you think that will be, Senator ?
Mr. F l a n n a g a n . I do not think that will ever happen.
Senator R e e d . I think it will be a long while yet; although if we 

believe the prophecies of some distinguished gentlemen I know of, 
we are on the verge of the precipice all the time.

Mr. F l a n n a g a n . Shall I  go on ?
Senator B r is t o w . Just a moment, Mr. Flannagan. I  got the im-

Ixression from the statement that you made a whue ago that you be- 
ieved the present volume' of our currency was redundant.
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Mr. F l a n n a g a n . No; I have not stated that. I do not think so.
Senator B r is t o w . Then I  got the wrong impression.
Mr. F l a n n a g a n . There are some other amendments to this bill 

which I think would be interesting, if you will allow me to suggest 
them to you.

If you will turn to page 3, at the end of section 2 ,1 would suggest a 
paragraph for the purpose of removing some of the objections which 
nave been made by many eminent people; that the provisions for 
the Federal reserve banks will produce such a violent shifting of credits 
as to be dangerous to the general interests of the country; and also 
that this amendment I have suggested would have the tendency of 
making the country banks decide at once whether or not they were 
coming into the system. It will give the organization committee 
some idea of how they shall exercise their power in organizing 
the districts. The suggestion I make is this: That you add to that 
paragraph on page 3, right at the bottom after the word “ expenses,” 
the following:

Every bank indicating within 60 days after the passage of this act its purpose to 
comply with the provisions thereof may deposit with the organization committee 
its subscription to the capital stock of the Federal reserve bank to be located in the 
district of the subscribing bank, and thereafter at its option shall be entitled to pay 
one-half of said subscription in monthly installments of 10 per cent, the deferred 
payments after 30 days to bear interest at the rate of 5 per cent per annum, 
upon executing its direct obligation to said Federal reserve bank, when organized, 
in full payment of one-half of such subscription, which obligation shall be secured 
by the deposit as collateral security of bills and notes discounted, and indorsed by 
such subscribing bank, to the face amount of such obligation, said bank having the 
right of substitution before maturity of other collateral ntftes or bills and pro rata 
withdrawal of collateral as payment is made of the bank’s obligation.

The effect of that would simply be that any bank that wants to 
pay for a subscription for stock by getting a discount can do so by 
putting up collateral.

Senator H it c h c o c k . Suppose, then, it should turn out that not 
enough banks should come into these reserve associations to put 
this law into effect throughout the country ?

Mr. F l a n n a g a n . That would not prevent it, but will encourage 
them to come in.

Senator H it c h c o c k . There is a pretty grave doubt, throughout 
the testimony which the committee has heard, and also which I have 
gained from outside statements, as to whether enough national 
banks will come in to make the law effective.

Mr. F l a n n a g a n . Y ou adopt the first amendment I suggested 
and you will find them all coming in. All the country banks will 
come in.

Senator H it c h c o c k . Suppose that even with this amendment, 
which I think strengthens the inducement—suppose, even with this, 
only a couple of thousand banks should come in ?

M r. F l a n n a g a n . They could get their money back. Everybody 
would get his money back; that is all.

Senator R e e d . That leads me, Mr. Chairman, to interject this 
remark: There is no reason why this bill can not be so amended that 
when there are enough banks, wherever situated, who signify their 
desire or willingness to go into this plan------

Mr. F l a n n a g a n  (interposing). To form one?
Senator R e e d . T o form one regional reserve bank, it shall be 

formed.
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Mr. F l a n n a g a n . There is no reason why it should not be amended 
in that way, that I can see. I think the arbitrary fixing of capital at 
$5,000,000 for many several banks before any shall be allowed to do 
business is not a wise provision.

Senator R e e d . Then it could be followed up by a provision in case 
of the organization of new reserves to provide one only could organize, 
say 5 or 6 to start on, and that then there could be stock transfers, 
etc., worked out.

Senator Sh a f r o t h . I think this bill provides for additional reserve 
banks.

Senator R e e d . But it provides first for 12; and you remember one 
banker here argued, and he had it figured out, how a few very large 
banks staying out could prevent the organization.

The Ch a ir m a n . Mr. Festus J. Wade made that suggestion.
Senator R e e d . The discretion could be left in the board of organ­

izers, so that they can organize a bank whenever they have got 
enough capital and wherever the bank is situated.

The Ch a ir m a n . In reality the Federal reserves and the Federal 
deposits are so much more important then the question of capital, 
that capital is not an important factor.

Senator R e e d . I do not see any necessity of requiring that they 
must have $5,000,000 of capital subscribed before they can organize 
a bank.

Mr. F l a n n a g a n . Do you wish to discuss that amendment at all, 
or shall I just pass it over ?  ̂I just threw it out as a suggestion. My 
own opinion is that there is not a sufficient shifting of credits to 
amount to anything.

The Ch a ir m a n . I  would like to have a copy of that.
Mr. F l a n n a g a n . I will give you this copy of the bill, marked in 

that way.
There are several other things that I would like to suggest, some 

minor changes, as we go along. On page 10, line 22 and line 25, the 
word “ stock” ought to be added after the word “ capital.”

The Ch a ir m a n . What is your suggestion ?
Mr. F l a n n a g a n . The adding of the word “ stock,” after the word 

“ capital” in those lines.
The Ch a ir m a n . Y ou have not the last issue there, have you?
Mr. F l a n n a g a n . I have the last, sir; yes.
Senator Sh a f r o t h . I think they have put in the word “ stock.”
Mr. F l a n n a g a n . It is not here, Senator.
Senator Sh a fr o t h . I know, but in the other print they put the 

words “ capital stock” in.
Mr. F l a n n a g a n . They did in some cases, but not in this, Senator.
Senator Sh a f r o t h . I know they did in some cases.
Mr. F l a n n a g a n . Do you see it there, Senator Owen ?
The Ch a ir m a n . Yes.
Mr. F l a n n a g a n . In the twenty-fifth line add the word “ stock” 

after the word “ capital.” And on the eleventh page and the sixth 
line, add the word “ stock.” That makes that right.

Here is a very simple amendment, but I suppose that while we 
are going over it, as I read this bill very carefully last night, we 
may as well fix it. On the fourteenth page, the sixth line, if you 
will read it, you will see the word “ associations.” As the reference
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has been to one association, it ought to be in the singular. If you 
read the context before, you will see that that is true.

Now, if you will please turn to page 15, line 3. I do not know 
whether you gentlemen have considered the question or not of allow­
ing State banks with branches to come in. Of course it is very desir­
able for all State banks to come in, to make it to their interest to do 
so, but unless you allow State banks which already have established 
businesses and have established branches to retain those branches it 
is folly to expect them to come into it. They can not do it; they 
would not do it. None of them would entertain it at all. So my 
suggestion is that you allow them to retain the branches already 
established, if they come in, and if you determine that you are will­
ing to do that, then that you would amend it by saying, after the 
word “Comptroller” in the third line, “ may retain any branches 
existing at the time of such approval.”

Senator H it c h c o c k . That gives them a great advantage over 
national banks.

Mr. F l a n n a g a n . I am going to suggest that you give national 
banks the right of branches in their municipalities, so as to meet 
that. In one town, I mean—not branches outside of it. “Approved 
by the said comptroller” would make it better and clearer, because 
you mean the Comptroller of the Currency, as he has been named 
there before; and it would be well if you would amend it by inserting 
after the word “ the” the word “ said.”

Then turn to page 17, line 18. This is quite immaterial, but it 
seems to me in order to have it conform it should be amended. 
Section 11 begins: “ That there shall be created.” If you will turn 
to the matter of the advisory council you will see that it reads “ There 
is hereby created.” It seems to me you ought to have them read 
alike.

Senator R e e d . The first ought to be “ There is hereby created.”
Mr. F l a n n a g a n . It should conform to that phraseology.
Senator H it c h c o c k . Is there anything in this bill as it now stands 

which would prohibit the comptroller from accepting as a member a 
State bank which has branches?

Mr. F l a n n a g a n . Yes; in the reference to the provisions of the na­
tional currency act there is a sentence here which would seem to 
prohibit it, but if you will make the other change so as to allow the 
national banks to have branches, the question will not arise at all.

Senator B r is t o w . If you allow national banks the right of branches 
in their municipalities, one bank could monopolize the entire bank­
ing business of New York ?

Mr. F l a n n a g a n . It can not do it very well. I do not see any 
objection to it— but, of course, you will do as you like. [Laughter.]

Senator H it c h c o c k . Can you point out where in this bill a State 
bank would be prohibited from becoming a member if it had branches ?

Mr. F l a n n a g a n . One minute, and I will do it. You know we do 
not have any national branch banks, do you not ?

Senator H it c h c o c k . Yes; but I  do not remember any provision 
in the bill which prevents a State bank from having branches.

Mr. F l a n n a g a n . L ook on page 16, line 9.
Senator H it c h c o c k . What is the paragraph ? What section ?
Mr. F l a n n a g a n . Section 10; I can find it in this one, I suppose. 

Here it is; line 17 on page 16. There you will see “ provided for in
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this and other laws relating to national banks.” They have to conl- 
pty with reserve requirements and submit to the inspection and regu­
lation provided for in this and “ other laws relating to national 
banks.”

Senator H it c h c o c k . That does not prohibit it; it simply says that 
they must comply and conform with the reserve requirements and 
submit to inspection.

Mr. F l a n n a g a n . And other laws relating to national banks.
Senator Sh a f r o t h . And that prohibits branch banks ?
Mr. F l a n n a g a n . Other laws relating to national banks.
Senator P o m e r e n e . When State banks have branch banks and 

they take out a charter under the national banking law, they can 
retain branch banks.

Senator Sh a f r o t h . That is the substance of the amendment ?
Senator P o m e r e n e . That is the substance of the law as it exists 

now.
Mr. F l a n n a g a n . It is ?
Senator P o m e r e n e  (reading):

It shall be lawful for any bank or banking association, organized under State laws, 
and having branches, the capital being joint and assigned to and used by the mother 
bank and branches in definite proportions, to become a national banking association 
in conformity'with existing laws, and to retain and keep in operation its branches or 
such one or more of them as it may elect to retain, etc.

Mr. F l a n n a g a n . What section are you reading ?
Senator P o m e r e n e . I am reading the national banking act. That 

is where they come in under the national banking law.
The Ch a ir m a n . I do not think that is in force now. I do not 

think they can come in now with branches.
Senator P o m e r e n e . It is section 5155. [Reading:]
It shall be lawful for any bank or banking association organized under State laws, 

and having branches, etc.
Mr. F l a n n a g a n . A s a matter of fact, you can not find any national 

bank that has a branch, and there have been many State banks that 
have been converted into national banks. The Bank of New York, 
for instance, is one; and there are many others.

Senator P o m e r e n e . Not that had other branches. This says that 
a State bank with branches may reincorporate under the national 
banking law and may retain its branches.

Mr. F l a n n a g a n . Do you think that is the law now ?
Senator P o m e r e n e . That seems to be. It is the edition of 1908.
The Ch a ir m a n . I think that was the law then, that banks at that 

time having those branches might come in, but they did not exercise 
that option, and since that time all these national banks are without 
branches, for the very reason we have in mind, that this is intended 
to be an individual banking system with competition preserved 
rather than forming a single bank to gather together powers through­
out the country, having a system of branches.

Senator H it c h c o c k . I do not think section 10 bears on State 
banks.

Mr. F l a n n a g a n . Y ou do not think that it does? Of course if 
there is no law prohibiting banks with branches it does not. I just 
took it for granted that there was such a law, from the fact that 
there are no existing national banks with branches.
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Senator H it c h c o c k . I understand that State banks in coming in 
are only required to comply with the national banking act as far as 
reserves and capital are concerned and submit to inspection.

Mr. F l a n n a g a n . I think that those words there, “ other laws re­
lating to national banks/' would include all laws.

Senator H it c h c o c k . Where do you see that ?
Mr. F l a n n a g a n . On the seventeenth line.
The Ch a ir m a n . Page 16, line 17, requiring them to submit to in­

spection and regulation provided for in this and other laws relating 
to national banks. The regulation permits the national bank to have 
its branches.

Senator H it c h c o c k . It only relates to observing the requirements 
of inspection.

Mr. F l a n n a g a n . Perhaps that is the right construction.
Senator S h a fr o t h .  Will you not make a copy of this act with the 

modifications-------
Mr. F l a n n a g a n . I have it right here, Senator.
Senator Sh a f r o t h . And give it to the chairman, so that we can 

have it when we take this bill up section by section ?
Mr. F l a n n a g a n . I have it right here; I have done that very 

thing.
(At this point an informal conference was had, which the stenog­

rapher was directed not to report.)
Senator R e e d . I move that we take a recess until half past 2.
The Ch a ir m a n . We will meet at half past 2, gentlemen.
(Thereupon, at 1.05 o’clock p. m., a recess was taken until 2.30 

o’clock p. m.)
AFTER RECESS.

The Ch a ir m a n . Mr. Flannagan, proceed.
Mr. F l a n n a g a n . We discontinued while considering amendments 

at page 21 of the new bill.
There has been a good deal of objection on the part of bankers to 

the mandatory character of the paragraph marked “ (b),” page 21, sec­
tion 12, requiring Federal reserve banks to rediscount prime paper 
of other Federal reserve banks. Of course, I do not know what you 
gentlemen will think of that proposition, but my thought is that it is 
entirely immaterial whether you insist upon the word “ require” or 
not, for the reason that------

Senator R e e d . What page is that on ?
Mr. F l a n n a g a n . Page 21. For the reason that the Federal reserve 

board can actually control that matter by the question of deposits. 
All they will have to do would be to suggest to one bank that unless 
they made the desired discount that they would transfer deposits to 
cover, which would accomplish the same purpose, and as the banks 
themselves seem to think that the mandatory character of this para­
graph is not Anglo-Saxon, I believe it would be wise just to erase 
“ or require, in time of emergency,” and all the balance of the para­
graph after the word “ banks,” in the tenth line, so as to leave it as 
it was in the original bill, except the word “ require” ; the words “ in 
time of emergency” were put in as an amendment from the original 
draft.
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Page 22, line 11, reads:
Designate the banks therein situated as country banks at its discretion.
You remember, those of you who saw the circular of the National 

City Bank of New York, that they made a good deal of fun of that 
provision, as if the authority was given to the Federal reserve board 
to designate different banks in the same city as country banks. I 
think the expression they used was that it was a “ joke.” My 
thought is, that if you will put the word “ all” in the eleventh line------

The Ch a ir m a n . What page ?
Mr. F l a n n a g a n . Page 22—the word “ all”— “ designate all the 

banks therein situated as country banks at its discretion” it would 
mean that the Federal reserve board could not designate banks as 
country banks unless they included all of the banks in any particular 
reserve city.

Senator R eed. Do you think that was any substantial objection? 
Was it not rather a play upon words ?

Mr. F l a n n a g a n . They aid make that objection.
Senator Reed. Yes.
Mr. F l a n n a g a n . My thought is that I really believe this refers to 

cities as it stands, but to put the word “ all” in it will remove any 
criticisms of that sort.

On page 23, line 20, after the word “ resentations,” being a part of 
the word “ representations,” I think it would be well to insert the 
words “ to said board,” as the contention, I suppose, is that the 
advisory council will not make their “ representations” all over the 
country, but they ought to make them to the board.

On page 24, under the general title “ Rediscounts,” in line 20, as 
the section now reads, the Federal reserve bank would be prohibited 
from discounting any paper which was secured by Government bonds 
or State or municipal bonds or any other investment securities. I do 
not know whether that could have been the purpose of the framers, 
for the reason that on page 27, in the thirteenth line, the Federal re­
serve banks are authorized to invest in United States bonds, and any 
bonds issued by any State, county, district, or municipality. It would 
seem, therefore, that they should be authorized to loan on the same 
securities in which they are allowed to invest, and I therefore suggest 
that in the twentieth line, after the word “ merchandise,” you would 
add “ or by securities in which the Federal reserve bank is authorized 
to invest.”

Senator B r is t o w . Why not securities that the bank itself is 
allowed to invest in ?

Mr. F l a n n a g a n . That is what it suggested.
Senator B r is t o w . The member banks ?
Mr. F l a n n a g a n . The reason of it is that you specify what the 

Federal reserve bank may invest in, and I thought it would be sub­
ject to less criticism if you allowed them to loan on what they are 
already authorized to invest in.

Senator B r is t o w . But a national bank is authorized to' invest in 
certain kinds of securities and other kinds of securities it must not 
invest in ?

Mr. F l a n n a g a n . Yes.
Senator O ’G o r m a n . In other words, the statute fixes the kind of 

securities a national bank shall invest in.
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Senator B r is t o w . Why not let it use any kind of securities that 
the statute permits it to take for securing loans ?

Mr. F l a n n a g a n . Y ou see, there was considerable discussion in 
the House on that subject, in the effort of some of the Members to 
get warehouse receipts used, and it was finally compromised to allow 
warehouse receipts for merchandise to be used as collateral security 
to obligations. If you want to make it so broad as to allow the re­
serve bank to discount any paper that the national bank is author­
ized to discount, there would hardly be any necessity at all for this 
section. The purpose of this section seems to be to limit the dis­
counts of the reserve bank to commercial transactions as much as 
possible.

Senator B r is t o w . That is one other strong objection some of us 
have to the bill, and what reason is there that a bank should not be 
permitted to use its assets?

Senator O ’G o r m a n . Just as a national bank would?
Senator B r is t o w . Yes. Why should it not discount its loans— 

the loans which the Government permits it to make?
Mr. F l a n n a g a n . I do not know of any reason. I am not arguing 

that proposition; I am simply stating that if you want to confine it 
to this class of securities, that in order to be consistent you ought------

Senator R e e d .  To make the two sections harmonize?
Mr. F l a n n a g a n . Yes. Now, the purpose seems to be in that con­

nection to prohibit speculation, so that banks that are in the habit 
of loaning to people who buy and sell stocks on margin could not 
utilize the reserve banks through the member banks. I believe 
it would be made more emphatic and carry out that idea if you would 
insert in the twenty-second line— after the word “ the” and before 
the word “ purpose,” the word “ speculative” ; and after the word 
“ or,” in the twenty-third line, insert the word “ marginal” ; and in 
the same twenty-third line substitute for the words “ investment 
securities” the words “ credit instruments.” As it reads now, it 
says—
shall not include notes or bills issued or drawn for the purpose of carrying or trading 
in stocks, bonds, or other investment securities.

The Ch a ir m a n . A s amended, how would it read ?
Mr. F l a n n a g a n . A s amended, it would read:
Shall not include notes or bills issued or drawn for the speculative purpose of carry­

ing or marginal trading in stocks, bonds, or other credit instruments.
I objected to the words “ investment securities” in the original 

reading, because it might be implied that the banks could loan on 
securities which are not investment securities; for instance, you 
might loan on mining stocks, and my opinion is that the word “ in­
vestment” should come out anyhow. So that I think if you substi­
tute for the two words “ investment securities” the two words “ credit 
instruments” that it would include everything of that nature.

There has been a good deal of discussion as to the time that this 
paper shall run. On the last line, the twenty-sixth, it was originally 
written “ 60 days.” As amended by the House, that was changed to 
“ 90 days.”

I believe that it would be wiser to retain the limit of those loans 
at 60 days, because if the purpose is to maintain paper of short term 
which is readily convertible, that 60 days would be long enough when
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the reserve of the bank is down to 33J per cent, because in the next 
paragraph, on page 25, you are allowed to take paper running 120 
days, if the reserve exceeds 33J per cent, at an amount to be fixed 
by the Federal reserve board. So that my idea is to change the 
word “ ninety” to “ sixty” in the twenty-sixth line of the twenty- 
fourth page; and also change the word “ ninety” in the third line of 
the twenty-fifth page to “ sixty.”

On the same twenty-fifth page, coming down to the twelfth line, 
my thought is that you can make the reading of that very much 
plainer and simpler, if you will make the following change: Insert 
after the word “ discount” the word “ the,” and erase the letter “ s” 
from the word “ acceptances” ; erase in the thirteenth line the word 
“ such” and erase the letter “ s” from the word “ banks” ; and sub­
stitute therefor “ another member bank.” Change in the same 
thirteenth line the word “ are” into “ is” .

Then in the fifteenth line strike out the balance of that sentence, 
and to the end of the sixteenth line.

Then the paragraph will read:
Upon the indorsement of any member bank, any Federal reserve bank may discount 

the acceptance of another member bank which is based on the exportation or importa­
tion of goods, and which matures in not more than six months.

The letter “ s” would have to be inserted in the fourteenth line 
after the word “ mature,” because the words erased—

and bear the signature of at least one member bank in addition to that of the 
acceptor,
are superfluous, as they are included in the first part of the para­
graph, stating that any member bank may discount the acceptance 
of another member bank upon the indorsement of a member bank, 
so it appears useless to put that there.

In the nineteenth fine, the word “ such” occurs, which must 
have been------

Senator O ’G o r m a n . Y ou propose the elimination of the seventeenth 
and eighteenth lines ?

Mr. F l a n n a g a n . No, sir.
In the nineteenth line you will find the word “ such.” It is not 

clear to what it refers. I suppose it must have been in there before the 
insertion of that paragraph just before it. I think it would be plainer 
if you would erase that word and say, “ The aggregate of notes and 
bills bearing the signature,” and so on.

On the twenty-sixth page, the seventh line, I believe, in the place 
of the words “ face value,” if you will insert the word “ amount” it 
will be an improvement.

And in the eighth line, after the word “ capital,” insert the word 
“ stock,” and it will be made to read plainer. It will then read:

One-half of the amount of its paid up and unimpaired capital stock.
Senator H it c h c o c k . And that would allow such a bank to redis­

count all of that paper at the reserve bank ?
Mr. F l a n n a g a n . What are you referring to, Senator?
Senator H it c h c o c k . Y ou allow a national bank to give accept­

ances to the extent of one-half of its capital stock ?
Mr. F l a n n a g a n . That is in another clause.

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



BANKING AND CURRENCY. 777

Senator H it c h c o c k . And you allow the reserve banks to discount 
the paper to the extent of one-half the capital stock of the bank?

Mr. F l a n n a g a n . Yes.
Senator H itc h c o c k . Those discounts are in addition to the dis­

counts of commercial paper of individuals ?
Mr. F l a n n a g a n . N o . It seems to me that that refers to the 

whole proposition, that a member bank may not have discounted at 
any time more than one-half of its capital stock.

Senator H itc h c o c k . No.
Mr. F la n n a g a n . Do you think it does not?
Senator H itc h c o c k . No; there is no limit to that. The only 

limit seems to be on acceptances.
Mr. F l a n n a g a n . Well, then, it ought to read in the nineteenth 

line “ the aggregates of such acceptances/’ should it not?—No, no; 
that clause refers to the provision of the national-bank act, which 
limits the discount of the paper of any one firm or corporation to 
10 per cent of its capital, so that if this says that you can not dis­
count more paper it carries out the same limitation of the national- 
bank act, does it not ?

Senator H itc h c o c k . I think not. It says here on page 25 that 
any member bank------

Mr. F l a n n a g a n . Page 25; what line are you reading ?
Senator H itc h c o c k . Beginning on line 11.

Any Federal reserve bank may discount acceptances of such banks.
But it can only discount them to the extent of one-half of the 

capital stock of the member bank.
Mr. F l a n n a g a n . Yes; I think that is right.
Senator H itc h c o c k . And on the other page—the next page------
Mr. F l a n n a g a n . What bill are you reading from ?
Senator H itc h c o c k . The same one you are.
Mr. F l a n n a g a n . On the next page ?
Senator H itch co ck . On the next page. A member bank is per­

mitted to give acceptances to the extent of one-half of its capital 
stock.

Mr. F la n n a g a n . Yes; I think that is right.
Senator H it c h c o c k .  So that it is really allowed to discount at the 

reserve bank all of the acceptances which it gives.
Mr. F la n n a g a n . Not in excess of one-half of its capital stock?
Senator H itch co ck . Not “ excess.”
Mr. F l a n n a g a n . Yes; if somebody else would rediscount an 

acceptance------
Senator H itc h c o c k . That is to say, it would not be that bank—  

another bank ?
Mr. F l a n n a g a n . That is right.
Senator H itc h c o c k . But the point I  was making was that those 

discounts would be in addition to any commercial paper.
Mr. F l a n n a g a n . Oh, I  think so.
Senator H itc h c o c k . Discounted by that bank, of course?
Mr. F l a n n a g a n . I think that is right.
If you look at the twenty-second line on the twenty-sixth page, it 

reads:
Liabilities to the stockholders of the association for dividends and reserve profits.
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Very often in the organization of banks they contribute funds for 
a surplus, so that it would not be profits. I think it would be wise 
to change that, inserting after the word “ for” and before the word 
“ dividends” the word “ unpaid,” and after the word “ dividends” 
insert the words “ surplus fund,” and after the word “ and” insert 
“ undivided profits” and erase the word “ reserve,” so that line 23 
would read:

For unpaid dividends, surplus fund, and undivided profits.
On page 27, line 13, after the letter “ b” in the parentheses,you have 

“ to invest.” It would naturally be supposed that the idea of invest­
ment would imply the right to sell again. It would seem, from the 
context, i. e., the balance of that section, that it was not thus in­
tended, and I do not think that that could have been the real purpose 
of the framers; that is to say, that it should be confined to an invest­
ment in United States bonds, and bonds issued by any State, county, 
district, and so on, but they must have intended to mean to buy and 
to sell and to invest. The reason I say that is that in the fourth line 
of section 15, same page, they use the words “ purchase and sell” ; 
in the ninth line they use the expression “ to deal in” ; but when 
it comes to the thirteenth line they say “ to invest.”

Senator Sh a f r o t h . Why could not that just be changed by put­
ting in the word “ deal” ?

Mr. F l a n n a g a n . “ T o buy, to sell, and to invest.” After the letter 
“ b” just write “ to buy and sell and.”

Senator O ’G orm an . “ To buy and sell” would be the best.
Mr. F la n n a g a n . The only reason I kept the word “ invest” there 

was because of the change previously made, in which the bank was 
authorized to discount paper secured by securities in which it was 
authorized “ to invest,” referring to that same word “ invest” here.

Senator Sh a f r o t h . It would not hurt to leave in that word 
“ invest.”

Senator O ’ G o r m a n . It is wholly unnecessary and is surplusage, 
because it adds nothing to the authorization “ to buy and sell.” It 
might be construed to buy and immediately sell, however.

Senator Sh a f r o t h . That is not likely.
Senator O’G o r m a n . I think it would be a strange construction, 

myself, but I think the word “ invest” is used in other parts of the

The Ch a ir m a n . Evidently that word was used to make it sound 
better.

Mr. F l a n n a g a n . On the twenty-ninth page, line 11, the last word 
of that line is “ deposit,” being a part of the word “ depositing.” I 
think it should be changed to “ member.”

The Ch a ir m a n . Should be changed to what?
Mr. F la n n a g a n . To the word “ member.”

shall be confined to the Government and the member and Federal reserve banks.
Now, if you continue in that same section, on the 13th line, it says: 

purchase or sale of Government or State securities or of gold coin or bullion.
It would appear to me that that would limit the Federal reserve 

bank to State securities only. It ought to be made to include 
municipal and other securities, because it is otherwise authorized, so 
that it appears if you make any exception there, unless you erase the
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whole of it (which I do not think it was necessary at all to put in), then 
you ought to change the word “ State” into “ other,” and after the 
word “ securities” insert “ authorized by this act,” so that the ex­
ception would be—
with the exception of the purchase or sale of Government bonds or other securities 
authorized by this act or of gold coin or-bullion.

The Ch a i r m a n . Other authorized securities ?
Mr. F l a n n a g a n . What would you say ?
The Ch a i r m a n . “ Or other authorized securities,” would serve the 

purpose.
M r. F l a n n a g a n . That would mean the same thing— “ authorized 

securities.”
And on the thirtieth page, I suggest, in the eleventh line, between 

the word “ of” and the word “ issue” the insertion of the word “ all,” 
and in the next line------

Senator O ’G o r m a n . Insert what word ?
Senator S h a f r o t h . “ A-l-1.”
Mr. F l a n n a g a n . And in the next line, so that there can be no 

question as to what kind of notes are being withdrawn, that between 
the word “ of” and “ notes” you will insert “ Federal reserve.” You 
see, up above there it speaks of collateral security— “ shall be notes 
and bills”—and while probably it would be construed to mean 
Federal reserve notes, I think it would be better to have it olain.

In the fourteenth line of the same page, instead of the words 
“ shall be authorized,” I should think it would be better to say 
“ shall have authority.”

On the thirty-third page, in the third line, I think it would be 
simply an improvement of English to change the word “ reduction” 
to “ decrease,” and in the fourth line, after the word “ apart,” say 
“ by said bank,” and in the fifth line------

Senator S h a f r o t h . Strike out “ apart” ?
M r. F la n n a g a n . N o ; a fter  th e  w o rd  “ a p a r t ”  an d  b e fo re  the 

w o rd  “ f o r , ”  in sert “ b y  sa id  b a n k ” ; an d  in  th e  fifth  lin e  erase th e  
w o rd  “ c o r r e s p o n d in g ”  an d  su b s titu te  th e  w o rd  “ s im ila r ,”  so  th a t it  
w ill th en  read , b e g in n in g  o n  th e  th ird  fin e—
corresponding increase in the required reserve fund of lawful money set apart by said 
bank for the redemption of said notes and by the release of a similar amount of the 
collateral security deposited with the local Federal reserve agent.

I wish you gentlemen would read that paragraph commencing on 
the thirty-second page, twenty-first line, and see what it is, and then 
I will suggest a point that I think it does not cover.

Senator O 'G o r m a n . What is the point?
Mr. F l a n n a g a n . The purpose of that is that a bank may reduce 

its liability for outstanding notes by the deposit of its own notes, 
other reserve bank notes, or gold and silver, but the liability, unless 
you cancel the particular reserve notes of the Federal reserve bank 
that issued them, will not be extinguished by this deposit unless the 
fund is used for the purpose of extinguishing them.

The C h a i r m a n . That is the objection, to earmarking these notes.
Mr. F l a n n a g a n . They ought to be earmarked, or you will not get 

elasticity; that is my opinion. My thought is that it is incumbent on 
the reserve agent or the Treasurer to receive geld and silver for the 
reduction of the liability of the reserve bank, and to use that fund

9328°—S. Doc. 232, 63-1—vol 1------50
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for the cancellation of a similar amount of reserve notes, when they 
comein, being at that time held by the public. You can not cancel 
liabilities by depositing the money with a third person, unless that 
third person uses that deposit for the purpose of canceling the liabil­
ity. So, I therefore think if, on the sixth line, after the word 
“ agent,” you will add “ such fund thus deposited”------

The C h a ir m a n . What page and line ?
Mr. F l a n n a g a n . Page 33, line 6, after the word “ agent,” the last 

word in the line, add:
Such fund thus deposited shall be used exclusively for the redemption of an equal 

amount of the Federal reserve notes originally issued through the bank, thus reducing 
its liability.

That would make it incumbent, of course, upon the reserve agent 
or the Treasurer to receive gold or lawful money for the purpose of 
reducing the liability of the reserve bank which desired to reduce 
its liability to see that it was applied for that purpose.

Senator H it c h c o c k . D o you think that the reserve on deposit 
in the Treasury is adequate to make these redemptions ?

Mr. F l a n n a g a n . That is 5 per cent, is it not ?
Senator H it c h c o c k . Yes.
Mr. F l a n n a g a n . I su p p o se  so . I sh o u ld  th in k  th a t  5 p e r  c e n t  

wcmld b e  a d eq u a te .
Senator H it c h c o c k . The present la w  provides 5 p e r  cent?
Mr. F l a n n a g a n . Yes.
Senator H it c h c o c k . For national-bank notes, and it has proved 

utterly inadequate.
Mr. F l a n n a g a n . Yes; I believe that is true.
Senator Sh a f r o t h . The Treasury has got to draw money out of its 

general funds, all right, in order to redeem national-bank notes ?
Mr. F l a n n a g a n . I b e lie v e  it  has.
Senator H it c h c o c k . This being an elastic currency, will not the 

redemptions be even greater ?
Mr. F la n n a g a n . They may be. You asked me this morning if 

I thought the redemptions would be the same, did you not, as the 
present national-bank currency ? I am not able to tell, and I do not 
think anybody is. It seems to me it is a matter of experiment.

Senator H it c h c o c k . Under the present law the 5 per cent fund in 
the Treasury has proved utterly inadequate to redeem the national- 
bank notes as presented ?

Mr. F l a n n a g a n . Yes.
Senator H it c h c o c k . I s it not an inevitable conclusion that a 

reserve of the same kind will also prove inadequate for the new notes ?
Mr. F l a n n a g a n . I think that is a very reasonable conclusion, 

Senator. That might be remedied by keeping a larger amount in the 
reserve banks.

Senator S h a f r o t h . Could it not also be accomplished by making 
these notes so that they could be used by national banks as reserve ?

Mr. F l a n n a g a n . Never in the world.
Senator S h a f r o t h . If they have this power to send them down to 

Washington, would it not answer as reserve?
Mr. BxannaG an. They ought not to, because they are a Government 

bank and ought not to be-------
Senator Sh a f r o t h . The question is whether if they did have this 

power it would not relieve the drain on the Federal Treasury.
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Mr. F l a n n a g a n . It is not a very material drain, because you can 
make the banks themselves pay it more rapidly out of their own assets 
if you require it. You can not assume that it is positively so, that 
with 12 Federal reserve banks scattered throughout the country that 
people are going to take the trouble to send their notes all the way to 
Washington to get them redeemed. It is reasonable to suppose that 
they will send them to the nearest Federal reserve bank.

Senator S h a f r o t h . In the aggregate that would amount to the 
same thing.

Mr. F la n n a g a n . No; the bank would then redeem and not the 
Treasury.

Senator S h a f r o t h . But they have got to get the gold from the 
Treasury.

Senator H it c h c o c k . The redemptions under the present law are not 
caused by people sending these notes directly to Washington for 
redemption ?

Mr. F l a n n a g a n . Of course not.
Senator H it c h c o c k . A s outlined this morning, because banks 

throughout the country when they get bank notes are unable to use 
them as reserves, therefore when they send remittances to New 
York, Chicago, or St. Louis they send national-bank notes. Those 
notes give them then the full reserve credit in those three cities. 
When those three cities receive them, they can not count them as 
reserves in their vaults, and therefore they quickly send them to 
Washington and get legal-tender money.

Mr. F l a n n a g a n . Quite right, and to that extent that constitutes 
elasticity, that very redemption—sending them back gain.

The C h a i r m a n . Mr. Flannagan, I ask you this question: Does the 
redemption of those national-bank notes really make them elastic ?

Mr. F l a n n a g a n . Make them elastic ?
The C h a i r m a n . Yes.
Mr. F l a n n a g a n . The redemption of the present national-bank 

notes ?
The C h a i r m a n . Yes.
Mr. F l a n n a g a n . No; I do not think that they do. I do not think 

that does make them elastic, as they should be.
The C h a i r m a n . Then, what is the purpose------
Mr. F l a n n a g a n . Of having them redeemed ?
The C h a i r m a n . Yes.
Mr. F l a n n a g a n . Why, because it is a debt, and they ought to be 

paid at the instance of whoever holds them.
The C h a i r m a n . Then it is not a true money?
Mr. F la n n a g a n . No. It is not coin; and of course paper money 

is a debt, whether issued by the Government or issued by a bank. 
You can not make it anything but a debt.

The C h a i r m a n . Granted that it is a debt------
Mr. F l a n n a g a n . Yes.
The C h a i r m a n . A gold certificate is a debt?
Mr. F l a n n a g a n . It is a warehouse receipt.
The C h a i r m a n . Call it a warehouse receipt; nevertheless, it is a 

debt— a promise to pay the gold which is warehoused, is it not 1
Mr. F l a n n a g a n . Yes; the element of trusteeship enters.
The Ch a i r m a n . That is a mere matter of synonym.
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Mr. F l a n n a g a n . There is quite a difference between the promise 
of a bank or the promise of a Government to pay from assets and 
when you have a particular promise to pay from a particular fund. 
It is tne same thing as a warehouse receipt. The ownership of the 
gold is in the holder of the gold certificate.

The Ch a ir m a n . The effect of treating these bank notes as requiring 
this redemption, when you do not require a redemption of the gold 
certificates or other moneys, is to degrade these national-bank 
notes and compel redemption because they are degraded. Is not 
that the fact?

Mr. F l a n n a g a n . I do not think so at all. How could you require 
the redemption of a gold certificate any more than to state that î  
will be honored on presentation? You do the same thing with 
national-bank notes. It is the promise of the bank to pay, but in 
the latter case payment may be made with the bank's property.

The Ch a ir m a n . But you impose upon this national-bank note, 
which is treated as currency of the country and which is secured by 
Government bond, the provision that it shall not be used as a reserve, 
although some of the State banks do use them as reserves, I think, 
and to quite a considerable degree. They have $107,000,000 of 
them as reserves. But the fact that the national-bank notes are 
not permitted to be used by the national banks as reserves------

Mr. F l a n n a g a n . And ought not to be; that is the proposition I  
contend for. I beg your pardon------

The Ch a ir m a n . I have not concluded m y  question.
Mr. F l a n n a g a n . I b e g  your pardon.
The C h a ir m a n . It is that circumstance which compels these 

national-bank notes being of a less current value than the other 
legal-tender money of the country that causes them to come back 
into the Treasury and causes the Treasury to keep on hand $35,000,000 
of gold or lawful money for their redemption, and in addition to 
that the Government is also required, because of the volume of these 
notes coming in, to keep a still larger sum, in that way really con­
tracting the currency to the extent of about $60,000,000 of current 
funds------

Mr. F l a n n a g a n . Did you ask me a question ?
The C h a ir m a n . I was asking you if that was not the case—if 

that is not the cause of this redemption ?
Mr. F l a n n a g a n . I think the cause of the redemption is that they 

can not be counted as reserves. I think that is the cause.
The Ch a ir m a n . That is the point.
Mr. F l a n n a g a n . And I think it ought to be so. I do not think 

that any debt ought to be counted as a reserve, but that the true 
reserve to pay debts with is gold, and that any other payment is a 
swapping of one debt for another debt.

Senator Sh a f r o t h . Not even the United States notes now out­
standing ?

Mr. F l a n n a g a n . Not even greenbacks. I  contend that the green­
backs ought to be redeemed.

The C h a ir m a n . Ought not to be used as money ?
Mr. F l a n n a g a n . No.
Senator S h a f r o t h . Y ou  would have nothing but g o ld  as money, 

or gold certificates ?
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Mr. F l a n n a g a n . I would have anything that could be converted 
into gold.

Senator S h a f r o t h . Y ou  would not have that legal tender?
Mr. F l a n n a g a n . No.
Senator S h a f r o t h . It would not be money in the strict sense ?
Mr. F l a n n a g a n . It would not be money in any strict sense; legal 

tender does not make it money.
Senator S h a f r o t h . We think it does.
Mr. F l a n n a g a n . Y ou  get into the greenback idea.
Senator S h a f r o t h . We get into the proposition of having the cur­

rency as does every nation on the face of the globe that bears the 
stamp of the Government—every single bank note of Europe is full 
legal tender for payment of debts.

Mr. F l a n n a g a n . I can not dispute that statement, but unless 
you have a very good authority for it I should doubt it.

Senator S h a f r o t h . I have seen it stated so.
The Ch a i r m a n . There is no doubt about the notes of the Reichs- 

bank being legal tender, there is no doubt about the notes of the 
Bank of France being legal tender, nor of the Bank of England.

Senator S h a f r o t h . The Bank of Canada notes are legal tender?
Mr. F l a n n a g a n . Are they?
Senator S h a f r o t h . Not the Bank of Canada but the Dominion 

notes; yes, sir.
Senator H i t c h c o c k . Mr. Flannagan, the operations of this bill, 

particularly under the amendment which you suggested this morning, 
are likely to result in the possibility of a considerable inflation of the 
currency ?

Mr. F l a n n a g a n . The possibility of the inflation of the currency? 
I think I stated that for the present the total amount of additional 
currency that could be issued on the hypothesis that every bank 
issued its maximum amount, would be some three hundred and odd 
million of dollars. The exact amount you will find by referring to 
the figures I gave.

Senator H i t c h c o c k . I will change that question.
Mr. F l a n n a g a n . Let me finish, please, sir. The exact amount 

will be found by deducting the present outstanding national-bank 
notes from the capital stock of the national banks.

Senator H it c h c o c k . I really intended to say that the result of the 
operations of this bill will be the probability of a considerable inflation
01 credits.

Mr. F l a n n a g a n . Which is the same thing.
Senator H i t c h c o c k . No; it is quite different. And I want to ask 

you if I am correct in this conclusion: We considered the case this 
morning of a bank with a million dollars capital. Let us go further 
and suppose that that bank has $7,000,000 of deposits ana approxi­
mately $7,000,000 of loans. Under the present law it might issue 
$1,000,000 of currency based on bonds, and that is all ?

Mr. F l a n n a g a n . Yes.
Senator H i t c h c o c k . It can not rediscount its notes without 

resorting to illegitimate banking ?
Mr. F l a n n a g a n . It can not rediscount what ?
Senator H it c h c o c k . Under the present law ?
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Mr. F l a n n a g a n . It can go to a correspondent bank and get a 
rediscount without resorting to illegitimate banking.

Senator H it c h c o c k . It is not considered good banking, and they 
do not do it to a considerable extent. The Treasury statement 
shows merely a nominal amount.

Mr. F l a n n a g a n . Let me see how much that is, please. [Referring 
to papers.] I think it is many millions.

Senator H it c h c o c k . It is very small compared to the aggregate.
Mr. F l a n n a g a n . Of course, I grant you that the matter of redis­

counts ought not to be regular banking. I think that a bank that 
continually asks rediscounts under our present system shows an 
indication that it has not got sufficient capital for its business.

Senator H it c h c o c k . It is a very small amount. I will not go—■—
Mr. F l a n n a g a n . I can tell you the exact amount.
Senator H it c h c o c k . That is immaterial as to the exact amount. 

Under the new law, and under your amendment, a bank with 
$1,000,000 capital, and, say, $7,000,000 of loans and $7,000,000 of 
deposits, could issue $1,000,000 of currency, could issue $500,000 
of acceptances, which are nothing but the loan of its credit, and 
could procure easily $1,000,000 of rediscounts at the reserve bank. 
Would that not, in the case of that bank, mean the addition of 
$1,500,000 to the credit which it now extends ?

Mr. F l a n n a g a n . I think so.
Senator H it c h c o c k . And applying that to all the banks in the 

country, does that not mean a great inflation of credit ?
Mr. F l a n n a g a n . Under the figures that you gave me, if I followed 

you correctly, I believe that a bank could do it, but you can not pre­
sume that every bank is simply going to do it unless they have got 
some securities behind it on the other side. Banks do not go on 
and issue these obligations for the mere fun of the thing; they issue 
them as a matter of profit, having due reference to safety.

Senator H it c h c o c k . I am seeking to get from you now an answer 
to the question whether or not under the natural operation of this 
bill it will not make it possible for banks to increase the volume of 
credit now existing ?

Mr. F l a n n a g a n . I think that is true.
Senator H it c h c o c k . I think so, too. I think it will add a large 

per cent to the possible credit issue of every bank.
Mr. F l a n n a g a n . Is that undesirable? Not a credit without a 

debt, mind you— as I tell you, they are relative terms. Whether 
credit or debt which is amply secured, does not that facilitate and 
encourage the business of the country ?

Senator H it c h c o c k . Have you any belief as to the proper rela­
tion between gold and credit or not? This, without increasing the 
supply of gold, would mean a great increase in the credit based on it ?

Mr. F l a n n a g a n . Your question is------
Senator H it c h c o c k . Is there any proper relation, is there any per 

cent that the world has accepted as proper ?
Mr. F l a n n a g a n . I do not know of any per cent. In the various 

countries the experience is somewhat different. I should say that 
about 10 per cent for ordinary cases would be sufficient reserve for a 
bank to hold against its liabilities. I think experience has demon­
strated that.
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Senator H it c h c o c k . Do you personally favor this provision which 
allows banks to give acceptances to the extent of half of their capital 
stock ?

Mr. F l a n n a g a n . I think under the restrictions that it is for the 
importation or the exportation of merchandise that it is all right. It 
does not allow acceptances to be given in the ordinary sense of the 
word.

Senator H it c h c o c k . An acceptance is simply a loan of credit ?
Mr. F l a n n a g a n . Yes.
Senator H it c h c o c k . Loan of a bank’s note ?
Mr. F l a n n a g a n . That is acceptance.
Senator H it c h c o c k . Do you think that it is right for a bank which 

is in the business for receiving deposits and making loans to practi­
cally indorse the paper of other people ?

Mr. F l a n n a g a n . If they have got satisfactory security, it is aU 
right; there is no more objection to it than receiving a deposit. It is 
a form of business that is very largely adopted abroad. They are 
both exchange of debts.

Senator H it c h c o c k . Yes; but is it not a fact that the acceptances 
given abroad are largely by financial houses and not by banks of 
deposit ?

Mr. F l a n n a g a n . Nearly all banks abroad do issue letters of credit. 
The largest bank in England is the London City and Midland of 
London, with which I had at one time an account, which issues letters of 
credit and gives acceptances, and I think it is the common practice 
of banks in England to give acceptances, and it is used for facilitating 
the transfer of property from one place to another; and where the 
credit of the bank is K now n and the credit of the individual who 
wants to perform the operation is not known, that is the purpose of 
issuing these commercial credits.

Senator H it c h c o c k . I have the impression, and I got it from an 
English banker, that acceptances in England were given largely and 
chiefly by financial houses, and that they were not given by banks 
which were receiving deposits from the people.

Mr. F l a n n a g a n . I think they are given by merchant bankers; I 
think they really call them that. I think to the largest extent—  
take Brown, Shipley & Co.; they are not classed in England as 
bankers, they are classed as merchants. We class them here as 
bankers. But, in addition to those houses, international houses 
which have correspondents or branches in various parts of the world, 
the incorporated banks also do issue letters of credit and do give 
acceptances. The giving of an acceptance is an incident to the 
issuance of a commercial credit and must be a part of it.

Senator H it c h c o c k . A few moments ago you said that the Fed­
eral reserve board would be able by its power to control the deposits 
of the United States to really compel a Federal reserve bank to loan 
its funds to another Federal reserve bank ?

Mr. F l a n n a g a n . Yes.
Senator O ’ G o r m a n . I think the statute requires or gives express 

direction.
Mr. F l a n n a g a n . Yes.
Senator H it c h c o c k . Do you think that is a good power to have 

vested in any central reserve board ?
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Mr. F l a n n a g a n . I do not see how you are going to divest it of 
the power. You have got to give the power to somebody who is 
going to control these deposits.

Senator H it c h c o c k . 1 am not speaking of deposits only, but the 
power of the central reserve board to dictate the policy of a central 
reserve bank.

Mr. F l a n n a g a n . But you can not presume that these men are 
going to dictate it for undesirable purposes. The men of the Federal 
reserve board are supposed to have the interests of the country at 
heart.

Senator H it c h c o c k . N o w , one of the witnesses who preceded 
you, Prof. Sprague, argued as one of the benefits of this bill that the
12 Federal reserve banks would be able to control the policy of the 
individual banks of the country by threatening to withhold from 
them the privilege of rediscount. He said if a bank, for instance, 
was violatmg the ethics of banking in its remittances, or otherwise 
violating the standards established by the Federal reserve bank, 
that Federal reserve bank would refuse to discount paper for that 
offending bank, and thus compel it to adopt a different policy.

Mr. F l a n n a g a n . I think that theory must have proceeded from a 
theorist.

Senator H it c h c o c k . Y ou think that the Federal reserve board, 
under the terms of this bill, is compelled to discount paper for every 
bank?

Mr. F l a n n a g a n . Do I think-------
Senator H it c h c o c k . The Federal reserve bank is compelled under 

this bill to discount paper for any member bank ?
Mr. F l a n n a g a n . As a matter of practice, yes; but I think there 

would be some limitation to it.
Senator H it c h c o c k . Do you think it is a discretionary power that 

they have, or have they no power to refuse discount paper ?
Mr. F l a n n a g a n . I have not examined critically as to that, but 

my judgment would be that the Federal reserve bank should have 
the authority to decline or reject the discounted paper.

Senator H it c h c o c k . You are rather a friend of the idea of inde­
pendent banking ?

Mr. F l a n n a g a n . I certainly am.
Senator H it c h c o c k . Do you think a Federal reserve bank located 

in Chicago, for instance, should have the privilege of saying or inti­
mating to the Nebraska banks-------

Mr. F l a n n a g a n . If that was in the district ?
Senator H it c h c o c k . If that was in the district— that they are ex­

tending their loans too much; that farmers are borrowing too much 
money for agricultural implements, that too much credit is being 
extended for building, and should indicate to the Nebraska banks 
that they must curtail their loans or, as a penalty for refusal, they 
would be restricted or perhaps denied the privilege of discount? 
Would you like that condition«

Mr. F l a n n a g a n . I am inclined to think that it is necessary to have 
some restriction. I believe in the independence of the individual 
banks. I believe if you give them the power of circulation, as sug­
gested this morning, that under all ordinary and normal conditions 
they can accommodate the needs of their customers and that when 
they go to the reserve bank it means, as a rule, that they are getting
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beyond the capital of their own community. I think that the re­
straint is desirable.

Senator H it c h c o c k . The reason that they go to the Federal re­
serve bank is because they have been required to give up part of the 
capital that they are now using in their own community, and central 
and reserve city banks have been compelled to give up a part of the 
deposits which they are now holding ?

Mr. F l a n n a g a n . I doubt very much if it is burdensome on the 
individual banks under the provisions of this law that they are 
giving up very much capital on which they were earning profits 
before. If you take into consideration the reduction of reserve which 
is given them, you will find that the country banks are not restricted 
in the amount of their earning capacity. I think Senator Reed 
yesterday asked a question of Mr. Frame in that connection, figuring 
it on that basis; so that it seems to me, Senator, that you want some 
restriction.

Senator H itc h c o c k . Then you favor the development in this coun­
try of a power which will be able to dictate to the individual banks 
how far they shall go with their loans and what class of loans they 
shall take, how they shall treat their customers ?

Mr. F l a n n a g a n . I should want that power very much restricted.
Senator H itc h c o c k . Is it restricted in this bill anywhere ?
Mr. F l a n n a g a n . I am inclined to think it is.
Senator H itc h c o c k . Can you point it out ?
Mr. F l a n n a g a n . I will examine it more critically with a view of 

looking into that and let you know later.
Senator H it c h c o c k . I have not found it.
Senator R e e d . D o you think, in the absence of a restriction, that 

the influence of the reserve bank might be so exercised as to be 
potential to any great extent over the member bank ?

Mr. F l a n n a g a n . In the absence of any restriction whether it 
could be potential; is that what you mean?

Senator R e e d . Yes; and whether it is likely to be?
Mr. F la n n a g a n . The answer to the question is not clear in my 

mind. It seems to me that if your thought, Senator------
Senator R e e d . I will put it in a different way.
Mr. F l a n n a g a n . Yes; it would be a help if you would.
Senator R e e d . We organize this system; we have a regional 

reserve bank for four great States, embracing 650 national banks. 
This bank is the only medium under the bill by which the banks can 
get money issued by the Government in the time of necessity or need; 
it is the place they go to regularly for discounts, etc. Does that vest 
in the management of that regional bank such powers and influence 
as to give that management a commanding or material influence 
over the member banks ?

Mr. F l a n n a g a n . I do not think so. The thought in my mind is 
that these reserve banks should be used as a combination of the assets 
of banking interests of the particular district in which they are 
located; that they should be friendly, a part of the system; that if 
there should be a period similar to the times when the combination 
of banks was heretofore made in troublous times—I do not mean that 
assistance should be confined to panicky or commercial crises, but I 
mean the fact that these banks exist in itself will be a tower of strength
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to  the ba lan ce o f the b a n k s ; that there is a p lace  w here th ey  can  go  
and get assistance.

Senator R e e d . Which is the beneficent side ?
Mr. F l a n n a g a n . Yes.
Senator R e e d . A Government can not exist unless power is vested; 

and, assuming a perfectly beneficent and perfectly intelligent gov­
ernment, the more power you have centralized the better, but expe­
rience has shown us that in setting up a government we must put 
checks upon its power, because every time we have granted unlimited 
power we have had in the end unlimited abuse. That is by way of 
illustration. Now, while we are setting up these regional reserve 
banks, we must not set up a great power whicn might be exercised------

Mr. F l a n n a g a n . T o the disadvantage------
Senator R e e d . T o the d isadvantage o f  the m em ber banks or o f  the 

general com m un ity .
Mr. F l a n n a g a n . I agree with you exactly on that.
Senator R e e d . The question is not, therefore, whether these banks 

ought to be used for a beneficent purpose, but whether they can be 
used by evil-disposed people for baa purposes; that is the point. You 
say they ought to be used in a certain way. I grant you that, and 
if used in that way and only in that way they would, of course, be 
good thing.

Mr. F l a n n a g a n . Y ou m ust take in to  consideration  the organiza­
tion  o f these banks. Y o u  see that tw o-th irds o f the board  o f d irectors 
o f these banks are selected b y  the m em ber banks— m en w ho are in­
terested in  the m em ber banks— so it  is natural to  be  supposed that 
their interest w ill be  interlocking and m utual.

Senator R e e d . That is all right, so far as the member bank is con­
cerned, but how about the public— the community ?

Mr. F l a n n a g a n . But the reserve banks do not come in contact 
with the community except through the member banks.

Senator R e e d . What I have in mind is this— I am not trying to 
argue a question with you; I am trying to direct your thoughts to a 
question— the territory of Nebraska, Missouri, Kansas, and Okla­
homa, with approximately 600 banks in it, all now separate and inde­
pendent from each other, is organized into a region, and some place in 
it is located a regional reserve bank. There must be a human manage­
ment and there must be a dominating influence and mind controlling 
that management. I take it that would necessarily be the president 
of the bank and the six members of the board selected by the banks. 
You are a banker in the city of Omaha, and, like all banks, you are 
expanding your credit as far as you ordinarily can in order to make 
money with safety, as you regard it. You get pretty close to the edge 
at times------

Mr. F l a n n a g a n . Get pretty close to the edge------
Senator R e e d . The danger edge sometimes, and you know that 

there may come a catyclism of some kind which you can not antici­
pate, and when that time does come there has been provided one 
place for you to go for help. I am the president of this regional 
reserve bank—the only way I will ever get the presidency is in this 
illustration------

Mr. F l a n n a g a n . Y ou are the president.
Senator R e e d . Suppose I say to you, as time runs along, “ Mr. 

Flannagan”—I am going right back to the very illustration which
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Senator Hitchcock used— “ you are carrying too large farm loans. 
Are you not carrying them at too low a rate of interest? Do you 
thinK that is good banking ? ” Would you not be very likely to 
hearken to that suggestion ?

Mr. F l a n n a g a n . Your question is so long I have really lost 
exactly what is the position you give me. I understand you are 
the president of the regional reserve bank. Where am I ?

Senator R e e d . Y ou are president of the local bank in Omaha.
Mr. F l a n n a g a n . I am the president of the local bank? Now, 

what is the question, Senator. [Laughter.]
Senator R e e d . Is there anything especially amusing about that 

question ?
Mr. F l a n n a g a n . It is amusing about my getting lost.
Senator R e e d . The question was neither very long nor very 

involved. You just let it slip out of your mind, which we are all 
likely to do. I am the president of the regional bank in this illustra­
tion, and you are the president of the bank in Omaha, which is a 
member, and you are loaning large sums of money throughout the 
State of Nebraska, and I say to you, “ Do you not tnink that you are 
putting out too many loans, and that you are loaning at too low a 
rate of interest.” Do you not think you would be very likely to 
hearken to that suggestion!

Mr. F l a n n a g a n . I certainly do; yes.
Senator R e e d . Suppose I was to say to you:

You are paying 3 per cent interest on deposits. I think that is more than a bank 
ought to pay; I do not like it; I would a little rather not discount your paper so heavily 
that you bring in here.

What do you think you would do ?
Mr. F l a n n a g a n . I should probably say—I would maintain my 

right of action—I am the Omaha bank and you are the Federal bant 
saying to me that— I should probably say to you, that—

I should prefer to maintain my independence of action; that I am managing my 
bank in accordance with the best judgment of my board of directors. I will tell them 
that you think we are paying too large interest on deposits. If they decide that it is 
too large, and that your opinion is of such a nature mat we ought to discontinue, or 
you can show me wherein that that is true, then I will reduce it, but I will take your 
opinion under very serious consideration.

That is the way I would answer that.
Senator R e e d . I understand, of course, that a bank that is per­

fectly strong and always was well within its resources could afford to 
be independent. What I am really trying to find out, is whether 
there is a danger, through this mere organization of a condition 
ultimately being brought about whereby that central organization 
becomes the inspiration and practically the guide for the policies of 
the member banks.

Mr. F l a n n a g a n . I do not think that that follows at all. I think 
the independence of individuality is preserved under the organiza­
tion of the banks themselves, especially if you will give them all the 
normal functions of banking.

Senator R e e d . Do you think there would be any danger— here is 
a great enterprise, obliged to be carried on by large advancements 
from the banks—of that enterprise being wrecked by a suggestion 
from me, as president of the regional bank, that I did not think 
those securities desirable for rediscount ?
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Mr. F l a n n a g a n . But, under the regional reserve banks, you are 
not allowed to take those; that is not the purpose of the regional 
reserve bank, to furnish capital for outside------

Senator R e e d . Y ou did not understand me. Assume that there 
is a large institution, a heavy borrower------

Mr. F l a n n a g a n . Not a bank, but an industrial ?
Senator R e e d . An industrial, a merchant, having to carry large 

amounts of paper, so much so that one bank does not carry it as a 
member; and I was to say, as president of the regional bank, that 
we did not care to rediscount that paper. Would not there be great 
danger that that would wreck that mstitution, because every bank 
within reasonable limits, as a member of the regional bank and must 
all come to me finally to rediscount that paper------

Mr. F l a n n a g a n . I would think that if you, the president of the 
reserve bank, were undertaking to regulate the industrial develop­
ment in my particular section that you were going beyond your 
powers.

Senator O ’G o r m a n . Would you not be likely in that event to 
appeal to the reserve board in Washington and have some change 
made ?

Mr. F l a n n a g a n . I probably should.
Senator R e e d . Suppose I do not put this on you as an absolute 

demand, and say “ I will not take it,” but simply say, “ Now, we do 
not just like this paper. Do you not think you had better go a little 
slow with it?”

Mr. F l a n n a g a n . I would tell you I had respect for your opinion, 
and I would consider it, but that I would not let that be the final 
influencing cause for my action.

Senator R e e d . I want to get at the question as to your candid 
judgment whether that would not be very likely, in many instances, 
to close the credit of that whole region to that enterprise?

Mr. F l a n n a g a n . I do not think so, Senator. I do not think such 
a power of an individual could be exercised to the detriment of a 
whole community of that sort, by the expression of an opinion, 
when the men in active control of the capital in the community 
favored it, and I do not believe as the Federal reserve president, 
you would attempt to put your judgment against the local judgment 
on a local enterprise.

Senator R e e d . I think, on the other hand, without any experience 
in banking, that if I was president of the reserve bank and saw a lot 
of that paper coming in, and I began to doubt as an individual, I 
would be very likely to suggest it to the men who came in with it to 
me to rediscount, and when I did do it I sort of have an idea that 
that institution, having no other place to go for money, because of 
this organization, except to the member banks, would go out of 
business.

Mr. F l a n n a g a n . Not until the president------
Senator O ’G o r m a n . Could you not appeal to a board?
Senator R e e d . What would the credit of an institution amount to 

if they are compelled to come up here to Washington in an appeal?
Mr. F l a n n a g a n . I think it is an abstract question.
Senator R e e d . I do not think it is an abstract question.
Mr. F l a n n a g a n . In point of fact, do you not think that the local 

bank president would snow to the Federal reserve president that his
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Eosition was not correct? Would he not lay out his books open to 
im and say, “ Here is what I have got; here is the statement of my 

condition,” and the Federal reserve bank, not having any prejudice 
against this man, not desiring, as a matter of prejudice or feeling, to 
discourage his development, would naturally be open to conviction.

Senator R e e d . Suppose he was a different kind of’a banker. Let 
me illustrate to you what I mean: You and I know perfectly well that 
without any legal organization, but simply by virtue of combinations 
that have grown up, powerful concentration of wealth in the hands of 
a few great institutions, and some kind of community of interest, that 
it has happened time and again that great enterprises have suddenly 
found their credit shut off in the chain of banks they have been doing 
business with, and before they could establish a credit elsewhere their 
doors had been closed. That certainly has happened time and again in 
regard to great enterprises of this country— the squeezing process— 
and if it has been done by men—I was going to say wicked men, and 
I think I will use that term—outside of any regular progress of its 
growth, such an influence should obtain control of a lot of these 
regional banks------

Mr. F l a n n a g a n . Oh, but that is impossible.
Senator R e e d . Why is it ?
Mr. F l a n n a g a n . That one influence can control any number of the 

regional banks ?
Senator R e e d . Yes. Let me see if I can not illustrate that: I am 

not trying to be chimerical, and I am not trying to fight this bill, but 
I am trying to find out if there is a danger in it. If there is a danger, I 
want to know it.

One banker the other day testified that when you came to select 
the board of directors of the regional bank that it was his opinion 
that the great banks, being largely interested and very active, 
would probably be active in the matter of the selection, and 
the smaller banks would be probably somewhat inactive or uninter­
ested, and that the result would probably be that the directors would 
in the end be selected by the same important banks of the district. 
Do you think that is likely to obtain ?

Mr. F l a n n a g a n . N o ; it could not happen, because under this law 
the banks are divided into classes, according to the different capital, 
and each class of banks select electors which elect, so that each class 
of banks would necessarily be represented, the smaller banks as well 
as the others. It is impossible for any individual to use influence in 
that regard. I think that is absolutely impossible.

Senator R e e d . I am sticking to one reserve bank. When I get 
through with that------

Mr. F l a n n a g a n . I understood you to say they might have several.
Senator R e e d . That was in a former question. I am now referring 

to one reserve bank. I want really to get your best judgment about 
this matter. I hava had something to do with politics.

Mr. F l a n n a g a n . I think you  have.
Senator R e e d . And I have seen a law that gave to every voter 

the same right to vote and the same right to participate in a primary, 
and I have seen these glorious direct primaries, and I have seen the 
same half-dozen men running the very primary where everybody 
had a right to vote. They ran the thing when we had the old 
caucuses and the old conventions. The reason they ran them was

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



792 BANKING AND CURRENCY.

because of their activity, their intelligence, their constant planning 
and work. Is it not very likely that when we come to elect the board 
of directors of a regional bank, that the big, strong men, the active, 
virile bankers will be the ones who are selected, instead of the smaller, 
the obscure, and the almost unknown men?

Mr. F l a n n a g a n . I think those are the men who ought to be selected, 
the big, strong, active men.

Senator R e e d . When you get to that kind, is it not true to-day 
that the big, strong, active, virile bankers of the large cities of this 
country are nearly always in a direct or indirect alliance with the 
big, strong, bankers of New York City and other money centers ?

Mr. F l a n n a g a n . I think they have desirable connections; yes.
Senator R e e d . And there is frequently a stock ownership running 

through them, is there not ?
Mr. F l a n n a g a n . That may be. I am not posted as to that.
Senator R e e d . If that is true, why is it not entirely possible to 

work out not only a dominating control in one regional bank, but to 
unite that control with several regional banks; and does not that sort 
of control to a great extent exist to-day without any Government 
organization ?

Mr. F l a n n a g a n . I do not believe that that is a practical result to 
be feared. I think that that is one of the reasons why you want a 
number of Federal reserve banks. I do not think you want to make 
one section dependent upon another. I think you ought to make the 
association of the banks of the district uniform as much as possible, 
so as to have each district independent of every other district. And 
I think that is one of the great reasons why you want several districts. 
That is the great objection to the central b$,nk, and the further you 
get away from it, within certain limitations, the better.

Senator R e e d . Then there is a danger point somewhere that you 
want to avoid, is there not ?

Mr. F l a n n a g a n . I do not believe the danger exists under this bill, 
Senator.

Senator R e e d . Let me follow that a moment. I  want to illustrate 
how far this can go. This committee was waited on by a committee 
of the American Bankers Association.

Mr. F l a n n a g a n . Yes; I  saw the report.
Senator R e e d . All of them agreeing absolutely upon a program. 

They were very fine, elegant, intelligent gentlemen. Do you not 
think that there was a dominating mind down there that picked thess 
men and sent them here with this canned argument and philosophy ?

Mr. F l a n n a g a n . Well, Senator, I do not believe I ought to express 
any opinion about that.

Senator R e e d . I have one which I would unhesitatingly express—  
not that I am criticizing them, but there must have been a dom­
inating force. I think it was here.

Mr. F l a n n a g a n . In Washington?
Senator R e e d . Here in Washington. I  think it came here to 

Washington. I think it had “ side-burns” when it came, and I say 
that respectfully. There was before us a banker from an extreme 
southern city wedded to this doctrine and most forcefully advocat­
ing it. I have been informed that his bank has very close and 
intimate connections with New York City to-day. I want to know
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if those forces that exist, having reached out with their ramifications 
in many directions, it would not be very likely that in a short time 
they would control and dominate every one of these regional banks 
so far as they can be controlled and dominated under the terms of 
this bill. Of course there is a governmental control above.

Mr. F l a n n a g a n . I think danger from influences derogatory either 
to the welfare of the individual banks, or the people is covered in 
this bill. I do not believe that you need fear the concentration of 
the money power—if that is what is in your mind.

Senator R e e d . Would not that be lessened, if instead of giving 
the banks the right to select two-thirds of the members of the boards 
of directors, the Government, the people, selected at least half ?

Mr. F l a n n a g a n . No; I think that the representatives of the banks, 
in the Federal reserve banks, of two-thirds, is as it ought to be. 
They are the men that contribute the capital; they are the men that 
are interested in the individual banks who compose the Federal 
reserve banks.

Senator R e e d . Did you not pretty clearly demonstrate here this 
morning that they did not contribute the capital, that the people 
of the United States contributed all of the banking capital exceptmg 
a bagatelle ?

Mr. F l a n n a g a n . N o .
Senator R e e d . I thought I so understood your paper. I believe 

you will have to revise it.
Mr. F l a n n a g a n . Oh, no; I will stand by that paper.
Senator R e e d . It is a very elegant one.
Mr. F l a n n a g a n . When I  say the capital of the Federal reserve 

banks, I mean the capital stock which is contributed by the other 
banks. I am not speaking of deposits in this.

Senator R e e d . That is what does the banking business.
Mr. F l a n n a g a n . But the Federal reserve banks are going to 

handle large deposits from the Government. It is going to be a 
means where the people are going to get the use of money that has 
been tied up.

Senator R e e d . So much the more reason, if it is the people’s 
money, that the people should have something to say about it.

Mr. F l a n n a g a n . I think the people ought to have something to 
say.

Senator R e e d . But you think they ought to have only one-third 
of the say. You and 1 know that the minority stockholder and the 
minority director is not anything more than an interested onlooker 
in the management of any corporation.

