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THE FINANCIAL SITUATION.

The expected proclamation of the seizure of the
telegraph and the telephone has been issued, and
under it the seizure is to be accomplished at mid-
night of next Wednesday. It is put under the
same coverage of emergency which is offered as occa-
sion and excuse for every new proposition, beginning
with “whereas it is deemed necessary for the national
security and defense to supervise and to take pos-
session and assume control of all telegraph and tele-
phone systems, and to operate the same in such man-
ner as may be needful or desirable”” It is merely
repeating what we said last week, and also what no
man can successfully controvert, to say that no
colorable pretext existed for such an action. The
companies were not in financial trouble; their public
service wes in a high state of efficiency, particularly
the telephone, and was adequate to all demands;
what difficulties they had with their employees were
evidently fomented and directed with a view to cre-
ating an apparent emergency, and could have been
managed if let alone. The interference by seizure
was therefore gratuitous, and although it is officially
proclaimed to be “deemed necessary,” that is, at
most, only a matter of opinion.

It is one nore step in aggressive State Socialism,
taking advantage of war, whereby all perspectives
become distorted and whereby, also, the movement
previously gone dangerously far, now proceeds by
great leaps. The course is gradual, as ingoing down
a stair, each step preparing for the next, so that a
change from which the people would have shrunk in
dismay if proposed at once, is accomplished without
realizing it; the process is the old one of slomy drift-
ing away from landmarks and established courses.

Mr. Burleson is to be supreme director, and to his
own intense gratification, for now he is able to ex
change his old ante-war hobby for a real horse, and
Mr. Lewis of Maryland will delightedly assume a
similar mount. The former may not be quite happy
—yet—since the authorizing resolution limits in its
terms the seizure to the term of the war, but he can
cherish hopes that the private ownership which he
declares infringes on a Governmental function re-
served by a constitution whose framers never dreamed
of any practical uses of electricity will not return.
As to the manner of operation, the proclamation
says that he “may” perform his duties through ex
isting owners, directors, officers and employees, “so
long and to such extent and in such manner as he
shall determine.” He may therefore order any or
all of them off the road, at the hour of his mounting
his hobby-horse made real, if his self-confidence is
sufficient.

Where will the owners come in, or, according to
ancther colloquialism, where and when will they get
off? The authorizing resolution declares that “just
compensation shall” be made, and follons a not ad-
mirable provision of Section 25 of the Food Control
Law by saying that “any person” dissatisfied with
the compensation fixed by the President shall re-
ceive 75%' of such amount and may sue the United
States for the rest and take his chances. The pro-
clamation says that “regular dividends [as?] hitherto
declared, and maturing interest uponbonds” and other
obligations “may be paid in due course”; as for the
future, “such regular dividends and interest may
continue to be paid until and unless the Postmaster-
General shall, from time to time, otherwise by gen-
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eral or special orders determine”; the system may also
determine and agree for renewal and extension of
maturing obligations, subject to his approval. The
financial future of the properties is thus placed in
Mr. Burleson's hat, and “any person” interested
can puzzle for hinself how the outlook for him com+
pares with that for the owners of the railways, whose
status is not arranged yet.

As for the employees, one news account says “it is
understood that with the Government control Mr.
Burleson feels that there are no pressing labor prob-
lems demanding immediate action and that any ques-
tion of working conditions or wages could be dealt
with gradually.” The condition which was made to
appear an emergency thus disappears with the seiz-
ure, illustrating once more how easily trouble is
soothed by yielding to those who threaten it. The
galled jade does not belong to the employees, and
they are not disturbed if it winces; they have observed
past events and may feel that things are coming
their way. Yet really there was no labor trouble be-
yond loose talk, for Mr. Burleson says “l do not an-
ticipate any strike or other troubles that cannot be
adjusted without delay; the operatives are said to
be very well satisfied with the pay for what they do.”

As for the other party, the public, there are pretty
promises suggested, for “it will be the purpose of the
Department,” says Mr. Burleson, “to broaden the
use of the service, at the least cost to the people,
keeping in mind that a high standard of efficiency
must be maintained.” There is also an intimation
of an estimated profit of 80 to 100 millions to cometo
the Government after all due obligations are satis-
fied. We may hope for the best, but as to expecta-
tions the wire systems have reached an unmatched
degree of efficiency, and it is safe to say that there is
not, at this present hour, a scheme of human service
on earth which so fully responds to every sane de-
mand and is so nearly perfect as the telephone; it
has expanded and improved, without fuss and without
notice, until its users forget that they did not always
haveit, anduntil they accept it as a thing of course,
like the sunshine. On the other hand, it is lamenta-
bly true that the postal service, always laden with
defects which seemed incurable under Government
operation, is now far below normal and might almost
be said to be at its worst; will it be improved by load-
ing upon it another and a very complex and delicate
and different, though seemingly cognate, service?
Nobody would think of improving the work of a
lame horse by dumping more weight into the wagon
he has to pull. And if it is unreasonable to count on
improving the postal service by hitching the wire
service to it, what effect on the wire service should
be expected? Let us omit prophecy, yet should any-
body be justly surprised if the result is to largely
impair the value of the service now ruthlessly seized?
But then, if thatfollows, may we not get a good and
needed lesson against the Governmental control and
Governmental ownership that have been dinned in
our ears from a time considerably antedating the
outbreak of war? It is the natural course of any ex-
cess to cure itself by is own reaction, provided it
does not destroy the subject of its workings before
those are finished.

Does anybody ask, possibly with a little impa-
tience, what is the use of protesting against the in-
evitable? Some particular act or acts in the degen-
erative process may be inevitable at their time, while
the process itself as a whole is not certainly such.
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The “Chronicle” would not knowingly utter a word
but such as makes for the most effective carrying on
of the war, now the country’'s paramount business;
yet three propaositions must be admitted in the sober
thought of all men who pause to use such thought:
first, that anything can be declared, as a matter of
opinion, to be “necessary,” for the more effective
prosecution of the war, there being no conceivable
line beyond which such a declaration cannot be
pushed; second, that steps have already been taken,
and more have been suggested, which not only are
not clearly for, but appear very likely to be against
or in hindrance of the best carrying on of the war;
third, the time of war is a mere fragment compared
with the time to come after, and it is of vast impor-
tance that we do not disturb our foundations and
thereby multiply and make more difficult the prob-
ens of readjustment which, in conjunction with our
allies, we cannot escape meeting. The spirit in
which we accept and regard these hitherto unknown
strides across private property rights and private
conduct is therefore of vast consequence, and for
this reason it is worth while to seriously weigh and
protest, even when some things cannot be halted by
so doing.

Despite the crisis which admittedly has been
reached in the war, British labor has decided to take
advantage of the moment to strike. At a conference
of the members of engineering and allied trades at
Leeds on Thursday, with delegates present repre-
senting 300,000 workers, it was decided to cease
work next Tuesday if the embargo on skilled workers
—that is preventing changing from employer to
employer, in order to force up wages—is not re
moved. Associated Press dispatches stated that
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Wilson on Tuesday issued a proclamation taking
possession and assuming control and supervision “of
each and every telegraph and telephone system and
every part thereof within the jurisdiction of the
United States, including all equipment thereof and
appurtenances thereto whatsoever and all materials
and supplies.” The proclamation concludes with
the following paragraph: “From and after 12 o’clock
midnight on the 31st day of July 1918 all telegraph
and telephone systems included in this order and
proclamation shall conclusively be deemed within
the possession and control and under the supervision
of said Postmaster-General without further act or
notice.” The joint resolution provides specifically
that the President shall operate the lines in such
manner as may be needful or desirable for the dura-
tion of the war, “which supervision, possession,
control or operation shall not extend beyond the
date of the proclamation by the President of the
exchange of ratification of the treaty of peace.”
Postmaster-General Burleson in a published state-
ment, which we give in full elsewhere, stated that
under the new conditions “greater opportunity is
afforded to effect improvements and economies
and a larger use by the public of these facilities which
have become an imperative need in their every-
day life. Whether advantage can be taken of these
opportunities to improve this service for the public
remains to be disclosed by experience. Every
effort of the department will be directed to the ac-
complishment of this end. It will be the purpose
of the Post Office Department to broaden the use
of the service at the least cost to the people, keeping
in mind that a high standard of efficiency must be
maintained.”

18,000 of Coventry's 24,000 skilled workers already The very favorable report issued on \Wednesday

are on strike. Altogether 80,000 workers engaged
in the manufacture of munitions are affected there.
It is estimated that 100,000 munition workers are
on strike in the Birmingham district. The Ministry
of Munitions announced on Thursday night that it
had received a resolution from the Birmingham
joint committee repeating the previous offer to
recommend the immediate resumption of work if
the Ministry suspended the embargo for fourteen
days. The resolution says: “If the Ministry’s desire
to serve the national interests is as sincere as our
own, we will agree to the course universally adopted
in all disputes, namely suspension of the operation
of the matter in dispute.” The Ministry replied
that it could not see its way to withdraw or suspend
the embargo. It hoped that the committee would
again consider the request of the National Advisory
Committee that all men should resume work, “bear-
ing in mind that the resolution wes taken with a clear
understanding that the embargo would not be re-
moved.” The War Cabinet has decided that if the
munitions strike continues the strikers of military
age Will be drafted promptly into the army.  Accord-
ing to an unofficial statement printed in some of the
morming newspapers, George H. Roberts, Minister
of Labor, gave a hint to this effect in a speech in
London on Wednesday, when he declared that no
young man had a right to exemption from military
service except on the ground that they were doing
work more valuable than fighting.

As noted above, under authority of the joint reso-
lution of Congress adopted last week, President

by the British Admiralty on the June losses by
enemy submarines and mines is largely nullified
by the destruction of two particularly fine wvessels
which will be included in the July list. The most
important is the White Star liner Justicia, one of the
largest stearmships in the world, which was torpedoed
and sunk after a fight lasting more than 24 hours with
a number of enemy submarines off the Irish Coast on
Saturday morning. The Justicia weff originally the
Holland-American boat Statendam, and wes taken
over by the British Government on the stocks
at Belfast when she was nearing completion in
the early days of the war. She wes a vessel of
about 32,000 tons gross register and had been used
as a transport. When torpedoed she was bound
outward and the only losses were 10 out of a crew
of more than 600. The other important vessel
lost was the Cunard S. S. Carpathia which was sunk
on Friday of last week. The Admiralty’s report
for June records lasses to British and Allied shipping
due to enemy action or marine risk of 275,629 tons,
this being the lowest record for any month since
September 1916. The British losses totaled 161,032
tons and the Allied and neutral losses 114,567 tons.
The total losses for the quarter ending June 30
amounted to 946,578 tons, the lowest record for any
quarter since the third quarter of 1916. Sailings,
the Admiralty reports, continue at the high level of
recent months. The tonnage of steanwships of 500
gross tons and over entering or clearing from United
Kingdom ports other than coastwise or cross channel
vessels' totaled 7,430,386 tons. The total sailings
for the quarter ending June 30 were considerably
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higher than the sailings of the two preceding quar-
ters.