Mr. F l a n n a g a n . Well, but don’t you see that you have got over 
and above this control of the reserve banks, the Federal reserve 
board, which in my opinion ought to be where it is. You have got 
over and above that the Federal reserve board which is composed of 
Government officials ?

Senator R e e d . Yes; but what right of control, after all, has that 
Federal reserve board ? What can it do ?

Mr. F l a n n a g a n . What right of control ?
Senator R e e d . Yes; what can it do?
Mr. F l a n n a g a n . The powers of it are claimed to be so immense 

that that is what the bankers are kicking about.
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Senator R e e d . I know they have been kicking; but it is the same 
men that kick the most vigorously who were the men who wanted 
one central bank privately controlled.

M r. F l a n n a g a n . But I  have always opposed that.
Senator R e e d . And the right to estabhsn branches ?
M r. F l a n n a g a n . Yes.
Senator R e e d . So that in view of their appetite we need not be 

surprised if they send up their bowl like Oliver Twist did, very 
frequently ?

Senator B r is t o w . I think, Senator, that all they asked was that 
we give them one-third representation on the Federal board.

Mr. F l a n n a g a n . I do not think that they are entitled to any in that 
b°ard.

Senator R e e d . I am interested in this thing from this standpoint: 
I mean whether they have a real control. I am questioning it now. 
I do not mean I am passing on the bill. This bill provides that one 
of these regional reserve banks shall have all the powers of a national 
bank. That is not the exact language, but that is what it means. 
A national bank has very broad powers. In addition to the powers 
which are expressly granted to a national bank are all of those com­
mon law property rights which every proprietor has over his prop­
erty save and except as that right is expressly restricted. You give 
to a Federal reserve board certain limited powers of regulation. I 
would like to ask you if you have examined this bill with reference to 
just what a Federal reserve bank could do if it wanted to go to the 
extreme of its rights ? Has it not got very broad powers ?

Mr. F l a n n a g a n . I have examined the bill, but not critically with 
that point in view. If you will turn to this report—I do not know 
the place. Perhaps somebody more familiar with it than I will tell 
me where the powers of the reserve board are recapitulated ?

Senator O ’G o r m a n . Y ou will find them all on pages 21 and 22; 
and as bearing upon the control that the Federal board has over the 
regional board, look at subdivision F on page 22, which confides to 
the Federal board the power to suspend the functions of Federal 
reserve banks, in substance, whenever they see fit.

Mr. F l a n n a g a n . That is in the bill, but it is very much fuller in 
this report.

Senator Sh a f r o t h . On page 46 the powers of the reserve board are 
set forth in smaller type and they are quite elaborate.

Mr. F l a n n a g a n . Senator, if you will read page 46 and page 47 of 
the report, No. 69, of the; Banking and Currency Committee of the 
House, it gives you in detail what the powers of that Federal reserve 
board are, and if you will read them I think you will find that they 
have considerable authority.

Senator R e e d . I would rather read the bill than that comment.
Mr. F l a n n a g a n . This is a summary of the various clauses in the 

bill, because all the powers of the Federal reserve board are not stated 
under that title of the bill, “ Federal reserve board.” They are 
scattered throughout the bill in various places. I think they are pretty 
full powers, and are summarized on pages 46 and 47.

Senator R e e d . I did not start this with the idea of arguing. I 
wanted to know if Mr. Flannagan had studied that, for my own 
information. I have got some opinions of my own about it. But if
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you have not, Mr. Flannagan, I would be glad if you would look at it, 
and see how far this might be of use.

Mr. F l a n n a g a n . Mr. Chairman, may I continue? I would like 
to go away somewhere near 5 o'clock. I am just going down in 
Virginia.

Senator O’ G o r m a n . What page are you on now ?
Mr. F l a n n a g a n . I have forgotten.
Senator O ’ G o r m a n . I think you were on page 33.
Mr. F l a n n a g a n . If you will continue that same page, I think the 

intention can fully be carried out and the expression made clearer 
by a slight change in lines 14,15, and 16. I would suggest that in the 
fourteenth line, after the word “ receive,” you insert the words 
“ from any member bank,” so that it will read: “ Reserve bank to 
receive from any member bank, on deposit, at par, without charge 
for exchange or collection, checks, and drafts” ; and after the word 
“ draft,” “ payable upon presentation,” because you certainly do 
not mean that it shall receive time drafts.

Senator H itc h c o c k . Sight drafts ?
Mr. F l a n n a g a n . The reason I would not use the word “ sight” is 

that in some States “ sight” gives three days' grace, and in some 
States demand gives grace. So if you have “ payable on presenta­
tion” it gets rid of both. In Massachusetts, for instance, I think, 
the sight draft has three days’ grace.

In the sixteenth line, from the word “ or” to the word “ depositor” 
in the seventeenth line, can be erased, because the same idea has 
been conveyed above. That is, you would erase the words beginning 
at “ or,” in the sixteenth line, then reading as the text reads until 
the last two words in the nineteenth line are reached, which may 
be erased.

In the twentieth line, after the word “ contained,” insert the 
word “ is.” After the word “ patrons” in the twenty-third line, I 
would suggest: I regard this provision of this bill requiring Federal 
reserve banks to receive from other banks checks and drafts payable 
elsewhere at par, of the greatest importance, because it makes the 
deposits in all the banks at par with other deposits which can be 
circulated by means of checks which would then be received at par; 
but you do not want that privilege to be abused; and I therefore 
think that if you would put in some clause so that if individuals 
deposit checks for the purpose of procuring credit, or what is termed 
“ kiting,” they shall not have that privilege. Consequently, I pro-

}>ose the insertion, after the word “ patrons” in the twenty-third 
ine, the following. Under misdemeanors you will also have it 

covered, if you wish to make it a crime to do any regular kiting, which 
we will come to later, but this insertion reads as follows:

Any person, firm, or corporation having had its check or draft returned under protest 
through a Federal reserve bank for nonpayment shall not thereafter be entitled to 
the benefits of clearing through the reserve bank, and the said reserve bank, at its 
discretion, may refuse from a member bank as a deposit the check or draft of such 
person, firm, or corporation.

The effect of that woula be that protested items would be re 
garded with some concern, and they would not often come back 
through the Federal reserve banks; that they would be settled at 
the member banks where they came from or were presented.

9328°—S. Doc. 232, 63-1—vol 1------51
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In pursuance of that idea of having a parity of exchange through­
out the country you will observe that on the next page, page 34, the 
Federal reserve board may exercise the functions of a clearinghouse. 
I believe that there is no machinery connected with this bill at all 
whereby a Federal reserve board could act as a clearing house, and 
it would be necessary to change the whole proposition if they did; 
that is to say, they do not keep money, and they do not keep books 
of account, and they do not have deposits with anybody. Nor do 
clearing houses have the latter. The ooard is not in the position to 
exercise the functions, and consequently I think you ought to insert, 
after the word “ discretion” on the first line of that page, where it 
says “ designate one Federal reserve bank to exercise the functions 
of a clearing house,” and change the word “ such” into “ all Federal 
reserve banks,” and then erase “ or may designate a Federal reserve 
bank to exercise such function. 9

Of course as it reads, you can designate a Federal reserve bank to 
exercise such functions, but you reserve tbe right of tha Federal 
reserve board, and it seems to me it is useless, because they can not 
do it. The thought is that each Federal reserve bank may act as 
the clearing house for all of the banks in its district, and that one 
Federal reserve bank may be designated to act as the clearing house 
for the other Federal reserve banks.

On page 35, line 17, it would be necessary to insert, after the word 
“ outstanding” the following words, “ whicn are secured by a deposit 
of United States bonds,” if you adopt the suggested amendment 
for allowing individual banks to issue circulating notes against a 
deposit of discounted notes and gold. In line 20, after the word “ and ” 
and the word “ notes,” you should insert the word “ such,” referring 
to the notes then outstanding.

We have already discussed the provision of gold-secured notes, 
which is added at the end of that section after the word “ obligations” 
in the eighth line on the thirty-sixth page.

Under “ Bank examinations,” page 40, line 23, it is provided that 
the Comptroller of Currency shall so arrange the duties of national- 
bank examiners that no two successive examinations of any associa­
tion shall be made by the same examiner. I suppose the purpose 
of that was to prevent any collusion between the bank examiner 
and the banks; but that is amply provided for under the head of 
misdemeanors, and it seems to me that it is unwise to deprive the 
comptroller of the benefit of the knowledge that one bank examiner 
may have by examining a bank, to be used for his benefit, for a 
subsequent examination. I think those words should be erased.

Senator Sh a f r o t h . But that does not prevent the Comptroller of 
the Currency the time after that to order it to be done and thereby 
take advantage of his experience.

Mr. F l a n n a g a n . They do not examine them, ordinarily, more 
than twice a year. The Comptroller of the Currency can send 
another examiner, without taking that authority away from him. 
That is, you would not allow him to send the same examiner there 
twice. He could not to it, and why is it desirable to prevent that ?

Senator Sh a f r o t h . In order to prevent collusion between the 
examiner and the bank. Of course it is not likely to occur, but we 
have some banks that carry assets that are not very good assets.
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Mr. F l a n n a g a n . But I do not thmk that it lias ever occurred 
that there was any collusion between the examiners and the banks.

Senator Sh a f r o t h . Still, there is another provision in here against 
an examiner receiving any presents.

Mr. F l a n n a g a n . I was going to say that I think that is covered 
under misdemeanors, but of course that is just a mere suggestion.

You will observe that there is a great quantity of increased exami­
nations on page 41, line 15:

That the Federal reserve board is required to have at least four examinations a 
year

In the preceding paragraph the Federal reserve bank can have any 
number of examinations it wants, and those are in addition to the 
examinations made by the comptroller. Consequently, if all of 
these examinations were made, you would have a useless expense, 
and have the banks continually being examined much more than 
necessary. My thought is that you might utilize the examinations 
made by the comptroller as a part of that minimum amount of four 
times, if they decided to do it, by adding after the word ucities” in 
the seventeenth line the words:
but the examinations under the direction of the Comptroller of the Currency may be 
included in the minimum number herein required.

In section 24 there should be a heading of “ Misdemeanors.” 
There is no heading. In the eighteenth line of page 42, if you will 
read it carefully in regard to that paragraph beginning “ no officer or 
director,” you will find, it seems to me, that it is capable of the 
interpretation that an officer or director could not draw ms salary or 
receive any benefit from the bank that employed him.

I wish Senator Hitchcock would read that carefully and see if that 
is not so.

Senator H itc h c o c k . It seems to me that the prohibition is just 
against receiving a fee or a commission or other consideration for or 
on account of any loan, purchase, sale, payment, exchange, or trans­
action with respect to stocks, bonds, or other investments.

Mr. F l a n n a g a n . Yes.
Senator H itch co ck . It is not against receiving compensation for 

services to the bank.
Mr. F la n n a g a n . Ought not that to be made clear? Because it 

says any transactions of the bank. If you made a discount, that 
would be a transaction.

Senator H itch co ck . For any particular thing that the bank may 
extend to its customers.

Mr. F l a n n a g a n . Would it not be better—I am just throwing this 
out as a suggestion—but would it not be plainer in the eighteenth 
line, after the word “ beneficiary,” if you would put in “ any person, 
firm, or corporation other than said bank,” and then let it read 
“ either directly or indirectly.”

Then we come to the question of kiting. As stated before, if we 
prohibit the clearing of people who have protested checks, and then 
m addition make it a misdemeanor for people who procure money 
by that means, I think you will have removed any danger of that 
sort.

Senator Sh a f r o t h . Before you leave that, let me get your inter­
pretation of this: From the language you have inserted, after the
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word “ beneficiary” , “ from any persoti, firm, or corporation other 
than the said bank,” would it not relieve any officer or director of 
the bank from any of the prohibitions that are contained in that 
section ?

Mr. F l a n n a g a n . Would it ?
Senator Sh a f r o t h . Would it not be an exception, and therefore 

they could take a fee or a gift ?
Mr. F l a n n a g a n . But he could not take it if it was from any firm, 

person, or corporation other than the bank.
Senator Sh a f r o t h . No, that is true; but he could take it from 

the bank.
Mr. F l a n n a g a n . But the bank does not pay commissions for that 

business. What you are trying to do is to keep people from bribing 
bank officials.

Senator Sh a f r o t h . Y ou also want to keep the bank officer, by 
reason of his power as a director, from doing things or receiving a 
commission or gift or something of that kind, in consideration for his 
getting the bank to do it. For instance, it is a thing that often 
happens. I go into a bank and I say, “ I want some money.” He 
will say, “ I can not give it to you, but I can lend you it personally, 
and if you give me 4 per cent for the privilege I will get the money for 
you and pass it to your credit in the bank.” That, no doubt, is in­
tended to prevent just such a thing as that. It is not very often done, 
but it has occurred. I have had it occur to myself.

Mr. F l a n n a g a n . I am perfectly in accord with what I consider 
the purpose of that section, that a bank officer should not receive any 
compensation of any description for the functions exercised by the 
bank, except his salary.

Senator Sh a f r o t h . Would not this exception of yours eliminate 
him from that punishment ?

Mr. F l a n n a g a n . My thought is that it would not, but I may be 
mistaken. You had better ask somebody who is a better lawyer than 
I am. I just throw it out as a suggestion.

Page 43, after the word “ jurisdiction” in line 5, I think if you will 
insert this it will prohibit any chance for “ kiting,” and be a protection 
to all of the banks:

Any person, with the intent to obtain credit on the books of a member bank, or the 
money and funds of said bank, who shall deposit or cause to be deposited in such bank 
any check or draft, knowing the said check or draft not to have been drawn against 
existing credits or to be fictitious in its nature or in its inception, shall be guilty of 
larceny; and any officer of a member bank who shall sign any check or draft on another 
member bank and deposit or cause the same to be deposited in any Federal reserve 
bank, knowing such check or draft not to be drawn against existing credits, or to be 
fictitious in its nature or its inception, shall be guilty of a misdemeanor, and shall be 
punished by fine or imprisonment in the discretion of the court having jurisdiction.

You might prescribe the penalty if you approve of the idea.
Senator Sh a f r o t h . I think that is a good suggestion.
Mr. F l a n n a g a n . Before section 25 I think the heading ought to be 

inserted: “ Stockholders' liability.” I think that the idea carried 
out in that section is that anybody who transfers the stock of a 
national bank shall be liable for 60 days under the provisions of the 
national-bank act, which provides a double liability, and it seems to 
me that the prohibition in many cases would work a great hardship, 
and that it would have a tendency to deter people from owning
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national-bank stock; that the purpose to be attained is the punish­
ment of wrongful intent, and that either on the part of the transferer, 
and especially on the part of the officers of the bank who would 
naturally be supposed to have knowledge of its failing condition. 
I wTould therefore suggest that you insert in the eighteenth fine, after 
the word “ obligations”—
with the intent to avoid any liability or presumably with the knowledge of the bank’s 
insolvency.

On page 46, line 9 ,1 think there is an error; that the word “ upon,” 
next to the last word in the line, ought to be changed to “ under.”

On page 47 the eleventh line reads:
shall be authorized to accumulate and loan the funds of its depositors.

In point of fact, no depositor has ever any funds in a bank. That 
is a great mistake. They have only got the debts of the bank, and 
the bank never loans the funds of the depositors; it loans its own funds. 
So I think that ought to have inserted in it the word “ to” after the 
word “ and” and before the word “ loan,” and the last word in the 
line, “ of,” erased, and substitute “ received from.” So it would 
read:
to accumulate and to loan the funds received from its depositors.

On the forty-eighth page, the fifth and sixth lines, the last word 
in the fifth line and the first word in the sixth line, I think ought to 
be erased, because the question of keeping separate books for indi­
viduals will hardly apply to the bank itself. I think it ought to be 
for its exclusive use, meaning the bank.

The Ch a ir m a n . What is your suggestion on lines 5 and 6—that the 
word “ individual” shall be stricken out?

Mr. F l a n n a g a n . It is immaterial; it does not mean anything.
In the seventeenth line on the same page, after the word “ country,” 

I think it is the intention that the list therein referred to should be 
uniform for the district, and I think it would be well to add after 
the word “ country,” “ and uniform for each Federal reserve district.”

On the forty-ninth page, seventh line, the word “ wilful” is wrongly 
spelled.

On the eleventh line of the same page the word “ felony” is used. 
The lawyers on your committee would probably decide that it ought 
to be a “ misdemeanor” instead of a felony; but that is for their con­
sideration.

On the same page, if you are going to allow national banks to have 
branches in one municipality, in which they are located, as I pre­
viously stated, the word “ foreign” of the heading should be erased, 
and in the seventeenth line, after the word “ capital” the word 
“ stock” should be inserted, and after the word “ more” the following:
may with the approval of the Comptroller of the Currency establish one or more 
branches within the corporate limits of the municipality in which it is located, not 
exceeding two such branches for each million dollars of capital stock, and—

Those are all the suggestions I have to make.
The Ch a ir m a n . We are very much obliged to you, sir.
Senator H itch co ck . T o what extent, under the terms of that bill, 

would you think the Federal board of control would have the 
power to expand or contract the credits of the country ?
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Mr. F la n n a g a n . None whatever, because the initiative must come 
from the Federal reserve banks. You asked me their power, did 
you not ?

Senator H itch co ck . Yes. Suppose the Federal reserve banks 
apply for currency: The Federal reserve board has the power to 
state at what rate of interest that currency shall be furnished. Is 
not that true ?

Mr. F l a n n a g a n . I think that is true; but my thought was, Sen­
ator, that that matter of interest was really a question of taxation. 
It must be very, very low.

Senator H itch co ck . Let me see about that. Suppose, now, the 
Federal reserve board establishes a rate of interest of 5 per cent. 
The banks would not get very much of it, would they ?

Mr. F la n n a g a n . N o, they w ould  n ot w ant it.
Senator H itch co ck . Suppose, now, it goes to the other limits of 

the bill and establishes a rate of interest of one-half of 1 per cent?
Mr. F l a n n a g a n . There is a limit mentioned in the bill------
Senator H itch co ck . Of one-half of 1 per cent.
Mr. F l a n n a g a n . I s it that ?
Senator H itch co ck . The reserve bank under that rate of interest 

would undoubtedly take out a great deal of currency.
Mr. F l a n n a g a n . Would they, necessarily?
Senator H itch co ck . Y\ hat is your experience as a banker? When 

a man can get currency at one-naif per cent, will he get more than 
he would if he had to pay 5 per cent ?

Mr. F l a n n a g a n . Yes; but you must take into consideration that 
this currency is the debt of the reserve bank which would be turned 
over to the Federal reserve banks for issuance in that form when 
they need it; and if they could borrow that currency at one-half per 
cent they would probably ask for a great deal of it, if that was all it 
cost them.

Senator H it c h c o c k .  So that the Federal reserve board has the 
power to expand credits of the country?

Mr. F la n n a g a n . Y ou mean through regulation of the rate of 
interest, or the issue of reserve notes ?

Senator H itch co ck . Yes.
Mr. F l a n n a g a n . Yes; I suppose that is true.
Senator H itch co ck . That is the only system that the Bank of 

England uses; and even by a small change of one-half of 1 per cent 
it makes a tremendous difference in the volume of business.

Mr. F l a n n a g a n . There is no question about that.
Senator H itch co ck . Then give a board the absolute .extreme

Eower to fix the rate of interest to reserve banks anywhere over one- 
alf of 1 per cent, up to 5 or 6 per cent, and you would still say that the 

Federal reserve board had not the power to expand or contract 
credits ?

Mr. F la n n a g a n . Well, perhaps in that view of the case I was 
wrong.

Senator H itch co ck . Suppose a case in which an administration 
is in power, and the President has appointed seven members of 
this body. They are his creatures. The President is up for reelec­
tion, and the question before the American people is whether the 
country is prosperous or not. With the Federal reserve board 
appointed by the President, and having the power to expand or
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contract credits, do you think that the Federal reserve board would 
have considerable effect to give an appearance of prosperity?

Mr. F l a n n a g a n . The Federal reserve board have not the initia­
tive; they can not go and issue this paper currency unless a bank 
applies for it. Nor can the reserve bank issue it unless a member 
bank applies for it.

Senator H itc h c o c k . Very true. But suppose, now, banks are 
always using money, or, always making loans—the national banks 
of the country have something like 8,000 millions of loans outstand­
ing now, and there is a strong demand for money more or less all 
the time, or for credit. Suppose the Federal reserve board, in its 
desire to have the wheels of business turning actively, and having 
money cheap, fixes a rate of one-half of 1 per cent? Suppose it 
reduced the rate to 3 or 4 per cent before that ?

Mr. F l a n n a g a n . They do not regulate the rate; the Federal 
reserve bank regulates the rate of discount.

Senator H itch co ck . But the Federal reserve board regulates the 
rate------

Mr. F l a n n a g a n . They have got supervision over it.
Senator H itc h c o c k . N o ; the Federal reserve board regulates the 

rate which the Federal reserve banks pay for currency.
Mr. F la n n a g a n . They have not the initiative.
Senator H itc h c o c k . No; I did not say they had; but the Federal 

reserve board has the power to regulate the rates which the Federal 
reserve bank pays for the 200 or 300 millions of dollars which they 
secure in currency, or the 700 millions, or the 1,000 millions, for there 
is no limit. Suppose they put it down at one-half of 1 per cent, 
which is almost nothing. Is it your opinion that they would give a 
tremendous boom to business, and might very largely influence the 
political organization ?

Mr. F l a n n a g a n . Yes; but, Senator, you have got in your mind 
that the Federal reserve board, for political purposes, would say: 
“ We will fix this tax low,” and then the Federal reserve banks would 
unite with the Federal reserve board for the purpose of advancing 
some particular political party, and taking out this money. That 
seems to be a rather strong presumption.

Senator H itch co ck . Let us see about this: John Smith wants to 
borrow money of his bank in a certain time. H e applies to the bank 
for money------

Mr. F l a n n a g a n . And that is a member bank.
Senator H it c h c o c k . T o a member bank, yes; and the member 

bank, if it has funds with the central reserve bank, will discount notes 
at a very low margin, and then it can make a handsome profit by 
loaning to John Smith or 1,000 John Smiths, and then it will apply 
to the Federal reserve bank, and it will secure a discount at a low 
rate of interest because the Federal reserve bank has currency avail­
able at one-half of 1 per cent. Suppose the Federal reserve bank 
was compelled to pay 3 per cent for this currency. It would say to 
the member bank, “ You have to pay a larger discount for John 
Smith's note;” and the member bank would say to John Smith, 
“ We can not loan you money at less than 8 per cent;” and John 
Smith would say, “ I won't use it.” Is not that the direct effect of it ? 
Is not the power to control the rate of interest the power to expand 
credit and the power to promote business ?
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Mr. F l a n n a g a n . But, my dear friend, does not the Bank of 
England have the power to control the rate of interest ? Is it not by 
that very means that they regulate their reserves.

Senator H it c h c o c k . I s the Bank o f England interested in any 
particular political party ?

Mr. F l a n n a g a n . 1 think not.
Senator H it c h c o c k . Suppose a case in which the creatures of a 

particular President have the power to control the rate of interest ?
Mr. F l a n n a g a n . Well, but they can only control it through a 

Federal—you say the Federal reserve board. Now, that Federal 
reserve board can only control it through the initiative of 12 Federal 
reserve banks. Those Federal reserve banks are composed of banks 
throughout the country united together for the purpose, and that 
Federal reserve bank can not get out this currency unless it is applied 
for by the member banks. Consequently, you have got to suppose 
a combination and everybody being of the same mind and of the 
same political view in order to get this out for political purposes.

Senator H itc h c o c k . I hardly think so. I think the initiative is 
with John Smith who wants to borrow the money. He is willing to 
pay------

Mr. F l a n n a g a n  (interrupting). If you will just get that out of 
your mind. It is not.

Senator H it c h c o c k . Well, suppose it is credit. We will not 
quibble on terms. But he wants to borrow—the ordinary term is 
money— at 5 per cent. If he can get it at 5 per cent he will get it. 
H e can get it if the bank can rediscount paper at a low rate of interest 
with the reserve bank. The reserve bank will take the rediscount 
at one-half of 1 per cent where it might not take it at 3 per cent, 
and the result is that you have thousands of John Smiths at these 
banks all over the country, borrowing money because it is cheap.

Mr. F l a n n a g a n . Have you not lost sight of the fact that 33J per 
cent gold reserve has got to be kept ?

Senator H itc h c o c k . Not at all. It is a smaller reserve than any 
of the banks of Europe have.

Mr. F l a n n a g a n . I would like to make that 50 per cent.
Senator H itc h c o c k . That is not enough of a hinderance, in m y  

opinion.
Mr. F l a n n a g a n . I would like to get away at 5 o'clock, Mr. Chair­

man. I should like to add that the member bank must pay the dis­
count rate of the reserve bank before it gets a credit on the books of the 
reserve bank, and that this discount rate is not fixed by the Federal 
reserve board. The interest or tax which is fixed by the reserve 
board is only on the circulation the Federal reserve bank may receive—  
it is a tax on this form of debt and is paid by the bank. It is a tax 
on the change in form of debt from the deposit created by the dis­
count into the circulating note which the member bank may want. 
It should not be confused with the discount rate or rate of interest 
paid by the member bank and charged by the Federal reserve bank.

Senator H it c h c o c k . I $m  through.
Mr. F l a n n a g a n . I wanted to catch a train, please, sir.
The Ch a ir m a n . Have you any questions, Senator Shafroth ?
Senator Sh a f r o t h . No, no; I wanted to ask you a question, but I 

think it is too late now.
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(The following statement was filed with the committee:)

Su m m a r y  of St a t e m e n t  Se n t  to  G lass  Co m m it t e e .

B y  I r v in g  F i s h e r .

The principal points at which the present banking system of the United States 
seems to me to need reform are as follows:

(a) It needs elasticity of note issue.
(b) It needs a change in the requirement as to reserve which will permit the use of 

reserve when most needed.
(c) It needs the gradual substitution of banking on acceptances and for commercial 

paper for banking on collateral security.
(d) It needs interconnection of loan markets for rediscount.
In addition to these reforms (all of which are closely related, of course) and some 

others of less importance concerning our banking system proper, there should, it 
seems to me, be also the following reforms, also closely related:

(a) All forms of money should be made expressly redeemable in gold, including 
silver dollars and greenbacks.

(b) Our Treasury should be more easily able to deposit its funds instead of retain­
ing them as a useless and variable and so dangerors hoard.

As to (a) elasticity: At present the note issue of our banks is limited by the Govern­
ment debt, and, therefore, not only is rigidly fixed as its upper limit, but, so far as 
fluctuation is at all possible, the tendency is for the fluctuation to be the opposite of 
what the requirements of trade demand. It seems necessary, therefore, that a more 
elastic basis should be supplied, either instead of the bond basis or better, in addition 
thereto. The natural basis would be bank assets consisting of loans of a commercial 
nature based on actual transactions and consisting in acceptances or commercial paper. 
These would vary with the requirements of trade and would therefore tend to become 
the basis for currency in exact fluctuation with the requirements of trade.

As to (6) reserve: There are various ways of rendering reserves available. At present, 
when our reserve reaches the legal lower limit, which is just the time when it is most 
needed, the requirements of our banking law are virtually that it shall not be ust i  
at all, and while this law is administered with leniency it results in an aggravation 
of the very stringency for meeting which the reserve is needed. It also puts a premium 
on the accumulation by country banks of useless reserve withdrawn from their de­
posit in New York and a consequent general paralysis of trade from insufficient 
currency media at exactly the time when such media are most needed. One method 
of overcoming these difficulties is that supplied in the Aldrich bill by which a bank 
can deposit its reserve with the central institution, securing its deposit by redis­
counting commercial paper.

Another and I think a better method is to frankly revise the laws relating to 
reserve, make no limit to the percentage which the reserves bear to deposits, but 
apply a graduated penalty when the reserves are below a specified limit.

As to (c) commercial paper: At present some 20 or 30 per cent of bank loans are call 
loans on collateral security, a form which should be discouraged since its existence 
tends to aggravate speculation and the evils of speculation and since there is no vital 
relation between the volume of such loans and the volume of business. When cur­
rency does not vary with the volume of business the necessary result must be con­
vulsions in prices. The Aldrich bill makes under ordinary circumstances rediscount 
possible only for loans based on actual commercial transactions. I believe this is a 
good provision and ought to be made even more definite and with perhaps less ex­
ceptions than provided for in the Aldrich bill.

As to (d) rediscounting: A central banking institution of almost any conceivable 
type would act as a clearing house or reservoir for connecting the loan markets of 
the country and our loan markets with foreign loan markets. The Canadian system 
of branch banking would accomplish the same result, although not so perfectly. One 
objection which I have to the Aldrich plan by which the present requirements as to 
reserves are left unchanged and the bank is allowed to count as reserve some deposit 
credit on the books of the central institution, is that it perpetuates and, in fact, aggra­
vates the present indirect and complicated system by which banks and bankers are 
encouraged to count as cash that which is not cash. I believe the evils of this theory 
permeate the thoughts of many business men, especially bankers. In banking, if 
anywhere, just because confusions are so easy, we should be careful to call a spade 
a spade, and to make a careful distinction between cash and a claim on cash. The 
added simplicity and directness obtained by frankly acknowledging that in the last 
analysis the only reserve is cash and getting away from the fictional reserve with 
which we now delude ourselves would itself be a safeguard against unsound methods.
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Now as to the two last reforms I mentioned which are not, strictly speaking, banking 
reforms. I have long felt that the National Monetary Commission did not live up to 
what it should have done and what it was appointed to do when it entirely omitted 
the subject of currency reform except as it related to banking. We have two very soft 
spots in our currency left from the time of the Civil War and the resultant effort which 
followed it. These soft spots are the greenbacks and the silver dollar, neither of 
which is at present properly speaking redeemable in gold, our ultimate standard. 
The greenback is explicitly redeemable but its redeemability is coupled with the 
requirement that it must be reissued. It would be a great step forward if merely the 
word “ may”  could be substituted for “ must.”  When a redeemed note must be 
reissued it can scarcely be said to be truly redeemed in the strict sense of that term, 
and this reissue requirement has consequently made trouble for us, as for instance, in 
the Cleveland administration, when gold was being drained from our Treasury 
because of the “ endless chain”  by which the same greenbacks could be used over ana 
over again for withdrawing gold from the currency and without any relief from redun­
dancy by the cancellation of the greenback. Of course the redundancy was caused 
by silver, not by the greenbacks themselves; but had the greenbacks been not only 
redeemable but retirable, the endless chain would have ceased. We may never have 
such a situation again, but there is no certainly that we shall not, and in fact the very 
existence of the anomalous situation in which the greenback is now placed, contains 
a suggestion of menace for the future. It is an invitation to fiat money proposals 
and inflationism. Moreover, I believe it contributes to the general feeling abroad 
that we do not have a simple and definitive gold standard, a feeling which injures our 
national credit abroad.

As to the silver dollar, this is likewise an anomaly due to historical conditions. I 
emphatically dissent from the view that the Democrats can not afford to take up this 
subject. Everyone knows that we have no longer bimetallism and that silver is not 
coordinate with gold, and I think the Democratic Party would really gain and not 
lose if it would now take the bull by the horns and frankly make silver redeemable in 
gold, instead of leaving the present ambiguous proviso which merely directs the Sec­
retary of the Treasury to keep gold and silver at par. Of course unless some further 
inflation is legislated silver will stay at par without any specific redemption proviso. 
But the present situation creates the same kind of menace and foreign distrust, as 
above referred to, regarding gold. I would go further and make silver certificates into 
Treasury certificates, redeemable in gold directly, and gradually release all the silver 
now constituting the silver dollars left in our Treasury so that they could be used as 
needed for coining subsidiary silver. It would probably be inexpedient, at present 
at least, to suggest the sale of this silver although this is the businesslike procedure 
and has a precedent in the action of Germany many years ago. It would not be 
necessary to make silver dollars subsidiary coins. They could still be unlimited legal 
tender so far as they would really be used.

Inasmuch as the reform of our currency is distinct from banking reform it would of 
course be advisable that any legislation as to greenbacks, silver dollars, and silver 
certificates should be separate from the legislation affecting banking. But I believe 
these currency reforms are almost as important and in a way more fundamental than 
the banking reform, if we are to build a permanent structure to endure in the future.

As to Government hoarding: This of course would be obviated if a central reserve 
institution were created. But it could also be obviated by making suitable laws 
requiring or encouraging the deposits of practically all the Government’s funds among 
national banks. This situation is not as bad as it formerly was and the problem is 
perhaps gradually solving itself.

If a central bank is to be created, it seems to me that it ought to deal only with other 
banks and not to be a rival to them, for it was this rivalry which was largely, at any rate, 
instrumental in causing the discontinuance of the central banks previously tried in the 
United States.

While I would like to see a central bank permanently established in the United 
States, I think there is one danger in connection with its establishment, a danger 
which has very generally been overlooked. This is that the establishment of a com­
pletely equipped central bank might give such a tremendous impulse to the true 
deposit banking as to tend to greatly inflate that currency, well called deposit cur­
rency, as well as very likely to inflate the currency in the form of bank notes. In this 
respect I agree with the criticism which Prof. Scott and Mr. Garrison, of Madison, Wis., 
have made on the Aldrich plan, and also with the criticism made by ex-Congressman 
Fowler, who states that the establishment of the Aldrich plan would result in driving 
a great deal of our gold abroad. This, in my opinion, would not be the least of the 
evils of a sudden inflation of our bank notes and deposit currency. The really great
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evil would exist in a rapid rise in prices and adding to our already excessive high cost 
of living.

In my opinion, one reason why American prices have risen more rapidly than the 
prices in European countries is the great increase in deposit banking in the United 
States since 1900. However excellent in itself any plan may be for giving banking 
facilities, one should never lose sight of the indirect effect of the system on the general 
level of prices. The idea that deposit currency can influence prices is not altogether 
familiar to those who have had to do with the problem of banking and banking legis­
lation. Nevertheless, I agree that few propositions are more firmly established than 
this. I take the liberty of referring you to my own book on The Purchasing Power of 
Money and to the writings of others referred to therein. Ninety-three per cent of 
our business is now done by the check drawn on deposit subject to check. If we 
should suddenly eliminate all these deposits subject to check and be compelled to 
do all our trade on a cash basis, one can easily imagine what a tremendous contrac­
tion would result. Prices would fall disastrously. Reversely, if a country like France, 
which now makes little use of deposit banking, should suddenly adopt the habit and 
thereby equip itself with the means for effecting exchanges to the extent of four or 
five times its present facilities, the result would be an enormous rise in prices (partly 
spread over other countries, of course, through the expulsion of gold). At present 
the deposits subject to check in the United States are about four and a half times the 
actual money in circulation, and the total individual deposits are about 10 times the 
cash in banks. These ratios would be greatly increased if we should suddenly take 
off the restrictions on our banking reserve. While I firmly believe that these restric­
tions are injurious and should be removed, I think their sudden and complete removal 
would be disastrous. Mr. Farwell, I understand, has the same thought. Experience 
seems to show that where there is no restriction the ratio of reserves to deposits seldom 
tends to be much more than 5 per cent; in other words, that the deposit liabilities are 
likely to be some 20 times the cash in bank or twice the ratio now obtaining in the 
United States. Such an expansion would nearly double the available circulating 
media in the United States. A sudden increase of even 50 per cent would be dis­
astrous. These possibilities ought not, of course, to stand in the way of creating a 
rational banking system, but they ought to cause the framers of the legislation to safe­
guard the introduction of the new system from letting out too much rope at a time.

While the important matter in this connection is to prevent an undue or sudden 
inflation of bank deposits, the same principle applies to the inflation of money in 
the strict sense. This is an additional reason why the introduction of a provision 
for more bank notes should be accompanied by the retirement of other bank notes 
and by the provision for a possible retirement of the greenbacks and silver certifi­
cates if rendered redundant. When Secretary McCullough in the sixties tried to 
redeem the greenbacks, the contraction of the currency was felt to be unfortunate, 
and it was at that time, as prices were falling. It was doubtless largely because of 
the feeling of protest against falling prices that the proviso was made in the law of 
1878 preventing further contraction of the greenback. But to-day we have the 
opposite situation, and therefore the golden opportunity to do what McCullough 
could not do in the sixties without injury to the public.

I scarcely see how it would be in the public interest to maintain the present bond- 
secured currency, or at any rate to avoid reducing its amount. It is a necessity to 
get an elastic currency, and this elasticity must be secured from some other form of 
currency than bond-secured currency. If the present bond-secured currency is 
kept in circulation, then, in order to have any real elasticity in the currency as a 
whole, it is evident that we should need to have a very large addition to the currency 
in the form of new asset currency notes. Mere $50,000,000 or $100,000,000 of elastic 
currency added to our present system would produce very little elasticity, as it would 
form too small a proportion of the whole, a large mass of which, the major part, is inelas­
tic and rigid, would not be really elastic. In other words, if we retain our present 
bond-secured currency we should need in order to secure elasticity to produce infla­
tion. But to my mind inflation would be as great an evil as inelasticity. It follows, 
therefore, that in order to secure elasticity, and at the same time to avoid inflation, 
we must retire the present bank notes secured by bonds, or else entirely retire the 
greenback and the silver certificate, both of which are also now inelastic elements in 
our system.

I think our bonds should be paid as fast as they mature. One of the evils of the 
present system is that the Government must keep in debt in order to keep bank 
notes in circulation. It is true that our bonds in market value will show a very 
considerable shrinkage if they are no longer available as the basis for bank note cur­
rency, but the truth is that they now have an artificial value. We do not boast that 
our bank notes are well secured because they are based on bonds of high value, for­
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getting that the high value of these bonds is itself due to the fact that they are used 
to secure the notes. Of course, in fairness to the banks whose funds are now invested 
in these artificially high-priced bonds there should be some privilege or advantage 
accruing from the new system, whether this substitution of a new advantage for the 
old one lost is accomplished in the manner provided for in the Aldrich bill or in some 
other way.

Among the provisions of the Aldrich bill which do not appeal to me is that requiring 
a uniform rate of interest throughout the country. It seems to me too artificial and 
also of doubtful value. In this respect Mr. Farwell’s plan, as in other respects, seems 
to me superior.

The Aldrich plan also, it seems to me, gives insufficient power to the President of 
the United States and to our Government generally, and also insufficient to others 
than bankers in the management of the bank. The Government should have power 
to modify the charter within proper limits. Since the Dartmouth College case, a 
charter has come to be regarded as an inviolable contract rather than a license. There­
fore the only way to safeguard against inflexibility in the charter is to make due reser­
vation at the outset. It will be difficult to forecast exactly how any plan will work, 
and the Government, which is making the plan, should reserve the right to change it 
in advance. The provisions in the Aldrich plan for electing the various grades of 
officers and electors seem to be extremely complicated. Complicated machinery 
of this kind generally ends in manipulation by the few who thoroughly understand 
it and, even when it does not do so, it is likely to create the suspicions of such manipu­
lation in the popular mind.

I have recently been interested in a plan proposed in 1906 by Mr. Barron, now 
proprietor of the Wall Street Journal, and Mr. Sereno S. Pratt. This plan was aimed 
merely to avoid crises by providing temporary elasticity under a penalty. It 
resembles in principle the plan used in Germany and in some respects the plan in 
England of suspending the bank act at the time of an impending crisis. I attach a 
copy, with Mr. Barron’s permission, in the thought that you may be interested.

I take this opportunity to state my conviction that the problem of banking and cur­
rency will never be satisfactorily solved nor the evils of rising and falling prices with 
the alternation of crises and depressions reduced to a minimum until we have gone a 
step further than merely regulating the operation of bankers. We can not stop short 
of regulating the unit of value itself. Every other unit in commerce has been stand­
ardized, but the dollar is still a mere unit of weight, although it is used in contracts 
extending over generations as a unit of value of purchasing power. Whether my par­
ticular plan for standardizing the dollar or some other be employed, I believe with 
Sir David Barbour (who was largely responsible for introducing the currency reform 
into India 20 years ago), that sooner or later the business world will be forced in self- 
defense to get a stable yardstick of purchasing power. This, however, is a matter for 
international action, and I have no deisre to do more than to call the attention of your 
committee to its importance. The President is, I think, convinced of this.

[Written Dec. 28,1912.]

W a s h in g t o n , D. C., December 14, 1906.
The P r e s id e n t ,

White House, Washington, D. C.
D e a r  M r . P r e s id e n t : We beg leave to report that we presented to Secretary Shaw 

the bill we propose for strengthening the gold reserves of the Government to balance 
an emergency elastic currency and find the Secretary in perfect accord with our views 
as to dangers threatening the future, but thoroughly grounded in the belief that noth­
ing can be done at this session of Congress, and that nothing can be done at any 
session of Congress, without previous strong popular agitation possibly reenforced by 
disastrous financial reasons.

We beg to differ from this view and to place at your service the measure inclosed 
and the following reasons in support of its consideration by you.

First. This plan, being for the purpose of strengthening the head of the Executive 
in time of grave national peril, should be drafted and proposed by the Executive, 
just as he would plan any measure for national defense in time to threatened war, 
pestilence, or famine.

Second. There is no difference of opinion as to the existence of the peril. The 
whole financial world feels it. The difference is over the remedy. On the one hand 
there are those who say there is no cure except the destruction of prosperity, the 
impoverishment of labor, and the return of labor’s wages to the reserve centers. On 
the other hand is the proposal for increased bank paper currency. Nobody, however, 
has publicly proposed the strengthening of the gold reserves in the hands of the Ex­
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ecutive, which should precede either remedy—panic or paper. To work the cure 
by destroying prosperity is suicidal. More bank paper may be temporary relief, 
but this would force gold out of the country whenever the rates of interest were rela­
tively higher abroad. It should, therefore, be preceded by some plan for freeing the 
gold reserves in the Treasury and placing them under the control of the President and 
the Secretary of the Treasury.

Third. The present law, authorizing bonds to issue for gold purchases, may not be 
available for quick action when there is an international contest, as at present, over 
interest rates and gold reserves.

Fourth. The present acute international situation has existed but a short time. 
Until recently it was supposed that gold currency would move freely and continuously 
between gold standard nations and that high interest rates, especially when com­
bined with the largest merchandise exports ever recorded, could at all times draw 
gold from England and Europe. Our large exports, our Treasury policy of facilitat­
ing gold imports, and our high interest rates have but served to alarm Europe in a 
manner and to a degree unprecedented. England is no longer able to bank the world 
on a gold basis, and she can not now look to France, Germany, or Russia for support. 
Her units in financial transactions have become outclassed by America’s growth. 
With our immigration reaching one million a year and all our people at work, we are 
absorbing the life labor of the world and its life-giving currency, gold. For that gold 
we have been iss' ing for some years only gold coin or gold certificates dollar for dollar.

Fifth. The United States Treasury has, therefore, to-day the only stock of gold 
capable of holding in balance the paper currency and the emergency currency which 
the world’s activities demand. The failure to properly use it means ultimately a 
financial and industrial crisis and may mean sudden demands for its improper use. 
Freed and safeguarded, nearly 1,000 millions of dollars of gold in the United States 
Treasury may in the future become the financial wheel of the world, protecting indus­
try and labor from the peril of panic, and going far toward making in the United States 
the monetary standard and center of the world.

Sixth. Emergency measures must be in few words and must be built upon what 
exists and lies close at hand. What lies closer at hand than the enormous stock of 
gold in the Treasury—a hoard such as no other nation possesses? Why waste this 
power when danger threatens? Why not make it the sure metallic basis of an 
unconquerable, emergency, and elastic circulation?

Seventh. We have engaged in the drawing of this plan the legal services of a firm 
of lawyers familiar with the national banking and currency laws, and we have given 
to it the results of our own study and practical experience of 25 years in the financial 
field as news gatherers and close observers of the financial conditions, being absolutely 
unattached to any interest, but serving all. We would be glad to assist you in any way 
in the preparation of such a plan, but have no selfish ends to serve, and we should 
prefer to keep strictly in the background, leaving the whole matter to your initiative, 
because upon you and you alone must fall the burden of maintaining the prosperity 
of the United States.

Yours, respectfully, S e r e n o  S. P r a t t , New York.
Cl a r e n c e  W. B a r r o n , Boston.

[Inclosure.]

A N  A C T  T o  provide a larger central gold m oney reserve

S e c tio n  1. The Secretary of the Treasury is hereby authorized to issue at any time 
United States notes in excess of the amount now permitted by law in exchange for 
gold or gold certificates.

S e c . 2. The Secretary of the Treasury may, upon the request of the clearing house 
association of the national banks of any reserve city, issue United States notes in excess 
of the amount now permitted by law for the purpose of serving as an emergency cur­
rency. United States notes so issued shall be deposited by the Secretary of the Treas­
ury at his discretion in such national banks and m such amounts as the clearing house 
association may request. Such deposits shall constitute a first lien upon the bank’s 
assets subject to the priority of its national-bank notes and shall bear interest for any 
portion of the first $200,000,000 at the rate of 7.3 per cent per annum and 1 per cent 
additional for each successive $100,000,000 or portion thereof.

The issue of United States notes as emergency currency shall cease when the gold 
reserve in the United States Treasury for the redemption of United States notes and 
Treasury notes is reduced to 40 per cent of the total amount of such notes outstanding.
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Sec. 3. Whenever the gold reserve in the Treasury of the United States for the re­
demption of United States notes and Treasury notes exceeds 60 per cent of the total 
amount of such notes outstanding, the Secretary of the Treasury, with the approval of 
the President, may issue United States notes in excess of the number now permitted 
by law for the purpose of redeeming the bonds or other indebtedness of the United 
States or in lieu of the issue of bonds for public works authorized by act of Congress. 
The issue of such notes shall cease when the gold reserve falls below 60 per cent of the 
total amount of Treasury notes and United States notes outstanding.

(Thereupon, at 5 o'clock p. m., the committee adjourned until 
Monday, September 22, 1913, at 10 o'clock a. m.)

8 0 8  BANKING AND CTJKBENCY.

MONDAY, SEPTEMBER 22,  1913.

C o m m it t e e  o n  B a n k i n g  a n d  Cu r r e n c y ,
U n it e d  S t a t e s  S e n a t e ,

Washington, D. G.
The committee assembled at 10.25 o'clock a. m.
Present: Senators Owen (chairman), Hitchcock, O'Gorman, Reed, 

Pomerene, Shafroth, Nelson, Bristow, McLean, and Weeks.
The C h a i r m a n . We have arranged to hear Mr. Samuel Untermyer, 

of New York, this morning. Mr. U n term yer, we will be glad to hear 
from you this morning.

STATEMENT OF SAMUEL UNTERMYER, OF NEW YORK CITY.

Mr. U n t e r m y e r . Mr. Chairman, I  have been asked to present such 
suggestions as may occur to me with respect to this bill, and in pre­
senting them I should like to have it clearly understood that I am 
an unqualified champion of the fundamental principle involved in 
this bill; that is, an ample currency issued directly by the Govern­
ment, as a Government obligation, and under the absolute control 
ô  the Government. I take it that those are the fundamental pro­
visions of the bill.

It seems to me that the bill is overgenerous to the banks, both in 
freeing them from competition and in other respects; more generous 
than any known system of any civilized country. That we have 
been overgenerous in the recognition that is now given to the banks, 
regardless of the advisory council, and that in so far as it frees them 
and protects them from competition it seems to be unadvisedly over­
liberal, and that it is so overliberal that it is likely to destroy the 
ability of the reserve banks or of the Government to regulate the 
discount markets of the country.

Now, if you do not mind, I will take up in order the provisions of 
the bill which I desire to discuss.

Sene tor H i t c h c o c k . What is that statement you made ? It was so 
liberal that it might destroy the ability of the Government to regulate 
the discount markets.

Mr. U n t e r m y e r . Yes; because it seems to me that the discount 
markets should be regulated, as they are in other countries, largely 
by the purchase of bills and acceptances in the open market; whereas 
this bill provides only for the purchase of bills—that is, domestic bills 
through the banks. In other words, we can not do as they do in 
Germany and France; go into the market and buy bills and in that 
way regidate the discount rate of the banks.
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Senator H it c h c o c k . Well, the Government does not regulate the 
discount market in Europe.

Mr. U n t e r m y e r . It does in a way. The Bank of England, for 
instance, does every week state what the discount rate is; but it is 
after all a mere statement of what the discount rate will be. It 
would be of very little avail if the Bank of England were confined, as 
under this bill the reserve banks are confined, to discounting or buying 
only from a bank. The Bank of Germany, the Bank of France, ana 
the Bank of England buy in the open market; they compete with the 
banks, and when they fix the discount rate they have the means of 
enforcing that rate in the public markets by buying paper at that 
rate and competing with other banks.

Senator H i t c h c o c k . That has not always been so of the Bank of 
France ?

Mr. U n t e r m y e r . That is so of the Bank of France; it buys in the 
open market; it buys through 400 or 500 subagents scattered all 
through the country; every agent buys paper there. They buy 
paper in small amounts; they deal directly with the smallest trades­
men of the country. And the same thing is done in Germany.

Senator H it c h c o c k . But, of course, that is a very small percentage 
of their business ?

Mr. U n t e r m y e r . No; on the contrary, in France, the statistics 
show that it is 55 per cent of their business.

Senator S h a f r o t h . Mr. Untermyer, right there, is not the Bank 
of England—instead of buying paper, does it not sell paper ?

Mr. U n t e r m y e r . No; it does both.
Senator S h a f r o t h . It does both ?
Mr. U n t e r m y e r . Yes.
Senator S h a f r o t h . But, in order to raise the rate, they do not 

buy paper, do they ?
Mr. U n t e r m y e r . Well, that would raise the rate. Naturally, if 

they make a market for paper by buying it that would raise the rate.
Senator Sh a f r o t h . But, when they buy the paper, that puts out 

that much more currency, and consequently makes competition 
sharper, which would lower the rates upon the other banks ?

Mr. U n t e r m y e r . Yes; when the other banks do not want to take 
any paper, the Bank of England, by going into the market and tak­
ing paper, in a sense, raises the rate by creating a market for paper, 
when otherwise there would be no market.

Senator H it c h c o c k . But does not that reduce the rate when they 
go and buy the paper ?

Mr. U n t e r m y e r . It would not necessarily do so. The more mar­
ket you create for a product the more customers you get for a given 
article the better the rate is likely to be sustained than if there was 
no business.

Senator H it c h c o c k . If the Bank of England goes into the market 
and buys paper, that makes it easier for those who are setting the 
paper------

Mr. U n t e r m y e r . I m ean  b y  increasing th e m arket it does reduce  
the rate.

Senator H it c h c o c k . It does reduce the rate, and when they want 
to raise the market they go and sell bonds, they sell consuls.

Mr. U n t e r m y e r . N o t  necessarily.
Senator H it c h c o c k . That is what I  understand.
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Mr. U n t e r m y e r . If they keep out of the market they raise the 
rate; or, if they want to keep up the rate, they say, “ We will charge 
so much discount for paper,” and everyone knows that he can not 
secure money for a less rate; and that has the effect of raising the 
rate. There are two general classes of middle men who deal in paper 
in London. There are recognized discount houses, great corporations 
like the Midland County and City of London Bank, of which Sir 
Edward Holden is at the head, and the Discount Bank of London, 
of which Mr. Nugent is the head. They have very large capital and 
they buy this class of paper themselves, knowing that they can 
rediscount it any time they want to, and that they can make money 
by the difference between the open rate in the markets and the bank 
rate.

Then there is another class of men who control the great banking 
houses of England. They are, some of them, discount houses, and 
some of them acceptance nouses. A merchant who is not well known 
or whose acceptances are not salable on his own credit, goes to one 
of these bankmg houses and says, “ I want a line of credit for my 
mercantile transactions of £100,000.” The bankmg house being 
satisfied with the responsibility of the man, will, for a commission, 
accept bills that he draws on them, and those acceptances pass 
current and are rediscounted by the Bank of England and, in like 
manner, by the banks of France and Germany.

It is that system of discount and acceptances that makes it possible 
for England to do so much of its business on a credit basis, and 
require so little actual money.

Senator H it c h c o c k . Now, Mr. Untermyer, do the banks of deposit 
in England, like the Midland County and City of London Bank, which 
receive deposits from the public, give acceptances ?

Mr. U n t e r m y e r . Yes; some of them are acceptance houses also.
Senator H it c h c o c k . But I understand that in the main------
Mr. U n t e r m y e r  (interposing). In the main, the private bankers 

do a large part of the acceptance business.
Senator H it c h c o c k . Well, this bill provides that these banks, 

which are banks of deposit here in the United States, shall give 
acceptances to the extent of 50 per cent of their capital ?

Mr. U n t e r m y e r . Yes; but only for foreign business.
Senator H it c h c o c k . Yes; I believe there is a limitation in the bill.
Mr. U n t e r m y e r . Yes; a limitation which is absolutely wrong and 

unjust to our domestic merchants, because it makes money cheaper 
to the foreigner than to the home merchant. If all the banks can lend 
their credit for foreign business, but not for home transactions, this 
country is made a great market for credit on foreign transactions, 
and excluded as a market on domestic transactions.

It seems to me that the manifest and the surest result of that 
policy is to aid the foreign merchant in competing with our home 
merchant. If the foreigner can get money cheaper than the home 
merchant in the form of acceptances, he is given an advantage.

Senator H it c h c o c k . It would only be the larger banks in the 
foreign business that would lend credit.

Mr. U n t e r m y e r . Not in that way. Under this bill, any national 
bank can lend its credit in the form of acceptances for transactions 
based on the importation or exportation of goods, to the extent 
of 50 per cent of its capital.
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Senator H i t c h c o c k . If it was for the exportation of goods, there 
would be no need for doing: so. It is only for the importation.

Mr. U n t e r m y e r . I said based on the exportation of goods. That 
means that if a merchant in this country is selling to a merchant in 
Germany, the merchant in Germany is the one who must give the 
paper.

Senator H i t c h c o c k . Yes.
Mr. U n t e r m y e e . And he can hire a New York bank to give accept­

ances.
Senator R e e d . Senator Hitchcock’s question interested me, and I  

think it would be quite a question as to whether this, in its practical 
working in this country, would give to the large bankers this par­
ticular line of business and the small banker be excluded, not under 
the terms of the bill, but under its practical operation.

Mr. U n t e e m y e e . I think in its present form it would, if you are 
going to limit the acceptances to those based on the importation or 
exportation of goods. The amount of acceptances that a bank may 
make is unlimited in some of the other countries. The Canadian 
banking system has no limit in the amount of its discounting oper­
ations.

Senator H i t c h c o c k . I s it not true that it is considered bad banking 
for a bank of deposit to give acceptances, because it has so many 
demand liabilities in the shape of deposits that it is considered bad 
banking for it to give acceptances which may come in at any time, 
virtually indorsing notes for others.

Mr. U n t e e m y e e . That has not been the result of experience in 
other countries, so far as I know. One would suppose that there 
might be some criticism made of the banks in that respect; but 
that apparently adjusts itself. Those who buy these acceptances get 
such an intimate knowledge of the extent to wnich a bank will lend its 
credit that acceptances are not given to an extent that will affect the 
bank’s credit. That thing has always adjusted itself.

So, with the foreign banking houses. Anyone familiar with the 
business of the country can sit down and write out the names of the 
banking houses whose acceptances pass current, because it is known 
that they are conservative in their business dealings. The people 
who buy these bills are so expert that they can tell a good commercial 
bill from an irregular bill almost instinctively. It is amazing to see 
how they can pick out of their portfolio, their mass of acceptances, 
and tell you all about each one of them.

Senator W e e k s . Let me ask you one question, Mr. Untermyer, at 
this point: Are you going to advocate that the reserve banks go 
into the market and purchase bills and conduct a business in compe­
tition with other banks ?

Mr. U n t e e m y e r . I do not think that would be quite fair to the 
banks, except where it is necessary to regulate the discount rate, if 
the banks are going to come into and become an integral part of this 
system. But if the banks are not going to come into this system, 
you can build up, it seems to me, quite as good a system and perhaps 
a stronger one in competition with the banks.

Senator W e e k s . I s that not exactly what destroyed the First 
and Second United States Banks?

Mr. U n t e r m y e r . Well, that is a long story, is it not?
Senator W e e k s . Yes.
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Mr. U n t e r m y e r . And there are varying points of view as to what 
did destroy them.

Senator W e e k s . It was my recollection that that was the funda­
mental reason—that and politics.

Mr. U n t e r m y e r . Yes.
Senator W e e k s . Those were the two fundamentals that destroyed 

the First and Second United States Banks, and I was wondering if 
you were going to advocate repeating that experience.

Mr. U n t e r m y e r . Every other country in the civilized world which 
has a banking system and a central bank does buy these bills in that 
way.

Senator W e e k s . Yes; in both ways, that is true.
Mr. U n t e r m y e r . They buy mainly in the open market in com­

petition with the banks; and not alone that, but they take deposits 
m competition with the banks. The Reichsbank has 70,000 deposit 
accounts. The Bank of France, with all its vast deposits, has only 
a small number of banks as depositors.

Senator W e e k s . Yes.
Mr. U n t e r m y e r . It does its main business directly with the 

business and farming community in general; almost everybody in busi­
ness has a deposit in these Government banks. What we are doing 
here by this bill is to protect these banks against competition. We 
are allowing them to make an intermediate profit on every piece of 
business they do with the Government; and we are confining our­
selves to doing business through them. My contention is that that 
is a very generous arrangement. Judged by the experience of other 
countries, it is so generous that one is disposed to marvel at the objec­
tions that the banks suggest to this bill.

Senator W e e k s . It really is not a question of generosity that we 
have to deal with; it is a question of public policy and of what will 
bring about the best results for the busmess interests of the country—  
and I did not intend to disturb your argument------

Mr. U n t e r m y e r . Yes.
Senator W e e k s . But I wondered if you were going to discuss that 

point.
Mr. U n t e r m y e r . Yes.
Senator W e e k s . And if you were going to take that position.
Mr. U n t e r m y e r . I am, and I would like to say it does not in the 

least interfere with my discussion to be interrupted. I think the 
colloquial form of discussion is the only useful form, and I shall be 
glad to be interrupted at any time and as often as you please by 
questions from members of the committee.

Senator H it c h c o c k . Mr. Untermyer, you speak of this being liberal 
to the banks because it does not raise up a competitor against them. 
But as a matter of fact the banks are to own absolutely these 12 
regional banks, which is an entirely different proposition from any­
thing existing anywhere in Europe.

Mr. U n t e r m y e r . Entirely different.
Senator H it c h c o c k . S o that we are really creating a monopoly, as 

I understand it, in this country. We are binding our whole banking 
system into one and a U owing the banks to combine what is kept 
separate in Europe ?

Mr. U n t e r m y e r .  I think you are dissipating a m onopoly b y  this 
measure. I  think you have something now which is very nearly
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approaching a monopoly of great credit, and that you are doing the 
most effective thing that can be conceived of to get rid of it.

Senator H it c h c o c k . Would not the situation that we are propos­
ing to create be parallel to the situation which would exist if the 
banks of France owned the Bank of France, instead of having the 
ownership diffused among a large number of stockholders?

Mr. U n t e r m y e r . I do not think it would make any difference if 
the small banks of France owned the Bank of France so long as the 
Government controlled the bank as it does now by the naming of its 
governors and its vice governors and agents.

Senator H it c h c o c k . The Government does not name its directors. 
They are named by the stockholders.

Mr. U n t e r m y e r . But the Government names the governor, the 
head of the bank, and it names the assistant governor.

Senator H it c h c o c k . But it does not name the directors, and 
the directors name the rate of interest.

Mr. U n t e r m y e r . And there is not a banker on the board of 
directors.

Senator H it c h c o c k . As I understand it, the governors run the 
bank, but the directors fix the rate of interest.

Mr. U n t e r m y e r . My understanding (and I had a long talk with 
the governor of the Bank of France this summer on the subject, and 
also with the head of the Credit Lyonnaise) is that in practical effect 
that the Government runs that bank just as the Government runs 
the Reichsbank. It is a very flimsy cover, this private stock owner­
ship, because the private stock owners have little or no real voice in 
the detail business management of the bank. In the first place, 
owners of large blocks of stock have no voice in the management at 
all commensurate with their interest. A man who owns over 500 
shares of stock has no vote on his excess holdings, as I remember the 
situation at the moment. A stockholder has one vote up to 50 
shares that he owns and two votes up to 100 or 200 shares, and he 
gets an aggregate of four votes on an ownership of 500 shares, and 
after that he gets no votes no matter how much stock he owns.

And then when you look at the personnel of the board of directors, 
we will say, of the Bank of France or of the Bank of England, you 
will see that they do thoroughly represent the commercial com­
munity in the best and most useful sense and that their presence on 
the board is of great value because of their knowledge of persons and 
conditions in their locality and their consequent ability to pass on 
paper.

Senator H it c h c o c k . Y ou do not hold that the Bank of England is 
controlled by the Government in any sense, do you ?

Mr. U n t e r m y e r . Which department—the issue department?
Senator H it c h c o c k . Either one. It is not even inspected.
Mr. U n t e r m y e r . Oh, I know it is not.
Senator H it c h c o c k . There is no reserve required.
Mr. U n t e r m y e r . But it is very subservient to Government 

influence.
Senator W e e k s . Well, are not all banks everywhere subservient 

to Government influence ?
Mr. U n t e r m y e r . No; I would not like to saŷ  that they are. 

Only in so far as the Government has the power to inspect them and 
to control their operations. I think that if the bajiks of this country,
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the great banks, were more susceptible to Government influence and 
to public sentiment it would be better for them and for all of us.

Senator W e e k s . Well, we are not discussing the public sentiment 
phase of it. It has always seemed to me that banks everywhere were 
extremely anxious to cooperate with the Government.

Senator P o m e r e n e . If the newspapers correctly reported the pro­
ceedings of the American Bankers Association it was only a few weeks 
ago that they wanted to have the right to veto anything that the 
board might do.

The C h a i r m a n . It would be more accurate to say, in some cases, 
that they are extremely anxious to have the Government cooperate 
with them.

Senator S h a f r o t h . The name of the Government is a great thing 
to have back of them in their banking business in any way.

Senator W e e k s . That is true. But I  think if you look into the 
inside workings of the banks generally in the United States in the last 
50 years you will find that the banks have been anxious to cooperate 
with the Government whenever there was necessity for cooperation.

Mr. U n t e r m y e r . I think that in times of emergency they have 
shown public spirit, as you will find public spirit in any other class 
of the community. I think as a class they are just as patriotic and 
public spirited—no more and no less so— as any other part of the 
community.

Senator W e e k s . That is just my opinion exactly.
The Ch a i r m a n . I think everybody agrees with that.
Senator R e e d . Well, taking that view of it, and admitting that 

most American citizens are willing to go out and shoulder a gun and 
go to war and die for their country, have you not observed a disposi­
tion of gentlemen dealing with the Government to always want to 
“ skin” the Government? The same patriot who takes liis gun and 
goes to war will reach his hand into the Treasury as deeply as he can 
and escape at the same time the penalties of the law ?

Mr. U n t e r m y e r . That is what I meant when I said that they were 
just as patriotic and no more and no less than the general run of 
citizens.

Senator R e e d . I do not mean to say that the bankers do that any 
more than any other people. But when you come to financial trans­
actions most gentlemen, whether they are in the banking business, 
or are farmers, or working men, like to get about all they can out of 
the Government; and I have never seen any class of citizens yet 
actual guardians ad litem for the Government in dealing with it. 
They generally want to get a good contract if they can get it.

Senator H it c h c o c k . Do you think, Mr. Untermyer, that the Gov­
ernment should control the rate of discount ?

Mr. U n t e r m y e r . D o you mean this Federal board ?
Senator H it c h c o c k . Y ou  made the statement in your opening re­

marks that the terms of this bill tend to limit the ability of the Gov­
ernment to regulate the discount market of the country. So I ask 
you whether you think the Government should control the rate of 
discount ?

Mr. U n t e r m y e r . In a qualified way, in connection with the issue 
of currency, yes. That is to say, that when the Government is issuing 
currency for the relief of the community to carry on the business of 
the country, I think it is only just that it should see to it that people
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who are getting the benefit of that relief are not required to pay ex­
orbitant rates to the banks who act as mere middlemen between the 
Government and the borrowers.

Senator H it c h c o c k . That is the only motive then— to protect the 
borrowers ?

Mr. U n t e r m y e r . To protect the borrowers in connection with the 
relief you are furnishing the borrowers. It is hardly just for the 
Government to say, on the one hand, to the national banks, “ We 
will help you relieve the financial stringency,” and, on the other hand, 
permit them to exact just as much as they please from the borrower 
m granting that relief with Government funds.

Senator H it c h c o c k . Yes. Now, I want to suppose a case to you 
and see whether you think this would be desirable. Under the terms 
of this bill the board of control has the right to fix the rate of inter­
est at which currency shall be advanced to the reserve banks.

Mr. U n t e r m y e r . Yes.
Senator H it c h c o c k . Suppose an administration was drawing to 

its close. Seven men, chosen by the President, compose the board 
of control. They are the creatures of the President. He is a candi­
date for reelection. The question before the people is whether the 
administration has brought prosperity to the country. Do you think 
there would be any danger that those seven men might make such 
easy money for the country as to start the wheels of industry and cre­
ate a boom by advancing currency to the reserve banks at one-half 
of 1 per cent, so that they might, in turn, let it out liberally to the 
individual banks, and the individual bank? having a redundant cur­
rency would let it out liberally to their customers on loans that 
might not ordinarily be desired, and the country would have a period 
of inflation of credit ?

Mr. U n t e r m y e r . My answer to that would be that one can, of 
course, with the aid of a vivid imagination, conceive almost any 
given state of things, but that I do not believe it is within the range 
of possibility.

I am not in sympathy with this talk about political boards. I 
believe that we should get as able, useful, and puolic-spirited a body 
of governors for this Federal reserve board as could be selected from 
the ranks of any country, or as could be selected by the bankers 
themselves— and perhaps a better board than could be selected by 
the bankers. I have no fear of the political control aspect.

Senator H it c h c o c k . Well, do you think------
The Ch a i r m a n  (interposing). You have not let him finish his 

answer, Senator Hitchcock.
Mr. U n t e r m y e r . Yes, if I may go on. I think, Senator Hitchcock, 

that the brakes that are put upon the issue of currency here are suffi­
cient to keep it within bounds. In the first place, the Federal reserve 
bank can not disburse any more currency than that which will keep 
up its gold ratio, to start with------

Senator H it c h c o c k  (interposing). Well, that is very small.
Mr. U n t e r m y e r . That is as much as necessary.
Senator H i t c h c o c k . N o ; it is smaller than any country in Europe.
Mr. U n t e r m y e r . That is a question of the way you figure it.
Senator H i t c h c o c k . Can you name a single bank of Europe that 

keeps as low a reserve as 33J per cent? That is under------
The Ch a i r m a n . There is Belgium.
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Mr. U n t e r m y e r . If we carry out the recommendations of the bill 
which Senator Owen has introduced with respect to the gold cer­
tificates that are outstanding, it will be very much easier for us to 
get as large a gold reserve as is required. Thirty-three and one-third 
per cent has always been regarded as safe. I do not think------

Senator H it c h c o c k . The Bank of England has 50 per cent. The 
Bank of France has 85 per cent. Germany has about 60 per cent—  
between 50 and 60 per cent.

Mr. U n t e r m y e r . It has 60 per cent now, but it did not have it six 
months ago.

Senator S h a f r o t h . There is no limitation upon it. They could 
run it down Jower if they wanted to. They can run it up to 50 or 60 
per cent.

Mr. U n t e r m y e r . They have had it as low as 20 per cent in Ger- 
manv and their currency and credit have not suffered in consequence. 
I discussed that question very fully with one of the chiefs of the 
Reichsbank a few weeks ago. It is a question of confidence in the 
ability of the country to redeem its promise to pay in gold rather than 
a question of the precise proportion actually in hand.

Senator H it c h c o c k . Can you recall my original question now?
The C h a i r m a n . Y ou have not permitted him to answer you 

question.
Senator H i t c h c o c k . No. I will get you to indicate whether, with 

your vivid oriental imagination, you can conceive of a condition such 
as I have suggested relating to the board of control producing, in a 
sense, a condition of prosperity?

Mr. U n t e r m y e r .  Yes; by assuming at the outset that these men 
upon the board of control are going to be recreant to their trust and 
are going to deliberately bring on a cataclysm in the affairs of the 
country.

Senator H it c h c o c k . No; I am not picturing a cataclysm at all. 
I am picturing a condition of prosperity.

Mr. U n t e r m y e r . No; that is not a condition of prosperity.
Senator H it c h c o c k . Well, I  will say of activity.
Mr. U n t e r m y e r . Y ou are assuming that they will let out money 

for practically nothing except for the purpose of unduly stimulating 
enterprise and creating an unhealthy inflation and an undue credit in 
the business world. I think you have presented a set of premises 
that are almost inconceivable.

Senator H it c h c o c k . Well, it is possible under the law for them to 
let out currency for one-half of 1 per cent, which is practically a 
nominal rate.

Mr. U n t e r m y e r . Yes; it is possible.
Senator H it c h c o c k . And it is possible, on the other hand, for them 

to charge 5 per cent.
Mr. U n t e r m y e r . But that always assumes that they are going to 

act contrary to the needs of the country and contrary to sound busi­
ness and to their consciences.

Senator H it c h c o c k . But suppose they think that the needs of the 
country are the reelection of the President who appointed them ?

Mr. U n t e r m y e r . That belief would not be consistent with their 
sworn duty under the bill. The needs which will govern them in 
their action under the bill are the financial needs of the country— and
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the law under which they are acting; and I can not conceive that they 
will lose sight of that fact. No other assumption is permissible.

Senator P o m e r e n e . It would be just as fair to assume that the 
Supreme Court of the United States would be recreant to its trust as 
to propose that the members of this Federal reserve board would.

Senator H it c h c o c k . Well, is it not a fact that nearly every Cabinet 
officer, when the time comes for the President to be reelected, goes 
out to assist in his reelection ?

Mr. U n t e r m y e r . It is perfectly consistent for them to defend 
their policies, and the country is entitled to have them do so, and is 
benefited by such a custom. It is a pity they are not given seats in 
Congress and required to answer every day for their official acts; but 
if, instead of going out, they should sit in their private chambers and 
deliberately violate their official oaths, that would be an analogous 
case to the one you are assuming.

Senator H it c h c o c k . I am not assuming the case------
Mr. U n t e r m y e r  (interposing). Oh, but those are your premises.
Senator H it c h c o c k . The law gives them the right to let out cur­

rency at as low a rate as one-half of 1 per cent.
Mr. U n t e r m y e r . But the law assumes that they are going to exer­

cise a judicial discretion.
Senator H it c h c o c k . And you do not conceive that it will be pos­

sible for them to let out currency as low as one-half of 1 per cent 
legitimately ?

Mr. U n t e r m y e r . No.
Senator H it c h c o c k . I think it is entirely too cheap. But the bill 

provides for it.
Mr. U n t e r m y e r . Yes. But when money is as cheap as that it is 

not needed. There is a surplus of it.
Senator H it c h c o c k . Y ou would not say that that is an objection 

to the bill ?
Mr. U n t e r m y e r . I should say that the rate is too low.
Senator H i t c h c o c k . I should think so.
Senator B r i s t o w . Mr. Untermyer, you made one suggestion that 

interested me. You said that if the banks will not come in under 
the bill, why we would do so-and-so with these banks. What do you 
mean by that ?

Mr. U n t e r m y e r . I mean, in the first place, that the attractions 
of this bill to the banks are so great that it does not seem conceivable 
that they can stay out, either national banks or State banks; and, 
secondly, that if, for the purpose of getting better terms, they should 
decline to come in, there is a system which seems to me quite as sound, 
quite as feasible, and perhaps as much in the public interest as the 
one outlined in this bill, if not more so. Now, I believe the banks 
will come in. I do not believe any State bank or national bank 
can live outside of this system with all its attractions.

In the first place, the 10 per cent which the country bank pays in, 
and about which there has been so much protest, it can get back------

Senator B r i s t o w  (interposing). It borrows it back. Why should 
a country bank be compelled to put in 20 per cent instead of 10 per 
cent of its money, and then borrow it back as a favor ?

Mr. U n t e r m y e r . Let us see if it is a favor. I think it is a money­
making arrangement for the bank. It buys this stock, in the reserve 
bank, and then if there is an equitable arrangement of rediscounts, it
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gets it back in the form of a loan; and certainly it will not have to pay
5 or 6 per cent; while it will be getting 5 or 6 per cent on the stock it 
subscribes for. Suppose it pays 2 or 3 per cent to borrow back the 
money; it is making the difference between that 2 or 3 per cent and 
the 5 per cent dividend which it is getting as a dividend on its stock.

So, I think there is a good deal of humbug about this talk of the hard­
ship on country banks under the bill.

Senator B r i s t o w . Then, do you think that these country banks 
do not know what they are talking about ?

Mr. U n t e r m y e r . I did not say that.
* Senator B r i s t o w . But you seem to think there is a good deal of 

humbug on their part ?
Mr. U n t e r m y e r . I have not quite been able to believe, when they 

look at all the attractiveness to them under the bill, that the outcry is 
made by the country bankers.

The Ch a i r m a n . The outcry of the country banks comes from the 
gentlemen who hold the country bank deposits.

Senator B r i s t o w . I challenge that statement as being a fact. It 
comes from the men who do not want to dissipate the resources of the 
community and send them to a foreign city, and then have to borrow 
it back as a matter of favor. Do you think that these country bank­
ers are a lot of chumps that are willing to be managed by men in New 
York and Chicago?

The Ch a i r m a n . I think the argument as to the hardship on country 
banks comes mainly from the banks which have these country banks’ 
deposits.

Senator B r is t o w . I think there is a doubt about that, and it is not 
true in any sense------

The Ch a i r m a n  (interposing). I think some of the country banks 
have put up the argument------

Mr. U n t e r m y e r . Let us look at the figures. It has seemed to me, 
from the point of view of the logic of the situation, as though it were 
very strange that the country bankers should object to this feature: 
First, because, as I say, they get their distributive part of the money 
back by way of loan, ancl they make money by the operation. 
Second, it is preeminently to their interests to strengthen their reserve 
bank as much as they can and with a 10 per cent subscription to the 
stock, it will cost them nothing, and they can make something. A
5 per cent subscription makes a comparatively weak bank. The 
next privilege the country banker gets is with regard to the use of its 
reserves------

Senator W e e k s  (interposing). Would a 5 per cent subscription 
make a weak bank, if the number of banks were reduced ?

Mr. U n t e r m y e r . I am assuming, Senator Weeks, that the sub­
scription will not stand in the way of any bank going into this system. 
That is, that they will recognize that they will get back that money by 
borrowing it back and making money from the operation.

Aside from that, you take the reserves now that they are required 
to put into a city reserve bank, or a central reserve bank. They would 
get back the use of two-thirds of those reserves of which they do not 
now get the use. But, under this arrangement, they are going to get 
back two-thirds of those reserves, and they are going to be able to use 
their capital and their deposits and resources over and over again.
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A bank should, if properly conducted, be as well off as if it had twice 
the capital it has under the present system.

On the question of where it is possible that the opposition to this 
measure may originate. There are 10 banks in New York------

The C h a i r m a n  (interposing). In New York City ?
Mr. U n t e r m y e r . In New York City all practically under the 

domination of one little set of men that have 15,483 deposits of the 
out-of-town banks of the country. They have 60 per cent of all the 
deposits of all State and National banks of the country. Here is a 
list of them, with the number of bank depositors.

The C h a i r m a n . Will you give that to the stenographer, so that 
it may go into the record?

Mr. U n t e r m y e r . Yes. The Bankers’ Trust Co. has 237 of these 
out-of-town bank depositors. It is governed under a voting trust, 
of which Messrs. Morgan and Baker, or their firms, constitute the 
voting trustees. They control the election of directors of that bank 
through a voting trust. The National Bank of Commerce has 1,671 
bank depositors. That is largely controlled by the Morgan and 
Baker people.

(The list referred to follows:)
Out-of-town bank depositors.

Bankers Trust Co................................................................................................... 237
National Bank of Commerce................................................................................ 1, 671
Chase National Bank............................................................................................  3,103
First National Bank..............................................................................................  579
Guaranty Trust Co................................................................................................  182
Hanover National Bank.......................................................................................  4,074
Liberty National Bank.........................................................................................  312
Mechanics & Metals National Bank.................................................................... 1,010
National City Bank............................................................................................... 1,889
National Park Bank..............................................................................................  2,426

Total............................................................................................................. 15,483
Senator W e e k s . The Bank of Commerce?
Mr. U n t e r m y e r . The National Bank of Commerce in New York.
Senator W e e k s . H o w  much stock do J. P. Morgan & Co. own in 

that bank?
Mr. U n t e r m y e r . I think I can give you the exact amount from 

the report of the Pujo committee.
Senator W e e k s . The capital is $25,000,000, is it not?
Mr. U n t e r m y e r . Yes. You know they bought in very largely 

lately, within a few years.
Senator W e e k s . I do not know anything about it.
Mr. U n t e r m y e r . When the Mutual Life and the Equitable Life 

sold their Bank of Commerce stock, they sold one-half of their hold­
ings in that bank, and that was bought by a group that was gotten 
together by these gentlemen. You may remember that in 1906 the 
Legislature of New York passed a new insurance law requiring the 
insurance companies to dispose of their bank and other stocks; and 
under that arrangement they disposed of half of the stock they held 
in the Bank of Commerce. Those two companies had practically- 
controlled that bank.

Senator W e e k s . H o w  much stock do Morgan & Co. control in the 
Bank of Commerce?
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Mr. U n t e r m y e r . I will have to look that up for you; it is quite 
considerable.

Senator W e e k s . Y ou  stated that Messrs. Morgan and Baker con­
trolled the $25,000,000 ?

Mr. U n t e r m y e r . If y o u  w ill le t m e lo o k  at th a t during recess, I 
w ill g iv e  y o u  the ex act figures. I  did n o t sa y  th ey  ow ned the control.

Senator W e e k s . Y ou  said they controlled it.
Mr. U n t e r m y e r . I said they controlled it, and I will show you that 

by the list of their board of directors.
Senator W e e k s . You mean that they control the policy of the bank, 

but do not control the stock ?
Mr. U n t e r m y e r . I do not mean that they own one-half of 

$25,000,000 of that stock any more than I mean that the men who 
control a railroad to-day own a majority of the capital stock of that 
railroad. They control a railroad by the ownership of 2 or 3 per 
cent of the stock sometimes.

Senator W e e k s . They control it because the stockholders wish 
them to control it.

Mr. U n t e r m y e r . But the control of the capital of the Bank of 
Commerce, as evidenced by the constitution of its board of directors 
and in many other ways, is under these gentlemen. That subject 
has been fully exploited, and I do not care to inject it here.

Senator W e e k s . That is to say, the stockholders think that these 
gentlemen are fit people to manage the bank ?

Mr. U n t e r m y e r . Well, I do not think that is quite a fair way of 
putting it, Senator Weeks.

Senator W e e k s . I think that is absolutely fair, Mr. Untermyer.
Mr. U n t e r m y e r . I do not think so. I think that when we know 

how impossible it has been in the history of this country to change 
the control of any corporation because of the inertia of stockholders. 
I do not think it is fair to say that a bank or a railroad is controlled 
by a few men because most of the people of the country—most of 
the stockholders—think that they are the best people to control it. 
I do not think that is true of the New Haven road to-day; but you 
have heard of no movement to take the control of the New Haven 
road away from the men who now control it.

Senator W e e k s . But the inertia of the stockholders simply means 
that the stockholders are satisfied.

Mr. U n t e r m y e r . No; it means that there is no known way by 
which the stockholders can assert themselves as they do in other 
countries. They simply do not do it.

Sen ator W e e k s . Y ou  k n o w  th a t th a t is n o t so .
Mr. U n t e r m y e r . I know that the stockholders do not assert 

themselves in this country. They submit to all sorts of abuses and 
mismanagement and often worse, rather than get together and make 
a change in the control.

Senator W e e k s . They do when they are satisfied.
Mr. U n t e r m y e r . Then you must not forget this: What may be 

good for the stockholders of a bank is not always good for the public 
that is dealing with the bank. For instance, it may be a very good 
thing for the stockholders of the Bank of Commerce that these 
gentlemen control that bank. It is a good thing for them. They 
make a great deal of money through the control by these gentlemen 
that they could not otherwise make, because these interests control
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the accounts and other patronage of railroads and great industrial 
companies; and their ability to throw business to these banks and to 
make them great is in itself a sufficient incentive to stockholders to 
leave the control with them.

Senator W e e k s . Then we will admit that the stockholders of the 
Bank of Commerce are satisfied with Morgan & Co., and Mr. Baker 
and others controlling the bank because they make the bank successful.

Mr. U n t e r m y e r . Yes; I think they------
Senator W e e k s  (interposing). Then, as far as the stockholder is 

concerned, they control the bank because the stockholders want 
them to do so.

Mr. U n t e m y e r . It is not material to our present discussion and so 
if you care to have such an admission for the purpose of discussion, 
we will assume it for that purpose.

Senator W e e k s . I do not want any admission. I simply want to 
get at the facts.

Mr. U n t e r m y e r . We none of us know the facts as to what are the 
wishes of the stockholders.

Senator S h a f r o t h . Mr. Untermyer, before you leave the question 
as to the amount which is to be kept in its vault by the country 
bank, I have made a little calculation, and I want you to tell me 
whether I am wrong or right. Let us suppose a country bank with 
$100,000 capital ?

Mr. U n t e r m y e r . Yes.
Senator Sh a f r o t h . And that it has $1,000,000 of deposits?
Mr. U n t e r m y e r . Yes.
Senator S h a f r o t h . And under the present law it has got to keep

6 per cent of that in its own vault ?
Mr. U n t e r m y e r . Yes.
Senator S h a f r o t h . And 9 per cent in other banks?
Mr. U n t e r m y e r . Yes.
Senator S h a f r o t h . N o w , this bill changes the amount of the 

reserves that are required from 15 to 12 per cent?
Mr. U n t e r m y e r . Yes.
Senator S h a f r o t h . And requires it to keep in its vault 5 per cent, 

and in other banks 5 per cent, with a leeway as to the remaining 2 
per cent. Now, on one $100,000, the 10 per cent that would have to 
be paid to the capital of the reserve bank under this bill would be 
$10,000, and the 5 per cent which it would deposit with the reserve 
bank would be 5 per cent of $1,000,000, which would be $50,000, or 
which added together makes $60,000. That is the amount which 
the country bank with a capital of $100,000 and $1,000,000 of de­
posits has to put up and part with ?

Mr. U n t e r m y e r . Yes.
Senator S h a f r o t h . And it must part now with 9 per cent of 

$1,000,000 which would be $90,000. Is not the country banker 
better off by $30,000 under this now policy than under the law as it 
exists to-day ?

Mr. U n t e r m y e r . I think he is better off by a great deal more than 
that difference because------

Senator S h a f r o t h  (interposing). Well, is he not better off at least 
to that extent?

Mr. U n t e r m y e r . Certainly.
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Senator Sh a f r o t h . Now, then, what other advantages would he 
have under the bill ?

Mr. U n t e r m y e r . If he is equitably dealt with and he is dealing 
in commercial paper, he can borrow back the $10,000 of capital that 
he invests------

Senator S h a f r o t h . Yes.
Mr. U n t e r m y e r . In the stock, because there is no reserve re­

quired of the reserve bank except as against its demand liabilities. 
Then, if he is fairly dealt with, he ought also to be able to borrow 
back two-thirds of the $50,000. That is $33,000, and the $10,000 
makes $43,000, in addition to the advantages of which you speak.

Senator S h a f r o t h . N o w , does not the reduction of the amount 
required to be placed in the reserve banks as part of the reserves of 
these various banks, whether city banks or country banks, inure to 
their advantage to the extent of probably 5 per cent on their 
deposits ?

Mr. U n t e r m y e r . I have not figured that.
Senator S h a f r o t h . Well, you take a city bank------
Mr. U n t e r m y e r . Yes.
Senator S h a f r o t h . It is required now to keep in cash in its own 

vaults 25 per cent ?
Mr. U n t e r m y e r . Yes.
Senator W e e k s . That is a central reserve city ?
Mr. U n t e r m y e r . Yes; a central reserve city.
Senator S h a f r o t h . A central reserve city. Now, that 25 per cent 

in its own vault is locked up so that it can not use it. Now it is re­
quired to put in—it reduces it to 18 per cent.

Mr. U n t e r m y e r . Yes.
Senator S h a f r o t h . And 9 per cent in its own vaults, and 9 per cent 

in the central reserve, or the reserve banks. That difference be­
tween 25 and 18 per cent, calculated on its enormous deposits, will 
make a greater difference than the difference of requiring the full 25 
per cent to be kept in its vaults ?

Mr. U n t e r m y e r . Certainly; I have always argued that the purpose 
should be to reduce the reserves, as far as it was safe to do so.

Senator S h a f r o t h . And that inures to the financial benefit of 
the banks ?

Mr. U n t e r m y e r . It appears so.
Senator B r i s t o w . So far as the country bank is concerned—-I 

am not considering this from the standpoint of the central reserve 
city bank—-the reduction from 6 to 5 per cent is of no consequence 
whatever to the country banks, because they have to carry more 
than 6 per cent anyhow in their business, and they always do carry 
more than 6 per cent, unless they are in a failing condition.

Senator S h a f r o t h . The point I am referring to is the amount they 
have to put in other banks being reduced from 9 to 5 per cent.

Senator B r i s t o w . They will carry more than 5 per cent anyway, 
because it is necessary for them to do it. And as to the reduction in 
the amount required to be carried in their own vaults, that is not of 
advantage to them, because they have to carry more anyhow and 
always do carry more.

Senator S h a f r o t h . Well, why are they protesting, then, and trying 
to get the reserves to be deposited in the country banks still lower ?
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The country banks are trying to do that now. If it is of no benefit 
to them to have it lower, why should they do that ?

Senator B r i s t o w . I do not know what protests are being made. 
But you know you can examine any country bank in your State; 
and it carries more money than it is legally compelled to carry. It 
has to, in its business.

Senator S h a f r o t h . It is carried very largely because it can not 
go to one of these central reserve banks and discount its paper and 
cash practically every obligation that it has outstanding, under the 
present law.

Mr. U n t e r m y e r . That is the reason they do not carry any reserves 
in the European banks, because of these central reservoirs. They 
know they can get all the money they want.

Senator B r i s t o w . I am not objecting to these central reservoirs, 
if you put it in the control of the banks themselves. You started 
out to say that 10 men have control over I do not know how many 
banks.

Mr. U n t e r m y e r . 15,483.
Senator B r i s t o w . Well, 15,483 banks------
Mr. U n t e r m y e r . I did not say 10 men control these banks. I 

say that those 15,483 banks are depositors with those 10 institutions.
Senator B r i s t o w . But it has been asserted by the chairman and 

yourself that these influences that center in New York are controlling 
these country banks and causing them to protest here to us against 
this legislation ?

Mr. U n t e r m y e r . If anything I said conveyed the impression that 
I believed that, because these 15,483 country banks had deposits in 
the New York banks, the New York banks controlled those country 
banks, I want to disabuse your mind of it, because that would be 
perfectly absurd.

The C h a i r m a n . I said nothing that justified that conclusion.
Senator B r i s t o w . I certainly so understood the chairman. I 

think the record will show that the chairman said that this protest 
came from this central source.

The Ch a i r m a n . Let the record speak for itself.
Senator W e e k s . What the chairman intimated, and what Mr. 

Untermyer more remotely intimated, and what you read every day 
in the press, is that there are certain great money devils who are 
controlling this suggestion, and that they are influencing the country 
banks to protest against this bill in the nope of getting better terms.

Mr. U n t e r m y e r . N o w , on that subject, if I may be permitted, I 
will say this: What I meant to say is that these New York City 
banks, 30 of which have 19,015 of these banks' deposits, that it is not 
to their interest to lose these deposits if they can Keep them. Under 
the present system they have those depositors ana they want to 
keep as much of this money as possible.

Senator H it c h c o c k . H o w  many country depositors, 19,000?
Mr U n t e r m y e r . There are 30 Banks in New York City, out of 111 

banks and trust companies there, which together have the deposits 
of 19,015 banks throughout the country. Now, of those 30 banks, 
10 banks which I have referred to, and which I am about to name 
and which will go into the record, have 15,483 of those deposits.

Senator W e e k s . Y ou know that those deposits are not an unmixed 
blessing, do you not?
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Mr. U n t e r m y e r . They seem to be pretty lucrative business. The 
banks do not seem anxious to let them go. Let me show you, in that 
connection, how much of that money is used in Wall Street.

Senator H it c h c o c k . Before you pass to that will you not allow 
me to bring up the question of the country banker from the stand-

{>oint of the country bank ? I have got a letter here which I received 
rom a country banker yesterday, which is right in point, I think, 

and I will lead up to that by one or two questions. Mr. Untermyer, 
you say there are 30 banks in New York City having deposits from 
19,015 banks throughout the country?

Mr. U n t e r m y e r . Yes; there may be a few hundred duplications 
in that where a bank has a number of bank correspondents.

Senator H i t c h c o c k . Every one of those 19,000 country banks in 
selecting the New York depository has the choice of at least 30 
banks ?

Mr. U n t e r m y e r . Yes.
Senator H it c h c o c k . Suppose this bill passed, how much of a 

choice would those country banks have ?
Mr. U n t e r m y e r . The money does not go back to the banks then; 

it goes to the reserve bank.
Senator H i t c h c o c k . They would be required to put it in the 

reserves of New York City, would they not?
Mr. U n t e r m y e r . But they would get two-thirds back instead of 

none.
Senator H it c h c o c k . I am asking you where they will be required 

to put it? They would be required to put it there. Suppose that 
reserve bank refuses to rediscount their paper ?

Mr. U n t e r m y e r . Yes.
Senator H it c h c o c k . Where would the country bank be ?
Mr. U n t e r m y e r . Do you mean, unjustly refused ?
Senator H it c h c o c k . Suppose it refused, regardless of any reason, 

what would the country bank do ?
Mr. U n t e r m y e r . Do you mean as to borrowing ?
Senator H it c h c o c k . Yes.
Mr. U n t e r m y e r . I do not know. I suppose it would do what it 

would do now if its correspondent in New York refused to discount.
Senator H it c h c o c k . N o w , if the National Bank of Commerce 

refused to discount the paper of the country bank, it can go to the 
First National Bank, or any other national bank that is a reserve 
agent in New York City, where it may keep its reserves ?

Mr. U n t e r m y e r . In theory it might do so, but in practice I do 
not think—if one of the New York banks refused, I do not think you 
would find any other bank would take up the business.

Senator H it c h c o c k . I think the fact is that the country banks are 
changing their accounts all the time, shifting accounts. And, more­
over, if it failed to get its credit and proper treatment from the reserve 
agent in New York City, it might take the reserve agent in Phila­
delphia, or St. Louis, or Boston, or Chicago, or Omaha, or St. Paul.

Mr. U n t e r m y e r . Yes; but, Senator Hitchcock, these banks will 
all have accounts with other banks anyway to do their regular 
business.

Senator H it c h c o c k . Then, under the terms of the bill, they are 
not permitted to do so after three years ?
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Mr. U n t e r m y e r . Yes; they are, except as to their reserves. You 
do not suppose that they will not have accounts in New York? 
They will have.

Senator H it c h c o c k . They will have accounts in New York only 
by increasing the balance that they carry over the requirements of 
the bill.

Mr. U n t e r m y e r . Which they are doing all the time.
Senator H it c h c o c k . And the bill has placed the reserve require­

ment low for the purpose of giving them a capital to operate on.
Mr. U n t e r m y e r . Let me illustrate. On the 1st of November, 

1912, in the height of this last panic, the country banks had in 30 of 
the New York City banks $240,000,000, which the city banks were 
lending for them on the New York Stock Exchange, over and above 
the reserves of those banks—money that they had sent to New York 
to be loaned on the stock exchange by those 30 banks, in their own 
names; and of that amount 10 banks, to which I have referred, had 
$172,193,000 on that day belonging to their country correspondents 
loaned on the stock exchange, of moneys that did not form part of 
the reserves. This was independently of moneys that formed a part 
of the deposits of these country banks with the New York City banks; 
it was just money sent right on to be put into Wall Street, because 
of the nigh rates being paid for money then.

Senator W e e k s . When was that ?
Mr. U n t e r m y e r . On the 1st of November, 1912; it was twice as 

much as these banks were lending in that way any 1st of November 
in any preceding year, yet the money was never more urgently 
needed at home.

Senator W e e k s . What were the rates?
Mr. U n t e r m y e r . Pretty high, I think, as high as 20 per cent.
Senator W e e k s . Not last November ?
Mr. U n t e r m y e r . Yes; that was a terrible time of stringency.
Senator H i t c h c o c k . Let me ask you if there is anything in the 

pending bill to prevent that situation ?
Mr. U n t e r m y e r . Yes; I think that the whole theory of the pend­

ing bill will prevent it, for this reason------
Senator H it c h c o c k  (interposing). What provisions in the pend­

ing bill will prevent it ? I do not care anything about the theory.
Mr. U n t e r m y e r . The provision that makes commercial paper 

liquid, instead of being a dead asset, as it is now, until the day of 
maturity; the provision that makes that kind of paper desirable 
because of its rediscount privileges. That will turn, to my mind, the 
money of the country that has been employed in Wall Street, in 
stock-exchange operations, into commercial paper, because it will 
then be a liquid asset.

Senator H it c h c o c k . I understand that this $240,000,000 sent to 
New York City by country banks was not sent as a part of their 
reserves ?

Mr. U n t e r m y e r . It was not sent as as part of their reserves. It 
was in addition to their reserves.

Senator H it c h c o c k . And it was not sent as a part of their deposits ?
M r. U n t e r m y e r . Of course, it  w as a part of their d ep o sits ; it  

m u st h ave been.
Senator H it c h c o c k . Not reserve deposits?
Mr. U n t e r m y e r . No; not part of their reserve deposits.
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Senator H it c h c o c k . It was sent there because a good rate of in­
terest would be paid for it.

Mr. U n t e r m y e r . And because it was liquid. Because of the fact 
that the only liquid asset a bank can get nowadays is a stock-exchange 
loan. The banks are right in putting their money in that form, 
because they can get it overnight. But when you arrange it in the 
United States as they do in other countries, so that commercial paper 
is quite as liquid as a stock-exchange loan, you will divert your loans 
to commercial paper.

Senator H i t c h c o c k . N o w , Mr. Untermyer, is it not the fact------
Senator W e e k s  (interposing). May I ask Mr. Untermyer a question 

right along that line? You do not know of anyone who is opposed 
to making that change, do you ?

Mr. U n t e r m y e r . I hope not.
Senator W e e k s . I do not think there is anyone.
Senator H it c h c o c k . This letter is written from O’Neill, Nebr., 

under date of September 6, on the letterhead of the First National 
Bank, capital $50,000, surplus $70,000— a very respectable bank. It 
reads as follows:
Senator G. M. H itch c oc k ,

Washington, D. C.
D e a r  Se n a t o r : I admire the stand you are taking on the pending currency and 

banking bill. I can see no inducement for banks located as I am to longer remain in 
the national system if this bill becomes a law. I very much despise the present 
Nebraska guarantee law, but believe it to be much better than to be forced into a 
measure that gives the contributors no voice in the management.

This bill may do for the city banker. I can not see where it in any way will be of 
any benefit to the bank dealing with the farmers and located as I am.

I hope you may be able to so modify it as to give us the right to go in or stay out; 
and, from my present understanding of the bill, we will dead sure stay out.

With kindest personal regards, I am, yours, truly,
E. P. G a l l a g h e r .

Now, there is a country banker. He has been in the banking 
business------

Mr. U n t e r m y e r  (interposing). Is he characteristic of many of the 
26,000 bankers ?

Senator H it c h c o c k . It is characteristic of all the letters that I 
have received from country bankers in Nebraska.

Mr. U n t e r m y e r . Very often a certain amount of misunderstand­
ing about any complicated measure will exist among those affected 
by it.

Senator H it c h c o c k . I do not think this is a misunderstanding. 
This man has built up a very successful bank, and he has on the 
bottom of this statement, on this card, these words: “ This bank 
carries no indebtedness of its officers and stockholders.” It is a 
model.

Senator S h a f r o t h . What is its capital?
Senator H it c h c o c k . Its capital is $50,000; its surplus, $70,000; 

deposits, $487,000; cash and due from banks, $146,000. Its loans 
are $400,000. That is what I consider a model country bank.

Mr. U n t e r m y e r . Yes.
Senator H it c h c o c k . And as I have said, his statement shows that 

his bank has no indebtedness of officers or stockholders—which I 
know that Mr. Untermyer would approve of.

Mr. U n t e r m y e r . That ought to be posted in every New York City 
institution.
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Senator H it c h c o c k . I knew that you would approve that. Now, 
here is a man who will not come in and who believes that others will 
not come in.

Senator S h a f r o t h . Will he not get a benefit directly from the 
reduction from 15 to 12 per cent which will operate just as I have 
stated in my illustration of $100,000?

Senator H it c h c o c k . I want to ask Mr. Untermyer some questions 
on that head. This man is located at O’Neill, Nebr. If he should

fet into this system and keep all his reserves, either in his own 
ank or the reserve bank of his district, and he should go to his 

reserve bank for a discount and that reserve bank should say to 
him: “ Mr. Gallagher, we do not care to discount any of your paper,” 
what is he going to do ?

Mr. U n t e r m y e r . Why, his paper is so good that it will have a 
market all over the country under this bill.

Senator H it c h c o c k . I am asking you what he is going to do ?
Mr. U n t e r m y e r . Simply sell it through discount associations, 

acceptance houses, and other institutions that are bound to spring up 
under this bill. It will be as liquid as stock exchange collateral. 
Suppose you have an account with a broker, and you nave got col­
lateral, and you go to that broker and he will not give you a loan on 
that collateral. What are you going to do ? Your collateral is good. 
You must go somewhere else.

Senator H it c h c o c k . I say that he is bound to keep his reserve in 
the reserve bank, but the reserve bank is not bound to discount his 
paper. As it is now, he can keep his reserves at Omaha, or St. Paul, 
or Chicago, or Minneapolis, or South Omaha, or St. Louis, and if the 
bank he is dealing with does not give him good treatment he can go 
to another. He is independent; but under the system proposed in 
this bill he is absolutely dependent upon one source that can practi­
cally ruin him by refusing to discount his paper.

Mr. U n t e r m y e r . I do not agree with you.
Senator H it c h c o c k . Can you explain how he can get relief under 

the biU?
Mr. U n t e r m y e r . If the bill carries out its purpose, this commercial 

paper is going to be as liquid as stock exchange loans, and he can get 
a loan anywhere.

Senator H it c h c o c k . I know that is a stock phrase, but how is he 
to get more collateral security when he goes to the reserve bank at 
Chicago and presents his paper at a discount and the reserve bank 
refuses to discount it ? Wiiat is Gallagher going to do ? His money 
is tied up in the Federal reserve bank.

Mr. U n t e r m y e r . Of course you are assuming that he is entitled to 
this discount. If his paper is turned down at the Federal reserve 
bank, he will take it to any discounting house or to any of the many 
people who are going to spring up to take care of that paper. He 
will sell it just as if that paper were secured by stock-exchange 
collateral.

Senator H it c h c o c k . Then he does not need it now.?
Mr. U n t e r m y e r . What I mean is that he is not limited to that 

reserve bank. You need it now, because you can not build up an 
open market for bills of exchange, unless you have some such system 
as this. We have such markets everywhere else in the world.

9328°—S. Doc. 232, 63-1—vol 1------53
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Senator H it c h c o c k . Y o u  admit that at the present time Mr. Gal­
lagher is very well situated. He can get half a dozen banks in Omaha 
to do business with.

Mr. U n t e r m y e r . That depends upon what he wants.
Senator H it c h c o c k . Undoubtedly. He keeps a part of his re­

serve in Omaha.
Mr. U n t e r m y e r . We have no right to assume that he will not get 

the credit from the reserve bank to which he is entitled. He and his 
associates will control the bank.

Senator H it c h c o c k . I would like to have you point out in the bill 
any way he can demand that as a matter of right—demand rediscount 
of his paper.

Mr. U n t e r m y e r .  Y ou must know that to be impossible to put in.
Senator H it c h c o c k . I think it ought to be put in somewhere.
Mr. U n t e r m y e r . It is not possible.
Senator H it c h c o c k . I  think otherwise. You are going to destroy 

the independence of these country banks and make them absolutely 
dependent upon the yes or no of some man.

Mr. U n t e r m y e r . On the contrary they are dependent on the yes 
and no of their own shareholders. The shareholders direct these banks; 
they have six out of nine votes and it is fair to assume that their own 
representatives are not going to treat them unfairly. They have 
two-thirds of the representation on this board.

Senator S h a f r o t h . The bill is drawn for the purpose of advancing 
money and they are given the right of representation in the institu­
tion that is created by the bill.

Mr. U n t e r m y e r . Yes.
Senator P o m e r e n e . And under this bill they have the same right 

to go elsewhere to get their accommodations that they now have 
under the present law. They have the right to go to places other than 
the reserve bank.

Mr. U n t e r m y e r . Yes; in addition to which they will build up a 
market for this sort of commercial paper.

Senator R e e d . But they will not nave the same right. It could 
more properly be said to be the same practical right—not the same 
legal right. There is nothing which says in terms that if they do not 
get money from the Federal reserve bank they can not go to another 
place to get money. If such a law were enacted, it would, of course, be 
unconstitutional; but under this law when it is in full operation the 
reserves carried by the member banks must all be put with the central 
reserve bank. Of course, that means that their reserves will be with­
drawn from the banks where they now keep those reserves.

The C h a i r m a n . Not their balances.
Senator R e e d . I am speaking of reserves. It is true, as Senator 

Oweti suggests, that they could keep balances in the other banks.
The Ch a i r m a n . They are now doing it; 9 per cent in excess of the 

legal reserves.
Senator R e e d . N o w , looking at it from a practical point of view, 

suppose that a banker with what ought to be regarded as acceptable 
security comes to this Federal reserve bank, presents his security, and 
is turned down. About how much chance would he have afterwards 
to have that paper rediscounted, unless there was a tremendous cut 
made in it, by any other member bank, or with any of the reserve 
banks?
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Mr. U n t e r m y e r . My contention is that there will be such a general 
and open market for paper of this kind that the reserve bank will not 
be the sole resort of the member banks at all. It is not true in any 
other case. There are dozens and dozens in every one of these coun­
tries of other institutions that buy this paper, and they take it to the 
bank when they need the money.

Senator R e e d . There is no other country that has a system like 
this we are proposing to inaugurate.

Mr. U n t e r m y e r . No; there is no other country that has the large 
bank representation in the system that is given to the banks by this 
bill.

Senator R e e d . That is right where I  think the danger lies. You 
seem to think that large representation is an element of safety.

Mr. U n t e r m y e r . Y ou  mean the bank representation?
Senator R e e d . The bank representation is just where I  think the 

danger lies. A perfectly disinterested management of that kind 
might do one thing; an interested management would do quite a 
different thing.

Mr. U n t e r m y e r . But, in considering the character of our country 
and its diversified interests and climates and industries, you have to 
have a number of these banks. You can not have one bank any 
more than you can have one reserve bank for all Europe.

Senator R e e d . I am not speaking of one bank.
Mr. U n t e r m y e r . For these different banks you have two alter­

natives. One is to align the bank with the member banks of the 
country and the other is to have its capital issued to and bought by 
the general public, as it is in Europe. Everybody owns bank stock 
there. That is true of the Bank of England, with the Bank of France, 
and with the Bank of Germany. They have vast numbers of share­
holders in very small holdings.

If you take the second course and issue this stock to the public—  
which I believe they will gladly take—then we have to do as the 
European banks do, open the doors and accept deposits from the 
general public and buy paper in the open market in competition with 
the banks. Those are the two alternatives. You have either to have 
one system or the other.

Senator R e e d . Y ou  are getting away from the thought I was 
trying to suggest to your mnid and upon which I wish to get your 
opinion. I am not going to undertake to express my own opinion now. 
I am trying to get your help this morning and I do not know any better 
way to get it than by a mere statement of what you think about it. 
In the banking world to-day there are some institutions so large and 
so powerful that they necessarily exercise a very considerable control­
ling influence over many other banks and generally over the whole 
financial world. They have their connections, direct or indirect. 
There are lines in many places. I said the other day to another 
witness, or rather advised him, that I have understood that there are 
a number of banks in my own State—splendid institutions; very 
strong—that have relations of some kind with the great financial 
institutions in New York City, and what is true of my State I take 
it is true of others. Now, just at this point I want to ask you 
whether or not you think that is the case.

Mr. U n t e r m y e r . It is undoubtedly the case. The ramifications 
are far greater than is generally realized.
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Senator W e e k s . May I ask a question right there ? I want to ask 
Mr. Untermyer what he means by “ relations,” if you will allow me.

Mr. U n t e r m y e r . I do not mean by “ relations” that they control 
these institutions. What I mean is that they are the correspondents 
for these banks; that they sometimes hold stock in the bank.

Senator W e e k s . Frequently?
Mr. U n t e r m y e r . Infrequently. That they sell securities to these 

banks, because some of our banks in New York are sellers of securities 
as you know; and they frequently load them up with a great many 
securities; that these banks throughout the country or their officers 
are underwriters in a great many of the financial enterprises that are 
floated from New York; and that in one way or the other the rami­
fications of the great New York banks are very diversified.

Senator R e e d . In other words, and in a word, no matter wh&t the 
relationship springs from, there is an intimate, close working arrange­
ment between many of the banks of the country and large financial 
institutions of the East, so that they make up in a way a chain of 
banks which may run across the country, or partially across the 
country ?

Mr. U n t e r m y e r . I would not put it quite so broadly as that—  
that they make up a chain. They certainly have relations and at 
times they have certain spasmodic relations. They have various 
relations.

Senator R e e d . I intended to go into another matter, but since the 
Senator has raised this question------

Senator N e l s o n . Senator Reed, may I ask a question or two in 
this connection? I do not deisre to interrupt you.

Senator R e e d . I will come to a sort of a stopping point in a 
moment. I want to speak of this kind of relation. Take a man of 
immense capital, and there are a few in this country, interested in a 
bank or two in New York City, interested in a bank or two in Chicago, 
interested in some other banks in other towns, having a controlling 
interest or having a potential interest. Does not that condition 
exist ?

Mr. U n t e r m y e r . Not in that form to any extent, Senator Reed. 
I do not think that any of the men who have very large interests in 
the great banks of New York have very large interests—stock inter­
ests—in the banks of other cities; not to any appreciable extent. Of 
course they have very great interests in a number of banks in New 
York City, and they have relations more or less close with great insti­
tutions throughout the country, such as being their correspondents, 
such as having participated in large syndicate transactions, and in a 
variety of other ways; but the stock interests of the few great 
men who control things in New York in banks outside of New York 
are not appreciable.

Senator K e e d . Aside from the stock holding, what is the tie?
Mr. U n t e r m y e r . The tie is a very close one.
Senator R e e d . I will say to you frankly that I know of many banks 

out West generally regarded by the business world as Morgan bankfe, 
and they seem to be able to get money in greater quantities and have 
better facilities through some means for handling large enterprises 
than other banks of the same capital.

Mr. U n t e r m y e r . The tie is a recognized tie. It is a tie largely of 
mutual participation in great financial enterprises. For instance, you
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take tlie banks in Senator Weeks’s city, in Boston. In two of the 
three great banks there there is largely represented interests of Kidder, 
Peabody & Co. a!nd Lee, Higginson & Co. Lee, Higginson & Co. have 
very close relations with Morgan & Co., in New York. They make 
vast sums of money together. Lee, Higginson & Co. are a very 
potent factor in two of those three big banks there, not only because 
they own a considerable amount of stock, but mainly because they 
are a large part of the support and prosperity of those banks. They 
are identified with so many great institutions, railroad and indus­
trial, whose deposits go into those banks, that they would be a most 
important factor, even though they did not own any of the stock. 
Stock ownership is not the criterion of control or influence over a 
bank. The true criterion is the capacity to bring business and other­
wise aid in the upbuilding of the institution.

Senator W e e k s . Let me suggest to you in that connection that 
Lee Higginson & Co. do not any more control those banks than you do.

Mr. U n t e r m y e r . I said two of the three, you will remember.
Senator W e e k s . I am speaking of the two of the three that you 

are. They do not any more control the banks than you do.
Mr. U n t e r m y e r . Senater Weeks, I have not said they controlled 

the banks. What I have said is that they have substantial stock 
holdings in both of those banks.

Senator W e e k s . They have.
Mr. U n t e r m y e r . That was proven by the testimony before the 

Pujo committee, and I refer you to the testimony taken there for 
detailed information on the subject, but that is the least part of the 
control they exercise. The mere stock interest is the least part of the 
control they exercise. The real source of the power they have in 
those banks, and justly so, is their ability to build up and add to the 
success of those banks, because of the great enterprises in which they 
are engaged, whose deposits are directed to those banks.

Senator W e e k s . Now to what extent does that interest control the 
policy of the bank ? I know something about the case of Lee Higgin­
son & Co. I would like to have you explain what that interest 
amounts to.

Mr. U n t e r m y e r . In what direction? Nobody has assumed any 
malign influence in this discussion.

Senator W e e k s . If there is not any malign influence, what kind of 
influence do Lee Higginson & Co. have over these banks ?

Mr. U n t e r m y e r . Well, in the first place, they buy and sell securi­
ties, do they not ?

Senator W e e k s . Occasionally.
Mr. U n t e r m y e r . Very much more frequently, if you will pardon 

me, Senator Weeks, than you seem to think. If you will look over 
their lists of securities.

Senator W e e k s . I know what their lists of securities are. They 
probably own a couple of millions, but they are both $75,000,000 
banks.

Mr. U n t e r m y e r . I think you will be surprised to find that they 
have a good deal more than that.

Senator W e e k s . I am not going to be surprised, because I know 
better.

Mr. U n t e r m y e r . That is my recollection.
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Senator W e e k s . Y ou are trying to recollect a lot of things and I  
think your recollection is at fault m that instance.

Mr. U n t e r m y e r . Perhaps so, but I think not. At any rate, even 
though they do not hold securities issued by these financial houses 
to the extent stated they participate in underwritings and are other­
wise identified with them.

Senator W e e k s . Very seldom.
Mr. U n t e r m y e r . But they do participate even though it may be 

seldom.
Senator W e e k s . They undoubtedly do, but it is very seldom.
Mr. U n t e r m y e r . And Lee Higginson & Co. are a very great aid to 

those banks.
Senator W e e k s . Undoubtedly they divert business to those banks 

whenever they can, because they are stockholders and they want to 
make those banks prosperous.

Mr. U n t e r m y e r . It is right that they should.
Senator W e e k s . Yes, it is right that they should.
Mr. U n t e r m y e r . There is that tie.
Senator W e e k s . Yes, there is that tie.
Mr. U n t e r m y e r . And then there is that tie between Lee Higginson

& Co. and J. P. Morgan & Co.
Senator W e e k s . That is true; but J. P. Morgan & Co. do not own 

stock in those banks.
Mr. U n t e r m y e r . I understand; it is not necessary so long as they 

have Lee Higginson & Co. as their partners.
Senator W e e k s . What I am trying to get at is what influence 

J. P. Morgan & Co. or Lee Higginson & Co.—what that influence 
amounts to, if it is not a malign influence. What is it?

Mr. U n t e r m y e r . It is the ability to influence the making of loans 
on great financial projects.

Senator W e e k s . Y ou  refer to good loans?
Mr. U n t e r m y e r . Well, generally speaking, yes; but everybody 

can not get money on good security, and it has an influence in pre­
venting or refusing loans to enterprises that are not favored by these 
people and which may be in competition with them. That is the 
point.

Senator W e e k s . D o you think that has ever happened in the case 
of those banks ?

Mr. U n t e r m y e r . I would rather not say anything on that subject. 
I do not care to express an opinion at this time. It is not germane to 
our present discussion. The subject is fully discussed with complete 
data in the report of the Pujo committee.

Senator W e e k s . Do you know anything about it?
Mr. U n t e r m y e r . I do not know the inner workings of those banks.
Senator W e e k s . Let me say for the public record, as far as that is 

concerned, that Lee Higginson & Co., in my judgment, have never 
attempted to influence the making of loans to anybody else, or buy­
ing any other securities than those which they control themselves if 
the notes and securities offered were good.

Mr. U n t e r m y e r . I have not assumed that they have.
Senator W e e k s . But when we talk about influences in the tone in 

which that is being discussed, the impression is given that malign 
influences or some improper influences are being used. Of course, a 
bank aids its customers—its good customers—whenever it can. If
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Lee Higginson or anyone else keeps a good account with the National 
Shawmut Bank, of Boston, the National Shawmut Bank is going to 
try to aid Lee Higginson & Co. in their business enterprises whenever 
it can properly do so.

Mr. U n t e r m y e r . D o you believe that if a body of men wanted to  
start competition with the United States Steel Corporation to-mor- 
row or at any other time that they could borrow money from any of  
those banks ?

Senator W e e k s . They could from one of them.
Mr. U n t e r m y e r . I am not speaking of the three banks.
Senator W e e k s . If the loan was good they could get the money; 

if it was not good, if it was a hazardous loan, they could not get it.
Senator R e e d . Well, we are getting away from what I was talk­

ing about. I do not care whether it is stock ownership; I do not 
care whether it is the simple power of great capital, but the point is 
that here are these great monopolistic enterprises and there is a tie, 
one tie or another, which you state, in your opinion, exists, and which 
spreads out in many directions.

Mr. U n t e r m y e r . Yes; in the way I have stated. It is a nebulous, 
intangible sort of thing.

Senator R e e d . But like the nebula it may be very powerful if it 
gets together. A nebula may make worlds and planetary systems.

Mr. U n t e r m y e r . I have always contended that it had a great deal 
of power.

Senator P e e d . What I am getting at is this, and this is the next 
step that I want to take: Is it not, in your opinion, very likely to 
happen that these same powerful influences which now exist in an 
unorganized condition will be potent in the organization when once 
created ? I mean by that—I will put it again in the form of a state­
ment.

Mr. U n t e r m y e r . I understand.
Senator R e e d . I will take my section of the country. There will 

be a regional bank in which we will be incorporated. There are a lot 
of little banks out there and there are a few large banks. The large 
banker is active, looking at the broad field; the small banker is 
active, but he is looking generally after his particular institution. 
Here are these large banks that have these influences of which we 
have been speaking, ramifying out from a central point. We are 
going to elect three directors for a regional bank. Whom do you 
think is going to exercise the most potent interest in that election?

Mr. U n t e r m y e r . That is a mere matter of conjecture.
Senator R e e d . I s it a matter, really, of conjecture? Is it not a 

matter of just prudent forethought ?
Mr. U n t e r m y e r . My point, however, is this: That we are in such 

a perilous condition in the situation in which we now find ourselves 
that this proposed bill can do only good in the direction you are 
seeking.

Senator R e e d . I am not talking about a choice between two evils.
Mr. U n t e r m y e r . I believe it will dissipate a lot of that.
Senator R e e d . We are about to create a system.
Mr. U n t e r m y e r . I believe it will scatter it.
Senator R e e d . It is our business to try and create a law, or rather 

a system, no part of which will be at fault, and to try to completely 
overcome any present evil conditions.

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



8 3 4 BANKING AND CURRENCY.

Mr. U n t e r m y e r . I think this bill will aid largely, and for this 
reason: Every bank has representation in the directors regardless 
of its size— equal representation and the naming of an elector. The 
small bank has as much to say about the election of those three 
directors as the large banks.

Senator R e e d . That far it is good.
Mr. U n t e r m y e r . That tends to overcome the power of the big 

banks in the first place.
In the second place, when you take the second class, class B of 

the directors, the Government has supervisory pjower over the opera­
tion of those gentlemen and can remove them if they do not truth­
fully represent the agricultural, industrial, and commercial inter­
ests they were formed to protect.

Senator Sh a f r o t h . They can do that for cause.
Senator W e e k s . H ow  is that cause to be determined— whether 

they are representing those interests properly or not ?
Mr. U n t e r m y e r . I understand as the bill stands the Government 

simply has the power of removal. It does not need to give them a 
trial.

Senator O ’G o r m a n . The reserve board in Washington can remove 
them for cause and the reserve board is the judge of the cause.

Mr. U n t e r m y e r . I think so, as I read the bill. If it is not so it 
ought to be so. That being so, I think there is nothing to fear in the 
domination of these reserve banks; and that is one reason for having 
a number of them rather than a few. The danger of the domination 
of those reserve banks by the great financial interests is so trifling 
as compared with the control they now exercise over the finances of 
the country that we should fly to this measure for protection because 
I have not seen anything better suggested.

Senator O ’G o r m a n . For protection against what, Mr. Untermyer ?
Mr. U n t e r m y e r . For protection against the concentration of the 

credits of the country ana the control of those credits in a few hands— 
to promote the dissipating of the control of the credits.

Senator O ’G o r m a n . Y ou are familiar with the banking conditions 
in Europe, are you not ?

Mr. U n t e r m y e r . Yes; fairly.
Senator O ’G o r m a n . Y ou think the banking conditions in Great 

Britain are quite satisfactory ?
Mr. U n t e r m y e r . Very; and vastly superior to ours for this rea­

son------
Senator O ’G o r m a n . I do not ask for your reasons just now. 

Would the same be true of the conditions in Germany and France ?
Mr. U n t e r m y e r . Yes; they have less banks, but they are real 

competitors.
Senator O ’G o r m a n . In Germany the great banking center is Berlin, 

is it not?
Mr. U n t e r m y e r . Berlin is one of the great banking centers; yes.
Senator O ’G o r m a n . What is the next ?
Mr. U n t e r m y e r . Frankfort.
Senator O ’G o r m a n . And Paris is the great banking center of 

France ?
Mr. U n t e r m y e r . Yes.
Senator O ’G o r m a n . And London of Great Britain ?
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Mr. U n t e r m y e r . Yes; London; but there are other big centers in 
England where you can get large sums of money without going to 
London.

Senator O 'G o r m a n . Is there any difference between the influence 
exercised by the great London bank in Great Britain and the great 
bank in Paris, through France, and the great banks in Frankfort and 
Berlin, through Germany? Is there any difference between these 
influences and the influences that you think prevail in this country 
with respect to the New York banks ?

Mr. U n t e r m y e r . Yes; a vast and fundamental difference.
Senator O ’G o r m a n . In what respect ?
Mr. U n t e r m y e r . Y ou can go with a venture to London and if it 

is a meritorious venture and you are turned down in any one of seven 
of the great banking houses you can go to the eighth place and they 
will take it up without regard to what the other men have done and 
without consulting them. In other words, there are separate and 
distinct groups in London; there are less numbers of banks, but there 
are more separate groups and they operate independently of one 
another; they do not operate in concert with one another; and the 
result is that there is competition for the best kind of financial busi­
ness, which does not exist in New York. You could not carry out a 
great venture in New York requiring a large sum of money against the 
opposition of some one, two, or three individuals or institutions there. 
They would consult one another before acting.

Senator O ’ G o r m a n . You do not think the London bankers consult 
one another in respect to large enterprises ?

Mr. U n t e r m y e r . They do not in that sense. There are different 
groups of bankers, different sets of underwriters. I have had con­
siderable experience in that direction for the past 25 years, and I know 
that to be a fact. They operate in absolute independence of one 
another, which is in striking contrast with our unfortunate conditions, 
as you will find demonstrated in the report of the Pujo committee. 
There is no custom of interlocking directorates, either. That is 
practically unknown abroad.

Senator O ’G o r m a n . Y ou say that is also true of the banks of 
Frankfort and Berlin.

Mr. U n t e r m y e r . It is true in Berlin to a somewhat less extent. 
There are less independent units there.

Senator O ’G o r m a n . H ow  about Paris ?
Mr. U n t e r m y e r . There are less independent units in Paris than 

in London, but more than in Germany.
Senator O ’G o r m a n . What are the leading banks in Paris?
Mr. U n t e r m y e r . There are five or six, as I recall, including the 

Credit Lyonnais, the Bank of Discount, and the Bank et des Paris de 
Pays.

Senator O 'G o r m a n . The Credit Lyonnais is the powerful bank of 
France, is it not ?

Mr. U n t e r m y e r . Not the only one. There are one or two others 
that are almost equally powerful.

Senator O ’G o r m a n . It has connections and branches in every 
department of France, has it not ?

Mr. U n t e r m y e r . Yes, sir; as have one or two other concerns their 
branches in other parts of France.
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Senator O 'G o r m a n . Then, among the great banking interests of 
France there are but two or three or possibly four units ?

Mr. U n t e r m y e r . Well, not more than a half dozen, we will say.
Senator O 'G o r m a n . You say there are not that many in New York 

City?
Mr. U n t e r m y e r . What I said was that in New York City there 

were far more units, but they operate together and they are inter­
woven and intertwined and they have places where their interests 
all come together in given institutions, so that they may be regarded 
as, in fact, constitutmg very few units, so far as concerns genuine 
competition. They share in one another's enterprises. The smaller 
men live to some extent on the patronage of a few big men and their 
enterprises, and when it comes to the attempt to do any business or 
to finance a new enterprise that would compete with any one of them 
or with any business that is under the protection of any of the big 
men the others rise as one man in the defense of that one's priv­
ileges. It is the most hopelessly despotic system in the world.

Senator N e l so n . Mr. Untermyer, does the system which exists in 
New York of making call loans on stock collateral exist either in 
France, Germany, or England ?

Mr. U n t e r m y e r . Not exactly in that way. They make loans.
Senator N e l s o n . Call loans ?
Mr. U n t e r m y e r . They make loans for the fortnightly settlements, 

you know.
Senator N e l so n . D o they make call loans, demand loans, secured 

by stock collateral, as they do in this country ?
Mr. U n t e r m y e r . In a somewhat modified form in England they do.
Senator N e l so n . I  am speaking of demand loans.
Mr. U n t e r m y e r . Demand loans in the sense that they are payable 

at the fortnightly settlements. They do not settle every day on the 
London Stock Exchange as they do here.

Senator N e l so n . A moment ago you spoke of these stock collateral 
call loans as liquid loans.

Mr. U n t e r m y e r . Yes.
Senator N e l so n . The panic of 1907, as well as the panic of 1893, 

and the panic of 1873, disclosed this fact: That in the assets of a 
bank these stock collateral demand loans were indicated as liquid but 
they were the poorest of all loans.

Mr. U n t e r m y e r . I  do not think so, Senator. I  think it is only 
fair to say that they proved to be the best way in which a man could 
get his money.

Senator N e l so n . In the panic of 1907 when the Treasury Depart­
ment dumped so much money into New York to stop the panic there, 
was not most of that money used by the leading banks to check the 
panic on the stock exchange ?

Mr. U n t e r m y e r . Yes------
Senator N e l so n . And not for the purpose of moving the crops out 

West ?
Mr. U n t e r m y e r . I think there was over $25,000,000 used, most of 

it disbursed by J. P. Morgan & Co., to stop the panic on the stock 
exchange. All the figures on that subject are collated in the testi­
mony taken by the Pujo committee.

Senator N e l so n . I s not this a fact: That in the midst of a panic 
these stock collateral loans, demand loans, when the banks which took
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the loan makes a call on the borrower and wants the money, the 
borrower has not got the money. He tries to get it from another 
bank, and all the banks are in the same condition; they are all holding 
back their money. How can you call that loan liquid then?

Mr. U n t e r m y e r . It is liquid because it is always covered by an 
excess of about 20 per cent collateral readily salable, and all the man 
does when he can not get his money is to sell the security on the 
stock exchange and get his money.

Senator N e l so n . But in times of panic he can not get his cash. 
He has to take clearing-house certificates.

Mr. U n t e r m y e r . The man who has the loan gets the money, and 
I do not think anybody during panic conditions did not get money 
on that sort of loans.

Senator N e l so n . Did not the clearing house settle their balances 
with clearing-house certificates ?

Mr. U n t e r m y e r . The banks in the clearing house, yes; but the 
individual lender or creditor who had a loan, amply secured by 
active stock-exchange collateral, got his money.

Senator N e l so n . H ow  did it come that actual cash was at a 
premium at that time ?

Mr. U n t e r m y e r . Because, I suppose, the banks would not give 
up the money they had and people could not get the money out of 
the banks, and because they did settle their differences between their 
members by clearing-house certificates. It was the very wise thing 
to do.

Senator N e l s o n . Out West, in our agricultural country, where we 
live, we find that mortgages on real estate, on improved farms, are 
the very best security.

Mr. U n t e r m y e r . That may be well secured, but they are not 
liquid.

Senator N e l so n . They can be sold, just like your call collaterals, 
can they not ?

Mr. U n t e r m y e r . They are not due. You can not go to the bor­
rower and get the money.

Senator B r is t o w . H ow  can you go to the borrower and get the 
money on a short-time note if he has not got the money ?

Senator R e e d . Mr. Chairman, the Senate meets at 12 o’clock to­
day, and I wish we might take a short recess.

The Ch a ir m a n . Very well, we will meet 30 minutes after the 
Senate adjourns.

(Thereupon, at 12 o’clock m., the committee took a recess.)

AFTER RECESS.

The Ch a ir m a n . The committee will come to order. Mr. Unter­
myer was examined in such a way that he was rather deflected from 
thie proposition he started on.

Senator Sh a f r o t h . I would like to state to Mr. Hitchcock, with 
relation to his First National Bank of O’Neil, that if you should cal­
culate what they have to pay under the present bill and what they 
have to pay under the present law, you will find that they have to 
pay on 10 per cent, which would be $5,000------

Senator H itc h c o c k . Pay what ?
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Senator Sh a f r o t h . T o the capital stock of the reserve bank, 
$5,000; and then they would have to pay 5 per cent upon their de­
posits—deposits of about $500,000, which would make $25,000—the 
total amount which would be required to be paid in cash to the 
Federal reserve bank would be $35,000. They have to keep as re­
serve now $45,000, whereas the amount which they have to keep as 
reserve and payment on their capital stock is only $30,000 and 
consequently it is $15,000 less in cash that they have to put up under 
this new bill than under the old law. If you take the amount which 
they now hold in their banks as recited by you, $146,000, and deduct 
from it $30,000, which they have to put up under this new bill, it 
would leave them $115,000 which they could put in their bank; and 
therefore they could get a competing bank to figure on rates of inter­
est or loans for that on the market which they have, according to the 
amount which they have now in their bank, and for that reason it 
does seem to me that this new bill would be of advantage to that 
very bank, according to its own figures.

Senator H it c h c o c k . I do not think you and I had better discuss 
that now. I think we had better take Mr. Untermyer’s views.

Mr. U n t e r m y e r . N ow , taking up the discussion of this bill that 
is before us, I have these suggestions to make:

First, as to the conditions on which State banks shall be permitted 
to become members. As I remember the provisions of the bill the 
State bank in order to become a member is only required to conform 
to certain conditions of the bill. It is not bound to restrict its charter 
powers to the powers that would be possessed by a national bank. 
If the theory of the bill is to be carried out with the subscription of 
the national bank made compulsory, as I think it should be, State 
banks ought not to be permitted, to my mind, to get the benefit of 
membership in this system, unless their charter powers are restricted 
to the charter powers of the national bank. Unless those powers are 
so restricted there is very little incentive left to the national bank 
to stay in the system, because by becoming a State bank it can widen 
its powers. The powers of national banks should be somewhat 
amplified and made more liberal.

Senator P o m e r e n e . In what respect ?
Mr. U n t e r m y e r . They ought to be permitted to be trustees of 

mortgages, as State banks and trust companies can now be trustees 
of mortgages.

Senator H it c h c o c k . Of course, you realize that in many States 
there is no system of that kind. In the West we have no trustees for 
mortgages.

Mr. U n t e r m y e r . We have in this way: Trust companies in a great 
many Western States have the right to become trustees of mortgages 
made to secure an issue of bonds. It is a lucrative business. In 
my practice in almost every State in the Union I have had such trust 
companies act as trustee.

Senator H itc h c o c k . I thought you referred to a deed of trust, such 
as is given by individuals as security for loans.

Mr. U n t e r m y e r . I mean trustee under a deed of trust to secure 
an issue of bonds. A trust company now performs that function, 
and there is no reason why a national bank should not have the right 
to perform the same function. Many trust companies now act as
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executors and trustees of estates, and it is a question whether national 
banks should not be given that power.

Senator W e e k s . Do you think they ought to be given that power ?
Mr. U n t e r m y e r . I do not see why not. If a trust company can 

safely exercise that power, which involves the investment of no 
capital of the bank and simply involves investing and holding the 
fund in compliance with fixed rules of law, I see no reason why a 
national bank should not have that same privilege. On the other 
hand, there are trust companies in many of the States, like New York, 
that have powers that are such that I think render it rather pre­
carious to permit them to become members of this system, and would 
give them an undue advantage. They can invest money in stocks. 
I know some of them that buy and sell stocks very liberally.

National banks have no right to buy or deal in stocks. The Comp­
troller of the Currency says they have the right to buy and hold bonds 
for investment, but that is very doubtful. They do, in fact, hold 
bonds, but I do not think the phraseology of the national-bank act 
permits them to hold them nor to invest their money in that way. 
It was never contemplated, to my mind, that a national bank should 
act as an investment company. Its assets ought to be liquid; but 
if you are going to allow State banks and trust companies to buy and 
sell stocks while national banks can not do so, national banks in the 
large cities may go into the State banking system. But if you will say 
that a State bank which wants to become a member of a reserve 
bank must conform in its charter to the powers given to national 
banks there will be very little incentive for the national banks to 
change.

Senator P o m e r e n e . And there will be less incentive for the State 
bank to go in.
Mr. U n t e r m y e r . To go into the national system.
Senator P o m e r e n e . Yes; thereby curtailing their powers?
Mr. U n t e r m y e r . Except on the assumption upon which I have 

been proceeding that no bank can afford to stay out; that it can not 
stand the competition of the banks in the system. In other words, 
the ability to use its capital through the process of rediscount and 
the other rights given by this bill are so attractive that I do not 
believe the banks outside can compete—certainly not in the larger 
cities.

Senator W e e k s . Mr. Untermyer, do not you think this bill should 
be so framed, if possible, that it would draw in—not drive out— all 
banks not in the national system, so that we would have one bank­
ing system in the country ?

Mr. U n t e r m y e r . Yes; that is the one thing to be hoped for if this 
plan is to be a success—that you will have all the banks in. The 
only question is how to get them in. I say the best way is not to 
furnish an inducement for them to go out. If State banks have 
powers not possessed by national banks and can go into the system 
with those powers why should not the national bank convert itself 
into a State bank and go in with these added powers ?

For the purpose of preventing that situation I should unify the 
powers of national and State banks that become members, broaden 
the national-bank powers wherever possible, so they will conform to 
the reasonable powers of the State institutions.
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Senator W e e k s . H ow  can you unify the powers? We have no 
control over the powers of the State banks.

Mr. U n t e r m y e r . No; except that you can say that a State bank 
shall not be permitted to go mto the system unless its powers con­
form to the powers of the national bank. Either I am right or I am 
wrong about the attractiveness of this plan. If I am right, they will 
go in; if I am wrong, they will not go in. It is not required that they 
shall narrow their powers very much. It simply requires that they 
shall step out of the speculative purchasing of stocks.

Senator Sh a f r o t h . Mr. Untermyer, here is a provision of this bill 
and I wish you would say whether it covers the objection, and if not, 

1 ,1  11 Id something which will cover it. It is on page

It shall be the duty of the Federal reserve board to establish by-laws for the general 
government of its conduct in acting upon applications made by the State banks and 
banking associations and trust companies hereinbefore referred to for stock owner­
ship in Federal reserve banks. Such by-laws shall require applying banks not organ­
ized under Federal law to comply with the reserve requirements and submit to the 
inspection and regulation provided for in this and other laws relating to national 
banks. No such applying bank shall be admitted to stock ownership in a Federal 
reserve bank unless it possesses a paid-up unimpaired capital sufficient to entitle it 
to become a national banking association in the place where it is situated under the 
provisions of the national banking act, and conforms to the provisions herein pre­
scribed for national banking associations of similar capitalization and to the regula­
tions of the Federal reserve board.

Will you state what in addition to that will cover the point you 
make?

Mr. U n t e r m y e r . I have considered that provision very carefully 
and it is in the light of that provision that this suggestion is made.

Senator Sh a f r o t h . What suggestion has been made ?
Mr. U n t e r m y e r . All the State bank is required by this bill to do 

is to comply with the reserve requirement, submit to inspection and 
regulation, and to conform to the provisions of this act. That does 
not involve any curtailment in its powers, whatever they may be. 
If, for instance, it has the power to buy and sell stocks on the market, 
it could still buy and sell stock and be a member of this reserve 
association.

Senator Sh a f r o t h . I think your suggestion is a good one. What 
I want to do is to have you formulate something to put in there to 
make an addition to the bill.

Mr. U n t e r m y e r . I will be very glad to do so.
Senator H itc h c o c k . Suppose, Mr. Untermyer, the Corn Exchange 

Bank in New York City, a State bank, having a large number of 
branches, as I understand, should desire to come into this associa­
tion, under this bill; could it come in with all those branches ?

Mr. U n t e r m y e r . It could under this bill, yes; but it ought not 
to be permitted.

Senator H itc h c o c k . Y ou do not believe in branch banks ?
Mr. U n t e r m y e r . I am very much opposed to branch banks. If 

national banks could have branches we would have mighty few 
banks in this country now. The great institutions would have 
established branches which would have driven the smaller concerns 
out of business. I do not think our institutions are adapted to the 
branch-bank system.
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Senator Sh a f r o t h . Can yon formulate an amendment to the bill 
to-night ?