The reports current on Friday night of last week
that the Allies had taken Soissons proved inaccurate,
as thus far that position is still held by the Germans.
However, the battle in the Marne salient has con-
tinued unceasingly during the week, and highly satis-
factory progress has been made by General Foch in
what is openly developing into one of the most bril-
liant pieces of strategy in the history of warfare. Its
object is not only to straighten out the Marne salient
and protect Paris from the invaders, but by what is
termed the pincers device, it plans to close up the
exit and capture the enemy troops thus surrounded,
and which are estimated to be in the vicinity of
400,000 men. With the sides of the Soissons-
Rheims salient coming steadily closer together, the
German Crown Prince’s generals (to quote an Asso-
ciated Press dispatch of yesterday) are driving their
men mercilessly in an effort to hold these sides open
long enough to extricate the armies threatened at the
bottom of the salient just north of the Marne. It
is estimated that the enemy losses thus far in this
drive are more than 200,000, the prisoners numbering
about 25,000. This is another modification from

(last week’s estimate, when in their enthusiasm cor-
respondents reported 30,000 prisoners then already
taken. Up to the present seventy German divisions
have been identified in the present fighting zone.
Of the prisoners, 14% belong to the 1919 class, show-
ing that nearly all these boys already have been in-
corporated in fighting units.

Military critics in Paris believe that the German
Crown Prince will not reconcile himself to falling
back to the line of the Vesle without giving a further
defensive battle on the Plateau de Tardenois in con-
junction with an offensive battle in the neighbor-
ing region. It is also believed that the Germans
may strike simultaneously in Flanders, but the critics
are convinced that General Foch will not again per-
mit the initiative to be taken from him. Semi-offi-
cial advices from Washington contain estimates that
the German losses for the past two weeks have been
“150,000 or more.” It is doubted whether American
casualties will surpass 25,000, or that American plus
British, French and Italian losses will exceed 100,-
000. These figures are presented as an offset to wild
German propaganda claims of enormous slaughter
of Americans, and include all casualties which put
men hors de combat. German propaganda has
claimed first that “hundreds of thousands of Ameri-
cans” were killed, and later, “tens of thousands.”
This line of misinformation is recognized here as a
double attempt to cover defeat at home in Germany
and to endeavor to dismay the timorous in this coun-
try. Secretary Baker declares that American losses
have not been out of proportion to the numbers en-
gaged or to the extent of the operations involved.

Military authorities are not so confident as civilians
that the Crown Prince’s army will be captured as a
body. The Germans are showing great energy in
their attempts to emerge from the trap. They have
thrown thousands of reinforcements into the already
congested salient, they have started a counter-at-
tack of great violence all along the semi-circular
front from the Ourcq River to the region immediately
southwest of Rheims, and their men are said to have
orders to stem the Allied tide of advance at all costs.
But latest accounts show the American, French, Brit-
ish and Italian troops, themselves well reinforced to
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meet the new turn of affairs, are steadily pressing
forward at nearly all points on the battle lines of
Rheims, while east of the Cathedral City a Polish
contingent— the first of the Poles going to the combat
—is declared to have carried out successfully an ad-
venture against the* enemy in which more than 200
Germans were taken prisoners. The western jaw of
the pincers continues to move eastward along the
Ourcq River on both sides of the stream, and the
Franco-American troops now are virtually at the
gates of Fere-en-Tardenois, the important railway
junction and storehouse for Germany’s war supplies.
Further south of the Marne new advances, including
those in the north, have been attained. At the pivot
of the pincers, north of the Marne, midway between
Chateau Thierry and Rheims, the French have ex-
tended their line northward in the Forest of Fere,
in the Ris Forest and north of Dormans, while the
eastern jaw of the pincers, under the pressure of the
British, has noticeably moved forward in a north-
westerly direction for about a mile and a half over a
three-mile front to Mery-Premecy and Gueux, the
last-named village five miles west of Rheims and a
scant mile and a half from the Rheims-Fismes road.
At Mery-Premecy the Allied line-now stands about
B2 miles southeast of Fismes, which is the central
station on the railway running between Soissons and
Rheims. The width of the salient between Soissons-
Rheims has been narrowed to about 21 miles from an
original width of 37 miles. Over the entire pocket
the Allied artillery continues to rain shells from all
sides and airmen are keeping up their intensive bomb-
ing of troop formations and military works.

But thus far there has been no clear sign of an
impending general retreat on the part of the enemy,
and if he elects to stand and fight it out and the Allied
gains continue with the same success as heretofore,
it seems that with the daily narrowing of the neck
of the pocket the enemy necessarily must lose many
of his men when the time comes to make his way
northeastward.

Peace talk again has been intermittent. The Ger-
mans, it is reported, will soon make “attractive over-
tures” calculated to compel recognition not only in
this country, but in England, France and Italy.
Senator Lewis of Illinois in a speech in the upper
House of Congress on Thursday made the prediction
that such overtures regarding Belgium, Northern
France, Alsace-Lorraine, Rumania and Serbia will
be offered next week if Germany be allowed a free
hand in the East. Lie declared that such a proposal
had been made to Italy and that the suggestion would
now be made to the United States. “It will be be-
fore us next week,” he said. “It will be used to try
to make the American public believe that we are fight-
ing uselessly, that the men who are dying in France
are spending their lives without purpose. Germany
will be represented as tendering to the United States
every principle for which we went to war. It is an at-
tempt to awaken revolt upon the part of every father
and mother of a son and to spread the cry in this coun-
try, ‘Why not accept the terms of Germany ? She gives
everything for which we went to war.”” The Sen-
ator said he protested against such peace terms. Our
duty was to take the course our Government takes for
the protection of Russia, the preservation of the
East, and the salvation of Americans on the Pacific.
Germany’s plan, the speaker declared, would be to
hold the Eastjfast in her grip while strengthening her
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power for a new war of conquest of the world. Other

Senators spoke on these same general lines.

The London stock market responded to the excel-
lent character of the war news by a firm undertone,
though without important advances in prices. One
effect of this news was to encourage improvement in
the volume of subscriptions to the war loan. Allied
bonds, especially British, French and the Colonials,
were marked up fractionally, and home rails were
assisted by increased dividends. Financial London
is not paying much attention to the peace proffers
from Germany. It is felt that the people of that
country are at the present ignorant of the real
position and interest is being displayed as to how
they will accept the current defeat. Argentine
rails have continued firm, one influence being
a report of new oil discoveries which, if true, will
solve the fuel problem. The London *“Statist”
index number (which is a continuation of Sauer-
beck’s) was 192.3 at the close of June, a new high rec-
ord, which compares with 191.1 in May and 189.8
in April. The English Treasury has authorized the
Metropolitan Water Board to issue £1,300,000 in
bills on London to meet 86,300,000 in gold notes ma-
turing in New York on Sept. 18. Advices from Lon-
don state that the Brazilian Government is taking
control of milreis exchange on the ground that the
weakness which has recently developed has been due
to excessive speculation. Brazilian securities in Lon-
don, therefore, have improved, milreis having risen
from 11 13-16 pence to 12% pence since the Govern-
ment announced the control of exchange. By an
order of the Brazilian Government, the operation of
German banks throughout the country have been
restricted solely to liquidation of their business.
This measure will result in the early closing of these
institutions. English bank mergers are still being
widely criticised by financial interests in London, who
fear that the “money test” will be discussed in Par-
liament in the next vote of credit debate. The nu-
merous amalgamations of the British joint-stock banks
in the last twenty-five years have reduced the num-
ber of institutions in the London Clearing House from
24 to 12, exclusive of the Bank of England. In
view of this shortage, the suggestion has been made
that some of the Colonial banks be admitted, thus
making the Clearing House “more representative of
financial interests of the British Empire.” A
dispatch cabled from Liverpool stated that tl\e
recent improvement in war bond investments is not
solely the result of patriotic endeavor, but it is said
that within the last few days there have been sub-
stantial purchases on neutral account. This, if
true, is an interesting indication of the neutral view
as to the’issue of the war. A German military
writer recently complained that neutrals did not
adequately appreciate German victories on the
western front. Apparently, says the Liverpool
correspondent, this lack of appreciation is becoming
more marked. It is also suggested that neutral
buying is to a certain extent stimulated by German
prudence, and that the international financiers of
Frankfort, anxious for better security than the
German War Loan, are counter-balancing German
commitments by buying British bonds through
neutral firms.

Last week’s sales of British war bonds through
the banks showed the large total of £29,672,000,
which compares with £25,190,000 for the week pre-
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ceding. Including the sales through other sources
than through the banks, the sales now exceed £925,-
000,000. The aggregate of sales through the banks
to July 20 was £892,526,000. For the. week ending
July 13, post offices report sales of bonds amounting
to £653,000, bringing the post office total up to
£33,328,000. The previous week’s record through
the post offices was £486,000. War savings certifi-
cates of £1 each (sold at 15s. 6d. and redeemable in
five years at par), which were disposed of in the week
of July 13 totaled £2,594,000, making the aggregate
ultimate indebtedness under this head £215,229,000.
The British Treasury statement for the week
ended July 20 registered a falling off in revenue,
which has resulted in a further slight deficit in the
Exchequer balance for the week. Sales of Treasury
bills showed a gratifying gain. A less favorable
feature, however, was the steady expansion in Treas-
ury bills outstanding, which registered an additional
expansion of no less than £9,164,000. The week’s
expenses were £50,268,000 (against £51,601,000 for
the week ending July 13), while the total outflow,
including repayments of Treasury bills and other
items, equaled £138,812,000, against £129,394,000
last week. Repayments of Treasury bills totaled
£65,939,000, as compared with £65,051,000 a week
ago. Receipts from all sources amounted to £138,-
645,000, against £129,327,000 the week previous.
Of this total revenues contributed £15,306,000, in
comparison with £17,094,000 last week. The week’s
issue of Treasury bills totaled £75,163,000, as against
£70,277,000 a week ago; War Savings Certificates
were £2,600,000, against £2,200,000; and other debts
incurred £21,192,000, comparing with £17,917,000.
War bonds were £21,184,000, against £18,639,000.
Advances amounted to £3,000,000, the same as in
the preceding week. Treasury bills outstanding
total £1,075,026,000. A week ago the total was
£1,065,862,000. The Exchequer balance aggre-
gates £12,269,000, a decline for the week of £167,000

The military successes of the week have stimulated
trading on the Paris Bourse, cable correspondents
agreeing that business is active with prices well
maintained for all classes of securities. On Sunday
violent storms in many districts of France resulted
in severe damage to the crops. The thermometer in
Paris on Saturday last registered the unusual heat
of 91 degrees. In the Chamber of Deputies on
Thursday discussion took place on the renewal of the
privileges of the Bank of France. Etienne Clementel,
Minister of Commerce, stated that the Government
would soon lay before the Chamber a bill proposing
the creation of a banking system designed to favor
French exportation by the extension of long-term
credits. He indicated that a capital of 100,000,000
francs would be sufficient to found agencies in the
principal countries of the world.