Mr. U n t e r m y e r . I will draft it now, if you do not mind.
Nor unless its charter powers are restricted to those that may be possessed by a 

national-banking association.
Senator Sh a f r o t h . Where would you put that—after the word 

“ board” ?
Mr. U n t e r m y e r . After the word “ board,” at the end of line 25:
Nor unless its charter powers are restricted to those that may be possessed by a 

national-banking association.
Senator H itch co ck . H ow  would the bank go to work to restrict 

its charter powers ?
Mr. U n t e r m y e r . By filing an amended charter.
Senator R e e d . Would not you reach that, Mr. Untermyer, much 

better by providing:
Provided, however, That when such bank comes into this system its powers shall 

thereupon become restricted to those permitted under this act.
In other words, you would not compel them to go through the form 

of having their charter changed, which might be very difficult. 
Indeed, many of them are not chartered at all. In one sense of the 
word they exist under a general law which they are powerless to 
change. But if you were to provide as I suggest it seems to me, then, 
by virtue of the act of coming in their powers would thereby become 
limited.

Mr. U n t e r m y e r . As a legal proposition, I would say they would 
not. They would go out of the system.

Senator R e e d. If they violated or exercised any of the forbidden 
powers, they would have to be disciplined.

Mr. U n t e r m y e r . They would go out of the system. An act done 
by them under that provision would not be ultra vires of the cor­
poration.

Senator R e e d. N o ; it would not be ultra vires of the corporation, 
but the difficulty is the one I suggest. You take a bank in my State. 
It does not get a charter from the legislature. There is a general 
banking law, and when a bank is organized under that act it possesses 
all of the powers prescribed in the act.

Mr. U n t e r m y e r . Of course, it can by its certificate limits its 
powers.
Senator R tced. Well, I doubt that.
Senator Sh a f r o t h . It seems to me that is a very good suggestion 

and I think you ought to dictate it now, so we will not overlook it.
Senator R e e d. I will do so.
Senator H itc h c o c k . That is true of all the Western States; it is 

only in the Eastern States where special charters are granted.
Mr. U n t e r m y e r . We do not grant them in our State. Nearly all 

of the Eastern States now operate under a general banking law.
Senator H itch co ck . But take a corporation existing in a State 

which empowers its corporations to exercise certain functions. They 
exercise those functions by virtue of the law and not by the virtue 
of incorporation papers.

Mr. U n t e r m y e r . But it has the right under that certificate to 
take as much or as little of that power as it chooses. It need not 
take it out unless it desires.
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Senator K e e d . As I stated, I will dictate the provision I suggest:
Provided, however, That when such bank comes into this system, its powers shall 

thereupon become restricted to those permitted under this act.
What I have stated would not be the phraseology which should 

go into the bill, but it embodies the idea.
Mr. U n t e r m y e r . I think that entirely answers the purpose.
Senator R e e d . I want to say that is a very radical departure from 

the suggestion made here by some bankers who thought that trust 
companies and State banks would not come in at all if their powers 
were restricted and then some one asked the question whether that 
would not give them the advantage, and they seemed to admit it 
would. What is your idea about that ?

Mr. U n t e r m y e r . Why, my idea would be to broaden somewhat 
the powers of a national bank.

Senator R e e d . If I am not cutting in on somebody else’s examina­
tion—I do not want to do that—I would like to ask Mr. Untermyer 
one or two questions. Would you permit a national bank to loan 
upon real estate securities; and if so, to what extent ?

Mr. U n t e r m y e r . I am rather opposed to that. I think there 
should be a separate system of land credits. I do not think it is the 
function of a bank whose assets should be liquid to loan upon real 
estate, except very short-time loans, and that is of no consequence, 
and that is not useful.

Senator R e e d . Mr. Untermyer, I want to direct your thought right 
on that question of liquid securities. It is in connection with an idea 
that has occurred to me. I again prefer making a statement to ask­
ing a question. I understand that the objection which bankers have 
to investments in State bonds or county bonds, municipal securities 
or farm mortgages, is founded in the fact that all of these securities 
have a long time to run, and, therefore, you say they are not liquid. 
That is they do not mature rapidly so that the money can be speedily 
obtained by virtue of the maturement. Now, if that is true, suppose 
there was a system provided by which those securities could imme­
diately be cashed. Would they not then become absolutely liquid ?

Mr. U n t e r m y e r . If we grant your premises, they would; but 
they have not found any method to do that abroad.

Senator R e e d . I am not speaking about what is done abroad. 
You know we do not find very many principles of government 
abroad that we think fit this Government, and it might be that 
statement could be extended to principles of finance.

Mr. U n t e r m y e r . I do not think it extends to finance. I think 
we are children in finance.

Senator R e e d . But they would be liquid; that is the point I am 
trying to get at.

Mr. U n t e r m y e r . If you made them liquid they would be liquid.
Senator R e e d . N ow , they are safer, as an actual matter of safety, 

than ordinary notes of hand, are they not? Speaking largely now, 
assuming in both instances reasonable care, they are a safer line 
of security, are they not ?

Mr. U n t e r m y e r . I would not like to answer that categorically. 
I should like to enter into an explanation of other provisions that 
come into this bill.

Senator R e e d . I am going to assume it, because the world assumes it.
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Mr. U n t e r m y e r . The world assumes that genuine commercial 
credits are the safest basis.

Senator R e e d . I know they do in the banking world.
Mr. U n t e r m y e r . And they are, too.
Senator R e e d . Well, personally, I would rather have a farm 

mortgage on a good piece of agricultural land, so far as safety is con­
cerned, than I would to have the note of John D. Rockefeller, because 
the land is there and nothing can take it away. However, I do not 
care to argue the question with you. If they can be made liquid, there 
would be no reason for not accepting them, would there ?

Mr. U n t e r m y e r . Y ou mean made realizable over night ?
Senator R e e d . Yes, sir.
Mr. U n t e r m y e r . No; there would be no reason.
Senator R e e d . We are proposing to create a system here in which 

you can take a note of hand unsecured------
Mr. U n t e r m y e r  (interposing). Not unsecured.
Senator R e e d . Putting an unsecured note—I mean it is not 

secured by collateral— and it is unsecured except that the name may 
be good or the names of two makers ?

Mr. U n t e r m y e r . And the bank.
Senator R e e d . And you put that into a member bank, and you 

can indorse that paper and take it to a reserve bank and transform it 
into money at once. That is this system.

Mr. U n t e r m y e r . Yes, sir.
Senator R e e d . Suppose that instead of my taking my note of hand, 

as a purchaser I take my note of hand with a good farm mortgage 
back of it, and I put that into the member bank.

Mr. U n t e r m y e r . With what maturity ?
Senator R e e d . I do not care if it is 10 years. That member bank 

takes it to the reserve bank and gets the money. The bank has got 
the money, has it not ? It has relieved the member bank instantly ?

Mr. U n t e r m y e r . Yes.
Senator R e e d . N ow  we come to the question of the reserve bank’s 

condition. The reserve bank has issued a currency which is heavily 
taxed in order that it may not stay out too long. The member bank 
takes that money that it got back and puts it in its vaults and pro­
ceeds to use it and loan it out, so that tne money has now gone into 
circulation; and in 30 or 60 or 90 days it wants to retire and take out 
this currency. What is too hinder it taking the money it got, putting 
it into the currency trade, and coming over and taking that note out ? 
Why is it not a perfectly feasible thing, provided the class of long-time 
security is limited *so that the amount could be limited ?

Mr. U n t e r m y e r . If you make it an infinitesimal amount, it only 
weakens the system to an infinitesimal degree.

Senator R e e d . I do not mean to make it an infinitesimal amount, 
but I mean to make it substantial; not altogether long-time security.

Mr. U n te r m y e r . T o the extent to which you clog up the market­
ability and the liquid character of the flow of the currency between the 
member banks, the reserve bank, and the Government, to that extent 
you weaken the system.

Senator R e e d . Really, now, Mr. Untermyer, I am not trying to 
argue this; I am trying to elicit from you an absolutely unbiased 
judgment, and I want you really to consider this.

Mr. U n t e r m y e r . I have considered it.
9328°—S. Doc. 232, 63-1—yoI 1------54
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Senator R e e d . I am not speaking about a condition whereby a 
bank would deal in nothing but farm mortgages and, suddenly being 
pressed, would come up with nothing but long-time paper; but 
assuming that a bank is doing a considerable business in snort-time 
paper, could it not with perfect safety carry some long-time paper, 
because it can instantly convert it into cash, and thus get 30, 60, 90, 
or 120 days in which to gather in this money and utilize this short- 
time security by simply calling it in ?

Mr. U n t e r m y e r . All I can say in answer to that is that I do not 
think that the class of security is a legitimate basis of a currency 
issue at all, whether it is a small amount in proportion to the bank’s 
assets or whether it is a large amount in proportion to the bank’s 
assets.

Senator R e e d . Do you think a Government bond is?
Mr. U n t e r m y e r . I do not think a Government bond is, either; 

and in Europe they do not, and they do not issue currency except to 
a very limited extent upon Government bonds For instance, you 
take the Bank of Russia; it will issue currency upon grain in the 
warehouse'; and the Bank of Germany and the Bank of France will 
issue currency upon merchandise that is unsold, to a limited extent, 
whilst they will not issue currency upon municipal or Govern i ent 
bonds.

That brings me to the discussion of what is commercial paper, and 
in that respect I think that is the most important part of this subject 
of reserves.

Senator R e e d . Yes; but I  take it that your fundamental reason 
for answering my suggestion rather in the negative lies in the fact 
that you would not take any long-time security, even if it were a 
county bond, a municipal bond, a State bond, or a Government 
bond ?

Mr. U n t e r m y e r . I think not. I think it is absolutely unsound 
and unscientific finance.

Senator R e e d . And if a farm mortgage were bad, a Government 
bond would be bad, except that the Government bond is a higher 
class of security ?

Mr. U n t e r m y e r . Relatively, that is about the proposition; and 
if you will allow me I hope to develop that a little later, because that 
is really the most important consideration, to my mind, in this bill; 
that is, as to what is commercial paper. Unless we are to have a 
great inflation resulting from this bill, if you are going to allow cur­
rency to be issued except upon paper that automatically retires itself 
in the current course of business, according to human experience, 
paper that represents an actual transaction, m the purchase and sale 
of merchandise, if you are going to depart from that to any extent, I 
think you run into the danger of great inflation.

The next suggestion I have to make in that line is that the reserve 
banks should nave broader rediscounting power as to the character 
of paper that they may take than to rediscounting paper that is the 
basis of a currency issue. As the bill now stands, the reserve bank 
can only rediscount classes of paper that it may turn over to the 
Government, and for which it may get currency. It is limited to that. 
It ought not, in my judgment, to be so Hmited. I do not think it 
can get enough paper of that kind, according to our methods of doing 
business, fora long time to come; and even n it could, there is norea­

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



BANKING AND CURRENCY. 845

son to my mind why the reserve bank should not be able to redis­
count for the member banks a certain proportion of paper that would 
not be the legitimate subject of currency issues.

Senator R e e d . In other words, you would want to enlarge their 
power of investment, but do not want to enlarge the power of infla­
tion—I will use that term ?

Mr. U n t e r m y e r . Yes. I want to distinguish between the two. 
I want to curtail the power of currency issue to define more clearly 
and more narrowly and correctly commercial paper and what is 
commercial paper for which currency can be issued so as to prevent 
the clogging up of the source of issue by paper that does not auto­
matically retire itself.

I want first to call your attention to the definition in this bill of 
what paper is eligible to rediscount—what the framers of this bill 
have regarded as commercial paper, which I do not think is commer­
cial paper.

Senator Sh a f r o t h . What section ?
Mr. U n t e r m y e r . Section 14.

Upon the indorsement of any member bank any Federal reserve bank may discount 
notes and bills of exchange arising out of commercial transactions------

Senator R e e d . What issue have you there ?
Mr. U n t e r m y e r . I have got the last copy of the bill.
Senator Sh a f r o t h . There is a change in the language there. This 

is the act as it passed the House. It says:
Upon the indorsement of any member bank any Federal reserve bank may discount 

acceptances of such banks which are based------
Mr. U n t e r m y e r . That is another provision. This is up here 

[indicating]. That has not been changed.
Senator Sh a f r o t h . Had you not better use the act itself ?
Mr. U n t e r m y e r . Yes. That has not been changed. I have this 

one marked. [Reading:]
Upon the indorsement of any member bank any Federal reserve bank may discount 

notes and bills of exchange arising out of a commercial transaction; that is, notes and 
bills of exchange issued or drawn for agricultural, industrial, or commercial purposes, 
or the proceeds of which have been used, or may be used, for such purposes.

That is not commercial paper at all. according to any known rule 
of commercial usage. In the first place, a note may be drawn to 
buy a farm. That would be for agricultural purposes. Or it may 
be drawn to buy a factory, and that would be a note drawn for 
commercial purposes, but that is not commercial paper:

The proceeds of which have been used, or may be used, for such purposes.

In other words, you do not know what may happen to the pro­
ceeds after it has been acquired. That is hopelessly loose and 
impossible as a basis for currency issue. You will observe further 
on the bill provides that the character of paper that shall be the 
basis of currency issue shall be the character of paper that is subject 
to rediscount. In other words, when you define what is the subject 
of rediscount you define under this bill what is the basis of a currency 
i«sue. Commercial paper, according to European usage, is only that 
kind of paper that represents an actual transaction in the purchase 
and sale of merchandise. In other words, if A sells a bill of goods 
to B and draws on B for the price of that bill of goods and B accepts
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that draft, that is 8 commercial transaction, a legitimate commer­
cial transaction, and presumably in the common course of business 
that merchandise goes into consumption and the money is paid with 
which to discharge that bill at maturity.

Senator Sh a f r o t h . I s that called prime commercial paper ?
Mr. U n t e r m y e r . That is the only kind of commercial paper I 

know of. I do not know why the bill refers to “ prime.” 1 do not 
know what the difference would be between prime commercial paper 
and secondary commercial paper. But that is commercial paper, 
and it is commercial paper because the transaction automatically 
cancels itself. If currency is issued for that bill, in the common 
course of business experience the merchandise represented by that 
bill has gone into consumption, and the acceptor of that bill has 
gotten back the money with which to pay that bill, and the currency 
is retired.

The Ch a ir m a n . It would take the money out of the pockets of 
the people and put it back ?

Mr. U n t e r m y e r . S o that automatically the currency will retire 
itself.
Senator R e e d. That is an acceptance.
Mr. U n t e r m y e r . You may take it in the form of a note, although 

we are the only people in the civilized world who do so. That form 
of obligation is too likely to cover up and confuse the difference 
between commercial transactions and other transactions. But sup­
pose it is done, and the purchaser gives his note to the seller and the 
seller cashes it. That represents a commercial transaction. That 
note, after it goes into the bank in the ordinary course of business, 
is discharged at maturity out of the proceeds of the sale of the goods 
for which it was given. That is the reason why commercial paper is 
considered the highest order of security for currency issue.

We will say that I am a cotton manufacturer and I want to enlarge 
my factory or to buy a diamond necklace for my wife, or an auto­
mobile, or to buy fixed plant, or something that does not go into 
consumption, and I give my note for it. That is not commercial paper. 
That note is not going to discharge itself. It does not represent a 
transaction in merchandise that is intended to go into consumption. 
It may take me a lifetime to get the money back out of my factory if 
I use the money for extensions, or if I use it to buy something for my 
wife there will be no way of automatically discharging that obligation. 
That is where they have differentiated, in the countries that have used 
commercial paper as a basis for currency issue, between what is com­
mercial paper and what is not; and that is the reason the use of an 
acceptance is rather better form than the use of a note. With the 
use of an acceptance the paper better explains itself. It almost tells 
its own story as to its character.
Senator H itch co ck . You are not speaking now of acceptances given 

by banks, necessarily, are you ?
Mr. U n t e r m y e r . Acceptances given by banks do not rank as high 

in other countries as acceptances given by merchants, except for 
foreign transactions. In a foreign transaction they do not know the 
nerchant so well or the purchaser does not want an obligation that 

.nust be enforced in a foreign country, and therefore they take the 
name of a banking house which is better known or more accessible for 
purposes of enforcing the obligation as an acceptor. But when you
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come to home transactions, a strictly commercial acceptance is on a 
higher plane than the acceptance of the most reliable banking house.
Senator B r is t o w . H ow much of the business of our country is 

done in this form of acceptance that you speak of where a bill of Lading 
is attached to the goods ?

Mr. U n t e r m y e r . I am not speaking of acceptances based on bills 
of lading to any extent. The merchant can use the acceptance with­
out the bill of lading if the acceptor has credit. There is no bill of 
lading required. That business will have to develop as it has devel­
oped abroad, and for this reason: We will say the merchant to-day 
has a book of $100,000; that is, he has credits to the extent of 
$100,000. It is in the form of open book accounts. It is absolutely 
immovable. He can go to the bank and borrow. He explains that 
he owns these book accounts that are owing him, but he has nothing 
liquid on which to borrow. If we would adopt the form of acceptance 
that is prevalent in other countries, he would have something liquid.

Senator H itch co ck . Would not that tend to concentrate all the 
business near the source of supply of the goods purchased ?

Mr. U n t e r m y e r . I should say not. The country would know that 
instead of buying goods on open account at 90 days he accepts at 90.

Senator H itch co ck . Let me give you an instance. Suppose a 
merchant out in my section of the country buys a bill of goods and 
it is shipped to him and he pays cash for it. In order to get the dis­
count and in order to get the cash he puts the note in the local bank. 
Under the new system, when the goods are shipped to him, the east­
ern manufacturer or merchant would draw upon him. He could 
accept it and the eastern manufacturer would then deposit that 
acceptance in the eastern bank where he does business ?

Mr. U n t e r m y e r . Yes; that is right.
Senator H itch co ck . Would not that tend, therefore, to concen­

trate the banking business, instead of allowing it to be local as it is 
now?

Mr. U n t e r m y e r . I think not, and for this reason: The man who 
pays cash would continue to discount his notes. It is the man who 
wants the credit and gets the credit whose credit would be converted 
into a liquid thing instead of being immovable.

Senator B r is t o w . Yes; but, Mr. Untermyer, the local bank which 
has been loaning the money to this merchant to discount his bills 
would no longer loan him the money, and Senator Hitchcock says the 
bank where the wholesale house is located would do business and the 
local merchant would have to meet the payment. He could not go to 
his local bank and have it extended if collections had not come in, as 
he does now.

Mr. U n t e r m y e r . But when he wants to buy for cash there is not 
any acceptance, anyway; then it is a sight acceptance.

Senator B r is t o w . But the note he gives to get the cash with which 
to discount his bills you are discrediting here by refusing it to be dis­
counted as commercial paper.

Mr. U n t e r m y e r . I have not said it should not be discounted; but 
I have said it would release a vast amount of immovable unliquid 
assets in business in the form of open accounts. You can not do any­
thing with an open account. If you could get for that open account 
a form of obligation on which you could issue currency and banking 
liquid and merchants could get along with less capital.
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Senator B r i s t o w . Do I  understand that you want to revolutionize 
the whole of the commercial customs that have grown up between 
wholesaler and retailer, and make them carry their accounts in a 
different way, by this legislation ?

Mr. U n t e r m y e r . No; you can not revolutionize these things of a 
sudden, but you can improve them, and I say if this acceptance is 
liquid and can be rediscounted in this way, you will help the business 
of the country by enabling the merchants to do business on less 
capital.

Senator B r i s t o w . That is, you would require the wholesaler to 
change his methods of business ?

Mr. U n t e r m y e r . I would not do anything of the kind. I would 
give him an opportunity to change it, because he would have a liquid 
asset. He does not need to change, but he would be given the oppor­
tunity to make the most out of his assets.

Senator S h a f r o t h . Because it would be to his own advantage ?
Mr. U n t e r m y e r .  Yes, sir.
Senator R e e d . Are you through, Senator Bristow ?
Senator B r is t o w . Yes.
Senator R e e d . I want to follow that. Over in Europe, where we 

seem to be going for all our light and inspiration in regard to this bill, 
they do have the system of acceptances thoroughly established. Is 
not that so ?

Mr. U n t e r m y e r .  Yes, sir.
Senator R e e d . And it is a common thing over there if a country 

merchant sells a farmer a bill of goods upon credit to take his accept­
ance—it may only be $50—and then to take that acceptance and put 
it into the bank ?

Mr. U n t e r m y e r .  I  believe that is so, Senator.
Senator R e e d . We had a system of acceptance once in this 

country, did we not ?
Mr. U n t e r m y e r .  Yes.
Senator R e e d . And the American citizen simply refused, to use a 

slang phrase, to “ stand for it” any longer, did he not?
Mr. U n t e r m y e r . I do not think so.
Senator R e e d . I s not this true, that if you would ask a farmer—  

possibly you have not had much direct contact with them—but the 
ordinary farmer, out in the State of Kansas, we will say, where they 
are pretty independent, would be asked by his merchant for an 
acceptance for a bill oi goods. That farmer would say, “ Well, my 
credit is not good. I will just go some place else.”

Mr. U n t e r m y e r .  The taking of an acceptance is giving him 
credit.

Senator R e e d . I can say to you now, as far as that class of people 
is concerned, that it is my opinion, that if you would ask him for an 
acceptance or a note, or anything else except simply to extend the 
credit, that he would go out of your store in a minute.

Mr. U n t e r m y e r . That may be so, until you establish a different 
custom. Of course, when you ask a farmer for an acceptance and 
he gives it, you are giving him credit; but leaving that out of the 
question for a moment------

Senator R e e d . I am trying to get some idea, Mr. Untermyer, of 
the practicability of this plan.
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Mr. U n t e r m y e r . The plan does not involve that, at all. It 
involves simply that you should know—you must know—what is 
commercial paper.

Senator R e e d . We are of one mind on that; but speaking of the 
question of acceptance as a matter of distinguishing: Do you not 
think this is also true, that if the small country merchant, always 
accustomed to buy his goods upon 30, 60, or 90 days' time, or open 
account, with the right to discount his bills upon payment of cash, 
is to be asked by the traveling man representing a house to sign 
an acceptance, he would transfer his account mighty quick to some 
other house that did not have that system ?

Mr. U n t e r m y e r . That depends on whether he would make more 
money by the one method of doing business than by the other. It 
depends on how this new system would work out.

Senator R e e d . My own judgment about it is that if you take the 
ordinary country merchant and undertake to change this system you 
would nnd very grave difficulty.

Mr. U n t e r m y e r . I am not asking that you change the system.
Senator R e e d . Y ou are assuming, however, for the purposes of this 

present discussion, that an acceptance is the desirable form and that 
it is one means of determining whether you have really a commercial 
paper.

Mr. U n t e r m y e r . I think everybody will agree that it is the more 
desirable.

Senator R e e d . I think maybe from some standpoints, possibly 
not from others. Bur the point we have got to meet as framers of 
this bill is to make a bill that will fit the present conditions of this 
country. We can not inaugurate a system that must work for a num­
ber of years until new methods of business have been devised or 
forced. Of course you would not be in favor of forcing it ?

Mr. U n t e r m y e r . N o .
Senator R e e d . Therefore, it must be a matter of development; 

and as our country has been developing in the other direction, away 
from acceptances which used to be common and which no longer are 
indulged m to any great extent, if you are going to take that as the 
test of what is commercial paper—it seems to me we would be 
doing something in this bill that would be impracticable.

Mr. U n t e r m y e r . I do not think that I have given the impression—  
I certainly have not so intended—that that is the only test of what is 
commercial paper.

Senator R e e d . Oh, I know; but I am speaking about that one 
test. I am not trying to contradict you, not at all. I am trying to 
direct your thought to a particular phase of this thing and get your 
opinion, which I value very highly. I want to see if I am beclouded 
about another matter. You spoke about acceptances, and let us 
assume that we have them necessarily representing commercial 
transactions where the transaction itself would discharge the bill of 
acceptance. I can readily understand that would be true in this 
sort of case: We ship 100 bales of cotton to Liverpool, England. I 
make a sight draft, or I make a draft for the money that is payable 
20 days or 60 days from date. The bank over there, or my customer, 
accepts that, and that cotton will be turned into money and will pay 
that off and discharge it. Of course in that transaction there is no 
guarantee that the money derived from the cotton will ever be sent
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back to me. It might be diverted to other places unless there is a 
bill of lading attached. Would you advise requiring a bill of lading 
to be attached?

Mr. U n t e r m y e r . Not at all, because in the ordinary course of 
business, judged by human experience, that cotton is going into 
consumption, and somebody is going to pay the acceptor of that bill 
for that cotton. He is going to get paid m some way for that cotton.

Senator R e e d . But what we have to rely upon, then, is the credit ?
Mr. U n t e r m y e r . The current course of business.
Senator R e e d . The ability of the man to pay, and as these things 

are speedily realized upon, in the grand aggregate, there would be a 
flood of money flowing in substantially equal to the outgo ?

Mr. U n t e r m y e r . Y ou  have got to judge those transactions by the 
sum total and average of human experience.

Senator R e e d . Let us see if an acceptance necessarily means that 
the thing which has been purchased and which is represented by the 
acceptance is going to be turned into cash.

Mr. U n t e r m y e r . Not necessarily.
Senator R e e d . I am going to take your automobile illustration. 

You are an automobile dealer. You sell me an automobile. I give 
you my acceptance. It was a commercial transaction. But it is a 
commercial transaction which represents, so far as I am concerned, 
a continuous outlay thereafter. That is true, is it not ?

Mr. U n t e r m y e r . Yes; but I do not consider that a commercial 
transaction.

Senator R e e d . There is a multitude of transactions, then, which 
might be represented by an acceptance which would not be commercial 
within the meaning of the term as you use it, namely, there would be 
no means of repayment out of the proceeds ?

Mr. U n t e r m y e r . Did you understand that I assumed that every­
thing that was represented by an acceptance was a commercial 
transaction ?

Senator R e e d . N o .
Mr. U n t e r m y e r . No; not at all. I think it is a somewhat easier 

way of reading the transaction from the face of the paper, but in the 
the two instances I named I suggested, I made it clear, that an 
acceptance could represent a commercial transaction and could repre­
sent something that was not a commercial transaction.

Senator R e e d . I so understood you. That brings us to this point: 
An acceptance may represent a commercial transaction, as you used 
the term, and it may represent any other kind of a transaction. So 
that when a man comes to a bank with an acceptance, or that bank 
carries that acceptance to another bank for rediscount, the fact that 
it is an acceptance does not determine at all whether it is commercial 
paper within the term as you employ it.

Mr. U n t e r m y e r . No; but it does determine that it is a transac­
tion, while if, for instance, you are in the manufacturing business 
and you sit down and write your note to get capital to put into your 
business, you go to the bank and get the money on that note. That, 
you know, is not a commercial transaction.

Senator N e l s o n . Will you allow me to ask a question bearing on 
that, Senator Reed ?

Senator R e e d . May I ask one further question, because it is 
attached to what has been said ?
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But suppose that I am a manufacturer and I want capital to put 
into my business. For instance, I buy 100 tons of steel that I am 
going to put into the walls of my factory. I can give an acceptance 
for that, can I not ?

Mr. U n t e r m y e r . Yes, sir. That would show the transaction; but 
if you bought the steel and went to borrow money on your note in 
the bank and that note was presented to the reserve bank, that would 
not show any commercial transaction, would it? It would show 
that you had gotten the money to put generally into your business 
where your business needs it.

Senator R e e d . In that case, having gotten it from the bank, it 
would show; but there would be no reason why I could not go and 
get money from B, not a banker, and give him an acceptance instead 
of a note, and take that acceptance and put it into the bank, and it 
would be nothing but a loan.

Mr. U n t e r m y e r . Who would be the drawer in that instance ?
Senator R e e d . Why, I  would make my draft upon this man.
Mr. U n t e r m y e r . Then it would be your draft, and he would accept.
Senator R e e d . Yes; and I  would take that and put it into the 

bank.
Mr. U n t e r m y e r . What would he get for this acceptance ?
Senator R e e d . He would be lending me this money and probably 

taking my note for it. What I am trying to get at is whether it could 
not easily be used to cover transactions in two ways ?

Mr. U n t e r m y e r . Not so easily as by the present system.
Senator R e e d . First, I will go back to my factory illustration. I 

give an acceptance, and I find too that acceptances are prime com­
mercial paper in banks, upon which I can borrow all the money I 
want, because the bank can take it and use it to have money issued 
upon it. Thereupon, desiring to borrow $10,000 from the bank, the 
bank says, “ Bring me a good acceptance and I will let you have it.” 
And I say, “ Well, my friend, Untermyer, I want to borrow $10,000. 
I will give you my note,” and you accept my draft. I take that over 
to the bank and get the money. How long do you think it would be 
before we would have a plan like that worked out ?

Mr. U n t e r m y e r . It could not work very well. It has not worked 
in other countries, and it would not work here. In the first place, 
the people who deal in that sort of paper know pretty well the char­
acter of the transaction. The first thing that would occur to them 
would be, What is your business, and what is mine? On what 
account have I probably givem that acceptance ? Have I sold mer­
chandise ? Am I in a business that deals with and has relations with 
transactions of that character ? Is this legitimate paper, or is it an 
accommodation acceptance? That is one reason why I think you 
should have 12 reserve banks instead of 4 or 5. The directors of 
those 12 reserve banks will be in closer contact with the business 
of their member banks and will know something about the relations 
of the customers to their banks.

Senator R e e d . It comes back, then, not to the form of the instru­
ment, but to the knowledge which the banks have of the transaction 
and the purpose of the transaction ?

Mr. U n t e r m y e r .  Not so much so as one would say at first thought, 
Senator Reed, for this reason: If you are going to use a promissory 
note, made in the ordinary course of business, on which to get
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money from the bank, there is no outward indication from which to 
determine whether that represents an actual transaction in the pur­
chase and sale of merchandise. A man may use a note for commer­
cial paper, or the proceeds of it, or he may not. It does not on its 
face represent a purchase or sale of a commodity. It may be that 
it will work out that it did represent a purchase or sale, but in the 
other case you read on the face of the transaction more of it than you 
do in this one.

Senator R e e d . Possibly you might, but now you speak about lim­
iting this to commercial transactions. What are you going to do with 
a case of this kind ? I am a wholesale merchant and I buy $1,000,000 
worth of goods. I buy them upon credit, and I give my promissory 
note to the manufacturer. Bj  virtue of your knowledge of the man 
who made the note, of his dealings with the payee, you would know as 
a banker that it did represent a purchase, just as much as you would 
if you had an acceptance, would you not ?

Mr. U n t e r m y e r .  Yes; that is just as legitimate a form as the other.
Senator R e e d . The reason is that that good paper depends not 

upon the form but upon the fact that it is a transaction which pays 
itself out. But now it does not pay itself out; I have got the million 
dollars of goods upon my shelves and have not been able to sell more 
than $500,000 worth of them, when the note to the manufacturer is 
due. Thereupon I go down to my local bank and I borrow $500,000 to 
pay the manufacturer, and my local bank now has a note which repre­
sents an actual commercial transaction and a note which can be dis­
charged by the sale of those goods, just the same as it could in the 
first instance. That is true, is it not ?

Mr. U n t e r m y e r . Except that the second transaction does not 
represent what is defined as a commercial transaction.

Senator R e e d . Well, it is the obligation of a commercial transac­
tion, for I took that money and paid it in.

Mr. U n t e r m y e r . But you are borrowing money now to carry that 
first transaction.

Senator R e e d . Yes. Then I  take those goods and sell them to 
A, B, and C and they give me their promissory notes and when those 
notes mature they have sold the goods and got the money, they have

faid me and I have paid the bank, and that ends the transaction, 
may be dull, but I am unable to see why that is not just as much of 

a commercial transaction as the other.
Mr. U n t e r m y e r . Because, in the first instance, the obligation 

represents an actual exchange of merchandise. In the second 
instance it does not represent an actual exchange of merchandise. 
It turns out from your illustration, with all the premises assumed 
that they had the money with which to pay those bills, and so it 
would be if a man had his money in the bank and just took it out of 
that fund. You must have a general rule to define a commercial 
tranr action, and there is but one rule that defines it, and that is that 
it represents a transaction of commerce— a trade, an exchange, a

{mrchase, or sale of a commodity, of a salable commodity intended 
or resale or consumption.

Senator R e e d . And when the sale has once been made there can be 
no money borrowed to carry it through to its completion, its fruition. 
That would be a commercial transaction ? Is that your definition ?

Mr. U n t e r m y e r .  No.
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Senator R e e d . Of course, you said a moment ago th^t I had 
assumed a lot of premises; but the premise I assumed was that of the 
ordinary everyday business that appears in the form of millions of 
transactions in this country every year.

Mr. U n t e r m y e r . If you have goods on your shelves and you want 
to carry them, and you borrow money from your bank for the pur­
pose of carrying those goods until you can sell them, that does not 
answer the definition of a commercial transaction, any more than if 
you borrow that money to put machinery into your factory.

Senator R e e d . Y ou  exclude that sort of paper that we have just 
been talking about, that you just defined, borrowing from the bank 
to carry a transaction.

Mr. U n t e r m y e r . As a basis of currency issue?
Senator R e e d . Yes.
Mr. U n t e r m y e r . I do not see how it could be made except to a 

very limited extent the basis of a currency issue. What I said was 
this, that it did not come within the definition of commercial paper. 
The European banks do not entirely exclude it. For instance, the 
the Bank of Germany and the Bank of France lend on merchandise 
up to a limited extent, on merchandise in warehouses. They lend 
upon it, but they do not call that commercial paper.

Senator R e e d . Just to the extent that you did limit the ability of 
the merchant to go to his local bank and get its help, you limit his 
ability to buy from a wholesaler, do you not ?

Mr. U n t e r m y e r . No, I do not limit his ability to go to his local 
bank. There is no idea of limiting that. You could not do business 
without it.

Senator R e e d . Let us see if you do not necessarily limit it. You 
have now two classes of paper. One of these is an acceptance repre­
senting the transaction between the merchant and the manufacturer ?

Mr. U n t e r m y e r . Yes.
Senator R e e d . That class of paper is so good that money can be 

issued upon it, just as is stated with absolute frankness. Therefore 
that class of paper would be in demand by banks more than any 
other class, would it not ?

Mr. U n t e r m y e r . Yes.
Senator R e e d . Y ou  propose to create a system here by which banks 

are to get money, and they can get it only upon that class of paper ?
Mr. U n t e r m y e r . They can also get it upon a note made by a man 

who is buying goods indorsed by the man who receives the note for 
the goods, and that is a commercial transaction in the present form 
of promissory notes.

Senator N e l s o n . I think, Senator Reed, you confused so-called 
bills of exchange and promissory notes.

Senator R e e d . Yes; possibly.
Senator N e l s o n . If you will allow me to draw out the question 

here in connection with what you say, it will appear.
We have two kinds of bills of exchange, commercial bills and 

finance bills ?
Mr. U n t e r m y e r . Yes, sir.
Senator R e e d . A finance bill is drawn upon what we call an ac­

ceptance house ?
Mr. U n t e r m y e r . Yes.
Senator N e l s o n . Who accept it and give it credit?
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Mr. U n t e r m y e r . That is right.
Senator N e l s o n . A commercial bill is a bill drawn accompanying 

the bill of lading for the commodity ?
Mr. U n t e r m y e r . Not necessarily drawn accompanying the bill of 

lading for the commodity, but it is drawn for a commodity and ac­
cepted by the merchant who gets the commodity.

Senator N e l s o n . Yes. That commodity is shipped, and the bill 
is supposed to be for the goods.

Mr. U n t e r m y e r . Yes, sir.
Senator N e l s o n . That is a commercial bill?
Mr. U n t e r m y e r . Yes, sir.
Senator N e l s o n . In the panic of 1907 the City Bank upon com­

mercial bills of cotton and wheat and flour imported over $90,000,-
000 of gold ?

Mr. U n t e r m y e r . I do not know as to that.
Senator N e l s o n . Is not that a matter of history?
Mr. U n t e r m y e r . I have heard it so stated.
Senator N e l s o n . When you come to promissory notes, you can 

not have anything in the nature or in the form of a commercial bill; 
you can only have it in the shape of signers, the men who sign the 
notes, but you can secure it by chattel mortgage, as a commercial 
bill of lading drawn against the shipment of goods.

Mr. U n t e r m y e r . It is not in the form of a commercial bill against 
documents, but of course it is a commercial bill.

Senator N e l s o n . It is a commercial paper, all the same?
Mr. U n t e r m y e r . Yes, sir.
Senator N e l s o n . Y ou  confused the two. A promissory note 

may be a commercial paper in that sense. It is a paper arising out of 
trade, but it is not commercial paper in the sense of a bill of exchange 
as it is drawn against shipments of goods.

Mr. U n t e r m y e r .  No; it is a commercial bill as distinguished 
from a commercial bill with documents attached.

Senator R e e d . Of course, Mr. Untermyer has already said that he 
did not propose to require the attachment of the bill of lading to the 
warehouse receipt, so that we are left more or less to the form.

Mr. U n t e r m y e r . Yes; Senator Nelson's description of the dis­
tinction is very precise.

Senator N e l s o n . If you will allow me, Senator Reed, a com­
mercial bill is like this: For instance, the millers at Minneapolis ship 
a lot of flour to Liverpool. They draw a bill of exchange against that 
flour and get that bill discounted. The acceptor pays it out of the 
proceeds of the flour. That is a commercial bill of exchange, and 
it is the best kind of paper there is in the world, because it is drawn 
against a necessity of life, and that necessity— that shipment of 
goods—pays for the bill.

Mr. U n t e r m y e r . That goes into consumption, and the bill dis­
charges itself.

Senator R e e d . I think we understand that particular fact. Can 
you go back to my question, Mr. Stenographer, at the time that 
Senator Nelson began to ask questions?

(The stenographer read the question referred to by Senator Reed, 
as follows:)

You propose to create a system here by which banks are to get money, and they can 
get it only upon that class of paper?
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Senator R e e d . Y ou have got a system now by which banks can 
issue money based upon acceptances. I will use that for the mere 
sake of shortening the question. You say acceptances. It would 
necessarily follow, would it not, that acceptances would have a 
utility that ordinarily promissory notes would not have ?

Mr. U n t e r m y e r . Yes; the class of acceptances to which Senator 
Nelson refers would have a utility and are of a higher order than the 
ordinary promissory notes.

Senator R e e d . Would not the result of that be just as Senator 
Hitchcock indicated, to force the commercial world to insist upon 
acceptances ?

Mr. U n t e r m y e r . Not necessarily.
Senator R e e d . Would not that be the inevitable tendency?
Mr. U n t e r m y e r . I think that would be the tendency and that 

would be the natural growth and that would be a blessing to the 
country, because it would release this vast amount of immovable 
book accounts.

Senator R e e d . If that is true, then why was not Senator Hitch­
cock absolutely correct when he indicated by his question that 
instead of the merchant going to his local banker, as he does now, 
and securing money from him to discount the bills and transacting 
the business at home, the wholesale house having begun to exact 
acceptances, would put those acceptances in their banks in the home 
cities and thus transfer that portion of the business from the coun­
try banks to the great metropolitan institutions where the factories 
are situated.

Mr. U n t e r m y e r . Because the home merchant, in like manner, in 
selling his goods, would get some evidence of debt which he would 
put in his bank, and his bank would give him the money in that 
way instead of on his note; instead of saying to the home bank, 
“ I have so much in open account,” he would say to the home bank, 
“ Here, I have got so much representing sales I have made.”

Senator R e e d . That implies, then, the extension of this system 
clear up until you finally reach the farmer, who, instead of buying 
his goods upon credit, must sign an acceptance ?

Mr. U n t e r m y e r . But that is the same credit; he is buying them 
on the same credit. He is not getting less credit; he is probably 
getting more.

Sen ator R e e d . I s there n ot a great deal of difference in  the prac­
tical application , in  th e first p lace, of these tw o m en , one of w h om  
has been  dealing w ith  his m erch an t and has been  carried along in  
an open accou nt, and every  once in  a w hile w hen he sells a lo ad  of 
hogs or a carload of cattle  he com es in  and squares up , and another  
m a n  w ho has g ot an acceptance in the b an k and he m u st m eet it  
at a g iven  tim e ?

Mr. U n t e r m y e r . It is the best thing that could happen to the 
country merchant.

Senator R e e d . I am not speaking of the country merchant, but 
about the ultimate consumer.

Mr. U n t e r m y e r . But it does not hurt the farmer, because if he 
is going to get six months’ time to pay up he will get six months’ 
time in the form of an acceptance.

Senator R e e d . Let us see if it really does not hurt him, now, in 
practical operation. I am not talking about the hurt in dollars and
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cents; but I say, again, is there not a great difference between the 
fanner who knows that the merchant is extending him a credit and 
to whom he owes an account that he expects to pay within reasonable 
limits, but there is not absolutely any nxed date, and he goes in and 
pays it at his convenience, and that farmer who has signed an ac­
ceptance, that comes due on a certain date, and that acceptance has 
gone into the local bank, and the local bank has sent it on up to a re­
serve bank so that when that day comes around he must have that 
money; is there not a big difference in the two men ?

Mr. U n t e r m y e r . In the first place------
Senator R e e d . Maybe you never owed a grocery bill. I have.
Mr. U n t e r m y e r . I decline to commit myself. [Laughter.]
Senator R e e d . Every man has a right to his constitutional privi­

lege [Laughter.]
Mr. U n t e r m y e r . In the first place it does not follow that every 

bill from a country merchant is going to be represented by an accept­
ance, any more than that is so in other countries. In the next place 
when the merchant goes------

Senator R e e d . Then would you understand that that is not the 
system followed?

Mr. U n t e r m y e r . No; it does not follow at all, because in any sys­
tem there is a certain proportion of goods to be canceled in the way 
of open accounts, everywhere, and it does not follow that every trans­
action is going to be represented by an acceptance; but at present the 
local merchant goes to his bank and borrows money, and ne tells his 
bank, “ I have so much invested in my business and so much in 
accounts.” He can not borrow up to the limit of these accounts, 
for every dollar he has invested or anything approaching such a limit ; 
he can borrow only a certain proportion in that way. If he had half 
his sales that are now in book accounts represented by documents, he 
could get more money than he could get to-day.

Senator R e e d . That might be a great misfortune to him.
Mr. U n t e r m y e r . It is a ldnd of misfortune we are trying to provide 

for by this bill. It is the kind of misfortune that gives the people 
money to do business. But if we can come back to this discussion, 
the point we are discussing is this: Here is a bill that provides that 
reserve banks may rediscount certain kinds of paper which nobody 
can possibly contend is commercial paper.

Senator R e e d . I think you are right about that.
Mr. U n t e r m y e r . That is the point. It is not a question of criti­

cizing every other system, but of finding some way to make this work.
Senator R e e d . Y ou  want to confine it to this limited class. You 

would like to have a phraseology that would limit the issues of money 
to commercial bills, as you define them ?

Mr. U n t e r m y e r . Not entirely. There has been a great hue and 
cry since this discussion has been on about the supposed danger of 
issuing currency against cotton, grain, etc. There was some sugges­
tion when this bill was in the House that it should be so amended 
that currency could be issued against cotton and grain in responsible 
warehouses. The unfounded criticism was made that it would be 
revolutionary and that it was reckless finance to permit a certain 
fixed amount of currency to be issued for cotton and grain in ware­
houses that is to go into consumption within a limited course of time. 
There has been, however, no hue and cry about, but a general acqui-
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esence in, the proposition in the bill to issue currency based upon 
pretty much everything else on earth that is not anything like as 
Liquid or as legitimate a subject of currency issue as cotton and grain 
evidenced by warehouse receipts.

Senator R e e d . Yes, I thought I had here a mark, but I see I have 
got the wrong copy. The very thing that you are talking about now 
I underscored to call attention to it when my mind was directed to it; 
but I want to ask this further question, I know the language is loose: 
If we were to limit the issuance of money upon the kind of security 
we have been just discussing, can you tell me what per cent there is of 
the present $8,000,000,000 of bank loans that is represented by that 
class of paper which you denominate commercial paper?

M r. U n t e r m y e r . 1 do not know.
Senator R e e d . It is very small ?
Mr. U n t e r m y e r . I should not say so. I should say it is quite con­

siderable, when we exclude the financial transaction on the stock 
exchange. Of the balance, I should say it was very considerable. At 
the outset of this discussion I suggested that the Federal reserve banks 
should not be restricted entirely to the rediscount of paper that would 
be the basis of currency issue. We are talking about what might be 
the basis of currency issue. As the bill now stands, they can only 
rediscount paper that will be the basis of currency issue. If you 
make the basis of currency issue any note or bill of exchange drawn 
for agricultural, industrial, or commercial purposes, or the proceeds 
of which may be used for that purpose, it will not take very long 
before the permanent currency issue in the country will be such that 
we will be stranded. You will not be able to issue any more money.

Senator R e e d . That phraseology is no limitation at all, is it?
Mr. U n t e r m y e r . I should say not. I should say it was an invi­

tation to inflation, but it is a mere question of phraseology after all. 
It is not fundamental. I mean I do not believe that the framers of 
the bill intended to put it in that way.

Sen ator R e e d . Y ou  think, as a law yer, under th a t bill, w ith in  the  
provisions of th at bill the door w ou ld  be open so w ide th a t a lm ost a n y  
kind of paper w ou ld  be a d m itted  ?

Mr. U n t e r m y e r . Yes; I think that in the end the Government 
would find that it had issued currency for permanent improvements 
and for the purchase of land and for a lot of things, of a nature that 
could not come back, and that that currency the local banks would 
have to keep on rediscounting and renewing, and you would have the 
door closed to the issue of legitimate paper in times of need.

The C h a i r m a n . It would convert what was intended as an elastic 
currency into a permanent currency ?

Mr. U n t e r m y e r . Yes.
Senator B r i s t o w . Are you through, Senator Reed ?
Senator R e e d . Yes.
Senator B r i s t o w . There was a question or two I wanted to ask 

Mr. Untermyer before he went away. Speaking of these acceptances 
which the local merchant would ultimately have to take in order 
to change this system which has been suggested by Mr. Untermyer, as 
was brought out by Senator Reed, it would change the present local 
method of doing business so that when the farmer bought his bill of 
goods, instead of having a running account he would give an ac­
ceptance, and that acceptance would go iuto the bank and that would
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be due, and of course it would have to be paid or it would not be
renewed ?

Mr. U n t e r m y e r . It would probably be renewed. The local banks 
do not expect to have all their assets liquid. They only expect to have 
a certain proportion of them liquid.

Senator B r i s t o w . That would have to be renewed, we will say. 
Of course, this would be a great inconvenience to the farmer, as you 
will understand, because he is accustomed to having a running account 
and paying his bills when, as Senator Reed says, he sells his hogs 
hr his wheat or his cattle, and he holds his wheat until he has got a 
better market. He does not have to meet it to-day or next week. 
When he does, it is to his interest to dispose of his assets, and he gives 
this acceptance and it has to be met. He goes to the bank and he 
wants to hold his crop a little longer, and he gives his note, pays it by 
a note instead of by cash. Wherein is that liquid then, any more than 
any other note that is renewed ?

Mr. U n t e r m y e r . He gives his note instead of giving this accept­
ance?

Senator B r i s t o w . Instead of giving cash he pays in a note. 
Wherein is that acceptance any more liquid than if he had given a 
note in the first instance and renewed it ?

Mr. U n t e r m y e r . Y ou  are assuming that he has given no accept­
ance at all.

Senator B r i s t o w . No; that he gives an acceptance and it was due 
in 90 days.

Mr. U n t e r m y e r . If people are going to pay their debts in notes, 
you will not have much of a financial system based on that.

Senator B r i s t o w . That is just why I  say if the customer has not 
the money when the acceptance is due.

Mr. U n t e r m y e r . Then the bank has to take up that acceptance 
and carry that farmer.

Senator B r i s t o w . The farmer comes in and he has not sold his 
crop yet, or his hogs, or it may not be matured, so he gives the bank 
a note to pay this account that is due, and the bank does that instead 
of forcing him to sell on probably a low margin. Wherein is that 
acceptance in this commercial transaction any more liquid than a 
note in the first place would have been ?

Mr. U n t e r m y e r . Because the bank has had the benefit of that 
acceptance during all that time and has had the money out of it. He 
has to pay it back at some time, and the bank has had the money 
meantime.

Senator B r i s t o w . H o w  is that, when there was no money paid ? 
It was simply a credit.

Mr. U n t e r m y e r . A s I understand it, the merchant took the 
farmer’s acceptance and drew on the farmer for the amount of that 
bill.

Senator B r i s t o w . And he accepted it, due in 60 or 90 days ?
Mr. U n t e r m y e r . And the bank took that to the reserve bank and 

got the money on it. It has had that money meantime, and if the 
Farmer can not pay, the bank can get a new acceptance from the 
farmer and put that in the reserve bank and take up the old one, 
or it can withdraw that acceptance and carry the farmer.

Senator B r i s t o w . It can either take a new acceptance or a note, 
as it pleases ?
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Mr. U n t e r m y e r . It seems to me we have given rather undue 
weight to this question of whether there shall be a note or an accept­
ance or an open account. The whole basis of the discussion is as to 
the character of paper for which currency shall be issued.

Senator B r i s t o w . Yes.
Mr. U n t e r m y e r . It does not involve any such revolution in sys­

tems of doing business as we are discussing, because I quite appreciate 
that you can not bring about that sort of a revolution overnight, 
but it would gradually lead, in my opinion, to replacing to some 
extent the present method.

Senator B r i s t o w . The custom now is that the farmer or the citi­
zen, whoever he is—I will speak of the farmer, because he does carry 
an account, as a rule. He carries it with the local merchant. His 
wheat may have failed and he will wait for his corn crop to come on, 
or some later crop, or the merchant may have so many of these 
accounts, it being a dull year, business is slow, and so he carries him 
along. He goes to the bank and states the situation to his banker, 
which the banker knows quite as well as the merchant does, and he 
gives his note for money to meet his bills and extends the credit to 
his customer a little longer, and the banker helps him out. That is 
his business. That is what he is in business tor. The note which 
the merchant gives to the bank you would bar as not fit upon which 
to base a currency, but if that had been in the form of an acceptance 
from this farmer, and then a renewed acceptance 90 days later, you 
would give it in that form the credit of being made the basis of 
currency ?

Mr. U n t e r m y e r . I have not said that I would bar the note, but 
I have said the acceptance method offers the best way of reading 
more of a transaction on the face of the document. But apart from 
that we will assume that the merchant is giving the farmer a 12 
months7 credit under the present system. If he wanted to change 
the system, he might still give him 12 months’ credit, and, if you 
please, he can take the 12 months’ acceptance; and the bank that 
now gives him credit, knowing that he would not be able to pay for 
a year, would give him the same credit that it had before; that when 
that acceptance got to within 90 days of its maturity that bank would 
have something upon which it could get some money, whereas it 
would have to wait the whole 12 months under the other plan. It 
would always have this maturing paper. The substitution of the 
new system, while not interfering with the farmer’s term of credit, 
would give the bank the opportunity of using its capital more fre­
quently and more liberally than it does at present.

Senator B r i s t o w . Of course I  think that if you lived in the coun­
try, as we do, you would not entertain any such opinions at all as to 
the feasibility of such a proposition.

Mr. U n t e r m y e r . It is not an essential part of anything I have 
said.

Senator B r i s t o w . I think you would abandon that just as readily 
as I would refuse to accept any such a theory and undertake to go 
before my constituents with it, as it would be very short lived.

Mr. U n t e r m y e r . Why is it that it works so well in other countries ?
Senator B r i s t o w . I 5o not know why it works so well in other 

countries. Unfortunately, I am not very extensively informed as to 
what they do in other countries; but I know what our people do and
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what they will not do, and you could not put any such a proposition 
through at this time in this country.

Mr. U n t e r m y e r . I do not think we have any such proposition. 
1 have not suggested any such proposition.

Senator B r i s t o w . I understood that you had.
Mr. Lj n t e r m y e r . What I said was that it would facilitate trans­

actions of this kind and it is bound to come under this system.
Senator B r i s t o w . If that is true and the people understand that 

that is bound to come under this system, this system will never go 
through.

Mr. U n t e r m y e r . It is in their interest that it should come.
Senator B r i s t o w . That would be for you to convince them of. 

I would a good deal rather that you undertook to do that than that 
I should undertake to do it myself, though.

Again, you say that you think that a limited amount of cotton- 
warehouse receipts or grain-warehouse receipts would be all right, 
and I am not going to controvert that point with you.

Mr. U n t e r m y e r . That is not a new proposition, because there 
again the much-despised experience of the older nations is a guide 
to us, whether we like it or whether we do not.

Senator B r i s t o w . In times past those who have suggested that 
a currency might be issued on warehouse receipts of grain have been 
very much ridiculed.

Mr. U n t e r m y e r . Y ou  do not think they ought to be, do you ?
Senator B r i s t o w . I think that the grain in the bin is a better 

security if it is put up than the note of the man who has the grain, 
because the man may sell his grain and not pay his note. If the 
grain is made the security, he can not sell it, and the one who has got 
the note has got the grain and the man both. It is better than his 
note, now, for any purposes. If the grain in the bin is good security 
in connection with a man’s note— and I think it is better than the 
man’s note—why is not the farm upon which the grain is produced 
a still better security than the grain ?

Mr. U n t e r m y e r . Because that does not convert itself within a 
limited time. The grain goes into consumption.

Senator B r i s t o w . But a mortgage on a farm is a better security 
than a mortgage on the products of the farm, is it not ?

Mr. U n t e r m y e r . No; if the moitgage is sold, the evidence of debt 
simply changes hands, and nothing has gone into consumption with 
which to pay that obligation.

Senator B r i s t o w . But the farm is the basis for continual produc­
ing, year by year, that which does go into consumption ?

Mr. U n t e r m y e r .  So is the merchant’s factory the basis upon 
which he produces his goods; but would you issue currency upon a 
merchant’s factory ?

Senator B r i s t o w . The factory may burn down; the farm will not.
Mr. U n t e r m y e r . Then you would not issue it on his land ?
Senator B r i s t o w . I certainly think that a farm mortgage, a good 

mortgage properly made, is a better security than any other.
Mr. U n t e r m y e r . It depends on whether it represents a commercial 

transaction or not. But I say that a mortgage on the farm is no 
security for a currency issue.

Senator R e e d . Are you through, Senator ?
Senator B r i s t o w . Yes.
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Senator R e e d . I want to ask one question. I have heard all 
through that this bill shall be so drawn that money should be fur­
nished for commercial transactions. That is a beneficent purpose. 
Is there any more reason why I should take care of the commercial 
transaction, transactions between merchants, than the transactions 
of all of the people ?

Mr. U n t e r m y e r . The transactions in merchandise, as I have 
frequently said, cancel themselves, pay for themselves in a limited 
time. Transactions representing fixed property do not. They are 
permanent investments, while the other is a mere temporary shifting 
of credits, and the use of them in the course of trade. The currency 
representing the latter is issued and retired as occasion demands.

Senator R e e d . Y o u  did not catch the point of my question. I 
understand that you say one will pay off more readily, but I am 
talking about this thought: I have sat here for two weeks, and I have 
not heard anybody propose a currency having for its ultimate object 
the benefit to any class of people except the bankers and the mer­
chants. In drawing a bill ought we not to consider the benefits to 
the rest of the people?

Mr. U n t e r m y e r . Who is the rest of the people—the farmer?
Senator R e e d . Oh, no. You can take the banks out of a com­

munity and the merchants out of a community and have left every­
body, and they are vastly in the majority, both in numbers and in 
importance and in usefulness. I do not mean that man for man 
they are more useful, but in the aggregate they are more useful.

Mr. U n t e r m y e r . Senator, I understand that we are to have a 
system of farm credits in this country, which we ought to have, cor­
responding to the continental systems. That system should be based 
upon an issue of debentures, taken in small amounts by investors all 
over the country; that is the ideal way of dealing with that subject. 
We certainly ought not to make it the basis of a currency issue to any 
substantial extent, because you would soon get to the end of your tether. 
You could not call in your farm mortgages every 90 days, and the 
result would be that the credits would pile up and the notes would 
pile up until our ability to expand the currency for temporary needs 
would be gone. I do not mean to imply that a system of financing 
farm mortgages is not as important as the other. I think it is quite 
as important, if not more so. But it must be differently dealt with.

Senator R e e d . I am not talking of inflation. I am talking about 
this one idea, that everybody's mind must be centered upon the thought 
that we ought to get a currency system that is a good thing for the 
banks and we ought to get a banking system that is a good thing for 
the banks. Incidentially, we ought to benefit the merchant. With 
both of these ideas I am in hearty accord, but I am just wondering 
why somebody did not discuss this bill from the standpoint of direct 
benefits to the rest of the community.

Mr. U n t e r m y e r , I do not see how you can benefit the merchants 
of the country without benefiting the rest of the community, and I 
do not see how you can increase credits and make them more liquid 
and enlarge the business of the country and furnish the means of doing 
that business at its full capacity without thereby benefiting every class 
of the community.

Senator R e e d . That is the old tariff argument, that if you take 
care of the manufacturers they will take care of the rest of the country.
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Mr. U n t e r m y e r . No; I am not in sympathy with that old argu­
ment. I am a Democrat.

Senator H it c h c o c k . Y ou were unable to give Senator Reed any 
answer to his question as to what proportion of the $8,000,000,000 
of bank loans come within the definition of commercial paper? You 
are not able to do so ?

Mr. U n t e r m y e r . Certainly not; I have not the remotest idea.
Senator H i t c h c o c k . Have you any estimate as to the amount of 

additional currency which this country requires at any time ?
Mr. U n t e r m y e r . No; I do not think I know enough of the statis­

tics on that subject to be qualified to do anything more than make a 
wild guess.

Senator H i t c h c o c k . Do you think it requires any additional cur­
rency, any increase of the volume of currency ?

Mr. U n t e r m y e r . Yes.
Senator H it c h c o c k . On what do you base that, compared with 

any country in the world ?
Mr. U n t e r m y e r . I base it on the periodical stringency of the 

market and the inability to get money and the spasmodic way in 
which discounts move in this country; they are different from that of 
any other country in the world.

Senator H it c h c o c k . D o you know any country in the world that 
has the per capita of circulation that we have ?

Mr. U n t e r m y e r . I have not looked at those statistics for a long 
time, Senator Hitchcock, and I can not state.

Senator H it c h c o c k . I will assume that there is no country in the 
world that has our volume of circulation per capita.

Senator S h a f r o t h . Except France.
Senator H it c h c o c k . France has not.
The C h a i r m a n . France has more. I  think it is three times as 

much, or four times as much.
Senator H i t c h c o c k . I would like to see those figures.
The C h a i r m a n . I put them in the record for your information, and 

you will find them, 1 think, on page 265.
Senator N e l s o n .  Y ou must remember that the use of taxation in 

other countries is not as great as in this country.
Mr. U n t e r m y e r . In England it is more broad than with us.
Senator H it c h c o c k . Y ou believe in a flexible and elastic currency ?
Mr. U n t e r m y e r . Yes, sir.
Senator H it c h c o c k . That is one reason you favor this bill, or 

something like it ?
Mr. U n t e r m y e r . I favor this bill in its fundamentals.
Senator H it c h c o c k . What degree of fluctuation do you think is 

necessary ? What per cent of fluctuation from maximum to minimum ?
Mr. U n t e r m y e r . I have not gotten down to a study of the figures. 

Of course it is more the creation of confidence than it is the require­
ment of additional circulation, after all. The knowledge that credits 
can be made liquid is one of the things we so much need in this country.

Senator H it c h c o c k . What would be the effect, then, say, within 
90 days, of increasing our circulation 10 per cent?

Mr. U n t e r m y e r .  Y o u  mean under this b ill?
Senator H it c h c o c k . N o ; any scheme that the country might 

adopt. What would be the effect of increasing the circulation 
10 per cent?
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Mr. U n t e r m y e r . In normal times I do not know that it would have 
any appreciable effect. It would not be availed of under the bill 
unless it were needed. At one time more would be required and at 
another time less.

Senator H it c h c o c k . Would it have any effect on credits?
Mr. U n t e r m y e r . It would make them more elastic, yes; the 

knowledge that the credits are there.
Senator H it c h c o c k . Do you think it would have any effect on 

interest ?
Mr. U n t e r m y e r . I think it w ould make interest rates cheaper.
Senator H it c h c o c k . Would it have any effect on the stock market ?
Mr. U n t e r m y e r . Under this bill I do not believe the stock market 

is going to be helped; I think it is going to be hurt temporarily so far 
as speculation is concerned. All this money is going to be taken out 
of the stock market. This phase is fully discussed in the report of the 
Pujo committee and is supported by complete data.

Senator H it c h c o c k . Assuming that the stock market is going to be 
hurt after the system is once adopted, do you think the prices of the 
stock market would be affected as the currency inflates or contracts ?

Mr. U n t e r m y e r .  No; I  do not think the money for speculation will 
be available.

Senator H it c h c o c k . D o you think the prices will be affected by 
expanding or contracting this currency?

Mr. U n t e r m y e r . You mean the prices of merchandise?
Senator H it c h c o c k . Yes.
Mr. U n t e r m y e r . No.
Senator H it c h c o c k . Generally, the price level of things ?
Mr. U n t e r m y e r . I do not think it will have any effect on the 

price level of things, except to make business more settled and credits 
more reliable.

Senator H i t c h c o c k . I s it not true that all economic writers attest 
the fact that to expand the currency expands credits and increases 
prices, and that a contraction has the effect of contracting currency 
and depressing prices ?

Mr. U n t e r m y e r . I think it depends on conditions under which the 
expansion or the contraction takes place. If it is legitimate, and if 
the expansion is accompanied by sound business and is brought about 
by expanding business, it does not increase prices. If the expansion 
is artificially brought about by undue ease with which credits are 
obtained, it may increase prices.

Senator H it c h c o c k . What would be the effect in this case: Sup­
pose you have seven men that control the rate of interest. Twelve 
regional banks must pay that money. What possible effect do you 
think our action might have? Suppose they increase the rate of 
interest from one-half of 1 per cent up, say, to 5 per cent, what would 
be the effect on the country?

Mr. U n t e r m y e r . It would depend on whether the country needed 
the money so badly that it had to pay the interest. Either jacking 
the price of interest up or jacking the rate down is not going to have 
any great effect unless the money is going to be of use. If the money 
is a drug on the market, if the banks can not utilize it, if business is 
slack and the merchants do not need it, or if these men stand here and 
say, “ We will let you have money cheap,” we will not add to the
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inducements of the people to take money. They will take it as the 
demands of commerce require them to take it.

Senator H it c h c o c k . I s it not true that in Great Britain the sole 
resource of the Bank of England to increase its supply of gold and 
maintain prices is------

Mr. U n t e r m y e r . To bid for money.
Senator H it c h c o c k . T o b id  for money.
Mr. U n t e r m y e r . That is only for the purpose of attracting gold.
Senator H it c h c o c k , But is it not a fact that the Bank of England, 

by simply raising or lowering the rate one-half of 1 per cent, can 
affect the stock market?

Mr. U n t e r m y e r .  No; not unless conditions warrant.
Senator H it c h c o c k . Does it not actually occur?
Mr. U n t e r m y e r . It occurs that they do it when conditions war­

rant. If they did it when conditions did not warrant, nobody would 
pay any attention to it.

Senator Sh a f r o t h . World prices have a bad effect on the circu­
lating medium of our country.

Mr. U n t e r m y e r . Yes.
Senator H it c h c o c k . I  want to ask you whether or not you con­

sider it safe to place in the hands of seven men the enormous power 
to control the interest rate, practically without any limit, for the 
whole banking community of the United States?

Mr. U n t e r m y e r . I  do not concede that they control the interest 
rates, and I think that it is perfectly safe to put that power in men 
whom I believe will be the right kind of men. They are just as 
likely to be bad if selected by anybody else, and more so.

Senator H i t c h c o c k . You say that they do not control the interest 
rate?

Mr. U n t e r m y e r .  No.
Senator H it c h c o c k . They control the deposit of $250,000,000 of 

Government funds.
Mr. U n t e r m y e r . Control it in what way ?
Senator H it c h c o c k . They can place it wherever they wish.
Mr. U n t e r m y e r .  No, they can not; under the bill they must place 

it equitably.
Senator H it c h c o c k . They can place it in reserve banks and take 

it out of one bank and put it into another bank.
Mr. U n t e r m y e r . Under the bill they can only place it in equitable 

distribution.
Senator HrrrHCOCK. They will control it.
Mr. U n t e r m y e r . They control it more now than they will under 

this bill. It is now controlled by one man under the present system. 
H e  can put it wherever he pleases.

Senator H it c h c o c k . They control the deposit of $250,000,000, 
and can take it out of one depository and put it in another.

Mr. U n t e r m y e r . But within the iimits of the bill; that they must 
apportion it equitably.

Senator W e e k s . What does “ equitably” mean?
Senator H i t c h c o c k . I do not care to go on with that, except that 

it gives the board power over the regional banks. Now, then, it is 
proposed to issue United States notes without any limit under this 
bUl?
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Mr. U n t e r m y e r .  That is right, too.
Senator H it c h c o c k . There may be $500,000,000 or there may be 

$1,000,000,000.
Mr. U n t e r m y e r .  If they had a limit it would be an incentive to 

inflation, would it not?
Senator H it c h c o c k . We will say they only issue $700,000,000 to 

start with. It is only proposed, however, to begin with the retire­
ment of national-bank notes, and when those national-bank notes are 
retired they will be replaced by United States notes controlled by this 
board.

Mr. U n t e r m y e r .  $700,000,000.
Senator H it c h c o c k . So that then the whole currency of the country 

will be under the control of this board, except United States green­
backs* and gold certificates.

Mr. U n t e r m y e r . I do not agree with that.
Senator H it c h c o c k . They control this issue of this $700,000,000 ?
Mr. U n t e r m y e r . They can only issue it when it is asked for. 

They can not simply say, “ We are going to issue it.” When the 
reserve bank comes and says, “ We have a certain gold reserve, and 
we have certain security, and we are willing to pay certain rates, that 
you will fix,” then they can issue it; but if the reserve bank does not 
need the money it is not coming there, and they can only issue in 
response to demand.

Senator H it c h c o c k . I think it is for the member banks to decide 
in all cases whether they need the money. They can refuse to issue 
it?

Mr. U n t e r m y e r .  Yes.
Senator H i t c h c o c k . They can make hard times by refusing to 

issue it ?
Mr. U n t e r m y e r .  I do not agree with you about that.
Senator H i t c h c o c k . Can they not cause contraction by refusing 

issuance.
Mr. U n t e r m y e r .  They can produce absence of further expansion.
Senator H i t c h c o c k . So that in the hands of these seven men you 

propose to place the power largely to control the commerce of the 
country and control the prices of the country by giving them control 
of the interest rate ?

Mr. U n t e r m y e r .  I do not agree. I think that is a very------
Senator P o m e r e n e . Do you mean that a bank can close its doors 

if it can not pay the rate?
Mr. U n t e r m y e r .  It is a violent assumption to say that they have 

the fixing of the interest rate. If the rate is too high the member 
bank will not pay the rate. It is only when the member banks can 
make money and have special need of this currency that they will 
take it.

Senator H i t c h c o c k . Let us assume the rate is excessive and the re­
serve bank refuses to take it. That limits the power of the reserve 
bank, and when its member bank applies for discounts it replies, 
uNo; we have no funds.”

Mr. U n t e r m y e r .  It is not as much limited as it is to-day.
Senator H it c h c o c k . Please answer my question. That will be the 

inevitable result; the reserve bank will have to say to the member 
bank, “ No, we have no funds,” and the member bank will have to 
say to its customer, “ No, we can not lend you money,” and the men
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who needed the money to do the busienss of the country on would 
have to curtail their operations. The man who had the goods to sell 
will have to curtail his operations, and the men who had the corn to 
sell will have to curtail their operations, likewise the man who had 
the cotton to sell; and the men who had live stock would be com­
pelled to market their stuff, because they could not carry it.

Mr. U n t e r m y e r . Yes; but not to anything like the extent to which 
they are obliged to do to-day. If you take all your premises and 
apply them to those conditions you will find that even assuming all you 
say, conditions are better under this bill than they would be to-day be­
cause to-day if the member banks have to refuse customers, they can 
not go and get back part of the reserves from their reserve banks and 
in that way increase their facilities and loan money to their customers; 
they have to stop. If there was not another dollar of currency issued 
under this bill the system would be better than it is to-day, far better, 
because the reserves that are now rigid and that can not be used are 
put within their grasp, so that the member banks have the use of 
those reserves.

Senator R e e d . When they are within their grasp and use they 
cease to be reserves, do they not ?

Mr. U n te r m y e r . No, because they are represented by liquid 
securities in the hands of the reserve bank.

Senator R e e d . So is every dollar that goes over a bank counter 
and loaned out on 30, 60, or 90 day paper represented by paper.

Mr. U n t e r m y e r . The present reserve is largely a humbug.
Senator R e e d . I agree with that.
Mr. U n t e r m y e r . A country bank sends on its reserves to New 

York City. Is that a reserve there for the country bank? Not at 
all. The New York Citŷ  bank is allowed to loan out three-fourths 
of it, is it not ?

Senator R e e d . I understand that that may be something of a------
Mr. U n t e r m y e r . It is a humbug from beginning to end.
Senator R e e d . I do not call it a “ h um bug.”
Mr. U n t e r m y e r . It is very deceptive and misleading.
Senator R e e d . I did not intend to interrupt you, Senator Hitch­

cock.
Senator H it c h c o c k . I was only going on to say, suppose I am a 

dealer in cattle out West and the bank has been carrying me. I 
have some cattle and the bank is refused by the reserve bank on the 
discount of its notes. Then the bank is compelled to call me—the 
cattle dealer—to pay my paper, and I must market my cattle be­
cause these seven men in Washington have raised the rate of interest 
so high that the reserve bank can not take care of me.

Mr. U n t e r m y e r . I do not think that that is a fair deduction at all.
Senator H it c h c o c k . That is inevitably the case.
Mr. U n t e r m y e r . Just at present this cattleman, if his bank has 

not the money, can not get it either, and the bank can not go any­
where to get it. This will give them a place to go.

Senator H it c h c o c k . Throughout the West you will find banks that 
are independent—practically independent—of eastern concerns. 
They have got their own deposits; they are owned in the community; 
the "directors are there; they are not compelled to go to any reserve 
bank and ask for the discount of paper. If they are not able to
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accommodate their own customers, they can go to a hundred different 
towns and procure discounts.

Mr. U n t e r m y e r . There is nothing in this bill that stands in their 
wav of continuing to do that.

Senator H it c h c o c k . This bill, however, proposes to take 20 per 
cent of their capital away from them ?

Mr. U n t e r m y e r . Ten per cent.
Senator H itc h c o c k . It proposes to require them to keep their 

reserve in a certain place, which they are now permitted to keep 
elsewhere, and when they have put it in this certain place they will 
have no claim upon these other banks where they now keep their 
reserves, and yet you favor a plan under which the individual bank 
can not of right demand a discount of its notes, and you favor a plan 
under which seven men here in Washington, the creatures of the 
President, can absolutely tighten the credits of the country to such 
an extent as to force propert}̂  upon the market ?

Mr. U n t e r m y e r . I favor it unreservedly, and I favor it because I 
believe it is going to make the assets of the country liquid and to 
give us a scientific system instead of a crude, barbarous system, and 
I can not see, Senator Hitchcock, the point in the argument that a 
bank that is independent now will not remain independent. If it is 
so independent now that it does not need the help of anybody else, 
it will remain much more so than it is to-day, and you have no right 
to assume—I can not understand why anybody should assume—in 
passing upon this bill, that it is going to be unjustly and despotically 
administered.

Senator H itch co ck . Are you not by this bill making it dependent 
upon the reserve bank?

Mr. U n t e r m y e r . N o .
Senator H it c h c o c k .  Y ou make it dependent upon that bank for 

rediscounts.
Mr. U n t e r m y e r . On the contrary, I am giving back to that bank 

the chance to get two-thirds of its reserves back.
Senator H itch co ck . You are not giving it to it as a matter of 

right. It all depends upon the ipse dixit of the men who run the 
reserve.

Mr. U n t e r m y e r . It takes nothing away from it that it has as a 
matter of right now. By this proposition you are adding to the 
resources of that bank by giving it the privilege—assuming that the 
bank is going to be honestly managed by its own members, of which 
this man is one, you are going to give back to this man two-thirds of 
the reserves that are now put beyond him. You are going to increase 
the resources of that bank by reducing the requirement of reserve; 
and then of the now required reserve he gets two-thirds back. You 
say that formerly he could go and borrow from the bank where he 
had his reserves. That was not a matter of right either; that was a 
pure matter of privilege; and if his reserve bank happened to have 
the money in Wall Street, he would not get it.

Senator H itch co ck . But he now has his reserves in a number of 
different banks, as a rule. If he fails to get the proper accommoda­
tions from that bank, he removes his reserves to another bank where 
he will get accommodations. He not only has in New York City the 
choice of 30 banks, but he has the choice of three central reserve 
cities and 48 reserve cities to which to go.
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Mr. U n t e r m y e r . He has to go somewhere.
Senator H itch co ck . Under this bill he has only one place to go, 

and when he goes to that place he gets nothing as a matter of right 
but only as a matter of favor.

Mr. Un t e r m y e r . Could you ever make it a matter of right ?
Senator H itch co ck . I think so. That is one of the discrepancies 

of this bill. It must be made a matter of right for the individual 
American banker to go and get what this bill seeks to give him—the 
privilege— and not leave it optional with somebody else.

Mr. U n t e r m y e r . H ow  would any system be workable that way ? 
Just consider that for a moment, will you ? Here is a reserve bank 
under the administration of the member banks, of which it is a part. 
It has participated in electing this board; 6 out of 9 members are 
its nominees, and there are going to be 12 regional banks; and if 
every bank joins each regional bank is going to have about 2,000 
bank depositors there on an average.

Senator H itch co ck . I would go into that, but I think Senator 
Reed expects to go into this organization of regional kanks for the 
purpose of developing your idea, and I will not trench on that now.

Mr. U n t e r m y e r . All that I wanted to say in that connection was 
that you can not have a system that is so rigid as to say to the reserve 
bank:

You have got to lend each man two-thirds of his reserves back.
Senator H it c h c o c k .  D o you not thirk------
Mr. U n t e r m y e r . Somebody might not want the funds and they 

would be unused. There are times when certain industries require 
money and others do not. There are some banks with small capital 
and vast deposits, and others with large capital and small deposits, 
There are a thousand contingencies that could not be met or antici­
pated by such a rule. It would destroy any system.

Senator H itch co ck . Y ou think then that an individual bank, no 
matter how well run, should not as a matter of right be able to go to 
the reserve bank and secure a rediscount ?

Mr. U n t e r m y e r . H ow much of a rediscount ?
Senator H itc h c o c k . My judgment is that the proportion should 

depend on its capital.
Mr. U n t e r m y e r . In other words, the reserve bank, according to 

your idea, would not even be entitled to its pro rata share of the 
money it puts in in the way of reserve. According to that, if half 
the banks in a regional bank were willing to avail themselves of that 
privilege and wanted it, and the other half did not, what would the 
regional reserve bark do with the other half of the money? If it 
loaned that other half out, the next day another member bank might 
come along and say, “ We want ours” ; it would at other times have 
to leave a large part of its capital dormant. The capital of a bank is 
no criterion of its business or needs.

Senator H it c h c o c k . I am opposed to the creation in the banking 
world of imperialism. I think that the present system is democratic.

Mr. U n t e r m y e r . I am equally opposed to it and fearful of it, as 
you know; I think we are so near imperialism now in finance that we 
are trying to get away from it. This bill is going to try to take us away 
from it. That is why I am so ardent a champion of it with all its 
minor defects.
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Senator N e l s o n . Would it not be safer, Mr. Untermyer, to leave 
these reserve banks to determine upon the amount of currency they 
wanted, and simply give this board the right to pass upon the secu­
rities they offer, and pass upon the commercial paper they wanted 
the currency on? Would not the regional banks be the best judges 
of what they wanted in that region ?
Mr. U n te r m y e r . Y ou mean reserve banks?
Senator N e l s o n . And as to the amount of currency they needed, 

and if you left this question to the national reserve board to simply 
pass upon the quality of the paper they tendered for the currency 
they wanted, would not that be ample ?

Mr. U n t e r m y e r . You mean to make the issue of currency com­
pulsory on the part of the reserve board?

Senator N e l so n . No, I mean let each reserve bank determine 
how much of this currency they want.

Mr. U n t e r m y e r . That would make the issue of currency compul­
sory on the part of the Government, would it not?
Senator N el s o n. No, not necessarily.
Mr. U n t e r m y e r . If the reserve bank determines it wants so much 

currency---- -
Senator N e l s o n . It would not make it compulsory on the part of 

the Government, because the reserve board would have to determine 
on the commercial paper they tendered.

Mr. U n t e r m y e r . Assuming the commercial paper was all right, it 
would make compulsory on the Government to issue the currency, 
because these regional reserve banks wanted it ?

Senator N e l s o n . Does not that commercial paper represent the 
trade and traffic and commerce of the country, and why should there 
not be currency to represent that business ?

Mr. U n t e r m y e r . Then it does come down to this, does it not, 
Senator Nelson, that the proposition is that when a regional bank 
presents a certain amount of good commercial paper that the Govern­
ment should be compelled to issue currency to it ?

Senator N e l s o n . It indicates that in that region there is that 
volume of business and traffic represented by that paper, and why 
should there not be currency to cover that ?

Mr. U n t e r m y e r . I should certainly think it would be rather a 
dangerous thing to make it compulsory on the Government to issue 
currency because the paper was forthcoming for the security of that 
currency. It would simply encourage a riot of expansion in a given 
region. The reserve bank members would say:

We will go right a head and do all the business we can do, because the Government 
is bound when we present the paper to issue the currency.

Senator N e l s o n . Here is another point in connection with this 
bill which I want to direct your attention to.

Mr. U n t e r m y e r . I think it would be the worst kind of invitation 
to inflation.

Senator N e l s o n . Does not this bill ultimately throw the whole 
burden of gold redemption on the Federal Government instead of on 
the banks ?

Mr. U n t e r m y e r . So far as the public is concerned, yes. But as 
between the reserve banks and the Government, the Government is 
only a guarantor and the principal debtor is the reserve bank.
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Senator N e l s o n . Let us look at the facts, Mr. Untermyer. The 
reserve bank may, in place of gold, put in lawful money. That means 
greenbacks and silver dollars ?

Mr. U n t e r m y e r . I do not agree to that proposition. I think that 
ought to go out of the bill.

Senator N e l s o n . That is in the bill. Now, they tender that for 
redemption. A man comes into the reserve bank and wants the notes 
redeemed. They tender greenbacks and silver dollars that is good 
redemption for the banks, but the man who gets the silver dollars 
and the greenbacks may not be satisfied. He may want the gold and 
he goes to the Government. So that the ultimate burden of redemp­
tion in gold is thrown on the Government under this bill, is it not ?

Mr. U n t e r m y e r . It is if------
Senator N e l s o n . A s it is framed now?
Mr. U n t e r m y e r . Yes; it is thrown upon the Government in that 

respect, and in that respect it has seemed as though the words “ lawful 
money” ought to come out of this bill and that the redemption should 
be absolutely and unqualifiedly in gold.

Senator N e l s o n . Otherwise the burden is ostensibly assumed by 
the reserve banks, but is ultimately cast upon the Government ?

Mr. U n t e r m y e r . I do not think there is any question about the 
justice of that criticism, Senator Nelson.

Senator H it c h c o c k . Mr. Untermyer, there is nothing in the bill, 
and you would not favor putting anything in the bill, to require the 
reserve bank to rediscount any amount of paper for any bank?

Mr. U n t e r m y e r . I would not; I would leave that discretion in the 
reserve board, because I have confidence in the Government's 
appointees.

Senator H itc h c o c k . I am talking now about the reserve banks.
Mr. U n t e r m y e r . Yes; I would not require the reserve bank by 

any rule to discount for any member.
Senator H it c h c o c k .  Y ou would permit it the option of refusing 

any member any discounts at all ?
Mr. U n t e r m y e r . Yes.
Senator H itc h c o c k . Then, you also favor letting it discount any 

amount of paper for any member?
Mr. U n t e r m y e r . Yes.
Senator H it c h c o c k .  So that would permit the grossest amount of 

favoritism to develop ?
Mr. U n t e r m y e r . Y ou are assuming that the member had the 

necessary collateral, and assuming that these men------
Senator H itc h c o c k . I am assuming that the man presents good 

collateral.
Mr. U n t e r m y e r . Assuming that these men, who can be turned 

out every few years, and three of the six men turned out by the 
reserve board at any time, are going to be recreant to their duty, 
then you are quite right. But you have no right to build any sys­
tem on such an assumption. You can not start anywhere or get 
anywhere with any sort of legislation on that basis. Is it not true 
that in testing any system you have got to assume that the people 
who are going to act under the system are going to act under the 
law ?

Senator H it c h c o c k . They would be entirely within the law.
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Mr. U n t e r m y e r . They would be entirely within the law, and they 
are going to act conscientiously and they are going to act intelligently.

Senator H it c h c o c k . Then you would not favor putting checks 
on them ?

Mr. U n t e r m y e r . Why, yes; you put certain checks upon them 
by this bill.

Senator H it c h c o c k . Where are the checks here ?
Mr. U n t e r m y e r . In the proposition the reserve bank can not 

lend more than twice the amount of its reserve.
Senator H it c h c o c k . I am talking about the favoritism. What 

check is there against favoritism?
Mr. U n t e r m y e r . Oh, I might answer you by asking you what 

check is there against the United States Supreme Court, or against 
the Interstate Commerce Commission, or against any public body 
in any part of the world.

Senator R e e d . I will undertake to answer that by saying the 
checks of the Constitution, the checks of the statute; the certainty 
of impeachment if they deliberately violate the Constitution.
Mr. U n te r m y e r . Y ou have got the power of removal here.
Senator R e e d . You have got the power of removal here, I  grant 

you that, but you have got something else than the power of removal 
with the Supreme Court. You have got the written law and the 
precedents of 1,000 years, and above all that and better than all that, 
you have got a spirit that permeates every part of our population, 
that the courts must do justice, and they have nearly always done it.

Mr. U n t e r m y e r . Undoubtedly, but still you have had more judi­
cial legislation in the Supreme Court, and it has all been in the right 
direction; nobody complains of it.

Senator R e e d . I do not think the Supreme Court has ever gone 
very far away from the principles of the Constitution and the old 
common law of England.

Senator N e l s o n . Mr. Untermyer, what have you got to say about 
this feature of the bill, giving this board of seven men authority to 
compel one regional reserve bank to discount the paper of another 
reserve bank, whether they are willing to or not ?

Mr. U n t e r m y e r . It is necessary------
Senator N e l s o n . Take a concrete case, for instance: Suppose 

New Orleans is the center of a regional reserve bank. They are hard 
up for money. Suppose this board here at Washington concludes 
that the reserve board at St. Louis, which is at the head of another 
regional reserve, ought to help out the New Orleans bank and dis­
count their papers, whether they are willing or not, and suppose that 
the men managing that St. Louis bank felt as though they needed all 
their resources to accommodate their regional district. Are you in 
favor of giving this board here at Washington absolute power to say 
that at St. Louis they should be compelled to help out the New 
Orleans banks, whether they are willing or not, whether they felt that 
the conditions justified it or not to discount the paper of New 
Orleans ?

Mr. U n t e r m y e r . I certainly am, and the restrictions of this bill, 
which I think------

Senator N e l so n . What are the restrictions ? In the first place, 
are they anything more than mere restrictions ?

Mr. U n t e r m y e r . 1. That a bank must have the unanimous con­
sent of all the members present. 2. There has got to be an emer­
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gency. I do not think unanimous consent ought to be needed. 
There is a great deal to be said on the other side of that proposition. 
You can not mobilize the reserves of the country in times of emer­
gency without giving that power.

Senator N e l s o n . Why not leave, Mr. Untermyer, these regional 
banks in that matter the same as the constituent members of the 
bank to determine whether they discount the paper or not ? The 
members that compose------

Mr. U n t e r m y e r . Because you will convert this from a reciprocal 
cooperative system into a competitive system the first thing you 
know. I understood that these regional banks were to be pipe-lined 
in this way for the purpose of being of aid in a comprehensive sys­
tem.

Senator N e l s o n . And then you wish Washington here to pipe the 
funds of St. Louis to New Orleans if they thought proper ?

Mr. U n t e r m y e r . If they were needed there.
Senator N e l s o n . In the discretion of this board?
Mr. U n t e r m y e r . Discretion must be lodged somewhere. You 

can not construct a currency system on a given set of rigid rules. 
The subject is too complex. Contingencies are bound to arise that 
can not be foreseen. You must have elasticity. That means dis­
cretion lodged somewhere. Senator Nelson, let me suggest this: In 
the first place, these regional banks are holding Government funds.

Senator N e l s o n . Yes.
Mr. U n t e r m y e r . The same result would be accomplished by the 

Government transferring its funds to where they were needed.
Senator N e l so n . Yes.
Mr. U n t e r m y e r . So that it is dealing practically with its own 

funds. You can not conceive of a case when any regional bank 
would require any more money than the Government happens to 
have on deposit with these different banks.

Senator N e l s o n . Suppose you limit the bill, then, and say that 
they could compel it to the extent that the bank had Government 
funds to rediscount. What about that modification ?

Mr. U n t e r m y e r . I would not be willing to assent to it, so far as 
my judgment is concerned, because I do not believe that such a 
scheme is going to be workable. For years the Aldrich bill was 
extolled because of the fact that it mobilized the reserves, and the 
only purpose of this provision is to mobilize the reserves. The 
banks did not object to mobilizing them permanently, so long as 
they controlled. Why do they object to this simple and temporary 
mobilization of the funds which leaves them in their localities until 
the emergency arises, .mobilizes them where the emergency exists, 
and redistributes them in the localities whence they came when the 
emergency has passed ?

Senator N e l so n . But there was nothing compulsory about dis­
count or rediscount or about becoming members m that bill. There 
was nothing compulsory in the whole scheme, either in the way of 
discount or anything else.

Mr. U n t e r m y e r . It was compulsory in the sense that it was a 
scheme for control by the banks, with the power of issue in the banks 
of the currency of the Nation, a thing that is repugnant to all ideas------

Senator N e l so n . Is not this power here vested in this board of 
seven men ?
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Mr. U n t e r m y e r . I beg your pardon.
Senator N e l so n . I s not this power here vested in this board of 

seven men?
Mr. U n t e r m y e r . The ultimate power to shift reserves by unani­

mous consent when an emergency arises, yes, but a power that is re­
sponsible to the people; these members are responsible to the people. 
Under the Aldrich system they were not responsible to anybody 
except their stockholders consisting of the banks, and I think that if 
it was a good thing to mobilize reserves permanently it ought to be a 
good thing now to mobilize them temporarily.

Senator N e l so n . H ow  could it be responsible here, except in a 
roundabout way. They are not Government officers; we could not 
impeach them.

Mr. U n t e r m y e r . They are responsible to the administration; 
the administration is responsible to the people for them. Every 
Government official, I assume, is in some way responsible to the 
people, and it is incredible, you know, that there should be such a 
thing as a genuine fear of the abuse of this great power. We can not 
proceed on any such principle; you could not write any bill on any 
such principle.

Senator R e e d . I do not want to interrupt------
Senator B r is t o w . If you are going to follow this up------
Senator R e e d . Yes. Just by way of introduction, I think the 

objection to the mobilization scheme of the Aldrich bill was that 
the people rather concluded that under that system all the money 
of the country would be mobilized by these banks into their own 
coffers and kept there.

Mr. U n t e r m y e r . This is a mere temporary expedient, and it 
ceases when the emergency passes. It is ideal, I think.

Senator R e e d . Of course, we all understand that under this bill 
the President of the United States could remove members of this 
board, and I am going to assume for the moment that the President 
of the United States in the future will always be, as I think he has 
always been in the past, without exception, a patriot; but Presi­
dents have different views as to what is good for the country, and 
they respond to different influences. You say that it is incon­
ceivable that a board should arbitrarily raise the rate of interest, 
for the reason that if they did arbitrarily raise it without some just 
cause, they would be subject to removal. But suppose------

Mr. U n t e r m y e r . It w ould also be ineffective, I said.
Senator R e e d . I believe you did; but let us deal with the one 

reason for the moment. Suppose that the President himself wanted 
the very thing done they did; then he would not remove, would he?

Mr. U n t e r m y e r . I think that is a fair supposition.
Senator R e e d . I s it not entirely conceivable that we should get a 

President sometimes who could be persuaded by shrewd and keen 
men, having great interests, that it was for the good of the country 
that expansion should be curtailed and the brakes put upon business ?

Mr. U n t e r m y e r . Yes; I can conceive of such a thing, but I can 
not conceive of a rise in the interest rate by the bank under such con­
ditions being in the least way effective, unless it was necessary------

Senator R e e d . That is the other reason, but sticking to the one 
road that we are traveling now, that is not only conceivable, but the 
fact is that the discretion to make this order would have to be vested
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in a human being, in the last analysis, who might or might not decide 
the question right.

Mr. U n t e r m y e r . There is no doubt about that. I think we will 
agree there, anyhow.

Senator R e e d . So that we get down to this proposition, that so far 
as raising or lowering the rates of interest are concerned, you would 
have a board appointed by the President, responsive to his will and 
likely to obey his suggestions ?

Mr. U n t e r m y e r . Yes; I think that is a fair assumption.
Senator R e e d . Y ou say that could not do any harm, because if 

you expanded the currency—I am coming to the other reason 
now------

Mr. U n t e r m y e r . I do not want to say unreservedly that a board 
of the character of which this board should consist would be respon­
sive to the will of the President if the members believed it was con­
trary to the public interest. I do not think that the President’s point 
of view would necessarily govern.

Senator R e e d . In all the history of this country that has happened 
since I can remember; I know of just one Cabinet officer who resigned 
becai;s3 he did not agree with his chief, in regard to a policy, and in 
that event I think he resigned because he did not want to part com­
pany with his party more than he resigned because he did not agree 
with the President’s idea of the silver question.

Mr. U n t e r m y e r . But, how many times have you known the 
President to ask improper influence of these high officials ?

Senator R e e d . I have known the President to advocate policies—  
to be father confessor for all the other advocates of that policy, which 
I believed and which you believed, if you are a Democrat— and you 
say you are, and I believe it—were utterly inimical to the country. 
Tnere were lots of good men who believed the other way, but it does 
not place the President above the point of an advocate.

Senator W e e k s . If the board were as subservient to the President 
as the majority in the House and Senate are at this time, he would not 
have any trouble in controlling it.

Mr. U n t e r m y e r . That is because he is doing good work and they 
are in sympathy with him.

Senator R e e d . N o ; the illustration is a fit one, because w e fully 
understand it has happened more than once in our country that there 
have been two or three men even in the great independent legislative 
bodies who have gone to the White House for their inspiration and 
who have not had to report to a caucus when they came back; they 
just told them what to ao and they did it.

Mr. U n t e r m y e r . They probably got good inspiration.
Senator R e e d . I do not know whether there is a question about that. 

The people of the country concluded the last time that they did not, 
and they frequently come to that conclusion. But we are getting 
away from the question.

I wanted to discuss with you the question of whether or not it 
would not be possible now, and very possible, to produce stagnation 
and partial paralysis of business through the changing of the interest 
rates. Let us assume this------

Mr. U n t e r m y e r . Y ou mean the rate at which the reserve board 
says the Government shall issue currency ?
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Senator R e e d . Yes. Let us assume this condition, that we have 
barely enough money out to properly conduct the business of the 
country in normal times; that there comes a period, we will say, for 
illustration, of crop moving, when another $100,000,000 could be 
absorbed by the country; if it was put out it would facilitate the crop 
moving and business generally. That period having now arrived, the 
banks under this system come to the reserve board and say, “ We 
think there ought to be $100,000,000 more money out,” and the 
reserve board says, “ We will not issue it for less than 10 per cent 
interest,” It would not go out, would it, unless there was a great 
emergency ?

Mr. Untebmyer. It would not go out.
Senator R e e d . Then the business of the country would be con­

tracted and would be to that extent interfered with ?
Mr. U n t e r m y e r . It would be better off than it is to-day.
Senator R e e d . I am not talking about the comparison of this new 

bill with evils now existing, because if we have got, in making the 
new bill, to make one where we must choose between evils we would 
hardly be making the best bill. We ought to try in making a new 
bill to avoid all evils, if that is possible. I am just discussing the 
question now, and I think I have found an illustration that meets 
your statement that ordinarily it could not change and alter busi­
ness, because if you said it was issued too low at the time the country 
did not need it, it would not go out; if it was too high at the time 
the country did need it------

Mr. U n t e r m y e r . It would not go out.
Senator R e e d . It would not go out; but the business of the coun­

try would be destroyed just to that extent.
Mr. U n t e r m y e r . Assuming that we have always got to meet the 

need of every emergency.
Senator R e e d . I i you do not meet the needs of an emergency, and

i'ust in proportion as you fail to meet the needs of an emergency, you 
Lave failed to have that elastic currency and that elastic system 

which we are now trying to create.
Mr. U n t e r m y e r . What I said was that if you put the rate too 

high, if the money is not needed and you offer it, wliy, then nobody 
will take it—it is not effective—and that if the money is needed and 
you put it too low, why, then so much money will be asked for that 
you will have to put it high enough to meet the evil.

Senator R e e d . A man now running this would do this very thing. 
But let us assume that somebody does just the wrong thing. Let 
us reverse these conditions. We are talking now about issuing 
money; we are not talking about banking, because with respect to 
all banking there is a natural limit to what we can do, and the loans 
that they make. But we are talking now about going to the very 
source of everything, namely, the circulating medium. Let us assume 
that there is plenty of money out, so that there is enough there to do 
the legitimate business of the country, and that legitimate business 
could justly bear a rate of, say 4 or 5 per cent. Everything is prosper­
ing, and everything is inclined to be rather on the boom. There is 
plenty of money out; and the more money, the more the tendency 
is to boom. At that period, when the brakes ought to be put on and 
the rate ought to be raised, this board drops it to a half per cent. 
Do you not think more money would go out and speculation would

9328°—S. Doc. 232,63-1—vol 1------56
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become a little more active, new enterprises would be floated. Would 
not that happen if that was done ?

Mr. U n t e r m y e r . If such an impossible succession of premises------
Senator R e e d . Is it impossible? Is it impossible now that we 

have got a period in out country------
Mr. U n t e r m y e r . We are getting into the realm of the improbable.
Senator R e e d . Is it improbable? I want to stick to that. We 

will just take a condition like we had here two years ago, going back 
to my illustration. You take a condition where we have had pros­
perity for several years; we have had good crops; we have had no 
financial disturbance; the money market is all right in Europe; we 
are building new roads; we are buying new automobiles; we are 
laying out parks and boulevards; we are building railroads; values 
are mounting; there is not a black spot in the sky; everybody has 
confidence; a large amount of confidence. That is bouna to make 
itself felt. It influences most careful bankers; it influences the most 
careful business men; it would have its influence everywhere. Now, 
with that condition, would it not be entirely likely that that influence 
would make itself felt with this board of control, and that it would be 
inclined to make a low interest rate ?

Mr. U n t e r m y e r . On the contrary, I  should think it reasonable to 
presume that business men when they saw that condition would put 
on the brakes; and if they did not put on the brakes, there are brakes 
in the bill. One brake is that the reserve bank has got to have gold 
when it comes for money.

Senator R e e d . Coming down to the question which I  think is 
fundamental, and that is that a system created ought to have some 
checks which are applied automatically, not by some human being’s 
fiat or decree, but by the creation of a condition so that when the 
wagon is going too fast the brake is applied. You have indicated 
one way, namely, that the gold reserve of the bank, if put out at 
33J per cent, the scarcity of gold might put a limitation upon the 
amount of currency.

Mr. U n t e r m y e r . That is one brake. Another brake is that the 
reserve banks are composed of men selected by the bankers; that is 
brake No. 2. You have got more brakes in this system than in any 
other known system in the world, by the way. In other systems 
there is no brake.
Senator R e e d. Is there any other system where they just take 

nptes of hand and issue money against them ?
Mr. U n t e r m y e r . Yes, certainly.
Senator R e e d. Is there a limit in the law on the amount in every 

one of those systems?
Mr. U n te r m y e r . I do not think so.
Senator R e e d . I am not sufficiently familiar with European bank­

ing to talk about it.
Mr. U n t e r m y e r . I do not think so, I do not know of any limit.
Senator R e e d . There is a limit, is there not, there, in the bank of 

England ? Am I incorrect ?
Senator Sh a f r o t h . By practice there is.
Mr. U n t e r m y e r . Not in  the law.
Senator H it c h c o c k . In England the bank can not issue— —
Mr. U n t e r m y e r . They have to have gold.
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Senator H it c h c o c k . They can not issue currency unless the gold 
is on deposit.

Mr. Un t e r m y e r . In Germany the gold ratio goes up and down; 
there is no limit on the gold.

Senator R e e d . Speaking about the brakes in this bill— and I am 
speaking about a possibility, not of a probability—but it seems to me 
that as they are only required to keep 33 J per cent gold in their 
vaults, that it is possible to take that other 66 per cent, which is a 
credit, turn it into cash, loan it out again, take out 33J per cent, 
turn it back into cash, and let it out again, so that there is a possible 
expansion in this bill that would make it so that we could have about 
three times the amount of currency that we have now.

Mr. U n t e r m y e r . Let us see——
Senator R e e d . Of couise, now, I am talking about possibilities.

I assume that the men handling the system and that this Government 
board would exeicise a wise discretion, but in framing the law we 
have got to frame it not only for the wise and prudent and the pa­
triotic, but as fair as possible for the foolish, the unwise, and even 
criminal.

Mi. U n t e r m y e r . But you must have a discretion lodged some- 
wheie. Just consider the brakes of this system. In the fiist place, 
there is the member bank; that is a brake upon the borrower. Second, 
theie is the character of the securities; that is the brake upon the 
bonower at the source, the member bank. Then, theie are the asso­
ciates of that member bank, in the reserve board, who can sit there, 
and who constitute a biake upon theii member banks, and who are 
c[uick to see whether the member bank is being caught by some wild 
inflation, because their own interests are involved. They are not 
going to let him run away with their money and imperil their system. 
Then, you have got the gold leseive as a brake.

Senator R e e d . That is an absolute brake.
Mr. U n t e r m y e r . Then, you come up to the Federal board, and 

you have a brake there. It seems to me you could not have many 
more without making the system------

Senator P o m e r e n e . They are subject to removal by the President?
Mr. U n t e r m y e r . Yes.
Senator R e e d . What about this idea that when a certain amount 

of this currency has been issued that no more shall be issued unless 
theie is a greatei gold reserve deposited?

Mr. U n t e r m y e r . The difficulty about that would be that if you 
put a limit in the bill, when the limit is about half reached it will lead 
to inflation, because every bank in the system, fearing that the limit 
may be reached, will go for more and get its share before the limit 
is leached and will take out currency it does not need. That was the 
objection to the oiiginal limit.

Senator R e e d . It would have to turn it back pretty soon.
Mr. U n t e r m y e r . That was the original objection to the $500,- 

000,000 in the bill. I think it offered a premium upon inflation. • 
That was the objection I had to it. I so expressed myself at the 
time and urged the change.

Senator R e e d . Then there is danger of inflation even by these 
wise bankers. If they could get it a little quicker, would they take 
a chance and inflate it some ?
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Mr. U n t e r m y e r . Y ou can  n o t h ave any hum an system  w ith ou t 
any danger o f inflation.

Senator R e e d . Y ou can have a system without danger of in­
flation. Of couise if you had a gold dollar up for every paper dollar 
theie would be no danger of inflation there.

Mr. U n t e r m y e r . Unless there was some sudden discovery of gold 
in the world that would increase the amount very largely, then you 
would have inflation.

Senator R e e d . Ceitainly. We might have that now, sure, if we 
had the gold.

Senator N e l s o n . In a good many countries they issue bills to the 
extent of the gold they have, but they generally require 50 to 60 and 
up to 70 per cent of gold foi every 100 per cent of paper.

Mr. U n t e r m y e r . Yes.
Senator N e l s o n . That is, they can issue bills to the extent of the 

gold, but they generally require 50 to 60 and even 70 per cent gold 
for every 100 per cent of paper.

Senator B r is t o w . On that point I  want to ask some questions.
Senator N e l s o n . If you will allow me——■
Senator B r is t o w . Ceitainly.
Senator N e l s o n . There is the safety of it, because their paper 

is simply credit, while gold lepresents real value. If you base it on 
gold it represents industrial, commercial growth; its base is sub­
stance. While if you base it on anything else it is piling credit on 
credit; that is all it is, is it not, Mr. Untermyer?

Mr. U n t e r m y e r . That is the economic view of it; certainly.
Senator N e l s o n . The sound view?
Mr. U n t e r m y e r . Certainly.
Senator B r is t o w . Mr. Untermyer, you declared positively in favor 

of compelling one regional bank to discount the paper of another 
regional bank?

Mr. U n t e r m y e r . Under the limitations of the bill.
Senator B r is t o w . I s there any discretion at all with the bank as to 

whether it shall or shall not ?
Mr. U n t e r m y e r . It should not be discretionary, if you want to 

mobolize the reserves.
Senator B r is t o w . Why do you compel one regional bank to re­

discount the paper of another regional bank and refuse to compel 
the regional bant to discount the paper of a member bank ?

Mr. U n t e r m y e r . One rests upon the basis of the public interest, 
and the other rests largely upon a private transaction; that is a very 
different thing. You have to get a cohesive, cooperative system, and 
if you are going to have 12 regional banks in the country, each 
simply confined to its own region, and not in a position where it 
would, be compelled to help out the general system, you are not 
going to have a system at all—you will have 12 competitive systems.

Senator B r is t o w . Then, to take Senator Nelson’s illustration: If, 
in the judgment of the member, the New Orleans bank ought to have 
a part of the revenues or the moneys------

Senator N e l s o n . Of the central bank.
Senator B r is t o w . Of the central bank; why, the St. Louis bank 

is compelled to discount those papers. That is in the public interest, 
because the people at New Orleans need it in the judgment of the 
board more than the people at St. Louis need it ?
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Mr. U n t e r m y e r . Because the whole financial conditions of the 
country require it, not because New Orleans needs it, particularly.

Senator B r i s t o w . The financial condition of the country require 
it because New Orleans does need it more than St. Louis, in the 
judgment of the board here in Washington; is not that true?

Mr. U n t e r m y e r . Y ou m ay put it that way.
Senator B r is t o w . The member bank goes to the regional bank 

for a discount because the people in its community needs it ?
Mr. U n t e r m y e r . Yes.
Senator B r is t o w . The regional bank refuses because in its judg­

ment they do not need it, or for any other cause that it may see fit ?
Mr. U n t e r m y e r . You mean, it may do so, not any conceivable 

case rf doing it unjustly?
Senator B r is t o w . It may do so whether it is unjustly or not; it 

has the power.
Mr. U n t e r m y e r . If it is justly, you have no complaint. It is 

only the power to do it unjustly?
Senator N e l s o n . It can do it without assigning any reason.
Mr. U n t e r m y e r . In effect, unjustly; that is your complaint— 

that it has a discretion which would enable it, in effect, to unjustly 
refuse an accommodation; if it refused justly you would have no 
complaint.

Senator B r is t o w . Y ou put in the word “ unjustly,” I  did not. 
That part of my question you interpolated. I suggested that the 
regional banks had the power to refuse rediscount.

Mr. U n t e r m y e r . Yes.
Senator B r is t o w . For a member bank.
Mr. U n t e r m y e r . Quite right.
Senator B r is t o w . And this for any reason. It might think that 

the condition of the member bank down at Anthony, Kans., we will 
say, did not justify extending further credit, because there had been 
a drought.

Mr. U n t e r m y e r . Any reason that the reserve directors thought was 
sufficient.

Senator B r is t o w . Because there had been a drought in the vicinity 
of Anthony, Kans., this board might refuse to rediscount this paper 
which the bank has taken and which the bank is willing to stand tor, 
and the regional reserve bank would extend credit to some other 
community where it had a different opinion as to the industrial con­
ditions. You are placing it within the hands of the regional reserve 
bank to pass upon questions of that kind, are you not ?

Mr. U n t e r m y e r . Certainly.
Senator B r is t o w . But you refuse to give the same discretion to 

the regional banks as to discounting the paper of another regional 
bank ?

Mr. U n t e r m y e r . Yes; because that is a necessary part of the sys­
tem in its own interest, as well as others.

Senator B r is t o w . The relation of the regional bank to the region 
is the same, or practically the same, is it not, as the relation of the 
member bank to the member’s region—that is, to its community ?

Mr. U n t e r m y e r . N o ; that is just where we differ, sir. The re­
gional bank has a distinctly public function. In the first place it is 
getting the currency of the Nation to help it out in its operations; in 
the next place, it is getting the credit of the Government back of it;

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



880 BANKING AND CURRENCY.

and, besides that, it is getting the Government's funds in its care. 
It has an entirely different relation to the public from that of the 
member bank to the regional bank.

Senator B r is t o w . You say it is getting the currency of the Nation—  
that is, on deposit ?

Mr. U n t e r m y e r . No; the Government is issuing currency to that 
bank.

Senator B r is t o w . But that bank hypothecates for that currency 
securities which it receives from the member banks, does it not?

Mr. U n t e r m y e r . Certainly.
Senator B r is t o w . So that bank can hypothecate the securities 

from the bank from Anthony, Kans., for Government currency just 
the same as it could the securites of another bank in its region ?

Mr. U n t e r m y e r . Presumably.
Senator B r is t o w . Y ou will give to the regional bank the power 

to say whether or not this Government money which the Govern­
ment issues, which it has not any interest in, except as trustee to 
pass it o n from the Government to the member bank— to say whether 
this community shall have the currency or that community shall 
have the currency, even though the same class of securities are sub­
mitted from each community.

Mr. U n t e r m y e r . Yes; because presumably you have got to put 
the power somewhere. When the banks come in for rediscounts, 
somebody has got to pass on it. I do not know of any human, civil­
ized system that does not lodge the power somewhere. Where could 
you lodge it better or more fairly than with the people who are to be 
accommodated? The banks themselves are passing on it. These 
men who are exercising their discretion are the nominees of the bank 
at Anthony, Kans. It has named them.

Senator B r is t o w . I understand that. I won't invade that field, 
because I think there is nothing more preposterous than the vision 
here that some of you gentlemen have that the banker at Anthony, 
Kans., is going to name this board. He is not going to have any more 
to do with it than the delegate who used to come up from the township 
to the county convention had in nominating his county ticket; that 
was all fixed before he got there; and this board of directors will be 
elected before the representative of this Anthony banker ever gets 
to St. Louis.

Mr. U n t e r m y e r . That is not the way the bill reads.
Senator B r is t o w . That is not the way the bill reads, but it is the 

way it will work, and anybody who has had any practical experience 
in American affairs must know that that is true.

Mr. U n t e r m y e r . Every bank has as much to do with that as 
every other bank.

Senator B r is t o w . And every delegate to the convention------
Senator N e l s o n . I think the principle Senator Reed advocated 

applies very properly here, and that is that it should not be left to 
the men; that it should be left to the law.

Senator B r is t o w . That is exactly what I  am trying to get at.
Mr. U n t e r m y e r  Let somebody try to sit down and try to write 

that kind of a bill, and see how far he will get
Senator B r is t o w . Some of us may undertake that before we get 

through.
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Mr. U n t e r m y e r . Then we will have lots of chances to put holes 
in it.

Senator B r is t o w . That is right; I believe in that.
Senator R e e d . That is what we are here for; we would rather find 

the hole now than a year from now.
Senator B r is t o w . Why should not the law provide a means by 

which the banker at Anthony, Kans., could go to the Government 
himself with his securities and get the currency instead of having to 
have this extra, unnecessary machinery of a regional bank created 
in order that he might do it ?

Mr. U n t e r m y e r . W ell, because it would be a very dangerous 
thing.

Senator B r is t o w . Dangerous in what respect?
Mr. U n t e r m y e r . If you will try to conceive of such a condition, I 

think it will occur to you how dangerous it will be and how impossible. 
There are 26,000 banks in the United States. What would you do, 
have agents in the localities, so that a man would be subject to the 
whim, if you please, of a local agent of the Government ? Instead of 
having a board of his own selection to pass upon his rights, he 
would have some local agent. That is all it would amount to.

Senator B r is t o w . We will see about that.
Mr. U n t e r m y e r . Then, again, what sort of security would the 

Government have? It would have the security that the man pre­
sented, indorsed by this bank at Anthony, Kans., while now it has 
back of this issue the responsibility of the reserve bank and its assets 
and its capital; it has the gold behind it and has a variety of other 
securities behind it to make it safe. It would be a mighty unsafe 
thing.

Senator B r is t o w . Well, I will suggest a question or two along that 
line, but before I do th&t I will say this: A number of times you have 
referred to the gold reserve as though.there was a gold reserve required 
of these regional banks, when, in fact, there is not. It is gold or 
lawful money in the bill, and they do not have to have a dollar of gold.

Mr. U n t e r m y e r . I agree with that criticism, except that of course 
they answer the argument on the other side that under the act this 
lawful money has got to be kept on a parity with gold.

Senator B r is t o w . And the Government has the burden of keeping 
it there, and the bank has not.

Mr. U n t e r m y e r . Which is all wrong; it ought to be actually gold.
Senator B r is t o w . But, then, when you are defending the bill------
Mr. U n t e r m y e r . I have not defended every minor feature of it.
Senator B r is t o w . I do not think that we should assume that this 

bill required gold reserve when it does not, because that would very 
greatly strengthen it, in my judgment, if lawful money was stricken 
out as you suggest it should be; but it is not.
Senator S h a fr o th . D o you not think that the 33J per cent which 

is provided to be in gold---
Senator B r is t o w . Gold or lawful money ?
Senator Sh a f r o t h . Gold or lawful money.
Senator B r is t o w . Gold or lawful money; but that is not gold. 

Greenback is lawful money, and the Government has not maintained 
greenbacks.

Senator N e l s o n . It might be a silver dollar.
Senator Sh a f r o t h . Let me see if there is not a reason for that, and 

whether there is not a pretty good reason for it.
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Mr. U n t e r m y e r . I know there is a reason.
Senator Sh a f r o t h . We have now national-bank currency, and that 

is redeemable at the banks in lawful money, and why ? Because in 
times of stringency—times where they are making a raid upon the 
Treasury, you will have simply a more limited amount of money to 
make the demand on them, and by reason of that you will have less 
chance of maintaining your gold reserve.

Mr. U n t e r m y e r . It is wrong in principle.
Senator Sh a f r o t h . Let me see whether it is. Let me explain, in 

order to try to get the theory upon the other side. Suppose you have 
a nation that has got a gold reserve for all of its money of $100,000,000, 
and suppose it issues directly money like the greenbacks of $100,- 
000,000, and then you have got a subordinate currency something 
like that or like national bank notes of $100,000,000. You have got 
a demand upon that gold reserve ultimately of $200,000,000 against 
$100,000,000, but the direct obligation of the Government is only 
upon the $100,000,000 which it has issued in the shape of greenbacks, 
and consequently in times of stress, when they present this bank 
currency it says, “ All right; we will take United States notes,” and 
then when the United States notes come they can give me that in 
gold. Now, it makes one-half of the demand upon the gold in times 
of extreme emergency less than it would if they had $200,000,000 
redeemable directly by the Government or by these banks; in other 
words, does it not put these banks in competition with the Govern­
ment if they are all redeemable in gold, and the banks are required 
to redeem those in gold, for the purpose of getting gold and redeem­
ing this paper ?

Senator N e l s o n . The banks------
Senator Sh a f r o t h . In other words, it makes twice the strain if all 

of it is redeemable in gold than if half is redeemable in gold and the 
other half is redeemable in that paper money, and that paper money 
redeemable in gold. It seems to me that there has been a purpose in 
that way of issuing our national bank notes which was in order to 
make it sure that the Government was not to be strained, and there­
fore that the gold standard would be maintained, and if that is true 
and these notes are redeemable one into the other, and ultimately 
redeemable in gold, and the obligation of the Government is to main­
tain the parity of the metals in addition to that, it ought to be a 
safer proposition not to have your gold reserve exhausted under this 
system than you would in having them all redeemable in gold and 
letting the crowd rush in all at once and attack the gold reserve, with 
double the amount of money making demand upon it.

Senator B r is t o w . If there comes a rush in the country for gold 
and the lawful money for which gold has to be paid is discredited, 
and that is the only thing that could create a rush on gold------

Senator Sh a f r o t h . But the Government could do this: You see, 
the Government could retire the money in that way, and it would 
have less to retire and it could retire it and wipe out all currency 
with the $100,000,000, but if there was $200,000,000 outstanding re­
deemable in gold absolutely, it could not redeem it all, and thereby 
the chances of a depreciated currency would come much quicker.

Senator N e l s o n . 1 want to call your attention to how this worked 
under Cleveland’s last term of office. The national-bank notes 
could be redeemed in greenbacks; that is true enough; but whenever
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there was a demand for gold abroad, there was a firm—Mr. Unter­
myer, you probably remember the name of it—Heigelmeyer------

Mr. U n t e r m y e r . Heidelbach, Ickelheimer & Co.
Senator N e l s o n . Yes. They made a business every week of 

going to the subtreasury with greenbacks and drawing the gold and 
shipping it over to Europe, and their operations became an endless 
chain. They did it week after week. You could read in the papers 
that that firm had taken out that much gold; and under the law they 
could not retire the greenbacks. There is a law preventing green­
backs being reduced below $346,000,000.

Senator Sh a f r o t h . Yes.
Senator N e l s o n . And to-day anybody can use those greenbacks 

as an instrument for drawing gold out of the Treasury without limit.
Senator R e e d . D o you not think that ought to be cured in this 

bill, Senator?
Senator N e l s o n . H o w ? I think the banks ought to redeem this 

currency in gold and not throw the burden on the Government.
Senator R e e d . Is not that provision in regard to greenbacks that 

they could be retired if the Government wanted to ?
Senator N e l s o n . If we made gold currency in the place of it, it 

might do.
Senator B r is t o w . T o get back to the question that I spoke of, the 

reserve being required in gold or lawful money—if, as lawful money, 
the greenback was ever less than gold—why, that would be the money 
that the banks would use for their reserve, and because it would be 
cheaper to use it, the gold would disappear.

Mr. U n t e r m y e r . The Government is under obligation to keep it at 
parity.

Senator B r is t o w . But the burden is on the Government to main­
tain that.

Mr. U n t e r m y e r . Senator, I do not think we differ about that at all.
Senator B r is t o w . That is right. We will go ahead, then.
Senator Sh a f r o t h . Senator Nelson, is not there a law that pro­

vides that when the greenback is redeemed that it shall not be 
reissued except by the substitution of gold for the greenback ?

Senator N e l s o n . I do not think so. There is a law you know— 
they went to work after the war, when they tried to fund our debt, 
ana they kept on reducing it. They set out to redeem all the green­
backs, until Congress finally passed a law which stopped it and fixed 
it at the present maximum. If the Congress had not passed a law 
they would have had them all retired. That was the scheme in those 
days.

Senator Sh a f r o t h . I had an impression that there was a law that a 
greenback should not be reissued, unless------

Senator N e l s o n . They can not retire them, because they have no 
right to retire greenbacks.

Senator Sh a f r o t h . H ow  ?
Senator N e l s o n . They have a right to retire them to not below 

$346,000,000.
Mr. U n t e r m y e r . Senator Shafroth, I do not think the question of 

expediency in this form of bill—gold or lawful money—is anything 
like an offset against the discredit that the bill will get in foreign 
countries by having this provision in it; and, after all, the character 
of our money and the way it will be regarded and of our credit and 
our bills abroad depends upon the foreigner’s view of our currency;
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quite as much, if not a little more, than the view prevailing in our 
own country.

Senator Sh a f r o t h . I have always thought that money that was 
issued by the Government and made redeemable by the Government 
should Be the specific thing—gold, or whatever your currency is; but 
wherever it is to be redeemed by something else, like a national bank, 
then it puts the bank in competition with the Government in the 
attempt to get gold, and that, of course, would have a tendency to 
make gold increase in price as compared to the circulating medium.

Mr. U n t e r m y e r . But, under this bill, the obligation is on the 
Government.

Senator S h a fr o t h . N o.
Mr. U n te r m y e r . So far as the public is concerned, the obligation 

is on the Government. The gold is redeemable either at the office 
of the Treasurer in Washington or at the reserve bank; that gives 
the option to the man who holds the note.

Senator Sh a f r o t h . Yes; but the note circulating within the dis­
trict is likely to be redeemed within the district; in fact, if they go to 
another district they have got to be sent back to the Treasury.

Mr. U n t e r m y e r . I know; but at the same time there is the option 
on the part of the holder of that note to go to the Government and 
demand his money.

Senator Sh a f r o t h . Of course he has got an option of doing that, 
but it is not the natural course of redemption that would occur.

Mr. U n t e r m y e r . That makes it a Government obligation.
Senator Sh a f r o t h . There is not any doubt but that in the end, if 

this note should ever go to a discount, the Government would have to 
come to the rescue, but the redemption is in the regional bank, be­
cause there the notes circulate; there the people live who have these 
notes. If the notes go out of the district, they are immediately sent 
back into the district, and there is the place of redemption, and if you 
have the banks having a gold reserve, and the Government having a

fold reserve, you are going to pile up that gold reserve so that it will 
e impossible to issue------
Mr. U n t e r m y e r . Here is the obligation on the face of it-a Govern­

ment obligation. There is no obligation on the face of this paper of 
anybody except the Government. It is a Government debt. But in 
that aspect I had intended to make the suggestion which I made earlier 
in the day, that the reserve banks should be required to keep their 
stock of gold at a central point—in Washington—credited to each 
reserve bank, but so that the Government, whenever a demand was 
made, can meet the demand out of the stock of gold belonging to that 
reserve bank. The gold should all be at one central point.

Senator Sh a f r o t h . That would relieve the gold very much, but I 
think it is very serious to have these two redemption points and 
make them have gold reserves to redeem in each.

Mr. U n t e r m y e r . But the Government will not have the gold, 
and that is the reason that the gold should be under its control, 
because the promise, the obligation to pay in gold is not good 
except in so far £s the gold is there to meet that obligation. That 
is covered by gold to a certain proportion. It is not good if there is 
no gold there. Here is an obligation— a direct obligation of the 
Government to pay in gold, and if the gold or gold reserves are 
scattered through these different parts of the country, if a man 
comes along and says, “ I want my money from the Government,”
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they have not got it. The Bank of France has been hurt by the fact 
that it sometimes takes a week or two to give a man his money in 
gold. It has been said all over the world on that account that they 
really do not redeem in gold, whilst if you go to our Treasury or to 
the Bank of England you can get gold instantly.

Senator Sh a f r o t h . Their notes have never gone to discount.
Mr. U n t e r m y e r . N o, because the crisis has not come, but at the 

same time a bill of exchange drawn on Paris does not sell like one 
drawn on London, and when people want to buy exchange for their 
international transactions, the Frenchman himself will go to London 
and buy exchange, because it sells better. Because they know that 
the gold is there.

Senator Sh a f r o t h . Let me ask you a few more questions.
Senator B r is t o w . I have a lot of questions here that I desire to 

ask.
Senator R e e d . I want to ask a question right now, because it is 

pertinent to just what was being said.
Senator B r is t o w . All right.
Senator R e e d . Y ou say that there would be some difficulty under 

this bill or that there might be some difficulty about the gold reserve 
being scattered in 12 different banks. I want to call your attention 
right in connection with that criticism that this language in the bill— 
I refer to section 16------

Senator N e l s o n . What page?
Senator R e e d . Page 28, section 16, of the House bill—

that all moneys now held in the general fund of the Treasury, except the 5 per cent 
fund for the redemption of outstanding national-bank notes, shall, upon the direction 
of the Secretary of the Treasury, within 12 months after the passage of this act, be 
deposited in the Federal reserve banks, which banks shall act as the fiscal agent of the 
United States; and thereafter the revenues of the Government shall be regularly 
deposited in such banks, and the disbursements shall be made by checks drawn against 
such deposits.

I take that I am right in assuming that that makes it the absolute 
duty of the Treasurer of the United States to put into these reserve 
banks every dollar of our Federal money except 5 per cent of the funds 
for the redemption of outstanding bank notes, and except the gold 
coin that is now set aside back of the gold notes.

Mr. U n t e r m y e r . Gold certificates.
Senator R e e d . Gold certificates.
Mr. U n t e r m y e r . And how about the gold set aside behind the 

greenbacks— $150,000,000, is there not, there, against the greenbacks ?
Senator R e e d . I s that sacredly set aside?
Mr. U n t e r m y e r . I do not know as to that. I think so. Is it, 

Senator Nelson, a specific fund? The act of 1900, if we have it 
here------

Senator N e l s o n . The gold standard act prescribes it.
Mr. U n t e r m y e r . I thought it was a special fund.
Senator R e e d . There may be that special fund.
The Ch a ir m a n . It is a special fund held against the greenbacks.
Senator R e e d . I  think that is right; and there would be, of course, 

excepted from the operation of this bill $1,100,000 held back of our 
gold reserves.

Mr. U n t e r m y e r . $1,026,000,000.
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Senator R e e d . $1,100,000,000,every other dollar that we have got 
and every dollar we get has got to go into those banks.

Senator H it c h c o c k . Y ou have got those figures wrong; that is 
$150,000,000.

Senator R e e d . $150,000,000 back of the greenbacks; there is 
$1,100,000,000 approximately back of the gold certificates.

Mr. U n t e r m y e r . Is it not $1,076,000,000?
Senator Sh a f r o t h . It was $1,086,000,000 this morning, but it 

has run up as high as $1,100,000,000 in the last month.
Senator R e e d . As I  understand this, that takes in all those gold 

certificates ?
Mr. U n t e r m y e r . I will say $50,000,000.
Senator Sh a f r o t h . It has gone up as high as $100,000,000 in the 

last month.
Senator R e e d . With those exceptions, whatever the exact figures 

may be, it all has to go into the banks ?
Senator N e l s o n . Not that money.
Senator R e e d . I say “ with those exceptions.” He puts the Gov­

ernment in this shape, as to all moneys it gets—gold, silver, or 
paper—it has to take it over and put it in the bank. How could 
the Government have any money on hand for the purpose of redeem­
ing, making good this currency, which we are putting into this 
bank’s assets ?

Mr. U n t e r m y e r . That is the criticism I  have just made, Senator.
Senator R e e d . I was out. I did not understand that it had been 

made. I wanted, in connection with your criticism, to put that 
language in that way. It seems to me that the privileges of this 
bill manifestly are to be very carefully dealt with.

I want to ask you another thing in connection with it, aside from 
the mere question of redemption. Do you believe that there is any 
element of danger in making a law that compels the Treasury of the 
United States to disgorge its moneys and put them into this system 
of banks, willy-nilly, regardless of all circumstances and of all con­
ditions ?

Mr. U n t e r m y e r . I do not see any objection to the Government 
depositing its money in these banks.

Senator R e e d . I am not talking about whether the Government is 
wise and thinks best to do that, but I am talking about making the 
iron rule a law which says to the Treasurer of the United States:

You shall not put that money into your vault, no matter what the conditions are; 
you must put it over here in these banks.

Do you think it wise to make a rule of that kind ?
Mi. U n t e r m y e r . I see no objection to giving the Treasury some 

discretion in the matter.
Senator R e e d . I would certainly think it ought to have some dis­

cretion in that matter. Ought not the Treasurer to have that dis­
cretion which a proprietoi has over that which is his own—to put it 
in there oi not to put it in theie, as in the couise of discretion it ought 
or ought not to be so deposited ?

Mr. U n t e r m y e r . It depends upon what you are doing. Ifyouaie 
establishing a system and you want to strengthen it, you want to 
grv e it all the funds that are available.

Senator R e e d . If you were in business and wanted to strengthen 
it, would you adopt that course and make an ironclad rule that you
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would put> all the funds into that business that it required ? I hardly 
think you would want to provide such an ironcftta rule as that, to 
put every dollar you had into that business.

Mr. U n t e r m y e r . If I was running a department store that had a 
bank as one of its departments I would put my funds into the bank 
to strengthen it.

Senator R e e d . That would be your bank?
Mr. U n t e r m y e r . Yes, sir.
Senator R e e d . This is not our bank.
Mr. U n t e r m y e r . We have, however, a large discretion over and 

interest in its operation.
Senator R e e d . But we have no discretion about our putting our 

money in it, however. Let me imagine this sort of thing. My 
imagination is not ample; it is only Irish.

Mr. U n t e r m y e r . Well, that is very close to mine in temperament.
Senator R e e d . Let us imagine that when we put this system into 

operation we find that after it has run awhile we have a large amount 
of paper outstanding, and there has come some calamitous condition 
in the country and that paper can not be paid—the paper upon which 
the currency is based. We find that the whole banking system, the 
whole scheme now, existing in 7,800 independent banks, but under 
the new bill tied together by 12 regional banks; that at least those 
12 regional banks are in a shaky condition and maybe are going to 
fail, and here is a Secretary of the Treasury with some emergency 
existing for the Government and demanding this money and he is 
compelled to put this money into the bank by the ironclad rule of 
law.

Senator N e l s o n . Senator, allow me in that connection to say 
just one thing right here. Under the present law the Treasury 
Department can deposit Government funds in its discretion with 
national banks upon security. There is nothing in this bill that I 
can fiiyl that requires these reserve banks to give security for these 
Government deposits, except you can say that that would come in 
under that law. There is nothing here.

Senator R e e d . That is just what I am driving at. I have not 
found it.

Senator N e l s o n . It can require security under the present law. 
They afterwards extended it to Government bonds, and I believe 
finally now they have added commercial paper and do it on that 
basis; but there is nothing in this bill that I can see that requires 
any security to be given for these Government deposits

Mr. U n t e r m y e r . Yes; and there ought not to be. These Federal 
banks can incur no obligation except to the Government and for cur­
rency loans, and to its member banks for their deposits.

Senator N e l s o n . They give no security, however.
Mr. U n t e r m y e r . The ordinary bank has obligations; this reserve 

bank has no power to incur any obligation except as stated.
Senator H it c h c o c k . But it has deposits.
Senator N e l s o n . In the State of Minnesota we deposit funds 

among the State banks, but we require them to give security.
Senator R e e d . There is nothing in this bill that gives the Govern­

ment the first lien for the money it deposits. It gives it a first lien 
as to the money it advances upon assets of the regional banks.

Mr. U n t e r m y e r . It ought not to have a first lien as against the 
money deposited by the banks. The Government money ought to
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be on the same basis as that of the banks, because of the supervisory 
control it exercises.

Senator N e l s o n . Another thing, Senator Reed, right in that con­
nection. You are on the right track here. They are virtually com­
pelling the Federal Government to open an account with these regional 
banks that do all their disbursements by checks, instead of giving it 
out to you and I and all other Government employees. They give 
us checks on these regional banks. That would be the system. It is 
simply making the Government establish checking accounts with all 
these banks.

Mr. U n t e r m y e r . It has checking accounts now— a great many.
Senator R e e d . There is another reason it seems to me. The Gov­

ernment of the United States agrees to make good in gold every note 
that may be issued at the demand of these banks.

Senator N e ls o n . Regional banks ?
Senator R e e d . N o w , if the Government of the United States col­

lects at its port of entry and by its various other means funds from the 
country and has the right and power to lay aside in its vaults such 
gold as it gets from time to time, it has that gold in reserve to meet 
its obligations; but under the provisions of this bill it is compelled to 
deposit every dollar it gets in these banks. It no longer has the 
ability to conserve its gold reserve or to create one; it must carry that 
gold over the minute it gets in and put it into these banks where only 
33 per cent of it is being held.

Senator B r is t o w . None of it is being held, “ gold or lawful 
money.”

Senator R e e d . It seems to me we ought to give that very serious 
consideration. I have not arrived at any conclusion about it.

Mr. U n t e r m y e r . I think that the Government stock of gold 
should be segregated and used to uphold its own credit and that it 
should not be required to deposit its gold with the reserve banks.

Senator R e e d . I think you are right about that.
Mr. U n t e r m y e r . That is why I an offering the suggestions I am 

making here, in respect to this question of gold. A point that occurs 
to me is that there is no power m the bill, so far as 1 can see, to issue 
currency with which to buy gold. Reserve banks have the right, 
under the bill, to deal in gold or gold bullion, and the Government 
has the specific right to issue currency, but only as against certain 
specified assets, consisting of commercial paper. There is nowhere 
any power to issue currency with which to buy gold, and thus make 
good its obligation to maintain the parity ana to redeem the notes 
that are provided to be issued.

Senator Sh a f r o t h . Does not the law of March 14, 1900, which is 
reaffirmed in this bill give that right ?

Mr. U n t e r m y e r . Only to preserve the parity of our then existing 
note issues.

Senator Sh a f r o t h . To preserve the parity and to use all the powers 
of the Government.

Senator N e ls o n . That is only to get the gold to maintain the par­
ity of our money which we had at that time.

Mr. U n te r m y e r . Yes; and I understand that they can only do 
that through bond issues. The Government will have the right to 
issue this particular kind of currency now under discussion for the 
purposes and upon the security specified, and for none other. It is
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specifically provided that this currency shall only be issued for certain 
purposes, which do not include the purchase of gold. That is my idea.

Senator S h a f r o t h . I think you are right there.
Senator N e l s o n . The law of 1900 provided for the sale—authorized 

the sale of bonds to replenish the gold reserve. That was to replenish 
the gold reserve for the purpose of taking care of the greenback and 
silver currency; but there is no law authorizing the replenishing of the 
gold reserve to take care of this reserve currency.

Senator R e e d . Y o u  do not think that could be implied ?
Senator N e l s o n . I hardly think so.
Senator R e e d . It merely preserves the right created by that law.
Senator N e l s o n . I do not think it could be implied.
Senator R e e d . It could not be implied to care for this money we 

are about to issue.
Mr. U n t e r m y e r . These are all changes largely of phraseology and 

do not affect the fundamental principles of this bill.
Senator R e e d . But they are very important.
Mr. U n t e r m y e r . Yes; they are important. Of course, the bill 

needs a number of these changes. I have thus far referred to only a 
few of them. There are many more and some of them important. 
They do not, however, affect the great question as to whether this is 
a good system in its fundamentals.

Senator B r i s t o w . If you are through with that, we will come 
back to the system.

Mr. U n t e r m y e r . If you do not mind, I would like, in connection 
with my claim that these currency notes can not be issued to buy 
gold and that no means is provided to supply the gold with which to 
make good the redemption promise, to call your attention to the 
following language of section 17:

Sec . 17. That Federal reserve notes, to be issued at the discretion of the Federal 
reserve board for the purpose of making advances to Federal reserve banks as herein­
after set forth and for no other purpose, are hereby authorized.

That would exclude the power of the Government to issue these 
notes to replenish the gold reserves.

Senator S h a f r o t h .- I think it quite likely.
Senator B r i s t o w . Now, back some time since, when we got 

started off on this gold question, I was inquiring why provision 
should not be made so that this bank at Anthony, Kans., could take 
those securities direct to the Treasury and get the currency from 
the Government—this Government currency—instead of through 
the machinery of this bank; and you suggested it would be a very 
difficult thing to do.

Mr. U n t e r m y e r . A very dangerous thing.
Senator B r i s t o w . A very dangerous thing ?
Mr. U n t e r m y e r . And it seems to me a very unscientific thing.
Senator B r i s t o w . When a national bank wants to issue any cur­

rency it goes to the comptroller, does it not, under fixed require­
ments of the law ?

Mr. U n t e r m y e r . Yes.
Senator B r i s t o w . And it gets the currency and it is issued and 

it circulates among the people. That has not been very dangerous 
and it has not been very complicated, has it ?

Mr. U n t e r m y e r . It has been very rigid, and is measured by the 
known quantity of Government bonds of a given character.

Senator B r i s t o w . Very will; we will admit that it is rigid.
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Mr. U n te r m y e r . But it is the Government credit on which they 
get the currency.

Senator B r is to w . The Government credit— it takes a Government 
bond, but the Government deals directly with the bank.

Mr. U n te r m y e r . Yes; but the Government originally had the 
gold from that bond with which to pay this note. In other words, 
when the bond was sold, the Government got the gold. And so 
when the man comes over with the bond the Government presumably 
has the gold that it receives from that bond against the note. That 
is 100 per cent security.

Senator N e ls o n . The Government, under this bill, can not get 
any gold except by the sale of bonds, for the reason that these Fed­
eral reserves are to be accepted in payment of all dues to the Govern­
ment— taxes, customs, duties, and everything else. The Government 
can not get any gold through these reserve notes. The only way the 
Government could possibly get it, and that is doubtful, without 
amending the law-------

Mr. U n te r m y e r . It can still own the notes. It can exchange 
those notes for gold. It can sell them.

Senator N e ls o n . That is, if the regional bank had the gold ?
Mr. U n te r m y e r . No; it can sell them in the markets of the world.
Senator B r is to w . What notes do you refer to ?
Senator N e ls o n . The reserve notes.
Senator B r is to w . The Government sells this currency.
Mr. U n te r m y e r . It can issue this currency.
Senator R e e d . You mean discount it for gold ?
Mr. U n te r m y e r . Yes. They can not directly discount it for gold. 

I agree to that. But they could issue those notes through the re­
gional banks and buy gold.

Senator N e ls o n . Unless it was compulsory it would not work very 
well.

Mr. U n te r m y e r . I do not think you could do it that way— sell 
the notes and get the gold for it.

Senator B r is to w . N ow , to get back to this system of which you 
are afraid of the Government dealing direct with the banks. The 
Government has experienced no difficulty in dealing with the indi­
vidual banks so far as the present national-bank currency is con­
cerned. Now the only complaint is that that is a rigid currency. 
It is based on the obligations of the Government. It is proposed 
here to issue a currency based on the obligations of the individual 
citizen who is in business— not on the obligations of the Government. 
If the law would prescribe the kind of security that could be received 
by the comptroller and currency issued upon such security under 
certain conditions, why could not the comptroller’s office deal directly 
with the banks ?

Mr. U n te r m y e r . Because it has not the safeguards thrown around 
it and you would make a collection agency of the Government. 
Under the pending bill the Government can rely largely as to the 
character of its security upon the investigations of the reserve 
board.

Senator B r is to w . That would depend, would it not, upon the 
kind of security the Government decided could be hypothecated for 
currency ?