There has been no change in official discount rates
at leading European centres from 5% in London,
Paris, Berlin, Vienna and Copenhagen; 6% in Petro-
grad and Norway; 6%% in Sweden, and 4% % in
Switzerland, Holland and Spain. In London the
private bank rate is still quoted at 3 17-32% for
sixty and ninety days. Call money in London re-
mains as heretofore at 2%%. So far as we have
been able to learn, no reports have been received by
cable of open market rates at other European centres.
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The Bank of England this week announces another |
substantial increase in its stock of gold on hand of
£639,104. Note circulation, however, was expanded
£374,000; hence the total reserve -showed a gain of
only £265,000. There was a shrinkage of no less
than £3,537,000 in public deposits, although other
deposits increased £1,901,000, and the proportion of
reserve to liabilities was advanced to 17.41%, against
17.10% a week ago and 18.36% last year. Govern-
ment securities increased £285,000, while notes re-
served registered an expansion of £274,000. Loans
(other securities) declined £2,208,000. Threadneedle
Street’s gold holdings aggregate £67,137,976. This
is the largest total held in many months and com-
pares with £53,128,645 at the corresponding date in
1917 and £56,376,011 the year previous. Reserves
total £29,844,000, against £31,842,000 last year and
£38,780,981 in 1916. Loans now stand at £103,319,-
000 as contrasted with £111,365,000 and £75,219,090
one and two years ago, respectively. Clearings
through the London banks for the week were £379,-
370,000, which compares with £403,630,000 last week
and £341,990,000 in the same week of the preceding
year. Our special correspondent is no longer able to
give details by cable of the gold movement into and
out of the Bank for the Bank week, inasmuch as the
Bank has discontinued such reports. We append a
tabular statement of comparisons:

BANK OF ENGLAND'S COMPARATIVE STATEMENT.

1918.
July 24.
£

1917. 1916. 1915. 1914.
July 25. July 26. July 28 July 29.
£ £ £ £

Circulation
Public deposits

Other deposits

55,743,000
34,675,000
136,698,000
Government securs. 56,062,000
Other securities 103,319,000
Reserve notes & coin 29,844,000
Coin and bullion. 67,137,976
Proportion of reserve!
to liabilities
Bank rate

39,736,000
46,614,000
126,839,000
48,127,000
111,365,000
31,842,000
53,128,645

36,045,030
52,989,880
85,241,272
42,188,131
75,219,090
38,780,981
56,376,011

33,531,335
177,636,201
95,540,497
53,157,910
192,195,214
45,825,165
60,906,500

29,706,350
12,713,217
54,418,908
11,005,126
47,307,530
26,875,194
38,131,544

17.41%
5%

18.36%
5%

28.05%
6%

16.77%
5%

40.03%
4%

The Bank of France continues to show gains in
its gold item, the increase for this week being 838,-
600 francs. Total gold holdings now amount to
5,431,553,375 francs, of which 2,036,108,500 francs
are held abroad. In 1917, at this time, they
amounted to 5,299,638,915 francs (including 2,036,-
074,204 francs held abroad), while in 1916 they
totaled 4,786,513,216 francs (including 271,055,668
francs held abroad). During the week the silver
item was increased by 7,207,000 francs. On the
other hand, however, bills discounted registered a
decline of 29,990,000 francs, advances decreased
30,843,000 francs, while Treasury deposits and
general deposits fell off 34,015,000 francs and 51,-
548,000 francs, respectively. The amount of notes
in circulation was further augmented to the extent
of 36,970,000 francs, the aggregate amount now
outstanding being 29,148,065,000 francs The total
at this time in 1917 was 20,201,741,750 francs, and
in 1916 it stood at 16,090,892,710 francs. On
July 30 1914, the period just preceding the outbreak
of the war, the amount was 6,683,184,785 francs.
Comparisons of the various items with the statement
of last lyeek and corresponding dates in 1917 and
1916 are as -follows:

BANK OF FRANCE'S COMPARATIVE STATEMENT
Changes =~ --eeomeemeeeeeeeees Status as Of--------w-eememeeeeeeeee
) for Week. July 25 1918.  July 26 1917. Ju'!_y27 1916.
Cold Holdings— Francs. Francs. rancs. rancs.

nc. 838,600 3,395,414,875
No change 2,036,108,500

3,263,564,710 4,515,457,548

2,030,074,204 271,055,668

In Franco.........1
Abroad

S 1 Y 838,600 5,431,553,375
7,207,000 277,156,000
29,990,000 1,099,095,000

30,843,000 2

5,299,638,915 4,786,513,216
261,217,720 339,545,348
550,174,796 410,283,539
1,142,312,614 1,191,710,339
36,970,000 29,148,065,000 20,201,741,750 16,090,892,710
34,015,000 168,890,000 44,664,284 75,430,067
51,548,000 3,835,106,000 2,588,237,628 2,272,767,428

dvances. ..
ote circulation..Inc.

Dec.

rea ury deposits.Dec.
eno al deposits..Dec.
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In its weekly statement, issued as‘of July 13, the

Imperial Bank of Germany shows the following
changes: Total gold and bullion increased 837,000
marks, gold expanded 522,000 marks, Treasury

notes showed a gain of 40,325,000 marks, notes of
other banks increased 2,559,000 marks, bills disc-
counted were reduced 437,008,000 marks, advances
increased 4,209,000 marks, investments expanded
7,544,000 marks and other securities 56,726,000
marks, notes in circulation declined 98,728,000
marks, deposits were reduced 409,282,000 marks,
while other liabilities were increased 102,542,000
marks. The German Bank’s gold holdings are
reported at 2,346,941,000 marks, which compares
with 2,457,721,000 marks in 1917 and 2,466,360,000
marks the year preceding.

Last week’s statement of New York associated
banks and trust companies, issued on Saturday, was
about as expected. Reserves were further expanded,
but there were heavy losses in deposits and in the loan
item, the latter being no less than $178,052,000,
undoubtedly associated with the paying off of ma-
turing Treasury Certificates of Indebtedness. Net
demand deposits were reduced $104,014,000, to
$3,574,493,000 (Government deposits of $283,033,-
000 deducted). Net time deposits, however, in-
creased $3,026,000. Cash in vaults (members of the
Federal Reserve bank) was decreased $5,845,000, to
$100,349,000 (not counted as reserve.) Reserves
in the Federal Reserve bank of member banks in-
creased $4,404,000, to $529,109,000. Reserves in
own vaults (State banks and trust companies) de-
clined $41,000, to $11,470,000, while reserves in
other depositories (State banks and trust companies)
expanded $338,000, to $7,847,000. Circulation is
now $36,860,000, an increase of $106,000. There
was an increase in aggregate reserves of $4,701,000;
thus bringing the total to $548,426,000, as against
$630,621,000 last year. Surplus, in consequence of
a reduction in reserve requirements of $13,443,150,
was expanded $18,144,150, and now stands at $74,-
406,620, on the basis of 13% reserves for member
banks of the Federal Reserve system (but not count-
ing $100,349,000 cash in vaults held by these banks.)
A year ago at this date, excess reserves amounted to
$144,045,760, on the same basis. The bank state-

ment is given in fuller detail on a subsequent
page.
No improvement is perceptible in the general

money situation. Significance is attached in bank-
ing circles to the decision of the Treasury Depart-
ment to reduce the third semi-monthly offer of cer-
tificates of indebtedness. Instead of $750,000,000
as was the amount of each of the first two offerings,
Secretary McAdoo has ordered a distribution of
only $500,000,000 for the fortnight now current.
The reduction is officially stated to be due to the
temporary increase in receipts by reason of large
purchases of war savings stamps and greater income
and excess profits tax collections than had been
expected. But if it had been felt that the full
amount could be collected without great difficulty,
it is considered most probable that the former total
would would have been attempted. The Treasury
announces moreover that the $500,000,000 is only
a minimum and that banks and other financial in-
stitutions which have planned to subscribe their
full share on the basis of $750,000,000 will be free
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to do so. Subscription books are to close on July
30. The offering of the 8750,000,000 certificates
of indebtedness dated July 9, subscriptions to
which closed on July 16, was oversubscribed, the
Federal Reserve districts of New York, Philadel-
phia, St. Louis and Kansas City exceeding their
tentative quota. Comptroller Craig of New York
City received tenders for 815,000,000 short term
revenue bills until noon yesterday (Friday), namely
85.000. 000, dated July 29 and maturing Dec. 3,
and 810,000,000, dated July 29 and maturing Dec.
10. Payments are to be made by July 29. The
bills were disposed of on a 4.235% interest basis.
This compares with 4.79% received at the last
public offering of short-term notes in March when

812.000. 000 corporate stock notes and 88,000,000

revenue bills were sold. It has been announced
that the Fourth Liberty Loan campaign will start on
Sept. 28, although official confirmation of this report
has thus far been withheld.

Dealing with specific rates for money, call loans
this week ranged between 4 and 6%, as against
5%@G% last week. On Monday the high was 6%,
which was also the basis for renewals, with 5% % low.
Tuesday there was no range, 6% being the only rate
quoted all day. Wednesday’s range was 5J™@6%,
with 6% still the renewal basis. On Thursday 6%
was the only rate quoted and renewals were again
negotiated on this basis. On Friday 5% % was the
highest and also the renewal rate and some business
was arranged at as low as 4%. For fixed-date
loans, funds were scarce for all but the shortest
maturities, so that the market was more or less
of a nominal affair. . A few loans were made for
thirty and sixty days at 5% and 6%, but beyond this
there was very little doing. Sixty and ninety-day
money is now quoted at 5% @ 6%, against 5)"@6%
a week ago, while four, five and six months’ remains
nominally at 5% @6%. Government financing con-
tinues to absorb a large part of available supplies of
funds, while crop demands are now a factor in the
situation. A year ago sixty days was quoted at
4%, ninety days at 4@4}{% , four and five months
at 4)4@4”% and six months at 4J~2@4”%. These
rates apply to mixed collateral; where the collateral
consists of all-industrial securities, the quotations
are vi of 1% higher.

Commercial paper rates have not been changed
from 52@6% for sixty and ninety days’ endorsed
bills receivable and six months’ names of choice char-
acter, while names less well known still require G%.
Trading has been exceptionally quiet, with transac-
tions small in volume.

Banks’ and bankers’ acceptances were firm, at
quotations previously current. Some business is
passing, both local and out-of-town buyers being in
the market, but dealings did not at any time reach
large’proportions,the high rates prevailing in the call
loan market serving to restrict operations in this di-

rection. Detailed quotations follow:
- Spot Delivery----———-——- Delivery
Ninety Sixty Thirty within
Days. Days. Days. 30 Days
Ellglblo bills of member banka 44@ 44 44& 44 44 pid
44®@ 44 4/t<iidd 4% bid

Eligible bills of non member banka 441<&4%

Ineligible bills 54044

54044 54@44 0 bid
No changes in rates, so far as our knowledge goes,
havebeen made the past week by the Federal Reserve
banks. Prevailing rates for various Masses of paper
at the different Reserve banksjare shownjjinj~the

following:
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DISCOUNT RATES OF FEDERAL RESERVE BANKS.

CLASSES i 3 o R d 1
OF & w a 5 © a ¢ g A
i
DISCOUNTS AND LOANS S JI. E a S =3 3 a : «
8 ¢ & s & s 5 8§ k o A
Discounts—
W ithin 15rtay8, Incl. member
banks’ collateral notes___ 4 4 4 44 44 4 4 4 4 44 4 4
16 to 60 flays' maturity... 4*4 4>4 44 4% 6 44 44 44 44 54 44
61 to 90 days’ maturity... 4% 44 4H 44 5 44 5 44 5 54 5 44
Agricultural and live-stock
paper over 90 days-————— 5 5 5 54 54 5 54 54 54 54 54 54
8ecured by U. S. certificates
of indebtedness or Lib-
erty Loan bonds—
Within 15 days, including
member banks’ collat-
eral notes —— 4 4 4 4 44 4 4 4 4 44 4 4
16 to 90 days' maturity... 44 44 44 44 44 44 44 44 44 44 44 —
Acceptances—
1to 60 days' maturity—— 44 44 44 44 44 44 44 44 44 4% 44 4ta
61 to 90 days’' maturity—-—— 44 44 44 44 44 44 44 44 44 44 44 44

- Rate of 3 to 4H % for 1-day discounts in
of the Government

a 15 days and under 4% .

Note 1. Acceptances purchased In open market, minimum rate 4% .

Note 2. Rates for commodity paper have been merged with those for commercial
paper of corresponding maturities.

Note 3. In case the 60-day trade acceptance rate Is higher than the 15-day dis-
count rate, trade acceptances maturing within 15 days will be taken at the lower rate.

Note 4. Whenever application Is made by member banks for renewal of 15-day
paper, the Federal Reserve banks may charge a rate not exceeding that for 90-day
paper of the same class.

connection witb the loan operations

Sterling exchange still remains without new
feature. Its entirely arbitrary character could
hardly be more plainly demonstrated than by the fail-
ure of the highly favorable news from the Western
battle front to exercise any influence at all. Advices
cabled from Paris state that the movement which
recently led to the betterment of the Italian ex-
changes has now been extended to London and Paris,
co-operation between the Government and banking
institutions of England, France, Italy and the United
States having contributed to this result. The. cor-
respondent states that the present unsatisfactory
condition of several Allied exchanges in neutral
countries will now be made the subject of concerted
action and that, based upon general commercial
relations existing between the United States and the
European Allies on the one hand, and all of the
neutral natioAs on the other, such concerted action
will undoubtedly re-establish Allied moneys in better
relations to neutral moneys than now is the case.
Although no official announcement has yet been
made, it is believed in financial circles at Paris (the
correspondent adds) that the recent appointment of
Oscar Perry Crosby as special commissioner of
finance for the United States in Europe is con-
nected with negotiations in this direction. Mr.
Crosby is now in Paris, resuming his duties as
President of the Inter-Allied Council of War Pur-
chases and Finance, in addition to those of special
financial commissioner. Norman H. Davis, who
accompanied Mr. Crosby, goes to Spain at an early
date as special financial delegate to that country.

Referring to quotations in detail, sterling exchange
on Saturday, as compared with Friday of a week ago,
was quiet but fairly steady, with demand quoted at
4 75 5-16, cable transfers at 4 76 7-16 and sixty days
at 4 72%@4 72}/2. On Monday trading was not
active and rates remained at 4 76 7-16 for cable trans-
fers, 4 75 5-16 for demand and 4 72~@4 72~ for
sixty days. Tuesday’s dealings presented no new
feature; a firm undertone was noted, but quotations
were not changed from the levels of the preceding
day. On Wednesday a slightly easier tone predom-
inated and demand bills declined fractionally to
4 7530@5 75 5-16; cable transfers, however, and sixty
days continued to rule at 4 76 7-16 and 4 72°g@
4 T72j/£, respectively. Thursday’s dealings were dull
and nominal in character and rates were again quoted
at the range of the day before; as we have from time to
time explained, the granting as required of liberal
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credits by this Government to its British ally has
to a very large extent clone away with the necessity
for sterling exchange operations, which accounts for
the persistent dulness, while the arbitrary Govern-
ment control exercised over all market operations
tends to discourage speculative ventures. On Fri-
day the market ruled dull and somewhat irregular,
although rates were maintained without essential
change. Closing quotations were 4 72% @4 72% for
sixty days, 4 7530@4 75 5-16 for demand and
476 7-16 for cable transfers. Commercial sight
bills finished at 4 75@4 7534, sixty days at 4 71% @
4 71%, ninety days at 4 70@4 70%, documents for
payment (sixty days) 4 71@4 7134, and seven-day
grain bills at 474%@4 74%. Cotton and grain
for payment closed at 4 75@4 7534-

No increase in activity has been shown in the
Continental exchanges this week. Only slight vari-
ations in quotations can be recorded. The out-
standing feature of the week was the announcement
on Saturday last by the Division of Foreign Exchange
of the Federal Reserve Board that the official cable
rate for Italian exchange had been advanced to
8.50 lire to the dollar, a rise of 30 points over the
previous quotation, and the highest level in a long
period. This action is undoubtedly due to the
effectiveness of the measures adopted by the Italian
authorities and our own Treasury Department for
the stabilization of exchange. In international
banking circles, however, the opinion is expressed
that important changes in rates are hardly probable
just now in view of the ever broadening extent of
Government control over exchange operations. It is
explained that under present agreements entered
into between the United States Government and the
Entente Powers, rates of remittances to these centres
are fixed, and likely to remain so, unless, of course,
developments should arise calculated to bring about
a complete change in the foreign exchange situation.
Francs were well maintained and continue without
quotable change. Ruble exchange remains dead-
locked at previous levels. The official London check
rate on Paris finished at 27.16, unchanged. In New
York sight bills on the French centre closed at 5.71%,
against 5.71%; cables at 5.69%, against 5.69%;
commercial sight at 5.72%, against 5.72%; and
commercial sixty days at 5.77%, against 5.77% last
week. Lire finished at 8.51 for bankers' sight bills,
and cables at 8.50, against 8.81 and 8.80 a week ago.
Rubles continue to be quoted at 14 for checks and
15 for cables. Greek exchange remains unchanged
from 5.13% for checks and 5.1234 for cables.

In the neutral exchanges attention has centred
chiefly upon the movements in Spanish exchange.
Declines in pesetas were recorded in quick succession
until the quotation stood at 26.60, a drop of 90
points from last week’s close and the lowest point
in quite some time. A recovery to 26.90 had taken
place at the close. The recession was supposed to
reflect the attempts now being made by our Govern-
ment for the regulation of the exchange market.
Swiss exchange ruled strong, while Scandinavian
rates were firm. Guilders registered substantial
advances during the earlier days of the week, on a
pronounced scarcity of bills, but later eased off
and closed fractionally lower for the week. An
interesting item of news which comes by way of
Zurich is to the effect that since May last Dutch
exchange on the Swiss market has sunk no less
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than 2%, Swedish exchange 2%% and Norwe-
gian exchange 1%. Spanish exchange on the
Swiss market is also 1% lower, while in the Swiss
money market Dutch exchange is now 4% below
par, Swedish 3% and the exchanges of Norway and
Denmark 10% below par. The Spanish rate, how-
ever, is 15% above par.

Bankers' sight on Amsterdam finished at 51%,
against 51%; cable transfers at 51%, against 52%;
commercial sight at 51 3-16, against 51 3-16, and
commercial sixty days at 51 1-16, against 51 1-16
last week. Swiss exchange closed at 3.95% for
bankers' sight bills and 3.93% for cables. This
compares with 3.94% and 3.91 a week ago. Copen-
hagen checks finished at 31.10 and cables at 31.30,
compared with 30.80 and 31.20. Checks on Sweden
closed at 35.50 and cables at 35.90, against 35.20
and 35.60, while checks on Norway finished at 31.40
and 31.80, against 31.20 and 31.60 on Friday of the
previous week. Spanish pesetas closed at 26.90 for
checks and 27.00 for cables. A week ago the close
was 27.50 for checks and 27.75 for cables.

As to South American quotations, the check rate
on Argentina has been advanced to 44.60 and 44.75
for checks and cables respectively but closed at
44.30 and 44.45, against 44.30 and 44.40. For Brazil
the rate for checks and cables finished without
change from 23.35 and 23.50 last week. The
Brazilian Government has issued a decree requiring
all exchange operations by banks in Brazil to be
conducted under approval of the Government. The
Chilian rate has remained at 17, and Peru at 57.