Mr. U n te r m y e r . I am assuming it is such security as the banks 
have which is owed for the currency.
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Senator B r is t o w . If that were State bonds or municipal bonds or 
security of that kind it would not be difficult would it, because it is 
well known what the market value of that kind of security is ?

Mr. U n t e r m y e r . When would that money ever come back ?
Senator B r i s t o w . That would depend upon the tax that was put 

on its use, would it not, as to when it came back ?
Mr. U n t e r m y e r . To some extent; but it seems to me that a large 

part of it would naturally not come back except in the course of years 
if it was loaned on obligations of that character. You would soon get 
to the end of your tether. *

Senator B r i s t o w . I think not at all. If a bank paid interest for 
the use of this currency to the Government—for the use of this cur­
rency issued to it upon this security—-and a deposit of this security is 
made to secure the return of the currency, and if month by month the 
interest charge became heavier it would, as a matter of fact, result in 
the notes being presented for redemption and taken up. Would not 
that give elasticity to the currency?

Mr. U n t e r m y e r . Up to a certain point; but you would not get a 
currency that ŵ ould retire itself at all, except by enforced redemption 
at a high rate of interest; and then you might have to run the interest 
rate up to such proportions that it would reflect upon the credit of the 
whole country. If the Government found itself exacting say 7, 8, 9, 
or 10 per cent interest upon municipal bonds what becomes of our 
credit throughout the world? All private credits would go up.

Senator R e e d . Would that be true, then, if this board raised the 
interest ? ^

Mr. U n t e r m y e r . I can not conceive of the board raising this 
interest to any great height.

Senator R e e d . They are not authorized to stop it.
Mr. U n t e r m y e r . Yes; they are always authorized to stop it.
Senator R e e d . Not under this bill.
Mr. U n t e r m y e r . Yes; they have the right to fix the rate, the 

right to fix the security, and the right to do those would necessarily 
imply the right to refuse to issue the paper at all.

Senator R e e d . The point I am making is in connection with the 
raising of this interest rate upon the moneys issued to the banks upon 
the illustration of Senator Bristow. If that would destroy the 
credit of the country abroad and break down the system, then I do 
not see why there should be a raise to a very high rate.

Mr. U n t e r m y e r . No; suppose we analyze it for a moment. Here 
you have a rate covering a great region of the country, a reserve 
region of one-twelfth we will say of the whole country, based upon 
short-time paper, that is to some extent self-redeemable and self- 
payable. It is not within the range of probabilities that the rate 
would go up to any extortionate amount, because the situation is 
temporary and the paper rapidly maturing. You are dealing with 
26,000 banks, and some bank comes in and borrows on municipal 
bonds or something else due in 10 or 20 years and the rate rises 
automatically month by month under your plan, and that particular 
bank is not able perhaps in one to three years to realize on its bonds 
so as to pay, ana the rate goes up to an abnormal figure.
Senator R e e d .  Y ou are assuming that it has now liquid assets: it 

has notes, etc., to collect.
Mr. U n t e r m y e r . I am assurring that it will need those assets in 

its current business, and has on hand a municipal bond which has no
9328°—  S. Doc. 232, 63 -1— vol 1------- 57
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market, payable many years from now. It takes it years to get 
in the money, and I say to Senator Bristow that under his plan he is 
going to keep automatically raising the rate month by month until 
the loan is paid, and that is impracticable beyond a given limit. 
You can not issue currency based on immovable assets or on obliga­
tions with a long or uncertain maturity.

Senator B r is t o w . You say this municipal bond is not liquid. Do 
you expect the Government to collect these notes of Tom, Dick, and 
Harry out here in California or Oregon and hypothecate them ?

Mr. U n t e r m y e r . N o : because between the member banks and the 
Government you have the regional banks, which are responsible for 
the debt and must assume the burden.

Senator R e e d . Do you expect the regional banks to do that?
Mr. U n t e r m y e r . N o : we expect the member banks to collect for 

them: but we expect them to collect for the account of the regional 
bank. When the member bank does not collect, of course the regional 
bank will have to have the machinery for that purpose. But that is 
a very different thing from the Government having the machinery, 
itself having running accounts, taking collateral, and collecting if the 
collections are not made by the member banks.

Senator H itc h c o c k . Suppose it was limited to the national banks, 
which is as far as this bill goes ?

Mr. U n t e r m y e r . I should hope that was not so.
Senator H it c h c o c k . I think it will be limited to that extent.
Mr. U n t e r m y e r . Then you will never have much of a system.
Senator H itc h c o c k . Suppose it was limited to the national banks, 

and suppose we created 48 subtreasury officers to correspond to the 
48 cities we have now. Suppose we use the machinery of the comp­
troller's office which already exists, and under which the banks are 
periodically examined by the comptroller's agents. Those agents 
are obtained to examine the banks as to their solvency and they are 
competent to pass upon the paper in the bank, are they not ?

Mr. U n t e r m y e r . I  do not think that follows.
Senator H it c h c o c k . That is what they do all the time.
Mr. U n t e r m y e r . They do, to a certain limited extent, of course, 

but in a general way I do not think that is true.
Senator H it c h c o c k . Suppose the bank examiner placed in each 

one of these subtreasuries, instead of putting up bonds, should pass 
upon this commercial paper. These experts are just as competent 
to pass upon that paper as these regional banks, but instead of 
having 12 we would have 48. What would be the objection to having 
the national banks secure from the Government an amount of cur­
rency, say, equal to three quarters of its capital stock, and have 
them put up the commercial paper which would be passed upon 
by the examiners ?

Mr. U n t e r m y e r . It would be bureaucratic. It would be putting 
the final decision as to the character of the paper put up as security 
into the hands of one man. Now, the paper is subject to the examina­
tion of the banks themselves and the board of directors. Again, you 
would not have the security you have now. You have now the 
uncalled liability of the bank. You have a first lien upon all the 
assets of the reserve bank and on all its deposits.

Senator H it c h c o c k . Y ou can make this a first lien, too.
Mr. U n t e r m y e r . No; you can only make this a firkt lien on the 

assets of that particular bank, Senator, *

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



BANKING AND CURRENCY. 8 9 3

Senator H itc h c o c k . The agent of the Treasury would be the 
examiner, then.

Mr.UNTERMYER. I understand that. Some one official would be the 
examiner. Under the other system there would be a board to do that.

Senator R e e d . Y ou do not mean that the board of nine members 
would examine 700 of these members of the regional bank? They 
would have to do that through agents, would they not ?

Mr. U n t e r m y e r . I do not think so. That is one of the arguments 
in favor of 12 regional banks instead of a less number—the directors 
would be selected from the regions where they have the general knowl­
edge which is required to pass upon that paper. But there is a lack 
of security to the Government behind that sort of note issue.

Senator R e e d . Where do you get the additional security in the 
reserve system ?

Mr. U n t e r m y e r . In the first place, you get all the reserve of the 
bank for every discount and every member bank instead of getting 
simply the obligation and reserve of the one bank—No. 1.

Senator B r is t o w . While you have the assets of the regional bank, 
the regional bank has a great deal more obligations to the Govern­
ment man the individual bank has.

Mr. U n t e r m y e r . I understand that it is under obligation to the 
Government to accept the currency and the money deposited by the 
Government. If you deal through a regional bank, you can get addi­
tional security that you do not get when you deal with a member. In 
the first place, you get the uncalled stock liability.

Senator R e e d . That is a double liability of the stock.
Mr. U n t e r m y e r . Yes; and the 10 per cent that is uncalled. Then 

you get a first lien upon all the assets of that bank, which means that 
you get a lien ahead of everybody else on the deposits of the member 
banks with that reserve bank.

Senator R e e d . Y ou mean to say that you get a first lien upon the 
assets ? Assets are the reserves.

Mr. U n t e r m y e r . I said upon the deposits.
Senator R e e d . The reserves that are there ?
Mr. U n t e r m y e r . Y ou get a first lien on  those.
Senator B r is t o w . On the assets ?
Mr. U n t e r m y e r . Yes.
Senator B r is t o w . It would not be on the reserves of the bank?
Mr. U n t e r m y e r . Those deposits are assets of the reserve banks.
Senator B r is t o w . They aie debts of the reserve banks.
Mr. U n t e r m y e r . They are also liabilities; but they are assets.
Senator B r is t o w . H ow could you have a debt and an asset at 

one and the same time? They do not mean one and the same thing.
Mr. U n t e r m y e r . Of course, you would have a liability. The 

money that the member bank puts in there—those are assets of that 
reserve bank; it owes the member bank and it is indebted for the 
amount of the notes.

Senator H itch co ck . Instead of a lien on the deposits you mean a 
lien on the cash ?

Mr. U n t e r m y e r . I mean a first lien on all the moneys they have.
Senator H itc h c o c k . What deposits of any value are there ? There 

is only a third on hand in cash.
Mr. U n t e r m y e r . But the rest of it they have out in obligations— 

notes that they have discounted and own. They would have a lien 
on all those. That means a lien on the deposits. Then eMery mem­
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ber bank becomes a guarantor for the obligation of every other mem­
ber bank for the unpaid liabilities.

Senator R e e d . They become liable to the regional banks to the 
extent of its stock interest.

Senator R e e d . Let us capitalize a regional bank.
Senator B r is t o w . Yes; that is an excellent idea. Also capitalize 

the individual bank and put them side by side.
Senator R e e d . N ow , let us say that here is a regional bank started 

in the city of St. Louis with 700 member banks and with 10 per cent 
of the capital stock and those 700 member banks will take up 
$5,000,000. This is an arbitrary figure. You take $5,000,000 and 
you put it in the Treasury. You have got now the right to call for 
$5,000,000 against these member banks.

Mr. U n t e r m y e r . Yes.
Senator R e e d . That constitutes the double liability for it. You 

have $5,000,000 now.
Senator W e e k s . It is not a double liability, for you have to issue 

stock for that second $5,000,000.
Senator R e e d . Yes; you just have $5,000,000 in money.
Mr. U n t e r m y e r . That $5,000,000 uncalled liability is an asset.
Senator W e e k s . Of course.
Senator R e e d . I am going to put it over here and count it as a real 

reserve to be drawn against, ana we will say you have $10,000,000 of 
deposits.

Mr. U n t e r m y e r . And now you have $30,000,000 of deposits.
Senator R e e d . N ow  vou have $30,000,000 of deposits, which is the 

reserve which the banks now have in their vaults or have in the 
vaults of other national banks.

Mr. U n t e r m y e r . And that $30,000,000 of deposits is invested 
now in obligations.

Senator R e e d . We have $40,000,000.
Senator W e e k s . Some of it.
Mr. U n t e r m y e r . Yes; the rest of it is gold.
Senator R e e d . Y ou have $40,000,000 in this bank now. Now 

what happens? We loan that $30,000,000 at once to the member 
banks and we take the notes of the member banks, and we also loan 
our $5,000,000, or two-thirds of our $5,000,000, put in for stock. We 
loan that out.

Mr. U n t e r m y e r . You can loan that all out; and you can only 
loan two-thirds of the $30,000,000.

Senator R e e d . Y ou are correct. We have a bank now with 
$20,000,000 and we have set aside a reserve of $10,000,000 in gold, 
and we loan $20,000,000. Now we have $30,000,000.

Mr. U n t e r m y e r . Y ou loan  the 20 and the 5.
Senator R e e d . We have $25,000,000 loaned and we have the 

paper of these banks. We thereupon go down to the Treasury with 
that $25,000,000 and we get $25,000,000 Federal notes for it.

Mr. U n t e r m y e r . Yes.
Senator R e e d . Which we in turn loan again to these other banks, 

for we have it in our hands.
Mr. U n t e r m y e r . And then when you do that you get their assets.
Senator R e e d . N ow , we have the obligations of these banks in the 

long run for $25,000,000 and we have given and obtained from the 
Government $25,000,000 of paper.
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Mr. U n t e r m y e r . But you must add this $25,000,000 to your 
assets; you must put the $25,000,000 on this side.

Senator R e e d . N ow , you have hack of that paper money that 
was issued by the Government what? You have the $5,000,000 of 
stock in this bank and you have the $25,000,000 of the member 
banks’ paper, indorsed by the regional banks. If you turn it over 
again, making the second loan, you then have $50,000,000 of bank 

i Tency. Each time you turn it over you

Mr. U n t e r m y e r . But $25,000,000 of this comes behind the Gov­
ernment debt. The currency is preferred. It is a first lien ahead 
on these reserves.

Senator R e e d . I understand that, but you lend it out again and 
go back and get more currency.

Mr. U n t e r m y e r . Y ou are always $25,000,000 ahead.
Senator R e e d . I grant that. But you keep on doing this until 

finally, having taken out one-third each time of the gold reserve, 
you have $100,000,000 of this currency out. You have $100,000,000 
of notes indorsed by the banks and you have that $5,000,000.

Mr. U n t e r m y e r . Y ou have $125,000,000 indorsed by the banks.
Senator R e e d . Well— $125,000,000. You have that $5,000,000 

of money you originally put in. The rest of this is all the debts of 
these banks and you have not got a thing to fall back on outside of 
that money that was originally put in, except the $5,000,000 of addi­
tional assessments you can make. Now, then, that is that situation.

Senator B r is t o w . N ow , take an individual bank.
Senator R e e d . Let us take a bank that is organized with $100,000 

of capital.
Mr. U n t e r m y e r . I think you are wrong, Senator Reed, if I may 

interrupt, if you do not mind. What you have is this: You have 
back of that $25,000,000 the notes.

Senator R e e d . Y ou have the obligation.
Mr. U n t e r m y e r . Y ou have $40,000,000 of securities.
Senator R e e d . But it is made up of the notes.
Mr. U n t e r m y e r . The point about it is that the Government’s 

claim for the currency becomes a prior lien; prior to the reserves of 
these banks, and therefore it is absolutely good. The banks can not

fet back a cent of their reserves until all that currency is redeemed 
y the reserve bank.
Senator R e e d . But they borrow back the reserves.
Mr. U n t e r m y e r . Y ou have the notes instead; you have a prior 

claim to the member banks on these assetŝ
Senator R e e d . Well, let me grant that for the moment—‘although 

I think that what you have got in this transaction is $5,000,000 in 
money paid in by the banks for this stock, $5,000,000 in liability for 
the issue, and then you have the notes of the bank representing the 
money that is issued. Now, we are talking about the security for 
this money.

Mr. U n t e r m y e r . Then you have also the gold reserves as further 
security for the notes.

Senator R e e d . Yes; you have got your 33J per cent.
Mr. U n t e r m y e r . I mean that that is your security, too.
Senator R e e d . That comes out of the aggregate, of course. When 

you take out your reserve and your gold you set that aside and that 
is that much margin.
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Senator H itc h c o c k . Senator Reed, I  think you have left out still 
another very important distinction. That is, under that suggestion 
made by Senator Bristow which I took up, there was a limit on the 
amount of currency, or credit, which each bank would secure.

Senator R e e d . I am coming to that.
Senator B r is t o w . He is coming to the individual bank.
Senator H itc h c o c k . But under this scheme there is no limit to 

the amount of credit which the reserve bank may extend to the 
individual bank; and instead of extending to the individual bank a 
limit, of say, 75 per cent, as proposed by Senator Bristow, the reserve 
banker extends it a credit of 400 per cent on its capital; and that is all 
the security the Government would get in addition.

The Ch a ir m a n . May I  make just one suggestion there? The 
primary security against these notes consists of the note of the 
individual which is discounted, and which, under the terms of this 
bill, has a short maturity. Under the law of probabilities, the danger 
of a man who is regarded as good by a bank and to whom the money 
is loaned failing within 60 or 90 days would probably be about 1 in 
25,000.

Senator R e e d . That is true of both systems.
The Ch a ir m a n . Yes, of any system.
Senator R e e d . One in twenty-five thousand ?
The Ch a ir m a n . And such a note, before it becomes a security 

under the system for the issuance of these Treasuiy notes, must also 
be indorsed by the member bank. And under the law of probability, 
the probability of a member bank in good standing, examined by tne 
examiners, ana reported as sound, failing within the period of 60 days, 
or 90 days—the life of the contemplated transaction—is probably 1 
in 100,000. And the measure of probability of the failure of the 
individual maker of the note and of the bank which indorses that 
note, failing within the limited number of days, would be measured 
by 25,000 multiplied by 100,000.

If, however, such a contingency should arise, then the note has the 
further security of the double liability of the stockholders of the 
member bank indorsing that note.

If, however, those resources should fail, the Government, in that 
contingency would, against such a loss of security, have the stock of 
that particular member bank that failed in this reserve bank.

In addition to that, however, it would also have the security of 
the reserve deposit of this member bank with the reserve bank. 
If, however, those resources should all fail, the Government would 
have a further safeguard .as to these particular notes, in the 33J per 
cent gold reserve required against the notes.

And in addition to that it would have a first lien upon the assets 
of this bank, which you have, in this particular case of exemplifica­
tion named, amounting to $40,000,000.

And in addition to that you have the double liability of the mem­
ber bank for the amount, equal to a like sum with their capital.

There never has been, in the history of the world, a note secured 
by such a volume of security.

Senator R e e d . I do not like to differ from the chairman; but I 
think you have counted your assets at least three times in turning 
that over, Mr. Chairman.

The Ch a ir m a n . Then the record is open to the Senator from Mis­
souri to demonstrate that fact.
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Senator R e e d . I can not see it that way. I do not mean that it 
is bad security; but I mean you have counted it too often.

Senator N e l so n . N ow , the regional banks are required to keep 
33J per cent in gold for redemption.

The Ch a ir m a n . Yes.
Senator N e ls o n . Now, that will be idle money. Why not require 

them to deposit that reserve in the Treasury Department, with the 
Treasurer, and then if every bank deposited that 33J per cent the 
Treasury Department would not have any trouble in getting a gold 
reserve to redeem the note. Would not tnat make it safer? Other­
wise you would simply have the bookkeeping of the banks.

Mr. U n t e r m y e r . That is the suggestion I  made awhile ago, except 
that the gold thus deposited should be to the credit of each reserve 
bank, but deposited so that the Government could make good its 
obligation to redeem the notes in gold.

Senator N e l s o n . It should be to the credit of each bank, for the 
bank note.

Mr. U n t e r m y e r . We went over that awhile ago.
Senator B r is t o w . N ow , I want Senator Reed to work out this 

little bank problem, to come down to the little banks. For his 
liability he has got his sacks up just as high. His liability is not as 
great, but he is just as good.

Mr. U t e r m y e r . Hardly.
Senator B r is t o w . I think he is better.
Senator H it c h c o c k . His liability is limited to 75 per cent of his 

capital stock.
Mr. U n t e r m y e r . Yes.
Senator H it c h c o c k . That is all the currency he can get, whereas 

through the reserve agent he may get an amount of currency which 
was 10 times the amount of his capital.

Mr. U n t e r m y e r . But I think the chances are about 1,000 to 1 on 
the question of security.

Senator B r is t o w . And then you put behind that 75 per cent—  
when Senator Reed gets that worked out—you put behind that 
the gold reserve in the same proportion that you require of the 
regional bank. You put behind it the assets of the member bank. 
Have you got that worked out, Senator Reed?

Senator R e e d . No; I have not been able to do it yet.
Senator H itch co ck . Would it not be well to adjourn at this time ?
Senator R e e d . I would like to see it done (and I will do it if nobody 

else will): Assuming that it proceeded on and got this currency until 
its ability was exhausted by the amount of gold reserve it had set 
aside, and see what the asset is back of it; and then take the indi­
vidual bank, with its limitation, and work it out. Somebody can 
do that, it seems to me.

Mr. U n te r m y e r . Do you think there is any occasion for me to be 
here to-morrow?

Senator B r is t o w . Y es. W e have not got started on the subject yet.
Senator H itc h c o c k . Yes. We have hardly got started.
Senator W e e k s . I  have not had time to ask any questions. Mr. 

Chairman, before we adjQurn, I want to make a little statement in 
connection with a colloquy which I had with Mr. Untermyer this 
forenoon about the bonds held by two Boston banks.

Mr. U n t e r m y e r . Yes.
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Senator W e e k s . I have not been able to find out the exact facts 
yet. I have been looking it up in the comptrolh r’s report to find 
out how many they held, but I have been unable to do so because real 
estate and other things are lumped with them; but I am inclined to 
think that I underestimated their holdings. And I want to say that 
in justice to Mr. Untermyer.

Mr. U n t e r m y e r . I do not think that was necessary, Senator 
Weeks, as I understood your point of view. You understand that I 
did not mean, in anything that I said as to those banks, to reflect on 
their method of domg business. I was trying to show why it was 
not to the interest of the great banks of New York to have this sys­
tem take the place of the present system.

Senator Sh a f r o t h . Mr. Chairman, when are we going to close 
these hearings ?

The Ch a ir m a n . We ought to be able to conclude with the witnesses 
who are available now by Friday.

Senator W e e k s . Mr. Chairman, I have several witnesses here who 
would like to be called. I should like to give you the names, if it is 
going to be the policy of the committee to call those witnesses who 
desire to be heard. I think the committee had better decide that 
question now. If it is decided to hear other witnesses, I would like 
to furnish the clerk with .these names, and ask that they be called.

Senator P o m e r e n e . Are they bankers ?
Senator W e e k s . Yes.
Senator Sh a f r o t h . H ow  many are there ?
Senator W e e k s . I do not know. There is a telegram from Charles 

P . Blinn, president of the Massachusetts Bankers’ Association, who 
asks to be neard.

Senator Sh a f r o t h . I s he the only one from home you have heard 
so far ?

Senator W e e k s . N o ; I have six. Five of country bankers. Mr. 
Blinn is vice president of a Boston bank. I understand that he wants 
to bring two or three country bankers with him from Massachusetts.

Senator B r is t o w . I  will furnish the chairman with the names of 
some country bankers from the West who want to be heard.

Senator P o m e r e n e . Mr. Chairman, I  want to renew a suggestion 
I have made three or four times, and that is that if we would allow a 
witness, when he comes here, to make his statement and then take 
up the cross-examination of him in some regular order we would save 
a vast deal of time and we would get more satisfaction out of it, both 
from the standpoint of the witness and from the standpoint of the 
members of the committee.

Senator Sh a f r o t h . I  think so, too.
Senator P o m e r e n e . There is not any doubt about it. We would 

have saved time this afternoon if we had adopted that course.
The Ch a ir m a n . That is a matter, of course, which rests in the 

discretion of the committee. It obviously is not for the chairman to 
intervene when an examination by a member of the committee is 
under way.

Senator W e e k s . I think we have been reasonably regular. I have 
been sitting here nearly the whole day listening to what was being said.

Senator P o m e r e n e . So have I.
Senator Sh a f r o t h . Mr. Chairman, can not we agree upon a time 

to close these hearings ?
Senator P o m e r e n e . No.
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Senator B r is t o w . No; we can not.
Senator Sh a f r o t h . Y ou will find that there will be more time------
Senator P o m e r e n e  (interposing). There will be a reasonable limi­

tation.
Senator Sh a f r o t h . Why not make it now ?
Senator H it c h c o c k . What was your suggestion, Senator Pomerene ?
Senator P o m e r e n e . Here is Mr. Untermyer, who has come here 

with well-defined ideas, which he wanted to present to this committee, 
and he should give them in some consecutive order. Now, let him 
make his statement, and then let the members of the committee 
question him, in regular order, upon matters that they may have in 
mind. In that way we will get the benefit of Mr. Untermyer’s 
thought upon the subject and have them in some consecutive order, 
it seems to me; and we will save a great deal of time by it.

Senator Sh a f r o t h . Well, can we close the hearings, say, Satur­
day— a week from next Saturday ?

Senator H itc h c o c k . H ow  can we tell at this time ?
Senator Sh a f r o t h . We have got to end them some time. We can 

go on indefinitely for 10 years and not get fairly through it.
Senator R e e d . Mr. Chairman, I have seen a great deal of time spent 

in the prosecution of a suit at law over one question; and it was 
deemed necessary by courts of justice to take that much time to 
investigate that one question. It is not unusual for an important 
lawsuit to last six or seven weeks. It occurs to me that, with a 
question of this kind, involving as it does the very life of the com­
merce of our country, we can afford to sit here long enough to let 
those parties who have a real and a substantial interest or a real 
message to deliver be heard.

Now, we are, of course, wasting time when the committee feels 
that it has been over this ground and been thoroughly advised; and 
then we ought to stop. There is this important fact that I want to 
emphasize.

If Mr. Untermyer, who is a very learned man, is correct in his 
diagnosis of this bill, then there are a large number of important 
amendments that he has suggested. We have had suggestions from 
men here who have spent their life in banking and who have pointed 
out a great many other suggested amendments.

And I think that before we put a system of this kind on the coun­
try that affects all the banks and all the people, we ought to come 
just as near knowing what we are doing as it is possible for us to 
know, within our limited experience and intelligence.

I am not in favor of any rush act on this bill. We have lived 
under the present system. The country is prosperous and I am 
willing to work as many hours a day as anybody wants to work. 
I am not willing to make a guess now as to tne period of time when 
we will know just what the best measure to meet the conditions of 
the country will be. That is the way I feel about it. I am willing 
to work, and keep on working; but I am not willing to set a time 
for stopping now.

Senator Sh a f r o t h . D o you not think that we will be able to cover 
all that is necessary by Saturday week ?

Senator R e e d . If we do, when we come to Saturday week we can 
say so.

Senator N e l s o n . We will know better when we come to the end
of the week where we stand; we can determine better then.
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Senator W e e k s . Mr. Chairman, there is a resolution introduced 
by me which has been referred to this committee, and I am likely to 
call it up at anj  time, because I think the members of the committee 
can see that it is likely to take most of the fall to get this bill reported 
out; and if it is going to take as long a time as that, the other Mem­
bers of the Congress, both Senate and House, had better be given an 
opportunity to go home.

Senator R e e d . I would not want to say on that that it was going 
to take most of the fall.

Senator W e e k s . I do not know that it is, but I think it is going 
to take some time.

Senator R e e d . There are men representing great banks coming 
here asking to be heard. Now, I want to hear them. I want to hear 
these great bankers------

Senator N elso n  (interposing). I do.
Senator R ee d  (continumg). And I  want to hear some little bankers, 

also.
Senator B r is t o w . That is what I want to hear—some of the little 

bankers.
Senator R e e d . And if there is anybody wanting to be heard from 

other classes of people, I want to hear them.
Senator Sh a f r o t h . But the Monetary Commission published vol­

ume after volume upon this subject.
Senator B r is t o w . B u t the Monetary Commission did not have the 

men I wanted to hear. I want to hear the men who are affected by 
it, not the big men.

Senator Sh a f r o t h . Well, the men who were affected were here.
Senator R e e d . I might not be any better satisfied with their inves­

tigation of witnesses than I am with their conclusion.
Senator Sh a f r o t h . I think we ought to fix the time when we will 

close the hearings, because it is then going to take up a great deal of 
time to get up these amendments and report them; and I feel that 
otherwise we will not be making the headway that we should; and I 
think we have had two weeks or more of hearings------

Senator R ee d  (interposing). Has there been any day that we have 
not found out something new ?

Senator Sh a f r o t h . That might be true.
Senator R e e d . If the hearings were closed Saturday night we' 

might not have discovered something of great value, rerhaps the 
members of the committee discovered it; perhaps they had their 
minds on it; but certainly we had no discussion of the very important 
thing discussed here this afternoon, namely, whether the Federal Gov­
ernment ought to be compelled to pay all this money in these banks 
and have no means of securing a gold reserve of its own.

Senator N e l so n . And no security for the deposits.
Senator R e e d . I would rather sit here a month and find out noth­

ing at all for the whole month and then find a thing of that kind than 
I would to discover it 30 days after the bill had gone into effect.

Senator H it c h c o c k . Mr. Chairman, I move that we adjourn until
10 o’clock to-morrow morning.

(Thereupon, at 5.50 o’clock p. m., the committee adjourned until 
to-morrow (Tuesday), September 23,1913, at 10 o’clock a. m.)
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TUESDAY, SEPTEMBER, 23, 1913.

C om m ittee  on B a n k in g  and  C urrency ,
U nited  States Sen ate ,

Washington, D. G,
The committee assembled at 10.20 o’clock a. m.
Present: Senators Hitchcock (acting chairman), Reed, Pomerene, 

Shafroth, Nelson, Bristow, McLean, and Weeks.
Senator H itch co ck . A s there seems to be a quorum present, I  

think we had better proceed. Mr. Untermyer, will you resume your 
statement of yesterday?

Senator B ristow . I was not through with the interrogatories I 
had started to make, Mr. Chairman.

Senator S h a fr o th . But had we better not hear Mr. Untermyer 
through before asking him any questions ?

Mr. U n term y er . May I  make a statement before you ask your 
questions, Senator Bristow?

Senator B ristow . I had started out on a line of inquiry in regard 
to the things about which you testified yesterday; but I was diverted 
by other Senators breaking in with questions.

FURTHER STATEMENT OF SAMUEL UNTERMYER, ESQ., OF NEW
YORK CITY.

Mr. U n term y er . I should like to make just this suggestion, if I 
may: I find in some of the morning papers a statement which rather 
misinterprets the intent of what I said, or wanted to say, yester­
day with respect to the possible political influence of this re­
serve board upon the currency system of the country. I have been 
reported as saying that with my imagination I could conceive of a 
situation in which such political influence might be exerted. As I 
remember the occurrence, I was asked the question as to whether 
or not I could conceive of a set of conditions resulting in such un­
wholesome influence; and I said that with my imagination I could 
conceive of that, but that I did not believe it probable, or even pos­
sible ; and I wanted to be understood as saying that I did not regard 
the danger from any such source as within the range of possibilities; 
and that I saw no objection but great advantages to the Nation 
through its Executive having the control of the system through the 
appointment of the board and of every member of it, and having no 
banking representation whatever upon the reserve board.

It seems to me that it is incongruous that there should be any 
banking representation on the Federal reserve board, because that 
board is dealing with the reserve banks that are controlled by the 
bankers. They come to that board with certain classes of paper, and 
they say to the Government, “ We want you to issue currency for this 
paper. Now, surely they ought not to be permitted to sit on both 
sides of the table—to be represented on both sides of the bargain, if 
I may so term it.
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Senator H itch co ck . You are referring now, Mr. Untermyer, to the 
question I asked you?

Mr. U n term yer . I think so, sir.
Senator H itch co ck . Well, I did not ask the question with a view 

to suggesting that bankers should have a seat or a representation upon 
the board.

Mr. U nterm y er . I know you did not, Mr. Chairman.
Senator H itch co ck . But rather for the purpose of indicating that 

there ought to be some check by law upon the discretionary powe? of 
the members of the board.

Mr. U nterm y er . Yes; I quite appreciate that. I know your ques­
tion had no reference to the constitution of the board itself.

Senator H itch co ck . No.
Mr. U n term y er . But, answering the demand of the bankers for 

representation on the board, it seems to me that it i? an unjustifiable 
demand.

Senator S h afr o th . Mr. Untermyer, the rule, as I understand it, 
or the reason why bankers are not permitted to sit on the directorate 
of what is called the court of directors of the Bank of England, is 
because it would give to any banker actively in business the advantage 
of knowing when the discount should be raised or lowered; and inas­
much as the raising or lowering of the discount has a tendency to 
affect the market price of bonds and stocks, it would give an unfair 
advantage to that director connected with the bank which deals in 
such things, and therefore it would not be “ compatible ”—is the 
word they use—for a banker in active business to sit on the court of 
directors.

Mr. U nterm y er . I think that the further reason has often been 
stated that they would be dealing with themselves. For instance, 
the Bank of England has no member on its board who is connected 
with any bank of deposit; that is, any bank that accepts deposits. 
Six out of its 17 or 21 directors—I forget the number—are what 
you may call “ merchant bankers.” They are merchants, primarily.

Senator S h afr o th . They are not banks that receive deposits, 
though ?

Mr. U n term y er . No; they are not banks of deposit, and they are, 
as I say, primarily merchant traders. You take, for instance, the 
Rothschilds, who are popularly supposed to be the great bankers of 
the world. Their business is, and always has been, primarily that 
of merchants. They drifted almost unconsciously into banking by 
reason of their activities as merchant traders. To-day they are the 
largest dealers in the world, or among the largest dealers, in copper, 
coffee, oil, rubber, and a number of other products. They buy and 
sell and deal in more of those products, on commission and otherwise, 
than almost any other people in the world.

And so with other men who are regarded by us as primarily 
bankers. They became bankers because, first, they bought the prod­
uct and sold it, and then they took it on consignment and loaned on 
it; and they were dealing in merchandise, and that is the way these 
men drifted on to the board of the Bank of England. There are a 
number of such men, like Sir Cecil Hambro, and a member of the 
firm of Kleinwort, and a member of the firm of Schroeders, and two
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or three others of that kind; but no member of any bank that accepts 
deposits is on the board.

Senator H itch co ck . Senator Bristow was asking you some ques­
tions yesterday, when he was interrupted. I suppose he wishes to 
resume.

Mr. U n term y er . Do you not think that I should state first, seria­
tim, the recommendations and objections I have with respect to this 
bill, and then resume the examination, Senator Bristow? I should 
prefer to go on with my statement now, if that is agreeable to you.

Senator B ristow . That would inject a lot of other matter into the 
discussion; and I probably would not get to this at all until late 
to-night.

Mr. U nterm yer . Well, I want to leave the city to-day, Mr. Chair­
man, if I may. Even if I must come back, I must get away on the 
3 o’clock train.

Senator B ristow . We were discussing yesterday, when some other 
things came up and interrupted us, and I am not complaining because 
the other members of the committee took up the questions as they 
did, because I think all the questions were pertinent, and I was glad 
to have Mr. Untermyer’s views on the collateral matters. But we 
were discussing the question as to why the individual bank should 
not be permitted to go direct to a governmental agency and get the 
currency, instead of creating what seems to me lo be this superfluous 
and unnecessary machinery to enable the bank to get it. And your 
objection to that, Mr. Untermyer, as I understood it, was that it 
would be impracticable of operation.

Mr. U nterm yer . I had a number of objections, Senator Bristow, 
a few of which I had enumerated when I was interrupted.

Senator B ristow . Yes. Well, that was the objection that im­
pressed me the most: there would be so many of them.

Mr. U n term y er . And then the inadequacy of security, as com­
pared with under the other method.

Senator B ristow . And the inadequacy of security. Now, as to the 
inadequacy of security------

Senator R eed (interposing). Senator Bristow, may I interrupt 
you?

Senator B ristow . Certainly.
Senator R eed. I just came in. What is it you are discussing?
Senator B ristow . We are undertaking to take up the subject where 

we left off last night, as to the inadequacy of security which Mr. 
Untermyer suggests of the individual bank in going direct to the 
Government and getting the currency upon its own initiative, with 
its own assets, instead of having to get it in this roundabout way------

Senator R eed. I have a table prepared on that, which will be read 
in a few minutes.

Senator B ristow . Yes; I have a statement prepared by a bank in 
Kansas, and your table can follow that.

Mr. U nterm yer . Another suggestion which I made yesterday was 
that there would not be that same supervision possible. It would 
have to be done through a single local agent—that is, the examination 
of the paper, instead of having the concensus of opinion of a repre­
sentative board.
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Senator B ristow . Yes.
Mr. U nterm yer . And I named three or four grounds of objection, 

but there are others.
Senator B ristow . Yes; I remember. But now, I want to take 

up, first, the matter of security. Senator Hitchcock suggested that 
the bank be permitted to issue 75 per cent of its capital stock in this 
currency. I would not have any objection personally to it issuing 
its full capital stock.

Now, let us see what security the National Bank of America, of 
Salina, Kans., would have. I happened to find in a paper last night 
this statement:

Suppose it was permitted to issue $100,000 of currency on its assets. Now, 
what security would the Government have behind that $100,000? The bank has 
$100,000 capital stock, $50,000 surplus, and $33,000 undivided profits. Now, let 
us take its resources. I think that probably would be better. Its loans and 
discounts are $776,000------

Mr. U nterm yer  (interposing). Its resources—its net resources— 
are all summed up, it seems to me, in its capital, surplus, and undi­
vided profits. Those are its resources.

Senator B ristow . Yes. But in counting the strength of the re­
gional bank you took in its deposits; and if you count the deposits, 
or its loans and discounts, as a part of its assets and its security, 
then you must give the local bank the same credit.

Mr. U nterm y er . That is quite true; we counted its deposits, be­
cause the Government has, upon the issue of this currency, a first lien 
upon all of these assets.

Senator B ristow . Then make it a first lien upon all these assets 
of the individual bank, just as you do in the case of the regional bank. 
Put them all on the same basis. And I think it can easily be demon­
strated that to-day the local bank has more security, a larger per­
centage of security, behind the deposits than the regional bank.

Mr. U nterm yer . I differ from you radically.
Senator B ristow . Well, you may differ from me radically, but I 

think it has; it is because you have not examined the facts. I think 
after we get through you can take in their position.

Mr. U n term yer . It seems to me you can never compare the re­
sponsibility of a single debtor with the responsibility of a whole 
section of debtors all combined, all of whose responsibility stands 
behind each item of credit.

Senator B ristow . Yes.
Mr. U nterm yer . And distributed. It does not depend upon the 

operations of anyone concerned. I think, Senator Bristow, in all 
fairness, that it is pretty difficult to compare the two. One bank 
cashier may go off overnight with all the funds in the case of the 
individual bank.

Senator B ristow . But he can not carry off the assets.
Mr. U nterm y er . I do not know about that.
Senator B ristow . He might carry off the cash in bank.
Mr. U nterm yer . I have known them carry off the assets.
Senator B ristow . He might do the same thing for the regional 

bank, so far as that is concerned.
Mr. U nterm y er . Hardly.
Senator R eed, Senator Bristow, may I interject a question here?
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Senator B r is t o w . Yes; certainly.
Senator R eed . N o w ? in all fairness, Mr. Untermyer, does not the 

law of averages come m there as a protection ?
Mr. U n t e r m y e r . The law of averages, Senator Reed, would come 

in when you are dealing with the reserve bank, because you are then 
dealing with 2,000 banks. But when you deal with but one bank the 
law of averages is much less pronounced; that is, there are a certain 
number of chances in a given number that that one bank will be mis­
managed or go to pieces. But the chances of all those banks in a 
reserve bank going to pieces or being mismanaged are vastly less.

Senator R eed . Yes; I  understand that principle you express, 
but------

Mr. U n t e r m y e r  (interposing). You do not differ from it, do you?
Senator R eed . But, if the Senator will pardon me, there is just 

one further question.
Senator B k is t o w . Certainly.
Senator R eed . The Government in advancing the money to these 

bankers will charge an interest of some amount. Do you entertain 
the slightest doubt that 2 per cent interest would speedily accumulate 
a fund that would make up for any loss through the failure of any 
individual banks?

Mr. U n t e r m y e r . Oh, I should say that less than 2 per cent interest 
would make up such a fund.

Senator R eed . S o that if you have a system so large, made up of 
so many constituent elements, that the aggregate received by way of 
interest will accumulate a fund that will take care of any individual 
failure, then the law of averages applies, just as it does in insurance; 
is that not correct ?

Mr. U n t e r m y e r . Well, that is the revival of the bank guaranty.
Senator B r is t o w . Do not say “ revival.”
Mr. U n t e r m y e r . I mean to say that is the application of the theory. 

I did not mean to use the word “ revival ” of it; but it is an applica­
tion of the theory. [Laughter.]

Senator R eed . It is an application of the bank guaranty to the 
extent of the money issued, but not to the extent of guaranteeing its 
liabilities ?

Mr. U n t e r m y e r . Well--------
Senator R eed (interposing). But I want to say now, lest I should 

forget it, that before this bill is finished I hope there will be some­
thing done to make the deposits of people a little more secure than 
they are now. But I am finished now, Senator Bristow.

Mr. U n t e r m y e r . I had not intended to imply any opinion on the 
subject, because I have not been asked; and I find that I have quite 
enough to do to answer the questions I am asked.

Senator R eed . I understand.
Senator B r is t o w . N o w , let us take the assets of this bank at Salina, 

Kans., that would be security for the $100,000 currency. It has loans 
and discounts of $776,000—I will just use the round figures. United 
States bonds to secure circulation should be counted in this, because 
that is a part of its assets; it owns its bonds.

Mr. U n t e r m y e r . But it has circulation out against that.
Senator B r is t o w . It has circulation on that. Well, if the national- 

bank currency is permitted to stand as it is now, that should not be
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counted. If it is not, but is retired and this currency is substituted 
for it, as is proposed in this bill, that should be counted to the extent 
that they are retired.

Mr. U n t e r m y e r . Yes; but you will have to pay for it if it is re­
tired ; so in 110 event should it be counted.

Senator B r is t o w . Well, we will not count that.
United’ States bonds to secure deposits.
We will not count that either.
Other bonds to secure postal-savings deposits.
We will not count that, although it is an asset of the bank.
Bonds, securities, etc., $10,000.
That is an asset.
Mr. U n t e r m y e r . Y ou w ou ld  n ot make th is a lien  on the p ostal 

savin gs deposits, w ould  you  ?
Senator B r is t o w . N o.
Mr. U n t e r m y e r . Otherwise, you would not have any postal sav­

ings deposits.
Senator B r is t o w . No; I would not make it a lien on that. So I 

did not count that.
Due from national banks (not reserve agents)_____________________ $60,000
Due from State and private banks and bankers, Iruet companies, and

savings banks_____________________________________________________  15, 000
Due from approved reserve agents---------------------------------------------------- 148, 000
Checks and other items______________________________________________ 9,000
Exchanges for clearing house_______________________________________  3, 600
Notes of other national banks_______________________________________  5,000
Specie________________________________________________________________ 83,000
Legal tender notes-----------------------------------------------------------------------------  18,000

Now, it has redemption funds, but that we will not count.
Those are live assets, and the aggregate is $968,000, as I have 

summed it up rapidly.
Now, there are $968,000 of assets. The Government has $100,000 

of the best paper in the bank, which it requires it to be------
Mr. U n term yer . Yes, sir.
Senator B ristow . Hypothecated; and behind that is $868,000 of 

the assets of the bank. And, in addition to that, the double liability 
of the stockholders, or $100,000 in addition, as a liability against the 
directors.

Do you not think that will be pretty good security ?
Mr. U nterm yer . I do not think it will compare with the security 

you would get under the other method. And besides each bank has 
a separate showing. Some are weak and some are strong, and you 
can not take one bank and make that an illustration of what would 
be the security behind each bank; you do not propose, as I understand 
it, to examine into the total assets and responsibility of each bank 
when it comes for currency; you only propose to examine into the 
collateral.

Senator B ristow . Certainly.
Mr. U n term yer . I should think you would simply examine the, 

collateral and issue the note upon that. But if you are going into 
the operation of taking up the responsibility of each bank—its total 
responsibility—why then it seems to me that you are going into an 
almost endless task.

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



BANKING AND CURRENCY. 907

Besides that, your whole question assumes limiting the currency 
to the capital of the bank. It seems to me that the issue of currency 
should not be limited to the capital of the bank, but to the character 
of the collateral that is offered by the bank. If you are going to 
limit the currency that is issued to the capital of the bank, you will 
simply substitute one inelastic system of currency for another. You 
have got a basis of that kind now in your bond issue.

Senator B r is t o w . Well, the bank does not have to take out any.
Mr. U n t e r m y e r . The bank does not have to take it out now, 

either. But you are not giving us an elastic currency, if you are 
going to make the capital of the bank the criterion of the currency 
to be issued, rather than the commercial paper which the bank pre­
sents.

Senator B r is t o w . I am giving you exactly the same currency that 
you are advocating, except that behind that currency I propose the 
individual bank instead of the regional bank.

Mr. U n t e r m y e r . No; on the contrary, under the present bill the 
amount of currency the bank may get is not limited, as I recall the 
bill, to the capital of the bank. I have not found any such limita­
tion.

Senator B r is t o w . No; there is no such limitation.
Mr. U n t e r m y e r . No; so that there is no analogy between the cases 

at all.
Senator N e l s o n . This bill is an asset currency bill.
Mr. U n t e r m y e r . Yes.
Senator N e l s o n . Based upon the assets of the bank.
Mr. U n t e r m y e r . Certainly. And, therefore, I say that should be 

the basis of the issue and not the capital of the bank. The capital 
of the bank has nothing to do with it. It is the assets that consti­
tute the basis for issuance of the currency. Therefore one bank with 
$100,000 of capital might have $1,000,000 of good, sound commercial 
paper, and would be better entitled to currency than some other bank 
with $1,000,000 of capital that only had $100,000 of good commer­
cial paper.

Senator B r is t o w . Well, I am perfectly willing to waive that ob- 
]ection, so far as I am concerned. Senator Hitchcock made that sug­
gestion, and I simply took it from his point of view. But I made 
the suggestion that I would prefer to take the assets of the bank, and 
when the bank wants to issue the currency, let it do so without hav­
ing to ask it as a favor from a regional reserve bank that will be 
controlled by some personal interest, the same as any other bank is.

Mr. U n t e r m y e r . Y ou would not give the central authority any 
discretion as to whether it should issue currency when the bank pre­
sents its assets?

Senator B r is to w . Not any more than it has now with a national 
bank.

Mr. U n t e r m y e r . Well, do you not see that if you take your illus­
tration and remove the limitation of capital, then this bank to which 
you have referred, having seven hundred thousand odd dollars of 
commercial paper, could go to the Government direct and ask for 
seven hundred thousand odd dollars of currency ?

Senator B r is to w . No.
Mr. U n t e r m y e r . Instead of having 8 for 1, then, it would have

li  for 1.
9328°—S. Doc. 232, 63-1—vol 1------58
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Senator B r is t o w . Y ou are assuming a thing I have not stated.
Mr. U n t e r m y e r . But if you remove the limitation of the amount 

you can borrow to the amount of capital, that is the result.
Senator B r is t o w . Well, but if you will permit me to correct your 

assumption------
Mr. U n t e r m y e r . Well, perhaps I speak too rapidly, Senator 

Bristow.
Senator B r is t o w . No; not at all. When the individual bank pre­

sented to the comptroller the securities which the law prescribed that 
it should have in order to obtain this currency, then it has the right 
to it; and let the law define what those securities shall be. No one 
will be foolish enough to say that it could get currency on its entire 
assets.

Mr. U n t e r m y e r . That is, all good commercial paper.
Senator B r is t o w . Well, commercial paper I do not think is en­

titled to any more consideration than a mortgage or a bond.
Mr. U n t e r m y e r . There we could never agree.
Senator B r is t o w . We very radically differ.
Mr. U n t e r m y e r . Yes; and could never agree on that.
Senator B r is t o w . Because I think this commercial-paper proposi­

tion is in the interests of a certain class of the people and it is estab­
lishing a currency system for the benefit of a few merchants instead of 
for the Nation.

Mr. U n t e r m y e r . It really establishes a currency for the Nation, 
if you will look at the experience of other countries.

S en ator B r is t o w . N o w , i f  the in d iv id u al ban k  sh ou ld  present a 
certain security fo r  th is currency w hich  the law  defines, then it;w o u ld  
m eet y ou r suggestion  th at the currency w ou ld  be issued on the assets 
or security that w as presented, w ou ld  it  n ot?

Mr. U n t e r m y e r . Yes; it would meet that objection, but it would 
not meet the objection that that is not sufficient security.

Senator B r is t o w . Not sufficient. But suppose it is what the law 
requires, then what would you say?

Mr. U n t e r m y e r . The law might require none at all. That would 
not alter the fact that there is no security behind the currency issue.

Senator B r is t o w . Yes.
Mr. U n t e r m y e r . And I would still think it was insufficient.
Senator B r is t o w . But you stated that you did not think we ought 

to take the reliability or the assets of the bank, or the financial 
strength of the bank, or anything connected with that; we ought sim­
ply to look at the security that was presented and issue the currency 
on that security.

Mr. U n t e r m y e r . Yes; the security that is presented, with all the 
backing of one of these Regional banks.

Senator B r is t o w . Well, but you are willing to take the strength of 
the regional banks into consideration but not the strength of an indi­
vidual bank.

Mr. U n t e r m y e r . No; not the strength of the regional bank alone, 
but the strength of the regional bank together with the strength of all 
the constituent members of that bank. That is what you get when 
you issue security to a regional bank. You get the uncalled capital 
of all those banks. You get the law of averages. You get a variety 
of factors that do not begin to come into existence when you ar§ 
dealing with a single bank.
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Senator B r is t o w . Y ou get no more factors that are not in exist­
ence than when you deal with the individual bank, except that you 
are dealing with a larger amount, or a number of those factors—a 
greater aggregate of those factors—and they are standing for a 
greater aggregate of debts, are they not? The individual bank 
might take out $50,000 in currency; the regional bank might take out 
$5,000,000 or $10,000,000 or $20,000,000.

Mr. U n t e r m y e r . But you are getting all the reserves; you are 
getting no reserves when you take the case of the individual bank.

Senator R eed . W h y  not?
Mr. U n t e r m y e r . Y ou are getting the reserves that belong to that 

one bank.
Senator R eed . Yes.
Mr. U n t e r m y e r . But I am talking about the general average.
Senator B ristowt. Y ou are simply getting the aggregate of the re­

serves, then, behind the currency of all the banks instead of the re­
serves of one bank behind its individual currency.

Mr. U n t e r m y e r . And you are getting the uncalled liability.
Senator B r is t o w . The uncalled liability is 10 per cent, and behind 

the individual bank you have got all its liability.
Mr. U n te r m y e r . So you have in these cases, because you have got 

the liability of that individual bank behind it. In other words, 
when the Government discounts paper for a regional reserve bank 
it has the indorsement of the member banks on that paper, and its 
entire uncalled liability.

Senator B r is t o w . Yes?
Mr. U n t e r m y e r . Apart from the 10 per cent uncalled liability of 

all the members.
Senator B r is t o w . Yes. There is this element which I recognize, 

that you have got the obligation of all of these banks combined. 
They are on each other’s paper to sustain a volume of, we will say, 
$20,000,000 or $25,000,000 currency—or perhaps $10,000,000—what­
ever it might be, while in the individual bank you have got the same 
assets, the same quality of security for a limited amount of liability ?

Mr. U n te r m y e r . No; you have a very much inferior quality of 
security; you have at least 2,000 times the security when you discount 
for a regional bank that you have got if you discount for a single 
bank.

Senator R eed . T w o  thousand times ?
Mr. U n t e r m y e r . Yes; assuming that there are 2,000 members.
Senator B r is t o w . H o w  do you get that ?
Mr. U n t e r m y e r . Assuming that there are 12 regional banks, and 

that they are equally distributed, when the 25,000 banks of the 
country are distributed among the 12 regional banks it will give 
about 2,000 member banks for each regional bank.

Senator R eed . Y ou surely have omitted in that calculation one of 
the elements.

Mr. U n te r m y e r . What is that, sir?
Senator R eed . Wlien a regional bank, composed of 600 m em ber  

banks, is created.
Mr. U n t e r m y e r . I am assuming that all the banks come in.
Senator R eed . I am talking about one region, now.
Mr. U n t e r m y e r . So am I.
Senator R eed . And that will take in about 600 national banks.
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Mr. U n t e r m y e r . I am assuming that the State institutions come in.
Senator R eed . The plan will certainly work, for calculation pur­

poses, with the 600 national banks. Now, you might assume that all 
the other banks came in, but that is a violent assumption.

Mr. U n t e r m y e r . I do not agree with you, and I do not think the 
thing will succeed unless substantially all the banks join, as I think 
they will be forced to do in self-defense.

Senator R eed . And we might assume on the other hand that all the 
banks will stay out, which would be another violent assumption. I 
am taking the national banks (and they will all come in on an equiva­
lent basis), and we will have this situation; and I think for the pur­
pose of the illustration it does not make any difference how many 
come in. The regional bank is an institution existing by itself. The 
member banks are not joint partners and are not liable under the laws 
of partnership. They are stockholders, and their liability, therefore, 
is limited to the amount they have contributed to this corporation in 
the way of capital stock paid in.

Senator N e l s o n . And to the 10 per cent call.
Senator R eed . And, second, to the 10 per cent call. Therefore, the 

primary liability or the primary security that is back of, we will say. 
§5,000,000 issued to the central bank, is the assets of the central bank 
which amount, now, we will say, to $5,000,000 and the right to call 
$5,000,000 more. Now, that is the solitary and only thing that is back 
of that except individual notes indorsed by individual banks.

Mr. U n t e r m y e r . Yes; with all the assets of that bank.
Senator R eed . N o w  the individual note, indorsed by the individual 

bank, does not have—in the first place, those notes need not have come 
in from every bank; they might have been deposited by only a few of 
these banks. In the second place, that note does not have back of it, 
by virtue of that indorsement, all of the assets of the individual bank. 
The individual bank has 1,000 other liabilities and the indorsement is 
utterly worthless if the bank is utterly worthless, and it is worth 25 
per cent if the bank’s assets will pay out 25 per cent upon all of its 
liabilities, and it is worth 50 per cent if the bank’s assets will pay out 
50 per cent on its liabilities. So that you do not have back of this 
money, under this scheme, the aggregate capital of all the member 
banks.

Senator N e l s o n . In other words, they are not jointly and severally 
liable as indorsers.

Senator R eed . That is exactly it.
Mr. U n t e r m y e r . I have not said that they were.
Senator R eed . Oh, you have said 2,000 times the amount, and you 

can not get there.
Mr. U n t e r m y e r . Yes; I will get there. In the first place, when

I said 2,000 times the security, I figured upon every bank being in 
the system—that is, in the 12 regional banks—and the regional banks 
would then have 2,000 member banks each.

Mr. B r is t o w . N o w , Mr. Untermyer, may I interrupt you?
Mr. U n t e r m y e r . May I not answer Senator Reed? I think I am 

entitled to do so. I do not say the Government would be the sole 
creditor of the individual bank. I answered Senator Bristow’s sug­
gestion that the stock liability of that bank—that is, its liability 
for an amount equal to the par value of its capital—would be an 
asset available to the Government just as it would be an asset avail­
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able to the Government in the case of discounts made directly for 
that bank, and so it would be. In other words, the Government 
would have behind this obligation all the assets of the reserve bank, 
and it would also be a creditor of the individual bank and would be 
entitled to a proportionate share of whatever came out of this stock 
liability. Now, when I say that the responsibility is 2,000 times that 
of the single bank, what I mean is that when the reserve bank is dis­
counting paper for 2,000 banks if one bank goes by the board its 
chance of loss would be one two-thousandths of what that would be 
if it had only that one bank for which it was discounting. I think I 
am entirely right in that when you speak of the doctrine of averages.

Senator R eed . Isn’t this just where you come out, Mr. Untermyer? 
The First National Bank of Pittsburgh, for the purpose of this illus­
tration, having a capital stock of $1,000,000, takes $1,000,000 of 
securities to the regional bank and indorses that $1,000,000 of paper. 
Now you have $1,000,000 of individual notes indorsed by a bank with 
$1,000,000 of capital, and that security in that shape is taken to the 
regional bank. Thereupon the regional bank indorses it. You have 
back of that particular note issue the $5,000,000 of capital of the 
regional bank and the $5,000,000 that can be called as against the 
regional bank.

Mr. U n t e r m y e r . And the deposits of the regional bank.
Senator R eed . And that is taken to the Federal Government and 

the money issued.
Mr. U n t e r m y e r . Y ou have omitted, of course, the reserves of the 

bank, if that is an obligation of the regional bank.
Senator R eed . Of 33 per cent.
Mr. U n t e r m y e r . No; I mean of the 100 per cent, the entire re­

serves that are on deposit, the deposits in the regional banks, of all 
the banks------

Senator R eed . Are included.
Mr. U n t e r m y e r . Are behind that loan.
Senator R eed . Very well; you have this, and that does make an 

excellent security when we assume that all the other banks stand up, 
and that all that security lies there intact and unimpaired back of 
that $1,000,000.

Mr. U n t e r m y e r . It is a good security if half of them fall down.
Senator R eed . Yes; but in the last analysis, what you have back 

of that money is the individual’s note, the indorsement of the indi­
vidual bank, and the assets of the regional bank. You do not have 
the assets of all of the banks, do you ?

Mr. U n t e r m y e r . No; you do not have the assets of all of the 
banks.

Sen ator R eed . Y ou do n ot have the assets o f a ll o f  the banks?
Mr. U n t e r m y e r . Except that part of them which is on deposit 

with the regional bank.
Senator R eed . I understand we have already used that up. Now, 

we will take the case of the individual bank—this same individual 
bank. Well, before I do that------

Mr. U n t e r m y e r . Senator Reed,, are you not losing sight, if I may 
suggest, of the all-important point, the doctrine of averages, nor of 
the fact that the reserves of the country can not be mobilized under 
your plan nor taken away from New York nor made useful to the 
commerce of the country?
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Senator R e ed . Yes; but I am going now to suggest a counter 
danger. Suppose that this regional bank not only gets money issued 
in this way that I have suggested for the First National Bank of 
Pittsburgh, but that it gets approximately the same amount of money 
for all of the banks of that district. Of course in that event the* 
assets of each of these banks would have to be added to the security. 
And just in proportion as you issue that money to the member banks 
the value of the security is lessened, so far as the regional bank’s 
assets are concerned.

Mr. U n t e r m y e r . There is not any doubt of that.
Senator R eed (continuing). Because the regional bank stock se­

curity becomes proportionately less and the regional bank’s assets 
being in fact the assets of the member banks, and nothing more, it is 
of course finally reduced to a proposition, under this illustration, that 
you have got back of all of this money all the assets of all of the 
individual banks, and nothing more, because the assets of the indi­
vidual banks swallow up the reserve bank. Now, suppose that there 
come some great crash, whereby the banks are closed, as they were in 
1907, and this money—gold is demanded for it. You have a system, 
now, so tied together that if that regional bank goes down and can 
not redeem this money your currency has gone to pieces, haven’t you ?

Mr. U n t e r m y e r . Yes; certainly, if all the reserve banks go down. 
You could not have any system that would not have an element of 
that kind in it. There is no known system.

Senator R eed . Suppose you take this as a separate transaction. 
Mind you, in this first illustration we have been using there is abso­
lutely no limit upon the amount of money which may be issued, ex­
cept the promissory notes—the limit fixed to the promissory notes. 
You can keep on-issuing money as long as there are promissory notes 
to be deposited, if it is 5 million, 10 million, 1 billon, or 10 billion.

Mr. U n t e r m y e r . Y ou m ean in  the reg io n al-b an k  system ?
Senator R eed . Y ou can m the regional-bank system.
Mr. U n t e r m y e r . I do not agree with you.
Senator R eed . The Government, under this law, as long as there 

is what is called commercial paper, no matter if it goes to $10,000,- 
000,000, can continue to issue money.

Mr. U n t e r m y e r . Yes; but it has a discretion.
Senator R eed . But you can pyramid your credits. That is to say, 

now------
Mr. U n t e r m y e r . You have got to have your gold reserve, have 

you not ?
Senator R eed . Yes. That is to say, you can pyramid your credits 

in this way: You have $1,000,000 of promissory notes and you put 
them up and get $1,000,000 of currency. You thereupon set aside 
33 per cent as a gold reserve, loan out $666,000 and get more promis­
sory notes. You bring those notes back to the bank and come down 
to the Government and you get $666,000 of paper money. You take 
out one-third of that, $222,000, and that leaves you $444,000. You 
loan that out again and you get some more promissory notes, and 
you can repeat that operation. Have you figured out how much 
money can actually be issued until the gold reserve is exhausted?

Mr. U n t e r m y e r . I think there are a number of big holes in that 
argument, Senator, if I may suggest. One of them I can puncture 
now by reminding you that you have got to have paper all the time
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that is maturing within 90 days, so that new paper is coming in and 
old notes are being paid off.

Senator R eed . And just as it comes in now, with an enterprising 
banker.

Mr. U n t e r m y e r . In the next place, you are ignoring the fact that 
there is somebody in control of this system. There are people who 
are supposed to see to that.

Senator R eed . Yes; I know.
Mr. U n t e r m y e r . Y ou can take any proposition within the range 

of finance, business, or science, and deal with it in that way and bring 
it down to a logical absurdity.

Senator R eed . We are trying to build up a system here that is safe.
Mr. U n t e r m y e r . Safe if properly administered; but no system is 

safe if not properly administered.
Senator R eed . We are trying to build a system that, if made un­

safe, the law must be absolutely breached. That ought to be the sys­
tem we are building.

Mr. U n t e r m y e r . A single bank, you know, could do the same 
thing you are talking about.

Senator R eed . Wait a moment, now. 1 differ from you. I am 
talking about possibilities now and what can be legally done under 
this law. You can keep on with this system of piling credit upon 
credit until the 33 per cent gold reserve has ultimately eaten up your 
power.

Mr. U n t e r m y e r . I differ from you. I do not think you can do 
anything of the kind.

Senator R eed . Why can not it be done within the law ?
Mr. U n t e r m y e r . I will tell you why. Because, in the first place, 

you must have genuine commercial paper on which to base your cur­
rency. If you have genuine commercial paper to give the Govern­
ment all the time, that means that the country needs that currency for 
legitimate purposes. In the second place, the term of the paper is 
so brief that you can not accumulate any such amount of it in the 
succession of transactions you have suggested. That is a fictitious 
illustration that could not occur in the course of events; and, in the 
third place, all checks of Government control that would render such 
a situation impossible are ignored. You have all the bars down. 
You are assuming everybody is away; everything is open, that all 
they have got to do there is to put something in the slot and auto­
matically pull currency out.

Senator R eed . N o w , you are too good a lawyer to mistake my 
illustration. In the first place, I am dealing with the possibilities 
of the law.

Mr. U n t e r m y e r . I know  you  are.
Senator R eed . I am leaving out this wise, prudent, supervision 

which we hope and pray for, but which may or may not always 
exist.

Mr. U n t e r m y e r . Every country would be bankrupt if we acted 
on the assumption that discretion did not exist in the direction of 
public affairs.

Senator R eed . The only limit that is put in this bill on the amount 
o f  money that can be issued is the 33| per cent gold reserve which 
must be set aside.

Mr. U n t e r m y e r . And the character of the paper.
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Senator R eed . And the character of the paper.
Mr. U n t e r m y e r . That is the essential thing.
Senator R eed . N o w , you think we have finally reached a time when 

that class of paper, which is here denominated commercial paper, 
would no longer exist.

Mr. U n t e r m y e r . I am not speaking of the paper here denomi­
nated, because the paper here denominated, Senator Reed, is too 
loosely denominated.

Senator R eed . Very well.
Mr. U n t e r m y e r . I am speaking of the paper that you have 

denominated.
Senator R eed . The paper you would denominate as prime com­

mercial paper. Now, you can not tell us the amount of that prime 
commercial paper that is in circulation now, or that has been in 
circulation at any period of the country’s history, can you ?

Mr. U n t e r m y e r . No; and I do not know that there are------
Senator R eed . There is not a human being on this earth that can 

approximate it, is there?
Mr. U n t e r m y e r . I do not think so.
Senator R eed . Then we are proposing, under this bill, to issue a 

currency the limit to which, under the law, is a 33  ̂ per cent gold 
reserve, which, I grant you, is a limit to that extent on the amount 
of commercial paper; and nobody knows, and nobody can make an 
approximate estimate, of the amount of that commercial paper.

Mr. U n t e r m y e r . But you have got a check on the amount that 
can be issued in the fact that the regional reserve bank is not going 
to allow inflation in its district. If it chooses to do so, the Govern­
ment is not going to allow undue inflation. It has a right to stop 
and say, “ We won’t do any more.”

Senator R eed . That comes back again not to what the bill requires, 
but what the managers may do.

Mr. U n t e r m y e r . There is no system that can be devised on any 
other basis.

Senator R eed. I think I have one.
Mr. U n t e r m y e r . Well, the world will acclaim you.
Senator R eed . No they won’t acclaim me.
Mr. U n t e r m y e r . Oh, yes; all nations will acclaim you.
Senator R eed . It is not anything marvelous now; it has been 

already suggested. I am coming now to the suggestion of Senator 
Hitchcock.

A bank can not organize, in the first place, under the law without 
putting up its capital stock in cash against it.

Mr. U n te r m y e r . No; it can not.
Senator R eed . And, as long as it does put up its capital stock in 

good hard coin of the realm, that is solid, isn’t it?
Mr. U n t e r m y e r . Until it is punctured.
Senator R eed . Until it is punctured, stolen, or carried away.
Mr. U n t e r m y e r . Or legitimately lost.
Senator R eed . You need not have injected that into it, because that 

is true of your regional bank. That is true of the Federal Treasury; 
that is true under any banking laws and that is true everywhere; and 
where it is lost in a bank, if we have any kind of Government super­
vision, it is going to be found out it is lost, and then we cease doing 
business with that concern.
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So let us come back and get down to the question of the hard 
dollars that are paid in, and let us say it is $1,000,000 of gold coin, 
the paper that is as good as gold, issued by the Government. We 
have that.

Mr. U n t e r m y e r . Y ou m ean that a bank starts w ith  a m illio n  of 
cap ital.

Senator R eed . Yes. It is not possible, now, to conceive of so 
many banks being organized and money paid in that we run away 
there, because there is a limit to the money that is paid into it—a 
natural limit. We have a total liability, then, of the stockholders 
of $2,000,000, $1,000,000 of which is absolutely in the Treasury and 
$1,000,000 of which is in the liability of these men. Now, a bank 
thus organized wants, under Senator Hitchcock’s suggestion, some 
money. It goes down to the Federal Treasury and shows it has this 
unimpaired capital, and it gets $750,000 of paper currency issued to 
it—no; $500,000 of paper currency issued to it. And what was your 
gold reserve?

Senator H it c h c o c k . I did not discuss the question of the gold 
reserve.

Senator R eed . I am going to assume that it gets $500,000 of capital 
currency issued to it and has a 50 per cent gold reserve.

Mr. U n t e r m y e r . Y ou m ean in its vaults.
Senator R eed . Yes. It is required to keep back, out of the money 

it gets, a gold reserve equal to 50 per cent.
Mr. U n t e r m y e r . But it offers no security for this money.
Senator R eed . Just wait a moment. In order to get this money 

it is limited to three-quarters of its capital stock. It has got to do 
two things. It has got to create a gold reserve of 50 per cent and it 
has got to put up notes of its customers for the other 50 per cent. 
Now, I am talking about the question of inflation, of the creating 
of a system that won’t run away, and that bad management, less 
stealing, will not permit to run away. Your note issue in that event 
is absolutely limited to 50 per cent of the capital of the national 
banks.

Mr. U n t e r m y e r . It is an inelastic currency; it is ŵ orse than the 
present currency.

Senator R eed . Let us see if it is inelastic. Let us be fair.
Mr. U n t e r m y e r . That is what I assume, that you want to be 

fair------
Senator R eed . Certainly.
Mr. U n t e r m y e r . And you must assume I want to be fair.
Senator R eed . Your currency you are discussing under this bill 

is inelastic when it reaches a point where the gold reserve and the lack 
of commercial paper has put the brakes on. It ceases at that point to 
be elastic.

Mr. U n t e r m y e r . No; it has supplied the commercial needs. In 
other words, it is measured by the amount of genuine commercial 
paper that is outstanding instead of being measured by the capital 
of the bank.