Far Eastern rates are as follows: Hong Kong,
80%@80%, against 79%@79.65; Shanghai, 116%
@117, against 115@115%; Yokohama, 53%@53%
(unchanged); Manila, 49%@50 (unchanged); Singa-
pore, 56%@56% (unchanged);Bombay, 36%@37(un-
changed); and Calcutta (cables) 35.73 (unchanged.)

The New York Clearing House banks, in their
operations with interior banking institutions, have
gained 81,127,000 net in cash as a result of the cur-
rency movements for the week ending July 26.
Their receipts from the interior have aggregated
87.598.000, while the shipments have reached
86.471.000. Adding the Sub-Treasury and Federal
Reserve operations, which together occasioned a loss
of 8112,000,000, the combined result of the flow of
money into and out of the New York banks for the
week appears to have been a loss of 8110,873,000, as
follows:

Qut of
Banks.

Net in
Bank Holdings.

Into
Banks.

$§7,598,000

Week ending July 20.

Banks' Interior movement................
Sub-Treasury an rve
operations.........

80,471,000 Gain $1,127,000

40,318,000 158,318,000 Loss 112,000,000

Total

The following table indicates the amount of bullion
in the principal European banks:

853,910,000 8104,789,000 LossSUO,873,000

Julg 25 1918. Julg 20 1917.
Banks of— . J )
Gold. | Siler. |- Total. | Gold. | Stiver. Total.
£ £ £ £ £ 1 £
England.. 07,137,970 07,137,970 53.12S.045 .o 53,128,045

Francea.. 135,817,795 10,440,000 140,982,020
Germany. 117.347.000
Russia *.. 129.050.000
Aus-Hun ¢ 11,008,000
Spain___  84.732.000
Italy........ 33.480.000
Nctherl’ds 59.049.000
Nat. Bel.h 15.380.000
Swiltz'land 15.322.000
Sweden___  14.333.000
Denmark. 10.228.000
Norway.. 0,011,000

11,080,000 140,897,795 130,542,020
3,095,300123,769,550
12,804,000 1G(),G95,000
3,502,000 18,840,000
29,929,000
2,005,000
007,100.

000 15,980,000
~eni 13,690,000
11,259,000
000 11,102,000
| 7,155,000

0,002,000 123.409.000 120,074,250
12.375.000 142.025.000 147,891,000
2.289.000 13,297,000 15.278.000
27.703.000 112.495.000
3.145.000 30.025.000

000,000 00,249,000

000,000 15.980.000
15.322.000
14.333.000
10.304.000
G,011,000

93,179,000
35,979,000
52,020,100

03.250.000
33.374.000
52,013,000!
15.380.000
13,696,000;
11.259.000
10,904,000,

7,155,000,

'Umoo

64,380,400 738,285,921
64,494,690738,983,023

Tot.week. 700,095,771
Prev.week 099,532,073

04,050,800704,740,371 673,905,521
04,113,000 703,045,073 074,488,333

a Gold holdings of the liank of France this year are exclusive of £81.441,340
held abroad.

* No figures reported since October 29 1917.

¢ Figures for 1918 those given by "British Board of Trade Journal” for Dec. 7
1917; figures for 1917 estimated on the basis of the Dec. 7 1917 totals,

h August 6 1914 In both years.
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SECOND ALLIED VICTORY ON THE
MARNE.

To parallel the brilliant feat of generalship by
which, when his adversaries appeared to have their
main immediate objective almost within their grasp,
the Allied commander struck unexpectedly at the
right flank of the Germans— breaking their line,
forcing a retreat and capturing not only huge stores
of war material, but as many prisoners as the Ger-
mans themselves claimed in the early days of the
drive— one would have to go back to the first battle
of the Marne in September, 1914. Won by the same
commander (though then a subordinate general)
the strategy of this present victory was surprisingly
similar to that of four years ago.

On both occasions the German commanders had
underrated the resources of their enemy. In 1914,
as in 1918, they denied the existence of an effective
reserve army. In both years it was the French
commander who deceived them; in both he induced
the invaders to move forward in exact accordance
with his own strategic purposes, and in both he
struck with wholly unexpected force at a point where
the enemy believed such a demonstration to be im-
possible The result in each case was such as to
place French generalship on a far higher plane than
the rule-of-thumb calculations of the German High
Command.

In brief, the story of this second Battle of the
Marne is that the German drive began on June 15
on a front of 60 to 70 miles, and, though unable to
pierce the enemy’s line, was successful in pressing
forward, closing in on the city of Rheims, and at
certain points crossing the River Marne as in 1914.
It was precisely at this moment, on the 18th, that
Foch’s attack was delivered at an unexpected point,
without artillery preparation, and with a surprise
so complete and a force so great that the enemy’s
plans were instantly checkmated, the retreat begun,
and the subsequent days made up of desperate rear-
guard fighting by the Germans, to make possible the
withdrawal of their troops from a position so pre-
carious as to threaten grave disaster. That in this
notable victory the American divisions brilliantly
collaborated— if indeed, it was not their presence in
force which made the counter-offensive possible—
was not the least dramatic part of the episode.

It was only repeating previous experience in this
war that expectations, regarding the tangible results
of General Foch’s great victory, should have been
pitched so high in the first enthusiasm over the news
that a certain sense of disappointment should have
followed the subsequent failure to turn the German
reverse into a rout. The truth is, that despite the
new conceptions of military strategy, created by the
experience of the four past years, the public mind
instinctively draws conclusions from the sequel to
victories in older wars. Judged by that criterion,
and with the precedent of Napoleonic and Civil-War
strategy kept in mind, it was not unnatural for the
Allied public, after the sweeping victory over the
right flank of Ludendorff's active army, to look for a
rapid, continuous and disorderly retreat, perhaps
with the surrender intact of huge enemy divisions
enveloped by the advancing French and Ameri-
cans.

Nothing like this has happened; there has been no
Austerlitz or Chancellorsville. But, except for the
single Rumanian incident, there has been no such
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sequel to a victory in this war. Armies of such un-
precedented magnitude as to-day’s, with a line

extending twenty to sixty miles and resting at each
end on natural defenses, cannot be physically sur-
rounded in the old-time manner. When they are
flanked, it is usually in a salient projected for mili-
tary purposes from the general line, and the result,
if the enemy’s objective is successful, will be retire-
ment at that point into line with the threatened
army; or, if the line was penetrated, the with-
drawal of the whole line to a second front of prepared
resistance, usually not far back.

The beginnings of this new strategic order of affairs
were clearly visible in the Manchurian War of 1904.
In that campaign the seemingly crushing defeat of
the Russians at the Yalu River and at Mukden was
followed only by establishment of a new line twenty
miles or so behind the old one. No defeat seemed to
promise greater possibilities of complete debacle
than that of the Russian army, two years ago in the
Carpathians. But the Russian army was with-
drawn in safety— though with immense losses of
men and materials in the rear-guard actions.

The Germans themselves (the Kaiser in particular)
appeared to take for granted an old-time collapse
of the enemy’s resistance when they broke the British
line last March. . In point of fact, the British army
did withdraw, and the divisions immediately subject
of the surprise attack were probably, in a military
sense, annihilated. But the line as a whole with-
drew in perfectly good order, making stiff resistance,
and at the next most available strategic point the
German advance was stopped. Even the first
Battle of the Marne, though it is still a mystery why
the entire German army had to retreat so far and
with such evidence of panic, found its second and
reasonably permanent line of defense forty or fifty
miles back, on the Aisne.

All this explains why Foch’s army seems to have
recaptured ground so slowly from the invading Ger-
mans after last week’s great victory. But this very
fact, and the earlier experiences of the war, to which
it conforms, make conjecture as to the longer conse-
quences somewhat difficult. The outstanding fact
of the present situation is that Ludendorff’'s drive
towards Paris or his attempt to crush the French
army before American reinforcements should arrive
(whichever was his real objective) has failed. With
his army at any rate withdrawing and on the de-
fensive, renewal of the German forward movement
during what remains of 1918 is entirely improb-
able.

But what then? There would appear to be only
two alternatives. The German army may “dig in”
along a selected line, as it did at the Aisne in 1914,
and a period of trench warfare may ensue, during
at least the coming winter. Whether this would
mean that the campaign of 1918 had or had not
substantially increased the area of occupied territory
in France, would depend on the line selected and on
the action of General Foch. For the second alterna-
tive would be continuance by the Allied commander
of his forward movement, in such for<% as to drive
back the German army as far as superior numbers
or superior strategy might make such action possible.

We have yet to see the unfolding of the French
commander’s larger strategic plan. It is not yet
possible even to say with assurance how far the
Allied army is now superior in total numbers to its
enemy, if indeed, it actually outnumbers it. With-
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out such manifest superiority it would be difficult,
in the light of what we know regarding Foch’s
strategic methods during the past four months, to
suppose that he will at this time assume the initiative
on the large scale, and attack the whole German line
as the Germans have been attacking his front since
March 21. The greater probability would certainly
seem to be that the war of manoeuvre will continue
during the fighting season, with the advantage on
the whole in the hands of the reinforced Allies.
Possibly, all or most of the territory won by the
Germans in this year’s fighting will be recovered.
But that the invader will, or can, be driven out of
France and Belgium during 1918 is the highest of
improbabilities.

Next year, with America’s full strength available,
would logically be the time for the grand Allied
offensive, undertaken with the definite purpose of
driving the Germans across the border, or further.
The perspective of the war changes so rapidly that
prediction of another year’s campaigning is futile.
We do not know what is destined to happen to
Austria—on the Italian front or at home. The
situation in Russia is one which may change with
startling suddenness, and thereby involve a great
change in the German plan. Yet with most people,
the idea of a triumphant “march into Berlin,”
similar to the German march of 1870 to Paris, orthe
Union entry into Richmond in 1865, is hard to
visualize. Here, too, popular imagination is apt
to be too much influenced by the traditions of older
wars, fought under different auspices. No such
“surprise invasion” as the German advance of 1914,
with one side fully prepared while the other was
taken wholly off its guard and unprepared, is. pos-
sible. The Allies would be moving on an enemy
strengthened in its opposing power by concentra-
tion on inner lines.

The alternative supposition would be a proffer of
terms by Germany, based on acknowledgment of
defeat and adjusted to the ultimatum of her antago-
nists. We have the word of the English Premier that
such overtures would be considered. As yet, how-
ever, they are a sufficiently remote probability,
dependent first on more formidable defeats in the
field; and second on the refusal by the Allied Govern-
ments of offers from Berlin which do not meet the
facts of the situation. Meantime, there is ground
for reassuring belief that Germany has shot her last
bolt for a German military victory.

NOON

DAY PRAYER FOR TIIE

CAUSE.

Varying comment has been occasioned by the
action of the United States Senate in adopting a
resolution under which the President “is requested
to commend by proclamation to the people of the
United States observance in their homes and else-
where, until the end of the war, of the practice of
prayer to God for at least one minute at noon each
day for victory for our cause in the existing war.”
The scoffer, of course, has not been silent. But we
enter upon no discussion of the efficacy of prayer.
No subject more perplexes the devotee than this.
And halting and lame as is the general admission
that “if it be God’s will” prayer will be answered,
there is a view of prayer upon which all may unite
and in which all may find comfort. Prayer is far
more than petition, it is aspiration, communion and
consecration. It is subject to no form or ritual, does
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not depend upon time or place, and is more to be
“commended” for its subjective than its objective
influence. For, if we may use the phrase, it is an
instinctive attitude of the soul of man.

The cry of fear in the heart of a savage in a primeval
wilderness, to that “overruling power” which his
groping mind dimly sees in the elements about him,
for help and protection, is prayer. The shepherds
who followed a star fell upon their knees in suppli-
cation and adoration. No man ever lived who did
not at some time pray; no creed ever existed that did
not recognize and espouse prayer. It dwells in
suffering heroically borne. It falters and swells and
triumphs in song. And in the thoughts deep and
true in the silence of the “watches ot the night,” in
the introspection of the aroused spirit, and in the
humility of a great soul, naked in its self analysis and
conscious of dependence in its final impotence, there
is the essence of devout prayer.

We have no need of a brief on transcendence and
immanence. The man who looks within his own
heart lifts his eyes to God. It requires no religious
dogma to declare that the divine principle or spirit
must be seen with the spiritual eye. The prophet
and the priest have no temporal key that will unlock
eternity. Through and in and over nature there is
the reign of the spiritual, the law, perfect and
omnipotent, to which man comes because in it there
is peace and love. And coming to this he shall be
fed. Thus, he who seeks a why and a wherefore for
the life and civilization in which he exists approaches
in true and therefore devout supplication the Law-
giver—and in doing so he prays.

But it is not enough to seek and to find. The
soul that comes into this “communion” (“closer is
He than breathing, nearer than hands and feet”)
must feel the thrill of creative power and know the
divine liberty of love. True prayer thus becomes
“consecration,” the dedication, thought, effort and
feeling to helpfulness. And since man is himself
divine in that he recognizes this divine relation of
aspiration and communion he gives himself to the
cause of humanity. Thus work and thought, love
and sorrow, joy and hope, trial and triumph— aye,
and the eternal battle for the right, whatever its
essential form, constitute prayer.

We find no good reason why a people should not
be “commended” to stop a moment in their absorbing
tasks and commune with their own souls, that they
seek and find and take, the right way. They may
but bow their heads as to the far pealing of a bell,
they may not understand this world and its ways,
they may not see the sublime spiritual that is in and
over all, but they will have absolved themselves from
much of selfishness and greed and hate, they will
have felt the “inflowing of the Spirit,” and coming
from this self communion with new power and
prescience they will find in themselves the answer,
and it will suffice. And there is more. Put away
but for one moment the material, the barrier, which
separates man from God, which separates man from
man, which clouds and shuts away, though it should
only reveal, the divine, and as truly as light dispels
darkness, the soul of a people may see “victory” in
its spiritual content, and though they fight on, they
will know when they have won. And thus may we
believe that peace'jthrough victory will sooner come
because throughout a broad land and among a brave
and devoted people there is each day a recurring
moment of true prayer.
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THE SMALL BANKS OF THE COUNTRY.

There are a large number of banks not eligible to
membership in the Federal Reserve system because
their capital stock is less than twenty-five thousand
dollars. They should be a matter of popular finan-
cial concern, for the reason that their importance is
not measured by the amount of their capital. They
organize the credit of their respective communities,
and perform valuable and indispensable services.
Of them it might be said they would be stronger if
their capital were larger. But this does not follow
as a banking principle; nor is it feasible as a proposi-
tion in finance, for their deposits are usually commen-
surate with their capital. And since resources, com-
bined cash and loans, stand over against liabilities,
capital and deposits, it is the quality of the bank’s
business, its securities and management, with the
added expenses df| operation, that determines the
dividend-paying power of these institutions rather
than an arbitrary relation of deposits and capital.
And no bank can or should exist that does not pay
adequate dividends.

In the West and Northwest thfcre are many of
these “small” banks. They have sprung into be-
ing to meet a need. Their services to the communi-
ties in which they exist and to their patrons is even
wider in scope than that of larger institutions, and
usually of a more intimate personal nature. Gen-
erally organized under State supervision, they repre-
sent an ideal of free and independent banking which
seems to be rapidly disappearing. And their ex-
istence should in no wise be predicated upon the needs
and desires of the large banks and trust companies,
whether these remain under State law or are incor-
porated into the Federal Reserve system. Nor are
they to be measured by the requirements and bene-
fits of a national banking system. Their very ex-
istence is warrant for their continuance in their
present form. They cannot be supplanted save by
the adoption of a branch banking law, carrying with
it its own objections— and this we have not attained
nor is there any well-defined sentiment for its crea-
tion.

In many respects these “small” banks typify the
highest ideal in banking. And they do more than
this. Though readily consenting to State supervi-
sion, they are the last remnant left us of what we may
term the common law right of banking, the right of
the citizen to deal in credits, a right vital to the pres-
ervation of liberty in business, since credit is the
means and manifestation of all progress and progress
the result of initiative and energy as the inalienable
possessions of man. It is worth while to consider
these “country banks” for the two reasons— their
indispensable services and their “independent” na-
ture, especially at this time of change in the form,
character and purpose of our banks as business in-
tegers, and readers will not have failed to note the
tendency to consolidation, brought on largely, it is
presumed, by the stress and storm of war, in countries
such as England and Canada, where the branch bank-
ing system prevails, a tendency that has aroused
Government to action and intervention.

On the varied character of the services the small
bank performs we need not dwell. It is sufficient to
say the people use them and are satisfied with them.
What is more important, if principles count, is that
they stand on their own integrity and except for their
relation to nearby correspondents are unassailable
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by the convulsions which affect larger financial in-
stitutions in the centres of population. If no bank
is stronger than thri financial solvency of the commu-
nity in which it exists, then these banks, small though
they be, are in principle the strongest banking insti-
tutions we have— though this may strike some as a
radical statement. And this is so because they rep-
resent the true co-operation of men and women en-
gaged in various vocations pooling their unused bal-
ances for the purpose of extending new credits in
fields wholly known and approved because carried
on in their own vicinage. And a bank so constructed,
if operated with vigor, intelligence and honesty,
ought to last forever, no matter what happens to the
world outside.

We are moved to these considerations by the recent
formation at St. Louis of an independent association
of State banks. We offer no comment on this under-
taking except to say that association is a right not to
be denied, and its feasibility must ever depend upon
a community of interest and a worthy and worth-
while object to be attained. The object appears to
have been the protection of mutual interests and not
fear of attempted coercion. There are indeed State
banks, trust companies and national banks in New
York City whose respective resources are larger than
sections of States filled with national and State
banks. And yet the small State bank abounds
everywhere and there is advantage in anything cal-
culated to sustain its welfare arid integrity. In some
quarters there have been vague intimations that the
American Bankers’ Association is too exclusively
devoted to the affairs of the national banks and the
development of' the Federal Reserve system. Be
this as it may, it does not concern our analysis of the
subject. What we wish to point out is that the
small banks should be left free to determine their
own future. Their interests are not the interests
of the large banks and trust companies of the East—
and they are inherently capable of existing and func-
tioning and serving without them. And it is im-
portant that the principle of.free and independent
banks be preserved.

No millionaire merchant of the East strives by law
to bring grocers and drygoods merchants of the Far
West to adopt his methods of finance. The question

directly involved is the freedom of the citizen. In-
telligence and wealth are power. The large insti-
tutions of the banking world possess bo|;h. But it

does not follow that their own tenets and theories
are applicable to small institutions simply because
there is strength in association. It is not a matter of
a benevolent, protective, or coercive attitude. It is
a matter of an assimilation which for all its seeming
protection also incurs the perils and penalties as well.
What we want always to remember while we are
talking so much of liberty, that mere power in a
republic does not give one citizen or corporation the
right to influence or direct the operation of an inde-
pendent citizen or corporation whether through asso-
ciation or otherwise. Large State banks and trust
companies of the East have seen fit in their wisdom
to join the Federal Reserve system. No man has a
right to object, no matter what his opinion may be of
the movement. But we have heretofore based our
whole conception of human liberty through govern-
ment on the right of every man to rise on his own
powers, and not by association, however beneficial
he may at times find this to be. And the principle
is applicable to banking. These small banks are but
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a drop in the bucket of finance. Conditions render
it impossible for them to become great and powerful.
But shall they, by law or association, submit their
right to independent existence to either the great or
the Government, shall they lose or merge their iden-
tity in a system which, though it be admitted can
eonfer benefits, to a degree destroys their liberty?
As we see it, the attitude which our lawmakers and
our great bankers should bear to these small country
banks scattered over a wide and remote area, is not
one of proffered protection or benevolence, much
less the one of coercion through opinion—it should
be one of*justice on the broader and nobler ground
of freedom. They should be let alone— to continue
their business, and come in or stay out as they please.

THE PROBLEM OF GOOD ROAD CONSTRUCTION
— FEDERAL GOVERNMENT CONTROL.

If a reel of pictures should become a succession of
“close-ups”— scenes photographed with the camera
near to the object—it would prevent much of the
“illusion” possible to create in the moving picture.
And it is suggested, in matters of Government con-
trol, that the near view is the solution of many prob-
lems and the possible prevention of much self-delu-
sion upon the part of those who are directing the
conservation of all things. And it would be true in
regard to roads.

We were in a great way of building roads “before
the war.” Great national highways were projected.
Congress passed a bill granting a huge (then) ap-
propriation to be expended under certain conditions.
States were devising new and costly means, empower-
ing districts and counties to levy sums theretofore
prohibitive for road purposes, and making direct
grants to be secured by the appropriation of certain
local ,taxes, or voluntary subscriptions. The auto-
mobile enthusiasts were in full cry after the “prime
necessity” of good roads. And the land rang with
discussion of the subject. While the land owner, ac-
cording to what was conveniently termed *public
spirit,” was to be burdened with all but a fraction a:
the costs—or, as in the case of national highways
projected and built out of funds not immediately
levied, was to have the good, or ill, fortune, as the
case might be viewed, of having a main-travelec
highway brought to his very door.