Senator R eed . Let us see if the other is not equally elastic, though 
working upon a different principle. There is money enough in the 
country to-day to fairly transact the business of the country—to meet 
the demands of business. You are a banker and you want more
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money. Why? Because your customers need it. You go down to 
the Federal Treasury to get it, and when the Federal Treasury issues 
it to you they charge you interest, and you will not take the money 
out unless you can use it and make more interest than the Federal 
Government is charging you. If you keep the money longer than a 
certain length of time, the interest rate is raised. Now you have got 
to the place where you can get money when it is necessary, hence you 
can extend it. You can stretch the rubber band, as somebody said 
the other day. You then, by virtue of these interest charges, are 
going to curtail it; you are bound to bring it back within a given 
time; and you have a currency that will expand every time the bank­
ers find they need the money for legitimate business; and you have a 
currency they are compelled to contract whenever the interest rates 
get high enough. And is not that elastic?

Mr. U n t e r m y e r . No.
Senator R eed . Then you and I differ in our conclusions.
Senator N e l s o n . That is the Vreeland bill
Senator R eed . Certainly; it has the principle of the Vreeland bill 

in it.
Mr. U n t e r m y e r . Except it is more liberal in the character of se­

curity than the Vreeland bill. The objections are these, if I may say: 
In the first place, the automatic increase of the interest rate may be 
such a great hardship upon business that it does not furnish elasticity 
at all. Business may need money—legitimately need it—legitimately 
expanding business—and if you are going to put a prohibition upon 
it by a purely ascending rate of interest that is automatic at given 
times you are not going to supply the needs of business at all. That 
is No. 1.

Senator R eed . But, Mr. Untermyer------
Mr. U n t e r m y e r . Won’t you let me finish?
Senator R eed . I will; but I think we might get along better------
Mr. U n t e r m y e r . I think you might let me finish one answer, be­

cause I have not been able to do so thus far.
Senator R eed . I want to get your opinion upon it. You and I are 

not trying to fence.
Mr. U n t e r m y e r . Certainlv not.
Senator R eed . Suppose we raise that interest every month, two 

months, or three months, a certain amount and we put in this discre­
tionary element to leave it to some central bank to raise the interest 
as that board thought it necessary. That would be leaving it to some 
Federal board to raise the interest as that board thought it was 
necessary.

Mr. U n t e r m y e r . That you are doing now under this bill.
Senator R eed . Suppose you added that.
Mr. U n t e r m y e r . Let us just take your illustration and see what a 

dangerous sort of security that would be. It is secured really only to 
the extent of 50 per cent. The rest of the other security is in the way, 
as I understand it, of commercial paper and the stock liability of the 
bank. Is not that right ?

Senator R eed . I do not agree with you on that.
Mr. U n t e r m y e r . Is not that your illustration. As I understand 

it, you say you would take commercial paper for the currency which 
would be issued at par, and 50 per cent of that would have to go into
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a gold reserve and the other 50 per cent would be available for gen­
eral use------

Senator R eed . Yes.
Mr. U n t e r m y e r  (continuing). As against that $100,000 of cur­

rency we will say you would issue and you would present $100,000 
of notes, and $50,000 would have to go into a gold reserve and the 
other $50,000 would------

Senator R eed . Now, we have $50,000 of liability, because the gold 
reserve takes care of the other $50,000.

Mr. U n t e r m y e r . Yes.
Senator R eed . What is back of that $50,000 ?
Mr. U n t e r m y e r . This $100,000 of notes and the stock liability of 

the bank.
Senator R eed . Yes; and the bank’s capital.
Mr. U n t e r m y e r . And the bank’s assets.
Senator R eed . Five to one, is it not?
Mr. U n te r m y e r . Y ou assume that you would borrow $1,000,000, or 

$750,000?
Senator R eed . I took $1,000,000 capital. You just went to the 

$100,000 illustration, and I went there with you.
Mr. U n t e r m y e r . N o w , then, so far as concerns the stock liability 

the uncalled liability of individuals on stock, I think, that the experi­
ence of the Comptroller of the Currency demonstrates that that is not 
a very collectable asset were you to ask for it.

Senator R eed . That is true of the regional bank system.
Mr. U n t e r m y e r . That is true of the regional bank system, because 

your 10 per cent individual capital is payable by the bank.
Senator R eed . That is, however, of no value for the banking busi­

ness.
Mr. U n t e r m y e r . It is only to pay 10 per cent, and it has 100 per 

cent to collect; so that it is 10 for 1 which it is able to collect.
Senator R e ed . Our lien is not prior to the other liens on that.
Mr. U n t e r m y e r . Yes; you have a prior lien on everything of the 

bank, as I understand it—for the 10 per cent; not for the general 
stock liability—so that the uncalled stock liability of individuals in 
a failed bank experience has not shown to be a very valuable or 
tangible asset.

Now, all you have left behind this currency are the notes—the 
assets of that one bank and the promissory notes or the bills that have 
been put behind it. You would not have anything like the security 
that is offered by this bill.

Senator R eed . On the contrary, I think it is better; and I think it  
is better for this reason—I have got some figures on it------

Mr. U n t e r m y e r . Of course, you are assuming that the Govern­
ment is a preferred creditor in every event.

Senator R eed . I mean that the Government is a preferred credi­
tor, and if I were drawing this bill I would make it a preferred 
creditor not only for the stock bank, not only as far as the currency 
is concerned, not only for the double liability, but for every asset the 
bank has.

Mr. U n t e r m y e r . I think that is wise.
Senator R eed . If you do that and you have any kind of an inspec­

tion at all I insist that, barring plain, cold larceny, you are bound to
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have ample security; and for this reason: Here is a bank with $1,- 
000,000 capital. It is to be inspected. If that inspection shows that 
the bank has not got deposits at least equal to its stock—in fact, four 
times the amount of its stock—then any bank examiner in the world 
would know that that institution was rotten to the core. He would 
not need to know any more.

Mr. U n t e r m y e r . But when trouble comes I tell you those deposits 
disappear pretty rapidly.

Senator R eed . They may.
Mr. U n t e r m y e r . Y ou can not count on those deposits. One of 

the reasons why I say it is not comparable to the security offered 
by this bill is because of the law of averages, because of the fact 
that when you have 2,000 banks in one regional reserve bank and 1 
fails, or a dozen or 20 fail, it is not as though the Government had a 
separate loan with each bank, where, if one bank fails it can not make 
it up out of the others. There is not any resort to the law of aver­
ages there, which would tend to the safety of the issue.

Senator R eed . I understand, Mr. Untermyer, perfectly, and I 
frankly concede that just to the extent that the regional bank has 
capital and its indorsement of this paper it puts up with the Govern­
ment adds to the value of the paper.

Mr. U n t e r m y e r . But, apart from the question, Senator Reed, of 
the capital, still more important and a still greater security by far 
than the capital or the assets of the regional bank is the fact that it 
has, we will say, 2,000 banks, and they are not all going to fail. 
Whereas if the Government is dealing with each bank separately it 
is dealing on the assets of each bank, while if it is dealing with one 
institution that has all the assets of 2,000 banks it is dealing on the 
law of averages, which is the only safe law upon which to conduct a 
financial transaction of that kind. There can be no question about 
that.

Senator R eed . Let us understand this: You do not mean to say 
that if a regional bank gets a billion dollars of money issued to it that 
all of the assets of the 2,000 member banks is liable for that billion 
dollars ?

Mr. U n t e r m y e r . No; not at all. I never have suggested such a 
thing. What I do mean is that if it gets a billion dollars of bills 
receivable or bills of exchange, that the chances of loss among those 
hundreds of thousands of bills of exchange are mimimized against 
the bills of exchange of one individual bank in one city or one locality 
affected by one catastrophe.

Senator R eed . But now, following that out, we will assume that one 
member bank, in dealing with the Federal Government, puts off upon 
the Federal Government a lot of bad paper and the Government loses 
its money. It might do the same thing to the regional bank, might 
it not ?

Mr. U n t e r m y e r . The loss would not be appreciable.
Senator R eed . I am talking about what it can do to the regional 

bank. It might do the same thing to the regional bank it does to the 
Government, and the loss, instead of falling directly upon the Gov­
ernment, would fall upon the regional bank,

Mr. U n t e r m y e r . Yes.
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Senator R eed . Y ou say the regional bank can stand that because 
it has so many banks and is dealing with so many banks that the loss 
would be distributed.

Mr. U n t e r m y e r . It would be infinitesimal.
Senator R eed . If it is infinitesimal to a regional bank with 2,000 

member banks, it would be equally infinitesimal to the Federal Gov­
ernment dealing with not 2,000 banks but with 25̂ 000 banks.

Mr. U n t e r m y e r . On the contrary, in the one instance the Federal 
bank does not sustain any loss; in the other instance, the Federal 
bank does. The regional bank has to take that loss.

Senator R eed . Do you think the regional bank can stand that loss?
Mr. U n t e r m y e r . Very readily.
Senator R eed . If the regional bank, that has no assets except that 

which it gets from the bank, can stand that loss and can afford to 
stand that loss because it is distributed in the way you have spoken of, 
why can not the Federal Government.

Mr. U n t e r m y e r . In the first place, the regional bank is making it 
up; it is earning money against that loss. In the second place, and 
still more important, the currency of the Government must have such 
confidence that there must not be the possibility of any loss occurring 
in any security for which the currency is issued. As soon as there is 
a possibility of such a thing the currency loses value and stability. 
But still more important, and what is in itself fatal to your plan, 
without regard to the many other considerations that in my judgment 
renders it impossible, is the fact that you provide no means of mobil­
izing the reserves. Are they to be used as now, by being sent to New 
York for stock speculation, instead of remaining, as they do under 
the bill, where they belong and for the use of legitimate business 
there ?

Senator R eed . Let us go back to the question of how the regional 
bank can sustain the loss. You say because it is making money. It 
has an income. Now, if the Federal Government issued its money 
direct and charged an interest for it, it would have an income, would 
it not?

Mr. U n t e r m y e r . Yes.
Senator R eed . And if we take the loss. If we take the law of 

averages, of bank failures, total failures of national banks, or par­
tial failures, they do not amount in the aggregate—I am taking the 
average over the years—to more than about------

Senator B r is t o w . One-twentieth of 1 per cent for the last 50 years.
Senator R eed . One-twentieth of 1 per cent for the last 50 years of 

deposits, which, of course, could not be exactly applied to the cur­
rency which would be issued, but it shows the amount and I believe, 
you said, that 2 per cent collected upon the notes would make up, and 
more than make up this loss.

Mr. U n t e r m y e r . I can imagine it would more than make it up; 
but there is another consideration that I think you have left out of 
sight, and that is that the Government should not have imposed upon 
it the task of passing upon the character of commercial paper which 
would be presented to it. That is another question.

Senator R eed . Let us stick to the question we are now considering.
Mr. U n t e r m y e r . There are dozens of consideration that occur to 

one against, the practicability of such a plan.
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Senator R eed . Let us thrash them out one at a time. Let us stick 
to the question of whether the Government can afford to do it. If 2 
per cent would create a fund that would take care of the failures and 
the Government should loan its money out, at say, 4 per cent, then 
we would get a fund that would take care of the failures two or three 
times over and with the great law of averages, namely, that where 
you have 25,000 banks, the chances of failure are distributed and 
the income comes in from all the 25,000 banks to meet the failure 
of the one. I want to know now, why the Government of the United 
States can not do that safely so far as this one consideration is 
concerned.

Mr. U n t e r m y e r . So far as the one consideration is concerned it 
can. If you want to limit it to that, it can be done. It would lead 
to the grossest inflation.

Senator R eed . Why, my dear sir, you are proposing a system here 
that has no limit upon it except the gold reserve which you make 33 
per cent. In this case I have made the gold reserve 50 per cent. 
Your other limitation is simply the amount of commercial paper 
there may be in the country.

Mr. U n t e r m y e r . And the discretion of men vested with the admin­
istration of the law.

Senator R eed . Very well. I have limited this to three-quarters of 
the bank capital and the discretion of these wise and prudent men 
who are never going to make a mistake in my case any more than they 
will in yours, but in both cases likely.

Mr. U n t e r m y e r . No; in the case of the present bill, Senator Reed, 
these men have not had imposed upon them the discretion of passing 
upon this paper. That discretion is exercised where the paper ii 
passed upon.

Senator R eed . You are going now to the question of passing upon 
paper. I am talking about the amount of currency and I  insist that 
you have already said, Mr. Untermyer, that the difficulty with the 
system I am now discussing is that it is inflexible because its limits 
are absolutely fixed by the bank capital, and yet how can you say in 
one and the same breath logically that it is inflexible, because’ the 
bank capital absolutely limits, and in the next breath say that it opens 
the door for every kind of inflation.

Mr. U n t e r m y e r . That is only one of many objections to it.
Senator R eed . I am speaking about that one; I want to come to the 

next one now.
Mr. U n t e r m y e r . Senator Reed? it is inflexible from the point of 

view that it is limited by the capital of the bank, and it is liable to 
inflation from the point of view that you are imposing upon the Gov­
ernment a duty of passing upon this commercial paper, for which it 
has not the machinery and is unable to supervise. It is not a gov­
ernmental function.

Senator R eed . Very well. Now, I am coming to the question of 
passing on commercial paper. In the last analysis whether a man is 
the agent of a bank or an agent of the Federal Government, he is 
simply a human being, with body, parts, and passions, and all these 
things have to be worked out through human agencies. That is true. 
I guess we will agree on that without any further talk,

Mr. U n t e r m y e r . That is certainly true.
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Senator R eed . A number of very fine gentlemen, nine of them, are 
put in as directors of a regional bank; three of them are practical 
bankers, picked by the banks, the other six are something else. The 
minority of this board are practical bankers.

Mr. U n t e r m y e r . I think that a good merchant is as good a banker 
as any banker. A merchant extends credit of merchandise just as a 
banker extends the credits of money, and many merchants have 
finances that are much larger than that of all the banks with which 
they deal.

Senator R eed . That is true.
Mr. U n t e r m y e r . All this legerdemain about banking and expert 

banking and all that sort of thing seems to me much overdrawn.
Senator R eed . Y ou think a man with good common sense and some 

business experience can be trusted almost as well as a banker.
Mr. U n t e r m y e r . I think fully as well as a banker.
Senator R eed . Y ou think fully as well.
Mr. U n t e r m y e r . I do not say that he understands the science of 

finance necessarily. Of course, banking and finance are somewhat 
different.

Senator R eed . Well, I understand now your reason for differ­
entiating, because a moment ago, Mr. Untermyer, when I was trying 
to say that this board would only have a minority of practical bank­
ers upon it you at once brought forward the idea that the other men 
on it might be even wiser than the bankers.

Mr. U n t e r m y e r . I do not believe I made any such suggestion, 
Senator Reed. Perhaps you thought you were going to ask me some 
question of that kind.

Senator R eed . No; when you read the record you will find that I 
am pretty nearly correct. Now, this macinery does have in it an ele­
ment of great merit, which I frankly admit, namely, that practically 
the three bankers who are on that board must realize that if they take 
bad paper from member banks they are liable to injure not only 
the bank of which they are directors but they are at the same time 
financially interested in it, and hence I freely grant you they will 
use all reasonable precaution. I want to concede to this bill wherever 
there is a virtue, I want to concede that virtue.

Mr. U n t e r m y e r . I think the virtue lies largely in the other mem­
bers of the board.

Senator R eed . Y ou do?
Mr. U n t e r m y e r . Yes.
Senator R eed , Y ou think they are better than the bankers?
Mr. U n t e r m y e r . Well, I think they have less interest, because 

they have no paper to discount and they are supposed to represent 
the public interest and the commercial and industrial interests of 
the country.

Senator R eed . And you think that, respresenting the commercial 
and industrial interests of the country, they are a little more to be 
trusted to manage this system than the bankers, who have financial 
interest?

Mr. U n t e r m y e r . I do not say that they are more to be trusted in 
any such sense as might be implied. I have no doubt that every­
body who acts on that board will be entitled to be trusted. What I 
mean is, that while the bankers represent their own interests, though 
their financial holdings are comparatively ^mall in this institution,
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they are also people who will borrow money, while the other di­
rectors will have an entirely disinterested public point of view.

Senator R eed . And you think therefore they are a little safer 
because of that fact.

Mr. U n t e r m y e r . Certainly; fully as safe.
Senator R eed . Very well. Now we have got to the point, and I 

want to nail this point down, because I am going to use it as a 
point to reason from. Good men selected outside of the bankers 
are a little bit safer to manage a system of this kind than the bankers 
themselves, and now I proceed------

Mr. U n t e r m y e r . I said fully as safe.
Senator R eed . All right. I will proceed from that point. This 

federal reserve bank is located now, for the purpose of my illustra­
tion, in the city of St. Louis, in my State, and its territory embraces 
all of Misouri, Kansas, Oklahoma, and Nebraska, and that is about 
the territory it would embrace. That is a territory in which you can 
take all of Germany, all of France, and the Island of England and 
drop them down and have a little bit of space left on the side, if my 
geography has not become clouded. There will be within that terri­
tory about 600 national banks. They will be, many of them, 300 and 
400 miles from St. Louis. How is that board of directors of that 
regional bank to keep in touch and have a knowledge of the business, 
the liability, and the safety of these various banks? It must have 
some machinery. What would be the machinery ?

Mr. U n t e r m y e r . It ought very largely, in a general way, to know 
about its customers. That is one of the advantages of 12 reserve 
banks over 4 or 5.

Senator R eed . I know it ought to know; but I am asking you how 
it will know and what will be the method ?

Mr. U n t e r m y e r . It will have statements from these banks all the 
time. There will be men among these nine men who will be selected 
from the different regions. They will know the banks in their own 
region pretty well.

Senator R eed . Do you think any one man will know, of his own 
personal knowledge?

Mr. U n t e r m y e r . All of them should know. Among the nine men 
they will know. It is a less diversified knowledge than among the 
great banks of to-day.

Senator N e l s o n . Y ou mean more diversified?
Mr. U n t e r m y e r . No; it is a less diversified knowledge than would 

be required of the heads of some of the banks of to-day that have 
thousands of depositors scattered all over the country. Some of the 
great banks have a vast number of depositors. It will have less de­
positors and, I think, it will have better occasion to know in a general 
way about the conditions in that section.

Senator R eed . But you do think that those nine men who are gen­
erally scattered in their selection oyer this vast empire of country 
I have described—for it is an empire, and that part that Senator 
Bristow and I live in, and I will have to include Nebraska, too, is a 
mighty good empire.

Mr. U n t e r m y e r . Haven’t you included a pretty large territory 
for your regional bank?

Senator R eed . N o , sir; I  think that is just about ^hat;, would 
come in.
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Mr. U n t e r m y e r . That would be more than one-twelfth of the ter­
ritory of the United States, would it not?

Senator R eed . We are in area, but I do not think we are when you 
come to the question of the number of banks.

But you think that those nine men could keep track of the financial 
conditions of these various member banks reasonably well, so that 
they would be able to—if they could not pass upon the particular 
paper brought to them by the banks—that they would at least know 
the bank’s standing, the kind of management it had, whether it was 
a safe, prudent management, and whether its statement from time 
to time made showed that it was in a healthy condition.

Mr. U n t e r m y e r . Within a very few years, with the aid of the 
bank examinations that are required under the act, that will be true.

Senator R eed . Yes. Now, I  agree that they can keep a pretty 
close check. Do you know of any reason why if this other system that 
we have been discussing was adopted the Government of the United 
States could not form a board of nine men and through that board 
have exactly the same kind of intimate knowledge which would be 
possessed by these nine men who are directors of the regional banks?

Mr. U n t e r m y e r . No reason why they could not set up the same, 
system in some other form if they choose.

Senator R eed . A system which embraces the employment or re­
quires the employment of 150 or 200 supervisors or directors will 
cost the banks of the country a little more.

Mr. U n t e r m y e r . Yes.
Senator R eed . And that expense would ultimately fall on the 

man who does business with the bank, will it not ?
Mr. U n t e r m y e r . Yes; any system is bound to do that.
Senator R eed . Certainly; it has to go there. If the Government 

was able to establish the same system, it would pay the same number 
of men and it would not have to pay any more for that, would it?

Mr. U n t e r m y e r . Yes; there is no doubt of that; of course it 
would not be anything like as responsible a system. It would not 
be a local government of finance.

Senator R eed . Let us see. You have said that the six members of 
this board who could best be trusted, or at least as well be trusted, as 
the bankers themselves, as the men who were not bankers.

Mr. U n t e r m y e r . There is no doubt about that.
Senator R eed . I want to know whether it is impossible for the 

Federal Government, through the Treasury Department or some 
other great board that may be established as a permanent board, to 
pick wise and prudent men just as well as the bankers might pick 
them.

Mr. U n t e r m y e r . I have always felt that the Government could do 
it better.

Senator R eed . N o w , I think you have got to this point: That it is 
best for the Government to have an inspection system; it is best 
for the Government to know about the individual bank; and it is 
best for the Government to transact all of its business, and that it 
can do it as safely as the banks would do it.

Mr. U n t e r m y e r . If they would set up something like the same 
system, yes.

Senator R eed . Very well.
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9 2 4 BANKING AND CURRENCY.

Mr. U n t e r m y e r . We are discussing this system and not some 
other system.

Senator R eed . Very well; but I am talking about whether there 
can not be a system that will protect the Government if the Govern­
ment sees fit to issue money to individual banks, allowing that bank 
to preserve its independent character, and never for a moment mak­
ing it subservient to any other bank or combination of banks, but 
allowing it to go to the Government directlv for its assistance.

M r . U n t e r m y e r . Y ou lose the security ox the interm ediate in stitu ­
tion s and all th at im p lies, so th at it is n ot as sa fe --------

Senator R eed . I am coming to that.
Mr. U n t e r m y e r . Because of that fact.
Senator R eed . And you think 2 per cent interest would make 

that up ?
Mr. U n t e r m y e r . I have not said that 2 per cent interest would 

make that up. What I said was that a guaranty fund of 2 per cent 
would undoubtedly cover losses from bad accounts.

Senator R eed . N o w , let us take these figures. Let us have a Fed­
eral reserve bank.

M r . U n t e r m y e r . Y ou are g o in g  to  let m e go  th is a ftern oon , be­
cause I  have got to go. I  m ean the com m ittee is, because I  have not 
yet rea lly  m ade the statem ent I  w as asked to m ake.

Senator R eed . Really, Mr. Untermyer, I do not like to take your 
time.

Mr. U n t e r m y e r . I am very glad to be able to give you any infor­
mation at my command.

Senator R eed . And I appreciate your attendance, and I would not 
dwell upon this matter, but I think the influence of your statement 
here may be very great with this committee and with the country.

M r . U n t e r m y e r . Y ou understand m e, Sen ator. I  am  g la d  to  g ive  
the com m ittee as m uch o f  m y  tim e as they desire, but i f  I  can n ot  
get th rou gh  th is aftern oon  in  tim e I  w ou ld  rather com e again  som e  
other tim e and suit the convenience o f  the com m ittee.

Senator R eed . Very well. As I said, I think your statement may 
have influence, and weighty influence, with the committee and pos­
sibly with the country, and I am frank to say that some of your 
opinions are—well, I do not think very sound, or, rather, I think 
they are extreme upon certain things; and that is the reason I am 
asking these questions.

Mr. U n t e r m y e r . Of course, you know, I reciprocate that.
Senator R eed . Undoubtedly; but I am not the witness or the ad­

viser, and if you are mistaken, or if you have an opinion that is not 
absolutely sound, I would like to get at it.

Mr. U n t e r m y e r . I should like to see it the other way around, with 
you as witness and me as counsel. I have not the same opportunity 
as witness as you have as counsel.

Senator R eed . Yes; I think you do; because I think you argue one 
side of this case better than I can argue the other.

Mr. U n t e r m y e r . It is very good of you to say that, but I do not 
feel that way. A witness is at a disadvantage always.

Senator R e ed . I think the poor committeeman is at the disadvan­
tage in this case. Now, having sufficiently complimented each other, 
let us proceed.

Mr. U n t e r m y e r . I have not begun yet.
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Senator R eed . Coming back to this question, I want to take up the 
question of the potential note issue of the reserve banks under this 
plan. Ten per cent of the national-bank capital would create a fund 
of $105,691,979.

Mr. U n t e r m y e r . That is, on the theory of the national banks 
alone ?

Senator R eed . No; that is 10 per cent of the national bank------
Mr. U n t e r m y e r . I say that is on the theory of the national banks 

alone becoming members ?
Senator R eed . Yes; certainly. We can not figure the other very 

well now. The minimum deposits would be $856,281,717; the 33  ̂per 
cent minimum gold reserve, of course, comes out of that, but that 
makes a total of what I have just given you.

Mr. U n t e r m y e r . Out of the $356,000,000?
Senator R eed . Yes. It makes a total of assets of $461,923,996, 

and that, under this bill, can sustain a note issue of $1,385,776,085.
Senator B r is t o w . What are those figures again?
Senator R eed . $1,385,776,085.
Senator B r is t o w . Of liability ?
Senator R eed . Of note issue.
Mr. U n t e r m y e r . H o w  is it you figure that?
Senator R eed . Well, I had a gentleman who can figure take the 

figures I just gave you and then from them see how much money 
could be issued under this bill, keeping within the law.

Mr. U n t e r m y e r . I do not see how he figures it. I would like------
Senator N e l s o n . N o man could figure that, Senator Reed, under 

this law.
Senator R eed . Y ou can, the moment you take as a basis— for in­

stance, we can tell the amount of the capital that would be paid in, 
the 10 per cent, the amount that that would bring in the national 
banks, which is $105,691,979.

Mr. U n t e r m y e r . They could loan out all of that.
Senator R eed . Now, the minimum deposits; that is, the reserves 

which the banks are required to put in, would aggregate $356,231,717. 
That gives you, then, a total $461,923,996. Now, you can take that, 
and setting aside each time your gold reserve of 33 per cent, you can 
figure how much money could be issued against it, and it aggregates 
$1,385,776,085.

Mr. U n t e r m y e r . I would like to see how that is figured.
Senator R eed . I have not the detailed figures, but the gentleman 

who figured this------
Mr. U n t e r m y e r . On w h at principle is it figured?
Senator R eed . The figures were made by an actuary, and it is 

figured upon the principle that now we have got in this bank 
$461,923,996.

Mr. U n t e r m y e r . That is $283,000,000 of loanable funds?
Senator N e l s o n . That is composed, Senator Reed, as I understand 

your figures, first, of the stock subscription of the member banks; 
next of the deposits that they are required------

Senator R eed . That they are required to put in.
Mr. U n t e r m y e r . And deducting one-third------
Senator R eed . Then this bank starts to the Federal Government to 

get money, and it borrows or gets from the Federal Government
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$461,928,996 of Federal notes, two-thirds of which is put in circula­
tion, setting aside one-third as the gold reserve.

Mr. U n t e r m y e r . It puts more than two-thirds in circulation, be­
cause it does not need to set aside anything against capital— 
$105,000,000; it puts $283,000,000 in circulation.

Senator N e l s o n . He is assuming that you issue notes both for the 
capital and deposits.

Mr. U n t e r m y e r . Oh, I  see.
Senator R eed . Yes; I am talking about this potentiality. Then, 

having loaned this money out, except the gold reserve, it gets new 
notes of member banks or obligations of member banks, and having 
those it goes to the Federal Government and gets more money.

Mr. U n t e r m y e r . H ow  often?
Senator R eed . And it repeats that until it has exhausted its ability 

to get money, by virtue of the 33| per cent having exhausted the 
fund.

Mr. U n t e r m y e r . Your actuary proceeded upon a most violent as­
sumption.

Senator R eed . I am talking about the possibilities of this bill, and 
those are the possibilities of the bill.

Mr. U n t e r m y e r . They are not even the physical possibilities of 
the bill.

Senator R eed . I do not know why.
Mr. U n t e r m y e r . Y ou would have to have somebody at every 

branch bank waiting with commercial paper all day and all night 
and at the reserve banks straight along. You are assuming that you 
can keep borrowing day and night. The actuary could make as 
many figures as he pleased on that. This paper has an extreme ma­
turity of 90 days?

Senator R eed . Yes.
Mr. U n t e r m y e r . Y ou have no right to assume it is going to be 

90-day paper. It would probably average 45 or 60 days. He has 
assumed that from the first day that paper was put in as fast as you 
can get money you have got new notes that you can keep putting in 
and getting money every day until the paper matures.
. Senator R eed . Certainly; and while there would be some loss and 
some variation, for all practical purposes that would be true, be­
cause when this bank is running there is a stream of money going 
out over the counter and notes coming in, and there is no reason why 
it should not go across the hall to the Federal reserve agent every 
day. with its notes.

Mr. U n t e r m y e r . And there is a stream of money coming in?
Senator R eed . Certainly.
Mr. U n t e r m y e r . H o w  can any actuary m ake figures on th at basis ?
Senator R eed . It is perfectly simple.
Mr. U n t e r m y e r . He can not make figures on that basis.
Senator R eed . I have had made the same sort of figures to apply 

to the other side. I will now take what I call the “ Hitchcock plan ” 
for the present—although I do not think he has indorsed this plan, 
except by suggestion------

Mr. U n t e r m y e r . Those are unknown factors.
Senator R eed . It is unknown in one case, and they are identical in 

both cases. I am simply approaching the question of security and 
the amount that could be issued on that capital. You take the plan
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of Senator Hitchcock, of a possibility of 75 per cent of money being 
issued equal to 75 per cent of the bank stock, the present bank 
capital is $1,056,919,742. The potential note issue at 75 per cent 
would be $792,000,000. The present note issue is $733,692,820, mak­
ing a potential note issue against this bank capital of $1,555,692,820.

Mr. U n t e r m y e r . At what figure does the note issue begin— 
$792,000,000?

Senator R eed . Yes.
Mr. U n t e r m y e r . If you begin in the one instance with $792,000,000 

of note issue and in the other instance you only begin with 
$283,000,000 of note issue, I do not see why under Senator Hitch­
cock’s plan you do not have many times more the amount of paper 
than you would under the regional reserve.

Senator R eed . Because you are absolutely limited by the amount of 
bank capital in one case, whereas in the other case you are limited 
only by the amount of commercial paper, which is utterly unknown.

Mr. U n t e r m y e r . N o ; you are not in the other case. If I may sug­
gest, you are limited with a beginning of $283,000,000; that is the 
loanable funds in the regional bank. Under Senator Hitchcock’s 
plan you start with a loanable fund of $792,000,000. So that in the 
natural course of things, if you take the same figures for both in­
stances, you will have three times as much paper outstanding on your 
plan.

Senator R eed . But when you get it out you can not go on and 
multiply it in one case, whereas you can in the other.

Mr. U n t e r m y e r . I do not know why you can not if it keeps coming 
in and going out.

Senator R eed . But you can not go above 75 per cent of that bank 
capital in one case, whereas in the other you can go up to the amount 
of commercial paper.

Mr. U n t e r m y e r . The $1,000,500,000 is doubled 75 per cent, accord­
ing to that statement. Under Senator Hitchcock’s plan you have got 
double your limit already.

Senator R eed . What misleads you and what appears to be mis­
leading in these papers is that there has been used the present bank 
circulation, which is based upon Government bonds and not upon the 
stock of the banks.

Mr. U n t e r m y e r . Has that been done in both these illustrations?
Senator R eed . That is carried into this particular bank-circulation 

plan.
Mr. U n t e r m y e r . Has it been carried into both these illustrations?
Senator R eed . No; it has not been carried in the other, because the 

other proposes to retire them. This would not propose to retire them.
Mr. U n t e r m y e r . If you have included the $746,000,000 in the 

Hitchcock illustration, I can understand the figures.
Senator R eed . Certainly.
Mr. U n t e r m y e r . Otherwise it will remain stationary.
Senator R eed . Let us see what security is back of this. If the Fed­

eral reserve banks— [After consultation with actuary.] I think I 
owe to the committee an apology and to the witness. While these 
figures bear on another matter, they do not bear on this point. They 
are different illustrations.

Mr. U n t e r m y e r . I th ou gh t so.
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Senator R eed. And I can follow those through, and I will now, and 
then come back to this particular point. These sheets were handed to 
me a moment ago.

Mr. U n t e r m y e r . Evidently there is something wrong about them.
Senator R eed . I am speaking now--------
Senator S h a f r o t h . Why can you not cut them out of the record ?
Senator R eed . No; they are all right. I have simply now put these 

figures in and I do put them in for the purpose of showing the po­
tential note issue under the two plans. Assuming that the minimum 
of deposits will be made in the reserve banks, if the deposits in the 
reserve banks are not at the minimum, if they mount to a higher 
place, then, of course, the note-issuing capacity is multiplied in­
definitely. It is dependent upon the amount of deposits, whereas in 
the case of the national banks obtaining this money under what I 
will call the “ Hitchcock suggestion ” their total issuance, including 
an amount which is now issued upon the Government bonds, would 
be $1,525,692,820. And that answers the question of fluctuation, and 
that is what I had those papers prepared for, but I started to intro­
duce them on the other idea, and it is somewhat confusing.

Mr. U n t e r m y e r . Have you the figures so that I  could look at 
them?

Senator R eed . I have not the details, but will give them to you.
Mr. U n t e r m y e r . I think there is something wrong about them.
Senator R eed . I now take up the question of the margin of safety 

in the two plans. I want to assume the organization of the Federal 
reserve banks. As they are given to me, this is the result: The 
capital paid in at 10 per cent would be------

Mr. U n t e r m y e r . $105,000,000.
Senator N e l s o n . That is for the 12?
Mr. U n t e r m y e r . That is for all of them—$105,691,979.
Senator H it c h c o c k . Mr. Untermyer, do I understand you must 

leave on the 3 o’clock train?
Mr. U n t e r m y e r . Yes, sir.
Senator H it c h c o c k . Would you be able to come back next week 

or some later day?
Mr. U n t e r m y e r . If it is required, Senator Hitchcock, because I 

have not really outlined in any sort of sequence or logical order the 
recommendations that I desire.

Senator H it c h c o c k . Mr. Untermyer, about how long would it 
take you to make your own statement if uninterrupted ?

Mr. U n t e r m y e r . I should think about three-quarters of an hour.
Senator H it c h c o c k . We expect at 3 o’clock to hear some Minne­

sota gentlemen. The time after you have to leave we shall give up to 
the Minnesota delegation.

Mr. U n t e r m y e r . I should like very much to get away at 2 o’clock, 
if I can.

Senator H it c h c o c k . Two?
Mr. U n t e r m y e r . Yes; I have another engagement over in one of 

the departments which I would like to keep.
Senator O ’G o r m a n . Senator Reed, might I ask a question? Would 

it interfere with your plan if Mr. Untermyer were allowed to proceed 
to the completion of his statement and then later take up his interro­
gation ?
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Senator R eed. It will not when I get through with this question 
which I now have before me, but I do not want to leave it in this 
case.

Assuming that all the national banks came in, each regional bank 
would have approximately $10,000,000 of capital?

Mr. U n term yer . A little less than $9,000,000 on an average.
Senator R eed. We will assume it is $5,000,000, which the bill 

requires.
Mr. U nterm yer . It would be more.
Senator R eed. I am just taking the arbitrary figure.
Mr. U nterm yer . Yes.
Senator R eed. The capital subject to liability would be $5,000,000 

more; 5 per cent of the deposits would be $35,000,000. That makes 
a total of $40,000,000 that you actually have, with $5,000,000 that can 
be called upon, which makes a total of $45,000,000.

Mr. U n t e r m y e r . H ow  do you make 5 per cent of the deposits 
$35,000,000? That includes the Government deposits, too, does it 
not?

Senator R eed. N o.
Mr. U nterm yer . Because the reserves will be $356,000,000. That 

would only be $17,500,000.
Senator N elson . That is for the whole system; but he spoke of the 

$5,000,000 for one reserve bank.
Senator R eed. I think these figures are accurate on that point.
Senator N elson . I do not see where you can assume one regional 

bank would have this $35,000,000.
Mr. U n term yer . N o.
Senator N elson . I do not see where you get those figures.
Senator R eed. The figures are assumed in both instances upon the 

same basis for those in the other banks. I am trying to get the mar­
gin of safety. Let me state it again. Take a capital of $5,000,000 
for a regional bank, and a capital liability of $5,000,000, and at 5 per 
cent of the deposit would make $35,000,000. That is a total of 
$40,000,000 actually in the bank, with $5,000,000 in reserve, a total 
altogether of $45,000,000.

Mr. U nterm yer . Y ou have not put in  the Government deposits 
at all ?

Senator R eed. Not at all.
Senator N elson . That would not be such a great thing if they were 

distributed equally among 12 banks.
Senator R eed. But the Government deposits are not a margin of 

safety, as far as the Government is concerned; that is a margin of 
danger to the Government, if there is any danger in it.

Assuming a note issue of $100,000,000, there would be against that 
a total protection, so far as the bank was concerned, of $45,000,000 
and the proceeds of these notes, which would be $145,000,000. There 
would be in that case a margin of safety of just the $45,000,000 plus 
the value of the promissory notes that were put up.

Senator N elson . But where do you get your assumption of $100,- 
000,000 of note issue ?

Mr. U n term yer . It is an inadmissible assumption.
Senator N elson . I do not see what that is based on.
Senator R eed. Well, the bank can take its paper down—I am try­

ing to get the margin of safety that will exist back of money that is
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issued by a reserve bank. A reserve bank has its capital stock, which 
we have assumed to be $5,000,000.

Senator N elson. Yes.
Senator R eed. It has its capital liability, which we have assumed, 

of course, to be another $5,000,000. We assume its deposits to be 
$35,000,000.

Senator N elson. H ow do you assume it will issue $100,000,000 in 
notes ?

Senator R eed. I am simply assuming that, because you have got 
to assume a figure. I am going to take the same figures and assume 
the same proportion on a national bank.

Mr. U n term y er . Y ou can keep on reducing the margin of safety 
by increasing the assumption of notes.

Senator R eed. Y ou do not understand me, or I  do not understand 
you.

Mr. U nterm y er . Yes; I think I do.
Senator R eed. And I think I might at least be allowed to ask a 

question, and then if it can not be understood or if it is incorrect that 
can be pointed out.

Mr. U n term y er . Let me apologize.
Senator R eed. No; I do not mean that. I am speaking generally 

about it. I want to get at an accurate result. I asked a gentleman 
to assume a condition with reference to a reserve bank, and then 
apply the same assumption and the same proportions to a single 
Federal bank, and try to arrive at the question of which would give 
the greater margin of safety for a note issue. If you take a Federal 
bank with $5,000,000 of capital------

Mr. U nterm y er . I understand now.
Senator R eed. With $5,000,000 of capital that can be called, and 

assume that it has deposits of 5 per cent. You have $40,000,000 
actually in and $5,000,000 of reserves. Assume, now, that it goes 
down and gets $100,000,000. It puts up for that $100,000,000 a hun­
dred million dollars of notes which it has loaned out, but when it 
loaned it out it reduced the cash on hand by that amount, so that it 
has actually back of the $100,000,000 that it got $145,000,000 of assets, 
or a margin of safety of 45 per cent.

Now, let us apply those figures to a single national bank. It has a 
capital of $100,000, a stockholder’s liability of $100,000, a redemption 
fund in the Treasury of 5 per cent, or $3,750; it has the notes against 
which the paper was issued of $75,000; its assets and stockholder’s 
extra liability all aggregate $278,750. Its note issue is $75,000; its 
margin of safety is $267,000, as this gentleman figures it, instead of 
$145,000 as the other plan works out.

I am sure that these figures are correct. They were prepared for 
me by a gentleman who does a good deal of figuring, but they look 
on the surface to me as though they were actually correct.

Mr. U nterm yer . I do not think they mean anything.
Senator R eed. I would like to have them verified.
Mr. U nterm yer . They do not mean anything, because they are 

composed of a variety of assumptions. Of course you can proportion 
anything if you assume premises, and you must get the conclusion------

Senator B ristow . Just a minute.
Senator R eed. If you make the same assumption?
Mr. U nterm y er . It is not the same assumption.
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Senator R eed. With the same hypothesis in each instance, and then 
apply the two different plans, and from that you ought to get------

Mr. U nterm yer . But you have not made the same assumption. 
You have assumed in the case of the regional bank that it is going 
to loan out and issue some currency for twenty times its capital, and 
you have assumed in the other case that it is only going to get cur­
rency for three-fourths of its capital.

Senator R eed. Exactly, because I have assumed a law that will 
only let it get 75 per cent of its capital, and in the other case I have 
assumed that the system is put into effect that we propose to put into 
effect under this bill.

Mr. U nterm yer . It stands to reason that if one corporation only 
borrows three-fourths of its capital and the other borrows twenty 
times its capital there is going to be a bigger margin of safety to the 
one that borrows three-fourths than twenty times; but the facts do 
not warrant that.

Senator R eed. That is just the difference between these two sys­
tems. One of them proposes to let a reserve borrow, regardless of its 
capital, and the other proposes that it shall borrow only three-fourths 
of its capital, setting aside a gold reserve back of every dollar that it 
does borrow.

Mr. U nterm yer . But in the case of the regional reserve you have 
omitted a number of elements of safety when you say the margin of 
safety is 145 to 100. You have assumed that there are $1,300,000 of 
commercial paper in the country at any time for which this currency 
can be issued, and you have assumed a variety of things, Senator 
Reed, for which there are no statistics and no warrant for assuming.

Senator R eed. Do you think it is safe to draw a bill that is to go 
into effect as a permanent system in this country based upon an abso­
lutely unknown quantity?

Mr. U n term yer . I do not think it is an unknown quantity.
Senator R eed. Y ou have just said that you did not know how much 

commercial paper there was.
Mr. U n term yer . What I meant to say was that I do not think it 

is an unknown quantity in this sense, that there is the safeguard of 
the regional bank and the reserve board as to the amount of paper. 
Therefore they have it always within their power.

Senator N elson. But if you will allow me to interrupt, is not the 
ultimate question in that case what would the country absorb?

Mr. U n term yer . That is the point.
Senator N elson . What would the trade and commerce and traffic 

of the country absorb?
Mr. U n term yer . That is, legitimately absorb.
Senator N elson . It is not enough to issue a paper; there must be 

somebody that wants to use it.
Mr. U n term yer . That is what I have been trying to develop.
Senator R eed. That would be true in both instances, Senator.
Mr. U nterm yer . But one is rigid and the other is not.
Senator R eed. One is rigid to this extent, that there is a point 

beyond which inflation can not go, and that point is fixed by the bank 
capital.

Mr. U n term yer . No; but you have a system now under which you 
can get currency to the full amount of the capital of a bank. That
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is inelastic. Now, you propose to substitute for it a system by which 
you can------

Senator B ristow . It does not substitute it at all.
Senator R eed. We propose to place it in addition to the present 

law which permits you to have issues upon bonds.
Mr. U nterm yer . Then, the answer to that is that instead of an 

inelastic system that allows 100 per cent currency issue against 
Government bonds, you propose to superadd 75 per cent in equally 
rigid security. It is not going to do very much good. It will give 
you more currency.

Senator R eed. It is only rigid to the extent that you can not go 
beyond a certain point in inflation.

Mr. U nterm y er . But the amount of bank capital is no criterion 
of the needs of the country. The fact that the banks have just so 
much capital stock at this time does not measure—in any degree on 
any theory—the contracting and expanding requirements of the 
country. The contracting and expanding requirements of the coun­
try are measured by the amount of legitimate commercial paper that 
is available at reasonable rates of discount; and that is the sole 
scientific test. If you try any other tests you have to have an un­
reasonable test.

Senator R eed. I have heard that asserted a great many times as 
a fact, that the sole test of the amount of money we need in this 
country is to be determined by the volume of commercial paper.

Mr. U nterm y er . Provided it is rigidly tested.
Senator R eed. I have not heard anybody go beyond the assertion. 

I have not heard anybody demonstrate it, and I am not prepared 
to accept it as necessarily a verity.

Mr. U nterm y er . But, Senator Reed, those who assert it simply 
point to the years of experience of other countries where it has 
worked and where they do not have the violent contractions and ex­
pansions in the currency market, and a famine in currency, and a 
glut of currency.

Senator R eed. Let me see. I will take issue with you on that. I 
suppose you refer to England?

Mr. U n term y er . I refer to all the continental countries.
Senator R eed. England’s panics have been as frequent and as dis­

astrous as they have been in this country, have they not ?
Mr. U n term yer . Not currency panics.
Senator R eed. Well, but panics—banks closing, bank smashes, wide­

spread commercial paralysis.
Mr. U n term yer . They have had business panics that have been 

reflected in the banks, but they have never had, so far as my recol­
lection goes, any instance of them in times of prosperity and normal 
business conditions. You have not had currency panics when peo­
ple could not get money against credits, so far as I know.

Senator R eed. They never actually did close their banks, I believe, 
in Great Britain as we did in this country just once in our history, 
but they have had a panic or crash that has compelled the raising of 
discounts to very high points, have they not ?

Mr. U nterm y er . I do not remember of their being raised very 
high. How high do you call “ very high?”

Senator R eed. They have not gone high, as compared with our 
board of trade speculations down here in New York, but they have
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gone up to practically prohibitive points, until gold flowed in from 
other countries.

Mr. U n term yer . What do you call prohibitive points? They do 
not frequently need to go to 5 per cent to attract gold.

Senator R eed . But they have gone to 10 per cent.
Mr. U n term yer . I did not know that.
Senator R eed. I have been so informed. I am not an expert on 

European banking.
Mr. U nterm yer . I do not know that I have ever seen the statistics 

as to that.
Senator R eed. The prime difference between you and me seems to 

be this, that you insist on a flexible currency—and I agree with you 
there. I insist that there shall be some absolute limit placed upon 
the amount of inflation, and I say that, as bank stock is practically 
stable, that we would furnish some limit, whereas you say that that 
is inflexible because there is an absolute limit; and you prefer com­
mercial paper, stating that commercial paper measures the business 
activity of the country. I do not think it does.

Mr. U nterm yer . No.
Senator R eed. I do not think that it measures the activity of the 

business of the country any more than the building of houses and the 
putting up of factories and the construction of railroads measures the 
business acativity of a country; and I do not think that this bill 
ought to be drawn for the banks alone or for the commercial popula­
tion alone, but it ought to be drawn with reference to the entire busi­
ness of the country and every man, woman, and child in it.

Mr. U n term yer . I think we would all agree as to that, and I be­
lieve everybody who has participated in the discussion of this bill 
agrees that it should be drawn for everybody in the country—for the 
general prosperity. So far as concerns inflation, I do not think that 
you have here a system proposed that leads to inflation. I recognize
9 great distinction between legitimate expansion and inflation. I 
think inflation ought to be defined as illegitimate expansion.

Senator S h afroth . D o you not think we had better give Mr. Un­
termyer an opportunity to make his statement and then inquire as 
to any improvements which he may wish to suggest ?

Senator R eed. I am through.
Senator N elson. I would like to ask two or three questions, and 

they will be very short.
The system to be inaugurated by this bill is really a system of asset 

currency, as we understand the term, accompanied with a gold reserve 
of 33 per cent?

Mr. U n term yer . That is a very accurate description of the case.
Senator N elson . Why can we not build upon the present system of 

national banks that we have, allowing them to substitute in place of 
a bond-secured currency an asset currency based upon their com­
mercial resources, with a 33 per cent gold reserve? In other words, 
why could we not apply the same principle of asset currency and 33 
per cent gold reserve to the individual national banks, and so operate 
and build on the system that we have ?

Mr. U n term yer . That, it seems to me, is what we are doing, except 
that we are interpolating between the banks and the Government 
these regional reserve banks, which are a strong element of added
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security and added supervision and management, which is necessary 
with an unlimited asset currency.

Senator N elson. You have the reputation of being a good lawyer, 
and you know how the common law grew up. Could we not apply 
the principles of the common law here to our present national-bank 
system, and build upon that, giving the banks the privilege of sub­
stituting currency upon their assets instead of upon bond-secured 
currency, and requiring them to put a gold reserve of 33 or 40 per 
cent behind it? Why would not that be as safe a currency as this 
currency ?

Mr. U nterm yer . Senator Nelson, I  take it from my reading of the 
bill that that is precisely what we are doing under the bill, except 
that we are adding two elements of further security by interpolating 
the regional bank between the member bank and the Government, 
and are providing for a mobilization of our reserves, which would 
not be otherwise possible. We are also taking these reserves out of 
Wall Street, where they have been used in speculation.

Senator N elson. But you rob the individual banks of a part of 
their capital to get this intermediate institution.

Mr. U n term y er . I do not agree to that. On the contrary, I think 
that instead of robbing the individual banks, as I explained yester­
day, we are benefiting the individual banks, because for the 10 per 
cent capital they have to put up they are almost guaranteed 5 per 
cent return, in addition to which they get back the subscribed capital 
in the form of rediscount. They are not losing the use of that at all. 
Presumably each bank is getting its pro rata and equitable use of 
that fund. No part of that capital has got to be set aside for a gold 
reserve. That capital is loanable, as I understand it.

Senator N elson. Where do they get their gold reserve? Where 
would the reserve banks get their gold reserves; from what source?

Mr. U n term y er . As I understand it, their gold reserve that they 
are required to put aside is against their demand liability.

Senator N elson . Y ou do not answer my question. From what 
source are they to get 33 per cent gold reserve ?

Mr. U nterm yer . There is no doubt that they will get their gold 
reserve by using their capital stock and some other------

Senator N elson . Have they not got to take their capital stock to 
get that gold with ?

Mr. U nterm yer . When they take their capital stock to get their 
gold with, then they replace their money they have thus taken out of 
their deposits, because when they have once gotten the gold reserve 
put aside, they do not need it to put aside again.

Senator N elson. But their deposits are not their money?
Mr. U n term yer . No; but they have to put half their gold reserve 

against these deposits. There is no gold reserve required against 
their capital stock.

Senator N elson . N o ; it is against the currency.
Mr. U n term y er . Only against the currency. What I mean is that 

they must put aside the gold reserve against the money they borrowed 
from the reserve bank. If the reserve bank has $100,000 of capital or 
$10,000,000 of capital, until it borrows currency, it need not put aside 
a gold reserve, and then only against the currency issued to it.

Senator N elson . We will take the case of 100 millions of commer­
cial paper as put up to a regional bank, and they issue 100 millions of
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these reserve notes, these Treasury notes upon that, and the bank is 
required to keep 33 per cent of gold reserve. From what source does 
it get it? It can not get it from those notes that are put up as 
security. From what source will it get its 33 per cent gold reserve ?

Mr. U n t e r m y e r . From the deposits, the proceeds of the reserves 
that are put up.*

Senator N e l so n . From the commercial paper?
Mr. U n t e r m y e r . Yes.
Senator N e l so n . The commercial paper will yield the gold? 

That is your theory?
Mr. U n t e r m y e r . Yes; that and the capital.
Senator N e lso n . And the 5 per cent------
Mr. U n t e r m y e r . No, no; the 10 per cent. They have to utilize 

all their reserves.
Senator B r ist o w . H ow  does the bank get its capital back?
Mr. U n t e r m y e r . Suppose they have $10,000,000 of capital and 

$100,000,000 of deposits. They lend a part of it. In other words, 
the banks come to them with $100,000,000 of paper and ask them for 
currency. They have $210,000,000 of assets, have they not?

Senator B r ist o w . Yes.
Mr. U n t e r m y e r . And against that 210 millions of assets they 

issue 100 millions of currency, against which they have to put aside 
33 millions of gold. That 33 millions they get out of their entire 
assets.

Senator B r ist o w . That came from what?
Mr. U n t e r m y e r . From resources, taken all together.
Senator B r ist o w . That must come from their deposits and their 

capital, must it not?
Mr. U n t e r m y e r . And the notes.
Senator B r ist o w . But the bank gets the notes.
Mr. U n t e r m y e r . I mean the securities put up.
Senator B ristow . The Government does not let them take securi­

ties and purchase gold with them, does it?
Mr. U n t e r m y e r . No; the Government holds these securities, but it 

takes a part of these deposits it has on hand and part of the proceeds 
from its stock and buys gold.

Senator B r ist o w . It takes part of th e  100 millions of deposits?
Mr. U n t e r m y e r . Yes, sir. There is no reason why the capital 

which these banks put up, the member banks, at 10 per cent, could 
not be loaned back.

Senator B r ist o w . H ow  can it be loaned back when it is all hy­
pothecated with the Government?

Mr. U n t e r m y e r . The capital is not hypothecated with the Gov­
ernment.

Senator B r ist o w . But the capital has been secured when it is put 
up by the Government.

Mr. U n t e r m y e r . The deposits may be used.
Senator B r ist o w . The deposits came from the banks?
Mr. U n t e r m y e r . Yes.
Senator B r ist o w . So you are taking from the country banks their 

resources and a part of the resources you can not loan back?
Mr. U n t e r m y e r . I do not agree. 1 think a part of these resources 

you can loan back.
Senator B r ist o w . A part, but not all.
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Mr. U n term yer . Suppose a bank puts up $10,000 to acquire stock. 
It could get $6,600 back by way of loan, according to your theory, 
could it not?

Senator B ristow . Yes.
Mr. U n term y er . But, according to my theory------
Senator B ristow . They could borrow it back?
Mr. U nterm y er . Yes; it can borrow it all back; and, according 

to my theory, it can borrow it all back because the regional bank can 
get its reserves out of its deposits and need not get it out of its capital.

Senator B ristow . But its deposits are the deposits of the bank$. 
They have been taken out of their own community and sent down to 
the regional banks.

Mr. U n term y er . But the country bank now sends its deposits away 
and gets none of them back. They are used in the city. Under this 
plan they get two-thirds of them back—they can borrow two-thirds 
back.

Senator B ristow . The country bank sends that part of its deposits 
to the city which it needs in the transaction of its business, and the 
banks in the cities------

Mr. U n term y er . I beg your pardon; it does not send what it 
needs in the transaction of its business. It sends what the law re­
quires it to send.

Senator N elson . Banks keep accounts all over for exchange busi­
ness.

Mr. U n term yer . Of course they do; but that must be over and 
above their required reserve, because their balance must be equal to 
the lawful reserve.

Senator B ristow . Bankers have testified here that the lawful re­
serve was not more than was needed. Many of the banks got as 
much as was needed in the transaction of their business.

Mr. U ntermyer*. I do not know what other people have testified to, 
but it does not seem reasonable.

Senator B ristow . That is what Mr. Frame, who was from Wau­
kesha, Wis., stated the other day.

Mr. U nterm y er . They have to have accounts over and above their 
required reserve to do their exchange business. Under this bill they 
will have to have accounts in the cities, anyway, but they will be ac­
counts over and above the reserve. I am not talking about the moneys 
that are needed in the cities for exchange purposes. I am talking 
about the amount that the law requires them to have for reserve 
purposes that they do not get back now.

Senator N elson . Here is the question: This reserve money that is 
to be put in the reserve banks, this 5 per cent, we will call it—is 
that to be treated in the reserve banks as reserves are now treated in 
the national banks ? That is, must they be kept there perpetually as 
an unavailable fund?

Mr. U nterm yer . I think the bill defines that.
Senator N elson . What is your understanding? Is that to be a re­

serve in the reserve banks in the sense that a reserve in a national 
bank is a reserve now ?

Mr. U n term y er . Is not that against gold ? That is, the 5 per cent 
deposit against their currency issue. Is that what you refer to ?

Senator N elson . N o ; I mean the reserve requirements. At present 
a country bank is required to keep 15 per cent reserves. Nine per cent
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it can have in central reserve or reserve cities; 6 per cent in its vaults. 
Banks in reserve cities are required to keep 25 per cent; half they must 
keep in their own vaults. Under this system, when it has finally cul­
minated, after the end of 36 months, the country banks are required to 
keep, I believe, 12 per cent—5 per cent in their own vaults and the 
balance in the reserve bank.

Mr. U nterm yer . No; 5 per cent in the reserve bank.
Senator N elson . The question is not whether it is 5 or 12 or 6. It 

does not make any difference. Is that 5 per cent of the reserve banks 
to be there somewhat as a fund, as it is now, an unavailable fund, for 
any purpose ?

Mr. U nterm yer . No; on the contrary, it is available in the hands 
of the regional banks as a basis on which to loan money; that is, two- 
thirds of it.

Senator N elson . Can they pay that money out ? Must they keep it 
constantly in their vaults ?

Mr. U n term yer . No; on the contrary, that is one of the virtues of 
this bill, that instead of that money being unavailable it is available 
except as to the gold reserves that must be kept against it.

Senator N elson . They are not required to keep any other reserve 
than a gold reserve ?

Mr. U n term yer . None other. The rest of their assets can all be in 
the form of member banks’ notes, and that is one of the great advan­
tages to the country banks, that whereas at present their reserves of 9 
per cent in the city are unavailable to them, under this bill that re­
serve is reduced to 5 per cent, and two-thirds of that is available to 
them.

Senator B ristow . I received a letter this morning from one of the 
leading State bankers in our State, and he gave it to me as his judg­
ment that none of the State bankers of Kansas would come into this; 
that they could not afford to; and he also said that a majority of them 
could not go in under the law because their capital is not sufficient.

Mr. U n term y er . Y ou refer to $25,000 limitation?
Senator B ristow . Yes. He thinks that a great many national banks 

will take out charters under the State law, because it would be more 
advantageous to them in doing their banking business than under this 
Federal statute.

Mr. U n term yer . I think it will be, as the law now stands, and I 
have suggested that it be amended in that respect. As the bill now 
reads, as I suggested yesterday, a State bank may become a part of 
the regional reserve bank by subjecting itself to an examination and 
by having the necessary reserves, complying with the conditions of 
this bill, and it may do a very much wider variety of business and 
have a broader charter than a national bank; and this bill, to my 
mind, leaves no inducement open to a national bank to remain a na­
tional bank if it can exchange its national charter for a State charter 
and get wider charter powers than they have now.

Senator N elson . They can all do that, except in the matter of issu­
ing currency.

Mr. U n term yer . No; but the currency can be issued to a State 
bank under this bill. That is the difficulty which I wTould like to 
develop; that is one of the things I wanted to say. My suggestion 
has been that any bank that wanted to enter this system, any 
State bank, should exercise only the powers that are possessed
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by and allowed to a national bank. If you do not do it as you 
have now withdrawn bank notes from circulation privilege and 
as soon as you have now withdrawn the privilege of being a de­
positary for Government funds, I do not see that you have left 
i he national banks any advantages that would not be possessed by 
a member State bank whilst the member State bank has powers and 
can do classes of business that the national bank can not. Therefore, 
it seems to me you must choose now between one of two alternatives. 
You must either have a system of currency available to all State 
institutions and in that way have them all together out of the national 
system, or you have to make the State institutions conform in their 
charter powers to the powers possessed by a national bank; and 
for that purpose you ought, it seems to me, to enlarge somewhat the 
powers of a national bank. As between the two systems of a State 
bank or the system of State banks only, under this bill, with limited 
regulations by the Federal authorities, and the system of national 
banks and State banks on a par, you ought to choose the latter. If 
you limit the powers of a State bank to those possessed by a national 
bank, and enlarge the powers of a national bank, you put the two 
classes of banks on a par so far as concerns their membership in 
the association. It has been said that the State banks would not 
come in. I do not believe it is possible for the State banks or any 
other banks to stay out of this system.

The advantages of the system are so manifest and so numerous that 
they could not stand the competition; besides which the stability of a 
bank in this system, its ability to get money in times of emergency, to 
utilize its reserves, and in that way to use its deposits over and over 
again, is so manifestly superior to anything that the bank outside 
of the system would have that it would only be a little while before 
the State banks would be bound to come in. But you can not leave 
it in its present condition. There would be no incentive to a national 
bank to stay in the system, and every incentive to convert it into a 
State bank, because it would get all the benefits of membership in the 
system and none of the restrictions in respect to its charter powers 
or methods of doing business.

Senator O ’G o rm an . What would be the objection to enlarging the 
functions of a national bank to the extent now possessed by the State 
banks generally?

Mr. U n term yer . I am very much in favor of enlarging those* 
powers, except in certain directions. For instance, in some of the 
States the trust companies and the banks are allowed to deal in 
stocks—to buy and sell stocks—and it is an unsafe thing. They 
ought not to be permitted to do it, and no State bank should be 
permitted to be a member in this system and get the benefits of cur­
rency and the protection of this system unless its charter powers are 
limited in that way. It would not be necessary, as was suggested 
yesterday, to alter its charter, but only to provide that no State 
bank should exercise powers not possessed by national banks and 
then enlarge the powers of national banks.

Senator P omerene. In what particulars?
Mr. U nterm y er . I would allow the national bank to be a trustee 

of a deed of trust or mortgage. I should allow it to be an executor. 
I think those are the principal particulars in which I would enlarge 
the powers; I would probably allow it definitely to have a certain
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proportion of its capital in bonds of a certain character. Some of 
them buy bonds now, but I do not think they have the power to do it. 
At one time they bought and sold and dealt in stocks until they were 
stopped by the comptroller. He has not yet stopped them from in­
vesting in bonds, but he should have done so long ago. In the larger 
cities they are promoters, underwriters, syndicate managers, and act 
as issuing houses and bond sellers on a large scale. It is all wrong.

Senator N elson . Evidently you are not familiar with banking in 
the rural communities in the West. The great thing in favor of the 
State banks is that they can loan on approved bonds, on real estate 
security; that above everything else. They do not care about loan­
ing on bonds such as you spoke of.

Mr. U nterm y er . I did not mean loaning on them, but owning 
them as permanent investments. There is no reason why they should 
not lend on bonds or stocks.

Senator N elson. They do not care about owning the bonds, be­
cause they can do very much better on real estate loans, first-class 
farm mortgages. That is the great consideration for State banks 
out there; and you can not get one of them to go into this system 
if you deprive them of that privilege.

Mr. U n term yer . That ought not to be an insuperable objection, 
although a farm mortgage is not a very liquid security. It seems to 
me something can be done in that direction, although I had under­
stood that we were going to have a system of farm credits, agricul­
tural credits similar to the continental systems.

Senator N elson . That would be an agricultural bank. That is 
another scheme.

Senator O ’G o rm an . Y ou think the power possessed by State banks 
to buy and sell stock is an unwise power. Has it proved to be 
unwise in the experience of State banks?

Mr. U n ter m y er . I think it has proved to be unwise in this sense, 
that in the great cities, some of them, they have become pretty active 
speculators in the market.

Senator O ’G o rm an . State banks?
Mr. U nterm yer . State institutions; I would not like to say State 

banks. I would not care to be any more specific.
Senator N elson . Senator O’Gorman, can the State banks in your 

State loan on farm mortgages ?
Senator O ’G o rm an . Savings banks can loan on mortgages.
Senator N elson . But not the other State banks?
Senator O ’G o rm an . No.
Senator S h afr o th . Have you examined the bill which I intro­

duced with relation to taking in what national bank currency is now 
outstanding?

Mr. U n te rm y e r . I have, and I know the bill, and there is a like 
bill by Senator Owen. I have that here, and in its main features it 
is a very wise bill. It seems to me we ought to have something of 
the kind. As I understand the bill, it proposes to deal with two 
subjects: First, the gold that is now on storage with the Treasury 
against the gold certificates for which the Government acts simply 
as a warehouseman for the moment, and which amounts to in the 
neighborhood of $1,100,000,000; secondly, it proposes to deal with the 
retirement of the bank-note currency, which amounts now to 
$746,000,000.

9328°—S. Doc. 232, 63-1—yoI 1------60
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Senator S h afr o th . And also for the retirement of greenbacks.
Mr. U nterm yer . And putting that fund of 150 millions into the 

general fund.
Senator S h afroth . And providing for a 50 per cent gold reserve 

to maintain that currency.
Senator N elson . It provides for the issue of a new Government 

paper currency.
Mr. U nterm y er . Yes, sir. It seems to me that there is no more con­

venient or available way in which we can get gold than by canceling 
these gold certificates as they come in from customs and in other ways 
into the Treasury and issuing for them a Treasury note with a 50 
per cent gold reserve back of them. If you get in ail of the gold cer­
tificates under that plan you will have $500,000,000 of free gold, and 
unless you utilize it for the bank note currency—as I understand you 
propose to sell those bonds—do you not ?

Senator S h afr o th . N o ; the theory is to take them all and use this 
gold for all of them.-

Senator N elson . Take up the national bank notes and issue this 
new national currency?

Senator S h afr o th . Based on the 50 per cent gold reserve.
Mr. U nterm yer . The plan that has been a good deal discussed of 

late, and I think it is a very wise one, would release a great deal of 
gold. My suggestion would be that instead of utilizing the surplus 
gold that would come from the redemption of the gold certificates 
leaving only 50 per cent against those certificates.

Senator S h afr o th . A s it is now, there is 1,100 millions of gold in 
the gold-certificate fund.

Mr. U n term y er . Yes.
Senator S h afroth . And there are 700 millions, say, in round num­

bers, of bank notes. There are 346 millions of greenbacks on which 
there is a reserve.

Senator N elson . There is about 2 millions of other notes issued un­
der the gold purchasing act.

Senator S h afr o th . They are so insignificant that we do not care 
to take that into consideration.

You are for a gold reserve, then, of about 1,300 millions of dollars, 
and upon that the most that could be issued would be to replace the 
certificates, which would be 1,100 millions, to replace the greenbacks, 
which would be 346 millions, and to replace the 700 millions of bank 
notes, which, added together, would make about 2 billion, 146 million.

Mr. U nterm yer . And 1,300 millions of gold.
Senator S h afroth . And 1,300 millions of gold, or about 60 per 

cent in gold, which would make a perfectly safe currency ?
Mr. U nterm yer . It would make an ideal currency.
Senator S h afroth . And would not the legal-tender quality being 

added to the note cause it to increase in value and give it, as a matter 
of fact, a tendency to keep it on a par with gold?

Mr. U n ter m y er . It ought to have and would be entitled to a legal- 
tender quality, and the gold reserve back of it would keep it on a 
par with gold always. That is a very large gold reserve.

Senator S h afr o th . And the legal-tender quality would strengthen 
the currency, would it not?

Mr. U nterm yer . Yes.
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Senator S h afr o th . And would have a tendency to overcome the 
objection which we now have to national-bank currency, because the 
national-bank currency is not permitted to be used as reserve?

Mr. U nterm y er . Yes; it should be available as a reserve.
Senator S h afr o th . It would be if it was full legal-tender money.
Senator N elson. But, Mr. Untermyer, how could the Government 

put that money out into circulation except for the payment of its 
bills, its expenses, salaries, etc.?

Senator S h afr o th . It could not; it would come gradually.
Senator N elson . H ow  would they get it through the Government? 

Would not the Government have to go into the banking and discount 
business ?

Mr. U nterm yer . As I understand this matter of gold certificates, 
they are being paid in every day for customs duties. When they 
come in, there is certainly no difficulty in issuing Treasury notes in 
their place.

Senator N elson . What good would it do to issue the Treasury 
notes and to keep them in the archives of the Government ? It would 
have to pay out those Treasury notes to somebody.

Mr. U nterm yer . They should be a perfectly good legal tender.
Senator S h afr o th . They would take the place of the gold certifi­

cates that come in.
Senator N elson . That come in here, and they issue paper money 

for it. Who takes that out?
Mr. U nterm yer . Who takes out the gold certificates as they come 

in now?
Senator N elson . They take out the gold certificates, but that is 

measured by the present volume of the currency. It has nothing to 
do with the business of the country.