One has to view the “road question” in its loca
significance to understand its scope and import; anc
to do this he should take a “close-up” view of the
neighborhood road in prairie States, where real “pro-
duction” feeds the armies in Europe. Years ago in
the Middle West States, and extending therefrom
in several directions, even down into Tennessee and
Kentucky, there was much enthusiasm over what was
known as “dragging” the roads. The device usee
was a simple one. Take a split log, and hitch a team
to it in a way that, under the pull, it travels at such
an angle to the centre line of the road that the loose
earth, besides being packed down, is thrown to the
centre, thus rounding the surface, filling the depres-
sions and leveling the ridges, and you have practi-
cally the whole”machinery. After a slight rain,
while the ground is moist, “drag” the roads. Time
and labor are the only expense. Neighbors can
band themselves together and decide upon the most
important routes. When a dirt road is packec
hard, it is in some respects “the best road.”

We are at pains to recount this well-known fact
for a reason. When you build a macadam or gravel,
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any form of “permanent” road, the plan generally
simmers down to this—the lands abutting on the
road, graded in levy as you recede therefrom to a
fixed distance, usually are made to pay for the “im-
provement.” Those who use the road, as arule,
pay nothing. Many of our imperious and necessary
“improvements” are procured in this way. There
is no limit to the “public spirit” of those who do not
iave to pay. Though it is true, due probably to
the blindness of justice, that the scales sometimes
fall rather more evenly, for in certain States, that
have a system of splendid permanent roads, made of
lard materials, the local enthusiast will “point with
pride” and tell you “we built these out of automobile
fees.”

Be this as it may, and it may be this way— if there
is to be anything like the minute detail in Govern-
mental policy applied to roads building and improve-
ment now exercised over fuel and food, the farmers
for whom we have fixed the price of wheat at $2 20
will likely have to ask permission to “drag” the roads,
in order to haul their wheat from the barn gate to
“those roads (only) which are of prime importance for
economic and military purposes.”

Now, emphatically, we do not say this for the pur-
pose of cavilling. This effort declares “important
highways already constructed should be maintained.”
Of course they should. They must be. And these
are classified as follows:

(a) Those which are utilized or will be utilized by the mili-
tary establishment.

(6) Those which carry considerable volume of material and
supplies essential to war industries.

(c) Those which have a bearing on the production and
distribution of food supplies, connecting population and
shipping centres with surrounding agricultural areas.

To our mind when roads under class (c) are properly
maintained there will be little need for any others or
anything else connected with the problem of road con-
servation. Aside from “highways” already made
with hard beds, it is improbable that any new
schemes will be proposed now, and if they are it will
likely be to take advantage of war need to further
private interest, and under this guise will have added
strength because of an alleged military need. For
the rest, road maintenance is a county, township
and district matter, regulated by State constitutions,
State laws and county boards of supervisors or over-
seers, together with the local levying power, within
limits, vested in some local authority such as a
county court or county board of supervisors. Why
then waste good time and energy in regulating road-
building and maintenance by decrees from Wash-
ington ?

We cannot but feel that this “recommendation”
with reference to roads is for the most part super-
fluous. There are no roads more important than the
neighborhood roads— more important, for example,
than the roads which, by law, in the State of Kansas,
run round every section of land. The “road to
town” is the important road. In “town” are the
warehouses, and of what use to try to select the most
feasible route to them: it is the road each farmer
must take from his own farm, and cannot be selected
by any body or power but himself. Suppose we
checkerboard the country as we have for fuel, and
then undertake to declare what sums shall be spent
out of local tax treasuries for local needs— where will
we end? It is our conviction that the “road prob-
lem” will better “take care of itself” if it is let alone,
than if supervised by national “control.” Why not
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concentrate perfectly good brains and a most com-
mendable zeal on something nearer to “winning the
war” ? If there is anybody in Washington laboring
under the delusion that the farmers (and they are the
important ones) will not “look after” their own roads,
he should attend a day at “County Court” when
there is a “road case” up.

THE COMING ELECTIONS—NEED OF A STRONG
- CONGRESS.

In the two advisory and recommending party con-
ventions just held in this State, the chief interest
appeared to centre about the personal and really
minor question of the Governorship, whereas the
greatest question for the country in this year’s elec-
tions, midway in a Presidential term, is to select and
send men of real stature to compose the next Con-
gress. Not necessarily to choose between those who
seek office and whose names will be pushed forward;
but, if it is possible, that an independent thinking
by the people, neither aided nor restrained by party
bosses, should hunt out the fittest men and “send”
them, not simply let them go. For partisanship of
the vulgar and self-seeking type is neither extinct nor
retiring, even in this great hour for mankind; there
has been evidence enough of it in Washington, and
now Mr. Taft seems to be right in his criticism that
full party effort is to be made wherever there seems
a prospect for getting in a Democrat and where there
is none that credit will be claimed for putting coun-
try above party. It would be the happiest augury,
now that no distinct policies beyond that of pushing-
on the war to victory exist and one party is dis-
tinguished from the other only by the circumstance
of being in power, if partisanship and its names could
be submerged and forgotten in a really national move-
ment.

Yet now our need of a Congress is paramount.
The men assembled in Washington under that title
have practically abdicated. With a few exceptions,
which have not been quite useless, they do what they
are told to do and nothing else. They do not initiate,
they do not legislate, they do not sustain, they do not.
direct. A co-ordinate, essential and necessary part
of the governmental scheme has virtually ceased
operating at a time when it was never so much
needed. The men composing this devitalized body
talk much, sometimes talk well, sometimes utter
what is timely and should be helpful criticism, and
then they fail to stand by. They accept, sometimes
with verbal protest, and sometimes without even that,
what they say they disapprove and fear. To declare
an individual official judgment and then go counter
to it is not standing up to duty, it is recreancy from
it. A distinctly imposed and accepted responsi-
bility is not escaped by disclaiming it and seeking to
shift it to another department which has its own.
We read of a Roman Governor who disclaimed re-
sponsibility in the most memorable case that ever
occurred, and thought to complete his disclaimer by
solemnly washing his hands; but the judgment of
mankind has never released him.

So we need now— what we have not now—a real
Congress, composed of full-statured men, men of the
breed of the statesman so far as to care nothing about
their own political future—a Congress which will
claim its constitutional share of the country’s task
and receive, without even consent to release from
that, its own share of responsibility for soundness of
judgment and the test by results.
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The speakers at last week’s Republican connventio
neither passed by nor underrated the need of a real
and a virile Congress. Said Mr. Taft:

“What is needed, then, to help this Administra-
tion most, is a co-ordinate branch of the Government,
with power and responsibility in fighting this war,
which will perform two functions. The first is
that of constructive criticism of administrative action
or inaction. A criticism is constructive which will
point out a defect for the purpose of having it reme-
died, which will emphasize a need for the purpose of
having it supplied. It is a criticism from a source of
independent power which will minimize the numbing
security of official reserve and concealment and stim-
ulate executive sensitiveness to the duty of quick
decision and action in time of war.”

The underlying thought here agrees with the con-
tention already made by the “Chronicle” : that when
Congress waives its own judgment and vacates its
power of consent or refusal as to measures recom-
mended to it as expedient, it hinders the President,
not helps him, however his personal feelings may be
gratified thereby. This is because Congress fails in
its duty of aiding one fallible human mind by the
net counsel of many other fallible minds; thereby the
judgment of the Executive tends to be uncon-
sciously impaired rather than clarified. Does this
need argument? At all times, and now in this tre-
mendous trial, the course of the country must be
decided by a joint judgment and responsibility (as
the founders planned), or by a single mind, and that
means absolutism, however lofty and benevolent and
safe the absolutism is sincerely considered by its
admirers.

Mr. Root follows Mr. Taft in holding that in dis-
tricts where there is no danger from disloyal votes,
Republicans should be chosen, because the proper
conduct of the war requires criticism. With the tre-
mendous powers now necessarily given to the Ex-
ecutive, “it is very difficult for legislative members of
the party in power to express, or, indeed, to form,
independent judgment and to subject measures pro-
posed for legislation to the process of correction and
improvement by discussion and amendment; yet,
without this, terrible mistakes are certain to be made.”
We may add to this, as confirming the opinion we
have already expressed, that the hand of the Presi-
dent will really be strengthened and the welfare of
the country be promoted by having the next Congress
nominally Republican, and for this reason: hereto-
fore, the nominally Democratic majority may have
felt bound to unbroken acquiescence because of their
party appellation, and the Republican minority may
have feared to stand out lest they be accused of a
determination to make party capital, at any peril to
the country. A Democratic minority would be freed
from any such embarrassment, and a Republican
majority would come at once under the bond of party
expediency and national obligation. Notwithstand-
ing the party names now stand for no distinct public
policies, the course of the country in carrying the war
through would be, in our judgment, made easier and
safer by having what is commonly called an “Oppo-
sition” Congress but would not be such in reality.

Further, not merely the finishing of the war but
the problems following closely upon its ending must
be dealt with, in all probability, by the Government
as it will be constituted by the next elections. We
have been building up, said Mr. Root, by a mass of
statute and an executive authority, an unprecedented
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absolutism, all because considered necessary for the
war, and it will continue while that continues; “but
when the war ends, all this system of executive gov-
ernment will have to be unscrambled and we shall
have to get back to a Government of limited powers
and individual freedom.” We may hope that this
which Mr. Root says we must do will indeed be done,
but we must wait and see. At least, the second
reason for choosing a real Congress now is the pros-
pect of the reconstruction and adjustment problems
which will come and will be fit for giants, not for
pigmies. We may have to rub through the war with
an unbalanced Government as now, but we shall
have a need not less great than now when we reach
the after-war period. Mr. Root spoke soundly and
moderately when he said that “never in American
history have brains and character been needed more
in the Congress of the United States than at the time,
probably within the life of the next Congress, when
Germany breaks and peace comes.”

SAVING IN THE USE OF WHITE PAPER—GOV-
ERNMENT SHOULD DO ITS PART.