Mr. U nterm y er . Y ou would pay them out in the ordinary course 
of disbursement. You would deposit those Treasury notes in your 
bank accounts instead of your present gold certificates and check 
against them. This is a perfectly simple process.

Senator N elson . It would make a better system, then, than this 
regional reserve system?

Mr. U n term y er . N o ; I think it would be supplementary to the 
regional reserve system. This does not create any additional cur­
rency ; this only substitutes one kind for another.

Senator N elson . It obviates the danger Senator Reed was fearing.
Mr. U nterm y er . This would perfect that system.
Senator Sh afr o th . Y ou say the gold certificates would still be in 

existence if anybody wanted them? And it does not force the na­
tional banks to surrender their currency unless they find that it is 
to their advantage to do it, and the advantage which they have by 
reason of cashing it would be to cash their 2 per cent bonds at par, 
which they now fear might go to a discount. It seems to me, when it 
is voluntary on their part, it would be a gradual substitution.

Senator N elson . Why would it not be an immediate substitution 
for the regional reserve bank ?

Mr. U nterm yer . It does not create an elastic currency.
Senator N elson . That is what I was trying to get at and you 

seemed to evade it. I said how was the Government to pay out this 
money ?
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Mr. U n term yer . It pays it out in its general disbursements; that 
is all. It does not give us any more currency.

Senator S h afr o th . N o ; it does not inflate the currency a particle.
Senator H itch co ck . We will take a recess until 2.30 o’clock. Mr. 

Untermyer, as you must leave, we would like to know if you can come 
back on Monday ?

Mr. U n term y er . Yes; I can return on Monday.
Senator H ith c o c k . Would 11 o’clock on Monday be satisfactory 

to you ?
Mr. U n term y er . Yes, sir.
(Whereupon, at 1 o’clock p. m., the committee took a recess until 

2.30 o’clock p. m.)
after recess.

Senator H itch co ck . Mr. Wells, will you please state your name 
for the record, and your business and your place of residence?

Mr. W ells. My name, Edward B. Wells, of Minneapolis. I am in 
the milling business, the elevator business, and connected with an 
investment securities business.

Senator H itch co ck . Have you a statement that you would like to 
make to to the committee, and is it in such form that you would like 
to read it ?

Mr. W ells. Yes; without objection, I should like to do that.
Senator H itch co ck . Well, you may proceed.

STATEMENT OF EDWARD B. WEILS, OF MINNEAPOLIS, MINN.

Mr. W ells. This delegation, gentlemen, is here representing offi­
cially the Minneapolis Civic and Commerce Association, comprising 
a membership of something like 2,000 business men of Minneapolis. 
As you will readily perceive, it embraces all classes of business men; 
large and small, in every branch of our industries.

Also, the Minneapolis Chamber of Commerce, with a membership 
of 550, devoted chiefly to the grain and allied industries, milling, 
etc.; and also the Duiuth Commercial Club, with a membership of
1,000, also representing the business interests of that city.

The principal lines of business in the Northwest are represented 
through these organizations. Would you care to have here the names 
of the gentlemen composing the delegation and their occupation for 
your record, Mr. Chairman?

Senator H itch co ck . I think each one of those gentlemen may 
state it as he comes before the committee.

Mr. W ells. Well, as individuals, I may say------
Senator H itch cock  (interposing). If you prefer, however, you 

may file that with the stenographer.
Mr. W ells. I can do so, if you wish.
(The list referred to is as follows:)

Delegation representing the Minneapolis Civic and Commerce Association,
Minneapolis Chamber of Commerce, Duluth Commercial Club, and principal
lines of commercial business in the Northwest.
Edward P. Wells, president Russell-Miller Milling Co., MinneapoUs; presi­

dent Electric Steel Elevator Co., Minneapolis; president Wells & Dickey Co. 
(investment securities).
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Charles M. Harrington, elevator operator and grain merchant, Minneapolis.
F. E. Kenaston, manufacturer of thrashing machinery, farm tractors, and 

other agricultural machinery, and country banker, Minneapolis.
A. H. Comstock, wholesale hardware (Marshall-Wells Hardware Co.), 

Duluth.
Hovey C. Clark, lumber manufacturer, Minneapolis.
Fendall G. Winston, wholesale grocer (Winston, Harper, Fisher Co.), con­

tracting and engineering (Winston Bros. Co.; Winston & Deere), and banking, 
Minneapolis.

As individuals we represent milling, grain trade, lumber manu­
facturing and jobbing.

We assume no knowledge of the science of banking. We represent 
a much larger and more important class—the borrowers.

We are come not to instruct your committee nor to support the con­
tentions of the bankers.

It has been claimed that the effect of the bill under consideration 
will be to restrict the credits of the country. If this is true we 
should be unfaithful to the business interests of the great and grow­
ing Northwest if wre do not enter our protest. If the claim is not 
justified we should be unfair to the framers of the bill if we do not 
frankly report our conclusions to those who sent us.

The business interests of the Northwest include the small country 
banker, the merchant, the farmers. For 20 years of my business 
career I was myself a small country banker, the very small country 
miller, and as well the farmer. My associates were these men. My 
best friends were and are to-day found there. But if anything takes 
place that prejudices the credit and embarrasses the business of the 
banks, the manufacturers, and the merchants of our northwestern 
cities it is at once reflected in the diminished prosperity of the coun­
try banker, merchant, and farmer. One quite naturally finds his 
first illustrations in his own business experience. My own company 
is engaged in the manufacture of flour. We operate 11 mills, and
10 of them scattered through the wheatfields of North Dakota and 
Montana. We also have elevators at some 80 or 90 other points in 
these States, primarily to purchase wheat for our mills. Because 
we want the first choice of the wheat of these States for our own use 
we can afford to pay, and do pay to the farmer, from 2 to 3 cents 
per bushel more than the elevators can afford to pay and assume the 
risk of shrinkage, dockage, short weight, and market conditions in 
shipping. During the year ending August 31, 1913, our mills and 
country elevators purchased over 20,000,000 bushels of wheat, on 
which it is safe to say that we paid an average of more than 2 cents 
a bushel above current market rates, or to the farmers of those States, 
dealing with us alone, $400,000. To enable us to purchase this wheat 
at the time when the farmers wanted to sell necessitated with us 
that we borrow between $2,000,000 and $3,000,000. If for any reason 
it had been impossible for us to do this the wheat would have been 
sold in the open market at current market prices. A similar restric­
tion of credit experienced by the thousands of line elevators and by 
the independent and farmers’ elevators in the Northwestern States 
would unquestionably have resulted in still lower current market 
prices and an an additional loss of many hundreds of thousands of 
dollars to the farmers of those States, with a corresponding shrink­
age in their purchasing power, which would have been felt not only
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by them but by the laborers, the small tradesmen, and the country 
bankers.

The similar effects that would have been felt I shall leave to my 
associates in this delegation to tell you of, as it may affect the interests 
that they more directly represent. If convinced, as I shall be glad 
to be convinced, that I am mistaken in anticipating restricted credit 
as a result of this measure, I can offer no eriticism of this feature 
of the proposed legislation. Perhaps as a business man I may be 
pardoned for saying that I should look with disfavor on a proposi­
tion coming from any source to take from me any part of my in­
vested capital to be put into an enterprise in the management of 
which I was to be permitted no voice and which might under some 
conditions become the football and plaything of politicians with­
out experience in the business.

I would like to call attention to another provision of this bill, with 
the purpose of which I am in hearty sympathy, to wit, the prohibi­
tion of the use of paper as a basis for credit to be employed for carry­
ing or trading in stocks, bonds, or other investment securities. I am 
connected with a concern whose business is that of purchasing, carry­
ing, and trading in high-class municipal and corporation bonds and 
farm mortgages—nevgr in a speculative way, never upon margins, 
and yet of necessity to meet the requirements of its customers, carry­
ing hundreds of thousands of dollars’ worth of strictly nonspecula- 
tive, sound investment securities, and often requiring large b°nk 
accommodations to enable us to carry the securities. Our concern 
represents hundreds of other and like concerns engaged in similar 
business. Is there not some way by which such legitimate under­
takings may be recognized without letting in the promotion schemes, 
the stock jobbing, and the other forms of speculation against which 
this bill evidently attempts to provide?

There are one or two other points in the bill, and one in particular 
that I want to speak of very briefly, and that is the feature of the 
bill that provides for an advisory board and withholds compensation 
from it. It seems to me that that provision, if made effective, would 
practically prevent the participation in any degree whatever of that 
advisory board in the councils of the Federal reserve board. I be­
lieve that the business men generally of the country would heartily 
approve of a provision that should make—at least some part of, or 
give to some part of that advisory board, its chairman, or its execu­
tive committee—compensation upon the same scale as given to the 
members of the Federal reserve board, and with the condition that 
that man, or those men, should reside in the city of Washington, 
should be permitted to sit with the Federal reserve board, and give 
to it the benefit of their practical knowledge of the subject that may 
be by them under consideration at all times.

I presume that you have been flooded here with letters from coun­
try bankers. I have one, out of a good many that I have received, 
that is very temperate in tone and so well expressed that I may per­
haps be permitted to read it. It is from the James River National 
Bank, of Jamestown, N. Dak., in response to a simple question 
from me:

How do you feel with regard to this new currency bill and how will it 
affect you?
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In reply I have only three or fours days ago received this letter, 
which I will read to you. [Reads:]

T h e  James River N a tio n a l B an k , 
Jamestown, N. Dak., September 16, 1918. 

Hon. E. P. W e l ls ,  Minneapolis, Minn.
D ear Sir : Replying to your letter with regard to the currency legislation now 

before Congress known as the Glass bill, I wisn to say that we do not regard 
this bill favorably in its present form. The country banker does not look at 
all favorably upon the provision in this bill requiring him to furnish capital 
for the Federal reserve banks, in the management of which the bankers have no 
voice. Loss of interest on reserves deposited with the Federal reserve banks, 
loss of exchange, and only a possible 5 per cent return on the capital invested 
are, to say the least, not attractive.

It certainly seems to us that the banker who is required to furnish the capi­
tal and most of the business of these Federal reserve banks should at least be 
represented in managing them, and we do not look with favor upon the prospect 
of political management of the banking affairs of this country.

An opportunity to exchange a part of their best paper for cash in time of 
need is most earnestly desired by the small banks and is, in my opinion, by 
far the most important matter dealt with by the proposed legislation. We doubt 
whether the country bank in the Northwest will be able to avail itself of this 
privilege should this bill become a law in its present form, as the paper ordi­
narily carried by such a bank does not meet the requirements made. If this 
rediscount privilege is extended to the small banks and made immediately 
available in time of need, without delay by reason of cumbersome methods or 
otherwise, I am sure it would prove a privilege of inestimable value to all banks.

We are glad that some action is being taken by Congress and have no doubt 
that should the present bill be passed it will be amended later to suit the needs 
of the country at large, should it not prove entirely satisfactory.

Yours, very truly,
H . T. Graves, President.

Senator H itch co ck . Senator Nelson, have you any questions to ask 
Mr. Wells?

Senator N elson . No.
Senator H itch cock . Senator McLean, have you any?
Senator M cL e a n . N o.
Senator H itch cock . Senator Bristow?
Senator B ristow . Y ou speak as a business man, and you are under 

the impression that it will cause a contraction of credit. What makes 
you think it will cause a contraction of credit, Mr. Wells?

Mr. W ells. I should be glad to answer that question personally, 
Senator Bristow, but it is a branch of the subject that has been 
assigned to one of my colleagues on this delegation.

Senator N elson. I want to say to the Senators that there is a 
delegation here, and they have different subjects apportioned to each 
of them, and perhaps it would be well to let this go until the gentle­
man who is to speak on this subject takes that up.

Senator B ristow . Of course I  do not want to interfere with their 
plans, but it is a good deal more satisfactory to me to have the opin­
ions of all of them on what appears to be important, because then 
you get the judgment of six men independent of any conferences 
which they have had, and I think we would get in that way a better 
reflex of opinion. That is all.

Senator P omerene . That is right.
Mr. W ells. I have not the slightest objection. But I do not want 

to appear to deprive my friends here of the privilege of presenting 
their subject. We are in perfect harmony on all of these points. We 
have reviewed them and assigned them to different members of the
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delegation. The withdrawal of the capital in this manner, primarily, 
of course, represents the first shrinkage in the loanable funds.

Senator B ristow . That is, you refer to the contribution of the 
country bank------

Mr. W ells (interposing). To the central reserve banks.
Senator B ristow . And deposits ?
Mr. W ells. The shifting of the reserves from the points at which 

banks are now getting interest to reserve banks that will pay no in­
terest represents, of course, a great shrinkage. The proposed with­
drawal of a vast sum of money that is now in the savings banks 
departments of our national banks—segregating that and making 
that usable for an entirely distinct line of investment—takes it out 
of business channels. Those, I take it, are the three chief channels 
through which the loanable fund will have disappeared.

Senator B ristow . Now, it has been argued here that, while the 
country banks contribute their capital stock and of their deposits, it 
is sent out of the community to a distant city, that they are compen­
sated by being able to borrow back a large amount of it; and that, 
while apparently it reduces the capital in the national banks indi­
vidually, it does not. That is the position assumed by Mr. Unter­
myer here this morning.

Mr. W ells. Well, of course, the country banker, I  think, univer­
sally claims that the privilege of rediscounting is not in practice 
available to him. The country banker is not possessed of paper that 
falls within the restrictions ox this bill.

Senator B ristow . Yes.
Mr. W ells. I have a little knowledge of country banking, and I 

have, of course, conferred with a good many friends who are country 
bankers. And the country bankers’ paper is seasonable paper. It 
would be utter folly to take from the ordinary farmer, or the mer­
chant who is dependent upon the farmer in the country, a piece of 
paper maturing at any other time than in the fall of the year. So 
that, while I was actively in that business, I know it was our custom, 
with such paper as we could not collect in the months of October, 
November, and December, to renew it, not until next spring or next 
summer, but until a year from that time. That, I think, will be 
found to be the chief asset in most of the country banks in the North­
west. It would be paper maturing------

Senator N elson (interposing). In six months or a year?
Mr. W ells. It would be maturing in the fall. Of course, very 

little paper is given by the farmers in the spring. They make their 
annual clearances and settlement when they have harvested and 
marketed their crops. They pay their debts as far as their crops will 
permit, and what they can not pay they renew until next fall, because 
the lender knows that it would be useless to take paper with an 
earlier maturity.

Senator B ristow . Yes.
Mr. W ells. Well, so that, to be perfectly frank with you, the 

country bankers depend for their business upon the farmers, directly 
or indirectly. Now, farmers are improving in their circumstances, 
so that it is not as general as it was at one time; but they once 
marketed all of their crops in the fall within a period of 30 days. 
So that those conditions are changed to that extent now. But it 
will be a slow process to change them entirely; and until that is done,
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a larger part of the country banks’ assets will be found in the paper 
which matures in the fall, and which, if not paid, is extended until 
the following fall.

Senator H itch co ck . Senator Bristow, have you finished your ques­
tions ?

Senator B ristow . Not quite. Then, from your experience as a 
business man and banker, you are under the impression that the paper 
that is provided here in the bill as security for rediscounts is paper 
held by the banks in the large cities more than by the banks m the 
country ?

Mr. W ells. Yes, sir. And even there I think it would be difficult 
to find the necessary basis for the credit required, except as paper 
might be worked off that had already run part of the period. I 
know that we borrow $1,000,000 every year, and yet I presume that 
90 per cent of the paper—I do not know that I am quite correct, but 
75 to 90 per cent of our paper—is six months’ paper. That would 
only be available under the bill by catching it in the interval some­
where.

Senator B ristow . Yes. You say you borrow millions of dollars 
every year?

Mr. W ells. Yes, sir.
Senator B ristow . And of the millions that you borrow, not to ex­

ceed 25 per cent and possibly not to exceed 10 per cent of it, would 
be available for use under the provisions of this bill ?

Mr. W ells. Except as I have intimated, that the banks having held 
that paper until it has come down to the period within which its 
maturity would carry it.

Senator B ristow . Yes.
Mr. W ells. And make it eligible.
Senator B ristow . Yes.
Mr. W ells. Except as to that, it is true.
Senator B ristow . Yes. Well, did you understand from the bill 

that provision is made for the retirement of the national-bank notes, 
and the only currency that is to be substituted for it is this currency 
based on 90-day paper?

Mr. W ells. No; I can not say that.
Senator B ristow . But that is the provision in the bill. I think it is 

correct that the bill makes no provision for any substitute for the 
national-bank notes when they are retired, except this currency based 
upon the------

Mr. W ells (interposing). Yes; I have understood that.
Senator B ristow . Yes. It is claimed by some that that would 

result in a great contraction of the currency and by others that it 
offers an unlimited possibility for inflation. What is your view as 
to that ?

Mr. W ells. The inflation would come through an excess of the use 
of the rediscount privilege, would it not ?

Senator B ristow . Yes.
Mr. W ells. That is the only way you would get the expansion. 

Now, that, of course, is a question that I am not qualified to answer. 
I am not a banker. My banker friends all assure me, of course most 
earnestly, that they would hesitate to rediscount—to become them­
selves responsible for large sums of money, merely for the privilege of 
turning around and loaning to their customers. It is contrary to
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what has been heretofore considered good banking practice. It is 
possible that you gentlemen, through the medium of this bill, may so 
change that as to make it so attractive that bankers will fall over 
each other in order to come in and apply for their rediscounts. But 
I know it will be contrary to the prejudice of this whole country. 
There is hardly a business man who analyzes a bank’s statement up 
to the present day who is not prejudiced against a bank in which he 
finds a showing of a rediscount.

Senator B ris to w . D o you think, then, that it would be a rather 
novel and unusual proposition to have the entire currency of the 
country practically based upon rediscounts?

Mr. W ells. I certainly do.
Senator B ristow . That is all.
Senator H itch co ck . Senator Weeks, have you any questions?
Senator W eeks. Mr. Wells, you read a letter from a Jamestown 

banker?
M r. W ells. Yes, sir.
Senator W eek s . D o you think that is typical of the opinion of 

country bankers in the locality which is tributary to Minneapolis ?
Mr. W ells. Why, I have perhaps either talked with or heard 100 

or 150 country bankers within the last three months discussing this 
bill, and I do not remember to have ever heard an expression favor­
able to the provisions of the bill.

Senator W eeks . The statement has been made that one reason for 
such a condition that exists is that bankers in reserve and central 
reserve cities were using their influence to urge the country bankers 
to oppose the bill. Do you think there is anything in that ?

Mr. W ells. Well, I do not believe they go so far as to use their 
influence to urge the country banker. I believe, quite frankly, that 
the bankers in our cities—the larger cities—more or less do influence 
the attitude of the country bankers. We can hardly doubt that. I think 
a great many country bankers either have not felt competent or have 
not been willing to go into an exhaustive study of this bill and to 
apply its provisions to their individual cases and determine for 
themselves what the effects would be. But they see two or three 
things that stand out conspicuously. The requirement that they 
shall contribute to a bank a part of their capital—to a bank over 
which neither they nor others like them have any sort of control, 
and in which they exercise no sort of influence. That is rather a 
natural sentiment. I think I would apply it to my own business, and 
that anybody else would.

Senator W eeks . It is the same kind of influence which exists at 
all times in banking, that the country banker depends on his reserve 
agent for information about the quality of paper and other matters 
relating to the banking business, is it not?

Mr. W ells. There is no doubt of that.
Senator W eeks . And, naturally, he would be influenced by the 

opinion of the man on whom he depended in other matters.
Mr. W ells. I have not a doubt about that.
Senator W eeks . When I returned to my office after this morning’s 

hearinĝ  I found a letter from a New York business man who had 
recently been traveling through the West, and he said he found an 
impression among business men quite generally that conditions were 
such that it was necessary to pass the pending bill, or a bill like it,
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and do it at once, in order to prevent some great catastrophe. Do you 
know whether any such condition as that exists ?

Mr. W ells. I do not think there is any such condition as that at 
all. I do not think the business interests would be prejudiced if no 
bill were passed at this session of Congress.

Senator W eeks . You do not know of anything in the business con­
ditions to-day which presents an emergency which did not exist six 
months ago or a year ago, do you ?

Mr. W ells. No. I think the conditions to-day generally—the out­
look—is better than it was as distinguished from any fictitious con­
dition that may result from uncertainties, just like this with regard 
to the complete upheaval in our banking system.

Senator W eeks. Do you not think that my correspondent was de­
ceived in his ifnpression which he gained ?

Mr. W ells. That would be my impression.
Senator W eeks. And that the business men of your section would 

look with approval on ample time being taken to present a bill which 
would be as nearly right as a bill could be ?

Mr. W ells. I believe that the business interests of the whole coun­
try—not merely those of our section, but of this entire country— 
would prefer to take the chance of a continuance under our existing 
banking system temporarily, but long* enough to let the business in­
terests of the country familiarize themselves with the proposed legis­
lation, to digest it, and express themselves upon it.

Senator P omerene . Senator Weeks, did that last question of yours 
have reference to this bill or to your resolution ? [Laughter.]

Senator W eeks . To general conditions. I heard you make one sug­
gestion in your statement, Mr. Wells, that the members of the ad­
visory council should live in Washington?

Mr. W ells. Some representation of that committee.
Senator W eeks. Well, do you mean the members or the secretary?
Mr. W ells. I said, if you will remember— I qualified it— I will 

say now that I do not believe that it will be necessary that the entire 
advisory council should be so provided for, but that some representa­
tion, a small executive committee of three; if you please, if we have 
as large an advisory board as is suggested m the bill, which, I believe, 
would be 12, as it stands now, or the chairman and the secretary. But 
some one representative of that advisory board, who might be in con­
stant touch with his associates throughout the country and serve as 
the point of contact between that board and the Federal reserve 
board.

Senator W eeks . That would mean a secretary, would it not, prob­
ably ?

Mr. W ells. Well, whatever you choose to call it. The secretary 
is hardly, I think, the man. That is, there would hardly likely be 
chosen a man of sufficient importance to fully represent the banking 
interests of the country.

Senator W eeks . It struck me when you said that as being an inad­
visable suggestion, because if that advisory board is going to be of 
any real benefit, it is going to confer that benefit from the fact that 
it is made up of men from all sections of the country who are in im­
mediate touch with business conditions in the sections which they rep­
resent and who should live there and be in business there.
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Mr. W ells. I think you are perfectly correct; but I believe there 
should be some proper medium through which the convictions and the 
impressions of these men scattered throughout the country should be 
brought officially to this Federal reserve board, and I do not believe it 
should be through a secretary. I think they should select their best 
man as chairman of the board, if you please—or three men as an 
executive committee, and let them reside here. It is just as important 
that they should keep in touch with the work of the Federal reserve 
board and the process by which it reaches conclusions as that the 
Federal reserve board should keep in touch with the country at large.

Senator W eeks . I presume the banks would allow themselves to be 
assessed to pay the expenses, would they not?

Mr. W ells. I think they would. I would if I were a banker.
Senator O ’G o rm an . Mr. Wells, vou say the present discount fea­

tures of the bill will confer no benefit upon the country bankers ?
Mr. W ells. I did not make that statement myself. I said that that 

is the claim that is made. That is the impression of the country 
banker—that it would not.

Senator O ’G o rm an . Have you any suggestion to make as to what 
modifications should be made in the pending bill, so as to extend the 
benefits df the rediscount features to the country banker?

Mr. W ells. It is a pretty difficult problem. I will tell you right 
now that I would hate to suggest that the class of paper that the 
country banker in the remoter districts is obliged to take should be 
made the basis upon which our currency is issued—the collateral be­
hind it. And that is not in the slightest degree questioning the 
quality of that security, but how any individual, or any board, is 
going to pass upon the quality of the paper of Dick Jones, for in­
stance, given off in Wyoming, for a small bunch of alleged sheep, I do 
not know. [Laughter.]

Now, you can tell about the credit of our large concerns in our lead­
ing cities; it is a simple proposition. But when you come to rake 
the country with a fine-tooth comb and pick up all the pieces of paper 
that are perfectly good in the hands of those local banks, their neigh­
bors, and pass upon them, and make them as important in the finan­
cial structure of this country as is proposed in the bill, I would not 
make the suggestion.

Senator O ’G o rm an . Y ou are in business in Minnesota, are you?
Mr. W ells. Yes, sir; and in Dakota and Montana.
Senator N elson. He lives in Minneapolis.
Senator O ’G o rm an . The business outlook in that part of the coun­

try is perfectly satisfactory ?
Mr. W ells. Yes, sir.
Senator O ’G o rm an . Better than it was a year ago?
Mr. W ells. I can not say. It has been good for some time there.
Senator O ’G o rm an . And the advance in business conditions has 

not been arrested at all by the tariff bill ? [Laughter.]
Mr. W ells. We have not been able to discover it.
Senator O ’G o rm an . T hat is all.
Senator N elson . We got a bountiful crop in our country, did we 

not, in Minnesota ?
Mr. W ells. We got a much better crop than we anticipated.
Senator N elson . Yes. I want to ask you one question. How do 

you regard farm loans, mortgage loans, on improved farms?
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Mr. W ells. I think my concern carries always in its vaults from 
$300,000 to $500,000 worth of them. I do not know that any other 
answer is needed. We have been doing that for 36 or 37 years.

Senator N elson . D o you regard it as first-class paper?
Mr. W ells. I regard it not as first-class banking paper, but as first- 

class investment paper.
Senator N elson . I s it better than stocks and bonds ?
Mr. W ells. I do not question the value o f  it. I th ink there is no 

better class o f  security in  the w orld  than first-class farm  m ortgages 
selected by  intelligent men w ho are fam iliar w ith  the conditions in  the 
loca lity  in  w hich  the property  is situated.

Senator O ’G o rm an . Might I  ask you another question? What is 
the average rate of interest on your farm loans ?

Mr. W ells. Our farm loans are being made in Minnesota at a net 
cost to the farmer of 6 per cent.

Senator O ’G o rm an . And in the other States ?
Mr. W ells. In North Dakota, I should say (now, I do not have 

time to give my personal attention to these details), I think I am 
safe in saying the maximum rate for farmers in North Dakota is 7 
per cent, which covers agents’ commissions and all expenses. In 
Montana, I think perhaps you will find the rate is just a trifle 
higher. As you get further away from the sources of supply and 
the settlement of the country is more scattered, and the expenses of 
examinations and all that are greater, necessarily there is a slight 
additional cost.

Senator Nelson . I think in the southern part of the State it is 5 
per cent to 5̂ .

Mr. W ells. Five and a half. It is not quite as low, Senator,, as 
the rates were two or three years ago. There has been a highering 
of aU rates in this country in the last 20 years.

Senator W eeks. Where do you suppose these figures in circulation, 
to the effect that the farmers are paying to 8 per cent, originate?

Mr. W ells. I think the people dream that largely.
Senator O ’G o rm an . They are paying extreme rates in the Southern 

States now.
Mr. W ells. Yes.
Senator W eeks. They are paying an extreme rate in the North­

western country.
Mr. W ells. Yes. I made a little experiment down in the Imperial 

Valley that comes near being as good an estimate as anything I 
could get. I find down there the farmers are borrowing money at 8 
per cent, total cost over everything. I do not know where you can 
find a higher rate than that.

Senator P omerene. Mr. Wells, have you analyzed this bill so as to 
place in parallel columns the advantages the banker has under the 
present system and the advantages he would have under this system ?

Mr. W ells. N o, s ir ; I  have not.
Senator P omerene. Or the disadvantages under either system?
Mr. W ells. I have not, except as to some minor features of it.
Senator P omerene . I notice, in answer to Senator O’Gorman’s 

question, you disclaimed stating that it was your judgment that this 
might be prejudicial to the country banker, and expressed that as 
being the opinion of some of the country bankers.

Mr. W ells. Yes.
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Senator P om erene . What is your individual opinion on the sub­
ject?

Mr. W ells. I tried to  make a parallel yesterday in a case o f  a 
single bank. I do not know whether I made it correctly. I am not a 
banker. I may have made mistakes, but I frankly say to you that it 
did not appear to be of such great disadvantage to that particular in­
stitution in its present condition as I had anticipated.

Senator P om erene . Do you object to giving the instance you have 
in mind ? I  do not care for you to mention names or anything of that 
character, but give us your analysis of the proposition.

Mr. W ells. I do not know that I have it here. I think I armed 
myself with everything that might possibly be called for. Yes; I 
have it. I took the case of a banker with a capital of $100,000, de­
posits of $600,000. Under the present law a reserve of 15 per cent— 
$90,000—with 6 per cent in the vaults and 9 per cent in the reserve 
banks is requireu. That is $54,000 in the reserve banks, upon which 
they are getting 2 per cent interest. That would be $1,080. The bill 
as it now stands, with a 12 per cent reserve, of which five-twelfths, 
which is 5 per cent, would have to be in the vaults, is $30,000, and 
$30,000 in the Federal banks, and at the expiration of a certain 
period, a tentative period, the other $12,000 is optional. Under the 
new law, in your bill as it stands at the present time, the bank would 
have $18,000. It would have that amount released from its reserves, 
which would be a reduction of the percentage from the reserve re­
quired. In other words, it would have $18,000 more available to 
be loaned out than it had under the old law. At the same 6 per cent 
it would earn $1,080? exactly the amount lost, and it suggested in my 
mind at once that this committee had had some good statistician work 
it out so that the proposed reserve would exactly destroy that argu­
ment that the bank was going to lose in that case. That seemed 
rather strange—an instance of that kind—that one would offset the 
other. The gain exactly offsets the loss. Now, 10 per cent of capital 
withdrawn—$10,000—reduced the loanable funds $10,000, at a 
loss, we will say, at the same 6 per cent, of $600 a year. Well, if this 
new experiment is successful, they earn 5 per cent, which would be 
$500. The apparent loss in that case would be $100.

I did not check my figures up to see if I had omitted anything or 
not.

Senator P om erene . Did you take into consideration the fact that 
when the national bank desires to issue its notes they must have 
United States bonds, on which they only get 2 per cent?

M r. W ells. Y ou m ean under the existing  law ?
Senator P om erene . Under the existing law.
M r. W ells. N o.
Senator P om erene . And that as against that, with 10 per cent 

o f  the capital stock invested in a regional bank, they would have 
to get 5 per cent on that?

M r. W ells. N o, sir; I  did not take that into account.
Senator P om erene . Did you take into consideration the fact that 

this bank may have a reserve in the form of a regional bank, to which 
they may take their securities and get currency whenever they are 
pressed for it and need it ?

9 5 2  BANKING AND CURRENCY.
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Mr. W ells. That I purposely omitted from the fact. As I said to 
you, I doubt if that bank would be in a situation to take advantage 
of that.

Senator P omerene. That is hardly a fair statement of the situa­
tion, is it? Assume your notes with the country bank now are six- 
months’ paper.

Mr. W ells. Yes.
Senator P omerene. There is constantly a certain amount of that 

maturing.
Mr. W ells. Scarcely. I  think you have overlooked one statement 

that I made. I am only guessing now at my percentages, but I know 
that it was strictly true a few years ago, and I think it is true now, 
that 90 per cent of the paper of a bank is maturing on the 1st day 
of November or the 1st day of December each year, no matter when 
it was taken, and, as a rule, it was all taken during the previous fall, 
winter, and spring.

Senator P omerene. Let us see what kind of bank you had in mind 
when you made that statement.

Mr. W ells. I have the ordinary, common, typical country bank 
in mind.

Senator P omerene. One that deals wholly with the farmers and 
farmers’ paper?

Mr. W ells. Oh, no. The truth is that is the bulk of the paper 
in these country banks in the Northwest.

Senator P omerene. What portion of the paper is really farmers5 
paper, compared with merchants’ paper or commercial paper?

Mr. W ells. I remember at one examination of that particular 
bank, a few years ago, I found quite a surplus and no merchants’ 
paper. The merchants were in very good condition. But had there 
been merchants’ paper there, it would have quite likely found in the 
same condition as the farmers’ paper, as the merchant looks to the 
farmers to pay him and to pay his notes.

Senator P omerene. D o those small banks invest in paper such as 
Wanamaker’s and firms of that kind issue at times?

Mr. W ells. I tell you, it seems to me that those farm districts are 
very prosperous to assume that they have any more loanable funds 
on hand than they can employ right in their own neighborhoods. 
Occasionally they do have, and invest in the same paper as all con­
cerns do.

Senator P omerene. I wish you would be a little more explicit in 
stating what you mean by “ country banks.” Under this bill here 
we have been discussing central reserve banks.

Mr. W ells. And country banks.
Senator P omerene . Reserve banks and country banks, which in­

cludes all banks outside of central reserve in the reserve cities. 
Would you give the term “ country bank ” as broad a meaning as we 
have?

Mr. W ells. Not at all. In speaking of a “ country bank” in 
Minneapolis, of course we refer to those of country banks lying off 
in the farming districts.

Senator N elson. With a small capital?
Mr. W ells. With a small capital of $10,000 or $15,000, and occa­

sionally we find one like the one I referred to, with a capital of 
$100,000. That is exceptional.
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Senator P omerene. Are you speaking of State banks or national 
banks ?

Mr. W ells. Country national banks.
Senator P omerene. And do those country national banks take 

farmers’ paper for six to nine months in a year?
Mr. W ells. Yes, sir; bushels of it. If they did not they would 

go out of business.
Senator P omerene. They do not do that in our section—oh, I 

withdraw that statement, but not to a very great extent. It is usually 
three to four months’ paper.

Mr. W ells. With the expectation that it will be paid at its ex­
piration ?

Senator P omerene. Oh, I could not answer that question. I do 
not know.

Mr. W ells. Or do they simply renew it at its expiration? It de­
pends upon what the risks are. If it is horses and cattle, or like the 
grain crop, they might be able to pay more promptly—in the grain- 
growing regions.

Senator P omerene. Y ou are speaking of the conditions that are 
peculiar to your States ?

Mr. W ells. Well, to the Northwestern States. Several of them 
in that group.

Senator P omerene. Y ou would suggest, then, that this limit be 
extended ?

Mr. W ells. The limit of time?
Senator P omerene. Yes.
Mr. W ells. I have not given that very much thought. I think I 

expressed myself a moment ago as not dealing with that kind of 
paper. Perhaps it would be capable of such investigation and in­
spection, but any board that would have to pass on it, it seems to me 
that inspection would be perfunctory, and practically it would simply 
have to take the word of the country banker, and believe in the 
honesty of the country banker.

Senator P omerene. There is another question I wanted to ask you. 
You made a statement a moment ago in answer to a question of one 
of the Senators, to the effect that you had probably talked with from 
100 to 150 of these country bankers, and had not heard any one ex­
press an opinion favorable to the bill ?

Mr. W ells. Yes, sir.
Senator P omerene. H ow many of those bankers have read this 

b ill?
Mr. W ells. I cou ld  not m ake a guess at that. I d id  not ask that 

question. I  cou ld  n ot tell you .
Senator P omerene. Was the sentiment which you have given utter­

ance to here due to the fact that they had studied and understood the 
bill, or was it due rather to the general objection that prevails among 
bankers that there should be no change in the banking system ?

Mr. W ells. Well, I do not think really that that sentiment pre­
vails among bankers. I think the general feeling among bankers 
of the country is that there should be a change.

Senator P omerene. What change?
Mr. W ells. Any change. The most simple form that can be de­

vised, that will give to our currency elasticity, that, in case of emer­
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gency, will give us the funds that are required for the prosperity of 
the country. And I think the business men of the country, so far as 
I got their sentiment, do not want anything but that. They believe 
we have as good a banking system as there is in the world, if we can 
just get away from the hard and fast feature of it. They have not 
got the money when they want it.

Senator P omerene. That is one of the things we want to provide 
for. Now, another proposition: Am I to conclude from your testi­
mony here it is really your belief that this bill will restrict credits 
or contract them?

Mr. W ells. I had a very valuable suggestion made by some gentle­
man a day or two ago. I asked him that question. He says, “ I doubt 
if any member of this committee or any banker in this country has 
gone far enough scientifically to determine that question and give an 
absolute answer to it ” ; and the suggestion was made it might be 
a very wise thing if the right sort of experts could be found to take 
this thing through and, as far as possible, determine, if possible, 
whether it will result in a contraction or not.

Senator P omerene . Mr. Wells, we have been trying to do that, 
and the great banker Forgan expressed the opinion that it would 
contract credits.

Mr. W ells. I know; he told me that yesterday morning; but that 
did not convince me at all.

Senator P omerene. And the comptroller, Charles G. Dawes, whom 
I know very well, expressed the opinion it would expand it.

Mr. W ells. Yes. There you have it. It would seem to me that 
both men are absolutely honest and that Mr. Forgan may believe the 
banks would not avail themselves of the rediscount privilege and Mr. 
Dawes believes they would take advantage of it on a very liberal 
scale. I should say under this bill you might have any amount of 
expansion if the banks will avail themselves of the rediscount privi­
lege. I tried to figure that out yesterday on the train, and I could 
not see but that the country would have an advantage under the 
rediscount privilege without there must be something wrong I had 
not discovered yet.

Senator S h afr o th . You say, Mr. Wells, that you want elasticity 
of the currency ?

Mr. W ells. Yes, sir.
Senator S h afroth . What is your theory as to how that elasticity 

woul.d be obtained ?
Mr. W ells. A s to the exact machinery that should be set in motion 

to accomplish that result I would not undertake to advise a committee 
that has given this so much thought. But, roughly speaking, my 
idea is that we should make the commercial assets of the banks the 
commercial paper of our banks, upon which our banking system to­
days rests—it would be worthless if that paper is not as fine security 
as there is in the world—to make that the basis for currency. By 
reason of its being based upon this commercial paper it would auto­
matically retire when the emergency was over, and it should be issued 
freely and almost without limit in times of stress, simply based upon 
that; and a very small and inexpensive machine might be set up here 
for the getting of the billions behind the paper that we require to do 
business with in those times.

9328°—S. Doc. 232, 63-1— vol 1------61
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Senator S h afroth . Would you enlarge the scope of the paper 
which would now form the basis of a loan from the regional reserve 
bank?

Mr. W ells. N o, sir; I think not.
Senator S h afr o th . The only thing would be that instead of the 

banks you would have the Government do it direct ?
Mr. W ells. N o, sir; not of necessity. I  am not going to express 

any opinion as to whether I think currency ought to be issued by 
banks or the Government. I do not care, because I believe it can be 
made absolutely safe in either case, and I do not care whether the 
Government does it or whether the banks do it.

Senator S h afr o th . Then, as I understand, if you are not going to 
enlarge the character of the paper that is going to be the basis for the 
issue of this money, it is only as to the machinery you object to ?

Mr. W ells. Yes.
Senator S h afr o th . Then, do you take into consideration that this 

bill provides that national banks have a right hereafter to take a 
mortgage upon real estate and relieve the farmers in that way upon 
one-year paper?

Mr. W ells. Yes, sir.
Senator S h afroth . That is a privilege which they do not have now.
Mr. W ells. N o ; and it w ould  not be o f  any use.
Senator S h afr o th . It would not be of any use ?
Mr. W ells. Practically. In my judgment, the farmer has no use 

for one-year paper secured upon his farm. He will take it upon his 
cattle or growing crops or without security, but upon his farm he will 
not do it.

Senator N elson . It is generally for five years?
Mr. W ells. Yes, sir.
Senator S h afr o th . Y ou would not want national banks to tie up 

deposits by making five-year loans ?
Mr. W ells. N o, sir. I am not asking any expansion or enlarge­

ment of the paper. If you will just permit—if the country bank is 
not compelled to come into the system, if you will abandon this whole 
scheme of the reorganization of our banking and currency system and 
let it rest where it is, with the additional provision that the commer­
cial paper found in our banks may be utilized as collateral for the 
issue of currency, in times of emergencies, the country banker is 
fairly indifferent. He would not have the paper to put behind him 
and would not need it, because there is collateral enough to spare in 
the city banks in this country in the case of the larger banks to pro­
vide all the currency this country needs, and they would not call on * 
the country bank at all. And if it is not forced into it, it is indifferent 
to it. If it can have currency when it wants it, it could get it from the 
larger banks.

Senator S h afr o th . Then, as I understand you, you would not en­
large the character of paper upon which this currency would be 
issued ?

M r. W ells. I w ould  not be w illin g  to say that I w ould.
Senator S h afroth . It would appear the objection, then, that you 

have, is that the banker has no representation in this machinery.
Mr. W ells. Oh, no. That is not the principal one. That is the 

only one I have undertaken to tell you of, perhaps, but there are sev­
eral features in the bill that I do not approve of.
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Senator S h afr o th . Y ou have stated from your figures the country 
bank won’t have any the worst of it.

Mr. W ells. I hope you won’t think the figures are official, because 
I think I may have made some mistake in there.

Senator S h afr o th . Oh, no; because we have gone over those figures 
right here, only with a bank of $50,000 instead of a bank with 
$100,000.

Mr. W ells. And o f  $1,000,000?
Senator S h afroth . And of $1,000,000. Oh, they work out the 

same way, or nearly the same way. So that there is ultimately no 
loss to the country bank or the city bank; and the advantage he gains 
is by reason of having the reserve of 15 per cent, 9 per cent of which 
would be in banks, cut down to 12 per cent, with only 5 per cent re­
quired in bank, and thereby releasing that much more money than 
under the present law. It gives him an advantage that is about equal 
to his present conditions and the advantage, of course, in times of 
stress, times of crises, that he has a reserve bank he can go to, at 
which he can get money. And while he can have all the money of 
the bank, he would have to have paper to do that, but he will have 
some and relieve his conditions to the extent of the paper which he 
does have.

Now, I want to ask you as to the other objection you made, which 
was that there was no representation. There is a representation in 
the reserve bank, is there not ?

Mr. W ells. Yes, sir.
Senator S h afroth . Three men are to be selected by the bankers ?
Mr. W ells. Yes, sir.
Senator S h afr o th . And then three men are to be selected from 

agricultural and other interests ?
Mr. W ells. Yes. I think that is a very fair apportionment.
Senator S h afr o th . N ow , there are six men, and the other three 

to be selected by the board constitute the representation upon the 
board of the Government.

Mr. W ells. Yes.
Senator S h afroth . N ow , when a man goes to these regional re­

serve banks—that is, the bank he does business with and he does 
business with no other—he has a body composed of six men of his 
own choosing, as against three men of the Governments choosing, 
and surely that is a representation of him, if he is a banker. When 
he goes there, these bankers that are there and selected by the bankers 
will evidently look to his interests as against any oppression that the 
National Government might undertake to place on him, would it not?

Mr. W ells. Yes; but they would be powerless as against the 
supreme power there—the Federal reserve board.

Senator S h afr o th . Y ou will find it is not contemplated that the 
individual bankers should have anything to do whatever with the 
reserve board.

Mr. W ells. But the Federal reserve board, I understand, is su­
preme in control of the whole system, including the regional banks, 
the reserve banks.

Senator S h afroth . Certainly; that is true. There has got to be 
some kind of control over the reserve banks, but the individual banker 
does not come in contact at all with the reserve board. It is purely 
where there are disputes arise. It might be he might have an ap­

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



9 5 8 BANKING AND CURRENCY.

peal of some kind that the board did not treat him right; but there 
are the six men, representatives of the bankers, to see that he was 
fairly protected ?

Mr. W ells. But, Senator, we will assume now, our next adminis­
tration was to be Socialist, for instance.

Senator S h afr o th . Yes.
Mr. W ells. Would you, if you knew that, and that the appointive 

power and control of the Federal reserve board was to pass into the 
hands of that sort of administration, would you favor it or would 
you feel—I have no right to ask you that question—would you be­
lieve it would be possible for them to build up, out of that, a po­
litical machine that would be greatly opposed to the substantial inter­
ests of this country ?

Senator S h afroth . I do not think they could. Men have got to 
be controlled by law, and here is the law with relation to this matter, 
and they are supposed to follow it. I am not going to suppose 
people are going crazy, but that we are going to have patriots in 
every business there is. Now, you take the Federal reserve board, 
your objection can not stand good as to the regional reserve bank, 
because the individual bankers have got two-thirds of that board. 
Now, you take the upper board, and it is true there is no one that is 
to be a banker upon that board. But do you know that the reason 
of that is that the experience of all European bankers, the central 
banks, has been not to, have a single banker upon their board of 
directors? That is the experience in every European bank.

Mr. W ells. Are you quite sure in that, Senator?
Senator S h afr o th . Yes.
Mr. W ells. We do not call bankers here just what they call bank­

ers abroad.
Senator S h afr o th . I mean a bank that cashes checks. You can 

not find in the banks of Europe any person who is a banker on the 
board of the Bank of England, the Reichsbank, or the Bank of 
France, and the reason is because the power to raise or lower the 
rate of discount is vested in this central board, this reserve board, 
and the power to do that imparts a knowledge in advance as to 
when they will do it, and the raising or lowering of discounts is 
something that affects markets immediately. It produces a little 
boom in stocks if it is lowered, and it produces a decline if the rates 
are raised. The result is that it gives a knowledge to a banker who 
might be on the board by which his individual bank could profit, 
and the bankers do not want that. They say that is an unfair 
advantage to the banker, and for that reason there never has been 
upon the Bank of England a banker in the sense of an officer in a 
bank or a stockholder in a bank that cashes checks. That is the 
reason; with that in view this bill has been drawn. It is not against 
bankers; it is because bankers, in their wisdom in the other parts of 
the world, have come to the conclusion that the best men for it are 
really those who are not bankers.

Mr. W ells. Just a word in there, if I may ask a question. You 
are getting pretty deep for me. I told you 1 was not a banker. In 
those countries to which you refer, does the Government compel all 
of the private banks, all of the banks outside of the Government 
banks, to contribute to the capital of that stock ?

Senator S h afr o th . As a matter of fact the central banks are the 
banks which relieve the other banks. The policy in providing for
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those banks is that they shall not be mixed up with the other banks, 
because they deal practically only with the outside banks. It was 
thought that for that reason bankers should not be upon this central 
reserve board, because otherwise it might result in favors being shown 
to a certain line of banks, or something of that sort. Mr. Morgan’s 
bank might be preferred; Mr. Rockefeller’s bank might be preferred; 
something of that kind might get into it. It is supposed that the 
merchant is the man who feels first the effects of a shortage of cur­
rency or of any inflation of currency. He feels, in the first place, 
the demands for cash for the bills which he has outstanding, and, 
second, he feels the first pulsation of a change in the money market, 
and naturally he would be the first to go to the bank and say “ We 
want more currency; our commercial transactions indicate it.” The 
requirements of a director of the Bank of England is that, first, he 
shall own stock to the extent of £500 and that he shall own a mer­
cantile business of at least £100,000 or he is not eligible. The theory 
upon which those rules are made is that that merchant feels the im­
pulse ; he feels whether or not more money is needed or less money 
is needed; whether credit should be expanded or whether it should 
not be expanded; whether gold should be withdrawn or not. That 
is their theory for providing those rules. Now, I do not see that we 
will inflict harm or injury upon anybody by adopting the same 
policy with respect to that.

Mr. W ells. I will tell you, Senator, with perhaps a slight amend­
ment there you would remove a great objection to this bill. It is 
very evident that this committee has given great study and thought to 
this bill, but if you will just make it optional and permit us to come 
in if we wish, I think it will solve the difficulty. If it is such a good 
thing, if it will work such wonderful results for the banker and the 
people of the country, why not leave it optional? If he comes in 
voluntarily, he is going to feel much more satisfied than if he is 
lashed in, and if he is lashed in he is going to look for faults.

Senator S h afr o th . Well, they do not have to apply for a charter 
for a national bank. He has a perfect right to go out of it if he 
wishes. He is not coerced. He can reorganize into a State bank and 
do the same business and keep his own customers.

Mr. W ells. Well, I would not want to argue the question as to 
whether it would be a breach of faith in changing privileges which 
have been granted to the national banks and which have extended 
over a long period of time. If he goes out of it, if he exercises that 
option of which you speak and goes out of the system, he certainly 
has given up a valuable interest. A banking franchise, a national- 
bank franchise, with a well-conducted bank, having run over a period 
of years, is valuable, and if you are going to force him either to 
accept this provision of law or to make a voluntary sacrifice of his 
valuable franchise, I think it is hardly fair.

Senator S h afr o th . Banks have already done that, particularly in 
some of the Western States, where they have found it to their advan­
tage to go from a national-bank system to the State system. There 
has been no objection on the part of the Government to their with­
drawal.

Mr. W ells. This was optional; they were not forced to go out.
Senator S h afr o th . It was optional with the banks, and it was also 

optional with the National Government. Now, when the Government
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gives that—the option of staying in on its own conditions or of going 
out of the system—you say it is a breach of faith. Why should that 
be a breach of faith? You have subscribed to all these things, and 
we want you to stay in there. When these banks have withdrawn 
from the national-bank system the Government has never adopted the 
position that it was a breach of faith on their part in doing so.

Mr. W ells. If the bank goes on and exercises its privileges in fixed 
accordance with the law under which it is organized, could not a 
breach of faith be implied?

Senator S h afr o th . Neither could it when we adopt the law we 
are considering. There is hardly a period of years which elapses------

Senator N elson . If it is such a good thing why force them to go 
into it?

Senator S h afr o th . We want one system. That is the reason. The 
question as to whether this is to be a universal or not, in my judgment, 
goes to the fact as to whether all the banks of the country are going 
to come into one system. I would like to see all the State banks come 
into the system. Of course we have no jurisdiction over the State 
banks.

Senator H itch co ck . Senator Shafroth, I want to call your atten­
tion to the fact that we have six gentlemen in this delegation. We 
have a New Yorker with us to-morrow and it is very important that 
we should soon get through.

Senator S h afr o th . All right. I will not ask any more questions 
of this witness.

Mr. W ells. Thank you, gentlemen. I am very happy to get 
through. I fear I have got into a position of a defender of banks.
STATEMENT OF CHARLES M. HARRINGTON, OP MINNEAPOLIS,

MINN.
Senator H itch co ck . Please state your name, residence, and busi­

ness, Mr. Harrington.
Mr. H arrington . My name is Charles M. Harrington. I live in 

Minneapolis; I am a grain dealer and in the grain-elevator business. 
The companies of which I am an officer operate in about BOO towns 
where we buy grain from the farmers. We have large storage eleva­
tors in Minneapolis, where we store grain, with a capacity of
7,000,000 bushels, and we have 75 retail lumber yards where we sell 
lumber.

Before proceeding to a discussion of the banking and currency 
bill now before your committee, this delegation wishes to express its 
appreciation of the sincere effort that is being made to give this 
country a sound banking system, and its hope that it will be able 
through sound and constructive criticism to contribute to that end. 
We appreciate the great difficulties that surround this subject, and 
in the presentation of our views wish to make more clear' if that is 
possible, the effect upon commercial business of the provisions em­
bodied in the bill.

In presenting the requirements of business in the Northwest, it is 
necessary to understand that we represent an agricultural country, 
the largest business of which is that of moving the crops. This move­
ment is of a seasonal nature, requiring a very large volume of money, 
perfect transportation, and perfect terminal and market facilities if 
farmers are to sell promptly at the world’s prices and realize the 
maximum return upon their products. Of these products wheat is
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the principal item and may be considered as properly representing 
the movement of all cereal crops.

Wheat is sold by the producer for cash at his near-by railroad point. 
It is there received by line elevators, independent country elevators, 
or farmers’ cooperative elevators for storage or shipment to the 
terminal markets, as the demand may indicate. The records of the 
railroad and warehouse commissions of Minnesota, North Dakota, 
and South Dakota show that there are 2,527 line elevators, 1,130 
independent elevators, and 857 farmers’ elevators, a total of 4,514 in 
these States. The managers of the 857 farmers’ elevators companies 
claim to handle more than 50 per cent of the total grain purchased. 
The line companies largely center in Minneapolis, where the principal 
market is located and where the greater number of important grain 
and commission firms are likewise located.

Grain and commission firms largely finance the farmers’ elevators 
in the country as well as many independent elevators. There are 
more than 90 firms or corporations in Minneapolis doing this kind 
of business. Farmers’ elevators are usually financed by advances 
against bills of lading or on notes secured by the signatures of 
farmers—stockholders. The proceeds of notes or advances are used 
in the regular course of business for the purchase of grain coming 
in from the adjacent districts. Advances of this character represent 
a total of from $20,000,000 to $25,000,000 yearly, depending upon the 
amount of the crop and prices. This sum comes from Minneapolis 
houses in the grain business, who in turn borrow at Minneapolis 
banks, but are at the same time very heavy borrowers direct from 
Chicago, New York, and Boston banks, with whom they have their 
connections. Line elevator companies supply their various elevators 
with crop-purchasing funds and represent a very large element in 
the borrowing for the movement of the crop. Their financing is 
likewise done in part by Minneapolis and local banks, but largely 
through direct connections with Chicago, Boston, and New York 
banks. Country banks have but a minor part in the grain move­
ment at the local points. Elevators not owned by line companies 
prefer to deal with grain or commission firms. Many independent 
elevators have the same preference. The amount of business left for 
local banks is comparatively small, and not being equipped or pre­
pared to afford the special facilities required by the trade, notably 
at terminals, these banks do not participate to any extent.

Crop movement financing, therefore, falls almost entirely upon 
terminal market banks at Minneapolis and Duluth, and upon Chicago 
and eastern banks with which the grain commission and elevator 
firms have their own .connections. The volume of these transactions 
and amounts annually required to move the northwestern crop are 
indicated by the following official Minneapolis Chamber of Com­
merce figures:

The Chamber of Commerce in Minneapolis is the grain-trade or­
ganization, and I speak of it not in the sense that the expression 
“ chamber of commerce ” is usually used in the East.

The receipts of wheat at Minneapolis for the 90 days from Sep­
tember 1, 1912, to December 1 following were 78,074,900 bushels, 
which, at 80 cents, represents $62,500,000. Country stocks of wheat 
on December 1,1912, were 38,000,000 bushels, which, at 80 cents, rep­
resents $30,400,000, or a total paid out in cash to farmers to move 
their wheat during the fall period of $92,900,000.
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During the second period, from December 1, 1912, to March 31, 
1913, figured on the same basis, there was used an additional sum 
of $62,090,000. The same figures for the third period, from April 1 
to June 30, 1913, represent a total of $22,650,000.

It should be borne in mind that this total amount, $177,640,000, is 
for the wheat crop only and but for one market. The average re­
ceipts for farm products in the three States is several hundred mil­
lions of dollars annually.

It is therefore apparent that any disturbance of the credit relations 
of the great grain markets will have an inevitable effect not alone on 
the delicate adjustment of market conditions but upon the prices 
realized by the farmer. Experience has clearly shown that it is tKe 
small market operator, the competitor of the larger firms, who sets 
the price. With his competition removed, through such a process as 
might hamper or restrict his credit, the market would be in the hands 
of the more powerful concerns, which through more important and 
more solid relations as borrowers, with great banks and financial in­
stitutions, would weather a period of restricted credit. The ability of 
the farmer to promptly sell at the world’s price depends entirely 
upon the ability of grain commission and elevator companies to get 
credit and supply promptly the cash for local purchases of grain. 
We anticipate that the operation of this bill, as its provisions are 
outlined at the present time, would restrict this ability and produce 
such a period of restricted credit as is above referred to.

I am not a banker or interested in banks, and do not claim to be an 
expert financier. I will admit being a good borrower, as our com­
panies borrow many millions of dollars each year. I have read the 
proposed bill and many comments upon it, and have heard it dis­
cussed, and I believe because of the loss of the savings funds for com­
mercial purposes, the loss of reserve deposits from country banks, and 
the Government deposits that there will be a very great contraction 
of credit. The advocates of the measure will undoubtedly say that 
this will be offset by the ability of our banks to rediscount. A typical 
case will illustrate what condition might then arise. The probable 
loss of deposits of one representative Twin City bank which loans 
freely in support of the grain, lumber, and distributing business—as 
of the Northwest—will be $6,000,000, or about 25 per cent of its total 
deposits. This amount, less reserve held against it, represents $4,500,-
000 of loanable funds. This bank, to maintain unimpaired its pres­
ent loaning ability, would be forced to carry at all times rediscounts 
amounting to $4,500,000 with the Federal reserve bank of its dis­
trict. Such an amount is one and one-half times its entire capital 
stock. On such rediscounts the bank becomes responsible, and the 
loans to it by the Federal reserve bank become a lien upon its assets. 
It is very doubtful whether the directors or stockholders of this insti-, 
tution would permit the assumption of such a risk.

This same condition would prevail in all cases with Chicago and 
eastern banks.

We have gotten along very comfortably under the present system 
in spite of the occasional panics and pinches, and it seems to us that 
radical changes ought not to be made. If a law can be so framed 
as to give our currency elasticity, and a place provided for our banks 
to go to for help in an emergency, the business interests will be best 
served.
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Senator B ristow . Take the restricted credits that you referred to.
I understood that to be withdrawing of deposits.

Mr. H arrington . That is one of them.
Senator B ristow . Which this would force from the banks that are 

now taking care of the business.
Mr. H arrington . Yes.
Senator B ris tow . So as to compel all business men who are get­

ting these accommodations, as they are commonly called—I do not 
like that word myself; I do not think it is any more accommodation 
to the man that borrows the money than to the man who loans it. As 
a matter of fact the banker that loans the money gets his money back, 
and it is an accommodation to him to get the business; but that is 
the term the bankers use to make you feel that they are accommodat­
ing you, specially when they loan somebody else’s money, and so I 
will use it. The business man who is accustomed to go to these banks 
to get the money would have to go to this reserve association.

Mr. H arrington . If these same banks were to give us the same 
amount of money we would have no objection. The banks themselves 
would have to go to the reserve banks and indorse our paper, and we 
would rather hesitate to ask them to do that.

Senator B ristow . Would your paper be commercial paper under 
the common acceptation of that term ?

Mr. H arrington . Our paper is made in that form, but we usually 
borrow six months, and in borrowing in the fall we usually renew un­
til May or June. We fill up our elevators in the fall when the grain 
comes in and sell the grain m the spring at the opening of navigation 
or later on when the mills want it. Our paper is never longer than 
six months, but it is frequently renewed for another six months, so 
we have the money all the year.

Senator B ris tow . D o you ever pay off all your indebtedness to the 
banks, or do you carry an indebtedness right along?

Mr. H arrington . We have several companies, and many of them 
pay their indebtedness every year in the summer. Between crops all 
of them reduce it, and at some time during the year they all pay 
up—all the grain companies.

Senator S h afroth . I want to ask you a few questions. You said:
I have read the proposed bill and many comments upon it, and have heard it 

discussed, and I believe it will cause loss of savings funds for commercial pur­
poses.

Wherein would there be any change in the national bank law with 
respect to that now under this bill.

Mr. H a r r in g to n . A s I understand the bill the savings deposits 
are to be segregated and used for loaning on real estate, etc. They 
would not be available for merchants, jobbers, manufacturers, grain 
dealers, and others. That is what I mean by that.

Senator S h afroth . Is not that practically done at the present 
time in the discounting of notes that are collateral—farm mortgages 
or securities of such kinds ?

Mr. H a r r in g to n . N o, sir; I understand not.
Senator S h afr o th . That is the first time I have heard that objec­

tion made, and I do not know the full force of it.
Mr. H arrington . I think you will find that the national banks are 

only required to keep a reserve of 5 per cent on their savings de­
posits, and then they can use that money to loan to the grain con­
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cerns—speaking of our northwestern territory—to our millers, to 
our manufacturers, and jobbers, just the same as any other deposits.

Senator S h afroth . What proportion do the savings-deposit feature 
of the banks bear to the total amount of the business of the banks ?

Mr. H arrin gton . One of our members will speak on that subject; 
he has the figures. Personally, I can not give them to you.

Senator S h afr o th . Well, at another point in your statement you 
spoke of the loss of reserve deposits from country banks. That is a 
matter of where you are speaking now of a city bank ?

Mr. ’ H arrington . Yes, sir; we borrow our money in the Twin 
Cities, Chicago, Boston, and New York.

Senator S h afr o th . And Minneapolis is bound to keep a reserve 
in Chicago or New York, is it not?

Mr. H arrington . We borrow there, too.
Senator S h afroth . Yes; but the national bank of Minneapolis is 

bound to borrow there, is it not?
Mr. H arrin gton . I do not know that they do.
Senator S h afr o th . It is bound to keep a reserve there. It is 

bound to keep 12£ per cent there.
Mr. H arrington . Yes.
Senator S h afr o th . N ow , then, it would not have to keep that in 

these banks in New York, because they could then go and keep 9 
per cent with the national reserve banks, and thereby it would save 
4J per cent, would it not?

Mr. H arrington . Would not they have that much less in Chicago?
Senator S h afr o th . One of the objections which has been made 

among the people has been that too much of this money centers in 
New York, and that for that reason it is intended to relieve that 
situation and ease up the banks in the interior. The three reserve 
cities are St. Louis, Chicago, and New York. In the case of your 
Minneapolis bank it would gain actually by not having to put up 
more than 9 per cent, whereas now it has to send to Chicago or New 
York 12£ per cent.

Mr. H arrington . That may be true. I  do not dispute you.
Senator S h afr o th . Instead of being at a disadvantage it would 

be an advantage to the Minneapolis bank, it seems to me.
Mr. H arrington . Their losses there in the case I have cited are 

entirely from banks for whom their reserve agents------
Senator S h afr o th . The Minneapolis bank would lose some by rea­

son of these banks distributing to the reserve banks, but they gain 
by reason of not having to put 4J per cent as much money in Chicago 
and New York as the present law requires, and that, I think, you will 
find is fully as much of an advantage as they have now.

Mr. H arrington . It may figure so. I said in the beginning, you 
know, that I am not a banker.

Senator S h afr o th . And you further stated that the Government 
deposit there will be a very great contraction of credit and loss of 
reserve in the deposits of the country banks and the Government 
deposits.

Senator N elson . I suppose that will be covered by something said 
by some of these other gentlemen.

Senator S h afroth . All right.
Senator H it c h c o c k .  Mr. Harrington, you estimate about $60,- 

000,000 a f the reserve deposits of country banks that a single bank in
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Minneapolis would be required to part with ? Can you give an esti­
mate of the amount of reserve deposits which all the Minneapolis 
banks could be required to dispense with?

Mr. H a r r in g to n . N o ; there are two other banks of equal size 
there. There are about 18 savings banksV)f smaller institutions. It 
would be about $20,000,000.

Senator H itch cock . If these national banks of Minneapolis are 
required to turn over this $20,000,000 to reserve banks of that dis­
trict, do you know how those banks will go to work to secure the 
necessary cash for that purpose ?

Mr. H arrington . They would take notes.
Senator H itch cock . That would produce a contraction of credit 

with the capitalists and would produce a similar contraction of credit 
in all the 50 reserve cities of the United States.

Mr. H arrington . Yes, sir.
Senator H itch cock . That is all.
Senator S h afr o th . I want to ask you about your reference about 

the $500,000,000 to which you referred. Does not that constitute all 
of the deposits of the country’s banks in the one bank ?

Mr. H a r r in g to n . N o, sir; their deposits are $13,000,000, and an 
officer of the bank stated that they would undoubtedly lose half of 
that; and so, instead of calling it $6,500,000, I called it $6,000,000.

Senator S h afroth . There is no calculation which has been made 
as to the exact per cent there.

Mr. H arrington . They went to the bank. They made a statement 
that there was $13,000,000 of that sort of deposits in one of the 
banks, and I think probably that would be at least one-half.

Senator S h afroth . This country bank, however, instead of de­
positing that $6,000,000 with a private bank in Minneapolis, would 
deposit that money in the Federal reserve bank in Minneapoils.

Mr. H arrington . If they went in.
Senator S h afroth . If they went in. Then the money would be 

still there, and the right to get it out by the Minneapolis banks or 
any other bank would be there by borrowing on collateral, would 
it not?

Mr. H arrington . I have stated so; but I doubt if a bank would 
want to go in there and indorse the paper of their customers to the 
extent of $6,000,000.

Senator S h afroth . They do not have to do it.
Senator N elson . They have to do it to get the currency, don’t 

they ?
Senator S h afroth . That is all true; but it is the individual bank, 

the country bank, that indorses the paper. He does not go to the 
city bank and get it to indorse the paper for him. It is simply the 
one bank that indorses the paper. If they would do it in one in­
stance, it seems to me it could be done in another instance.

Senator B ristow . The Minneapolis bank is going to use the same 
process that the country bank would.

Senator S h afroth . Certainly it would, but it has the collateral 
there. It has this commercial paper, which it can present there and 
get currency, and put that currency in circulation, and it will per­
meate to ali parts of the country.

Senator B ristow . But it has to get it just as the country bank 
would.
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Senator S h afroth . Certainly; the Government is not going to 
give it to him.

Senator H itch co ck . Your point is, Mr. Harrington, that you think 
it doubtful whether this particular bank, in order to secure the 
$6,000,000 which it would part with, would be required to indorse 
$6,000,000 of good commercial paper and discount it with the reserve 
banks ?

Mr. H arrington . That is the idea.
Senator H itch co ck . And you doubt whether the bank would care 

to indorse $6,000,000 of paper?
Mr. H arrington . I doubt if they would be willing to do it. Of 

course, it would make no difference to us.
Senator O ’G o r m a n . D o you think a bank would hesitate to indorse 

good and merchantable paper when the paper was so good that it 
would be prepared to discount it itself and get the money into its 
vaults ?

Mr. H arrington . I do.
Senator O ’G o r m a n . Why?
Mr. H arrington . Because it is contrary to all good banking under 

the present arrangements.
Senator O ’G o r m a n . This system contemplates the change.
Mr. H arrington . Under the new system, if it should become pop­

ular, they might do it. Perhaps they will do it. I hope they will do 
it, because we will have to do business under this new system.

Senator O ’G o r m a n . It is conceded at the present time that redis­
counting is regarded as poor banking, but if you assume that this 
legislation will lead to a change in that respect among the bankers 
of the United States, then the objection you have just pointed out 
would fall ?

Mr. H arrington . Certainly; if we get the same amount of money 
it would make no difference.

Senator B ris to w . I s it not a fact that this bill will force either a 
change of the practice or result in the contraction which you suggest ?

Mr. H arrington . Yes.
Senator B ristow . It is regarded bad banking to be hawking your 

paper around and selling it. The customer does not like it and the 
bank does not like it. It is proposed by this bill either to compel the 
banks to do that or it will result in a contraction of the credit.

Senator S h afr o th . Let me ask you one more question. Is not the 
difference between whether the Minneapolis private bank discounts 
this paper or the Federal reserve bank discounts it—is not this an 
advantage in favor of the discounting by the Federal reserve bank, 
and that is when you deal with the Minneapolis private bank all 
that it does is to settle differences between customers and the bank 
itself; whereas, in addition to the Federal reserve bank doing that 
same thing there is an element of increasing the currency which goes 
into the hands of the men—the country bank and the business which 
it does, and it increases the circulation and thereby makes times 
better. Yet you ignore that great advantage in your discussion of 
this question with relation to the discounts to be made with the 
private bank of Minneapolis and the Federal reserve bank of Minne­
apolis.

Mr. H arrington . Perhaps I have, sir.
(Thereupon, at 5.45 o’clock p. m., a recess was taken until to­

morrow, Wednesday, September 24, 1913, at 10 o’clock a. m.)
[END OP VOL. l.J
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