Several weeks ago the War Industries Board issued
a notice that “it is necessary that all newspapers and
the public” put in operation sundry economies con-
cerning newspapers, the first of which was discontin-
uance of the privilege of returning unsold copies; and
accordingly there was a general agreement for this,
and since the middle of this month purchasers have
been requested to give their newsdealers definite or-
ders in advance. This, of course, is because of the
growing shortage and mounting prices of newsprint
paper, and except for the somewhat imperative tone
of the Government's announcement (resembling a
command rather than an advisory suggestion), it
is timely and well. The privilege of returning unsold
copies causes the dealer to take more copies than he
would take otherwise, but whether it causes the sale
of more copies is quite doubtful. What is not doubt-
ful is that it causes wrong notions of circulation and
a waste of materials, and there is really no sounder
business basis for the return privilege than in case of
other perishable goods, such as berries and vegeta-
bles. The purchases of the consumer should be ac-
cording to what he expects to use, and those of the
dealer should be according to what he expects to sell;
each has d”*ta by which to judge, and each will judge
with sufficient accuracy if the penalty of error rests
on himself.

The urban dweller finds his morning journal await-
ing him at breakfast, or gets it soon after he leaves
his home, and at or before 9 a. m. an evening edition
is thrust at him. Before the war, and with less' color
of excuse than now, there was the evil of too many
editions, stimulated by setting a high mark for circu-
lation and by the same returnable privilege. Our
metropolitan dailies have been over-large, especially
on Sundays, the issue on that day being apparently
edited in the manner of the road-scraper or the grain
shovel rather than of any tool of finer discrimination.
So we have grown into a newspaper “habit,” pos-
sessing the evils of all excess, and it may be that the
privations we all dislike will work some corrective
good upon us in this as in other lines of our over-
abundance.

Save? We should save, and we must save, how-
ever much or little we make a virtue and a perma-
nence out of necessity. We must “save, and smile.”
So we have been semi-officially exhorted to do, in
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order that we may continue to buy bonds; and dur-
ing the past year we have been adjured, at every turn
and almost every hour, to save food and other precious
materials by cutting down our excess consumption
and our unceasing wastes. Not one syllable or one
repetition of this has been misplaced; the need of it
was crying, and it has accomplished much; this one
thing Mr. Hoover has done without question, he has
given impulse to saving, whatever effect he may have
had upon the course of food prices.

But while we know how our good Government
has been urging the people to save, there is almost no
evidence that it is practicing its admirable preaching;
so far as appears, it continues to wastefully gush
from the bung (or from the broken barrelhead),
while dinning at us, the people, to save the drops
from the spigot. In this important matter of white
paper, for example, more than seven years ago Con-
gressman Murdock tried to get adopted a rule that
when matter not verbally delivered goes into the
“Record” under the abuse of “leave to print,” it
should be accompanied by a line stating that fact.
It is notorious, he said, that the publication “has
become largely a deplorably dull daily newspaper,
full of philosophical communications,” and entire
chapters from books have been stuffed into it as if
read in course of a delivered speech. The abuse has
gone on without abatement. Last October, the
Senate made a rule that petitions, except from legis-
latures, should not go in full into the “Record” ex-
cept by a distinct vote to that effect, but it was
courteously and conveniently held that unanimous
consent (absence of uttered objection) was equivalent
to such a vote. A few weeks ago Senator Smith of
Arizona forced a vote upon this and won, by 34
against 14, a declaration that the rule means what it
says. He also objected to one request for “leave to
print” that the public printing office had not paper
enough to print anything, and his colleague sup-
ported him by saying that the country has been
“scoured from one end to the other for employees
and paper and it is impossible to keep up the printing
of extraneous matter in the ‘Record’” ; also that four
tons a day are used in printing the “Official [Creel]
Bulletin,” just that one publication alone, and there
are some 47 publicity bureaus. This “Official
Bulletin,” containing as it does so many official docu-
ments which cannot be obtained anywhere else, hap-
pens to have developed a high degree of usefulness,
but we are inclined to agree with the Washington
“Evening Post” in its recent comment that the whole
subject of Government printing needs investigation
and stern action, to reduce the stream of printed
matter that goes out indiscriminately to publishers,
at least nine-tenths of it unavailable for any use.

One recent issue of the ancient burden, the
“Record,” had 94 pages, of which 21 wei*e taken by
speeches of two Senators on some proposition about
limiting debate. It is a good many years since there
has been in Congress any really “great” speech, any
that attracted and stirred the country or even had a
clear influence on the voting on any important ques-
tion. Any real speech will be quickly recognized by
the keen-eyed newspapers (too keen-eyed to meet ap-
proval of some Congressmen), and will be carried to
the country; any official announcement has the right
of way in the press, and any department that would
reach the people has only to turn over what it wishes
to say to the press representatives, not even needing
one special clerk to act as intermediary; provide mat-
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ter worth publishing, and the newspapers will do the
rest.

One Washington dispatch of the 10th said that “the
Government itself is to save print paper”; that in
the year ending March 1 last the Joint Committee
on Printing saved $840,278 by rejecting bids for an-
nual contracts and forcing purchase in open market,
and that it has instructed the Public Printer to “dis-
continue all publications not essential to war activi-
ties,” to cut necessary documents to the bone, and
to sell as waste several hundred thousand obsolete
and useless documents which have accumulated.

Just now publishers of trade journals have re-
ceived (under frank as public business) “editorial
No. 32,” relating how Lilly Frill, an imaginary sales-
girl in a small department store, read that one depth
bomb could shatter a submarine, and when she had
found, by inquiry, what one bomb would cost, she
said she would stop one submarine, “and she did,
just by selling the cost of a bomb in Thrift stamps.”
It is a good story; saving and producing are duties
of the time; give them the utmost place in importance.
But while the people are saving and are buying bonds
and stamps, why not begin to put some care about
wastes into our national raising and expending of
billions? Why not have Government greatly in-
crease the power of its exhortations against waste
by avowedly and openly practicing some of its own
preaching ?

FOREIGN TRADE OF UNITED STATES 1917-18.

A volume of exports second only to the phenomen-
ally heavy amount of the preceding fiscal year, and
an aggregate of imports which establishes a new high
record by about 287 million dollars, is the result dis-
closed by the official report of our foreign commerce
for the twelve months ended June 30 1918, issued on
Tuesday. And this showing has been attained in the
face of the virtual prohibition placed upon the move-
ment of some classes of commodities, and more or less
drastic restrictions placed upon others named as non-
essential to the winning of the war, in an effort to
conserve cargo space for the essentials. It is under-
stood, of course, that the above remarks refer to the
foreign trade outcome of the year as expressed in
value—the manner in which the preliminary totals
are announced—and looked at from any point of
view, the figures indicate the continuation of a
remarkable condition of prosperity in this country.
But a cursory analysis of the detailed returns shows
how largely the augmented aggregates are due to an
abnormal advance in the prices of almost every article
that enters into international trade.

In the first place, the actual decrease in value of
the goods sent out in the latest year was 3G2 million
dollars, as compared with 1916-17, or 5% %, and
quantitative contrast would reveal a much greater
decline, the difference representing the extent by
which the total was swelled by increased prices.
Furthermore, if we should attempt to make a close
comparison, by both quantity and value, between
say, 1912-13, when the heaviest pre-war export total
was recorded, and 1917-18, we should find that al-
though the aggregate value in the latest year was
the heavier by 140%, quantity was very little, if any,
greater. "

These statements are made to indicate clearly the
reason for the enormous trade totals disclosed. In
most cases the prices of commodities entering into
our export trade are fully double what they were
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before the war broke out, and in many the inflation
has been even greater. We offer as confirmation of
the foregoing remark, cotton, cotton cloth, wheat,
corn, flour, iron and steel and manufactures, mineral
oils, many articles in the provisions schedule, &c.
This will suffice for this phase of the subject, as it is
not our purpose to go into any extended consideration
of prices to-day, as we have had an illuminating illus-
tration of inflation as a very potential factor in the
latest year. For example, we note that notwith-
standing a quantitative decrease in the exports of
cotton of about 25% for the twelve months ended
June 30, the value of the outflow was 22% greater
than in 1916-17; similarly a drop in corn on the one
side of nearly 40% and a gain on the other of 4%;
steel rods for ten months 7% under and 45% over;
pipes and fittings, 25% below and 27% above; tin
plates, a little less and 105% more; mineral oils, 1%
smaller and 33% greater, and this only scratching
the surface.

Naturally, there have been some increases in both
guantity and value, but to avoid any tendency to
complicate this review of the year's trade, we shall
for the present refer to the results from the latter
point of view. Breadstuffs shipments for the 12
months of 1917-18 were 44Yi million dollars in
excess of 1916-17, and in meat and dairy products an
increase of approximately 277 millions dollars is indi-
cated. Cotton, despite a large quantitative decrease
in exports, rose in -value some 122 million dollars,
cotton cloth 30 millions, and mineral oils 67 mil-
lions. Other mentionable gains for the ten months’
period (no later figures being available) were in
coal, 30 millions; iron and steel and manufactures,
40 millions; wood and manufactures, 15 millions,
and agricultural implements, 10 millions, and
lesser increases are to be noted in paper, tobacco,
coke, electrical machinery, fish and lead. On the
other hand,there area number of articles exhibiting
a decreased outflow. These comprise in part for the
ten months, brass, nearly 300 million dollars; ex-
plosives, 400 millions; leather, 50 millions; horses,
40 millions; mules, 21 millions; copper, 30 millions;
sugar, 30 millions, and aluminum, leather manufac-
tures, naval stores, nickel, oilcake, vegetable oils,
tobacco, zinc, &c., in smaller amounts. It is to be
stated,-of course, that in some instances the decreases
will find explanation in the fact that the goods have
been taken for the outfitting of American troops in-
stead of being sent to our allies.

The 1917-18 merchandise outflow has been in
greatest measure to Europe, as heretofore, and espe-
cially to Great Britain, but this portion of our foreign
exports shows a loss of which a considerable or major
portion is in explosives, which have now become a
part of the supplies sent forward for the use of our
own men fighting in France. But it is gratifying to
note that there has been a steady and very appre-
ciable accretion in outward trade with countries to
which shipments had made far from satisfactory
expansion during the years prior to the war, due to
hesitancy in meeting requirements as to credits and
peculiarities in taste or style. We dismiss from this
category the Dominion of Canada, to which our ex-
ports have swelled enormously, as much if not all of
the increase has been on war account. The steady
expansion in shipments to the West Indies, South
America and the Far East, however, represents a
gain that has come to us largely because of the war
and which by pursuing the proper policy we should

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



330

be able to retain and extend. For the eleven months
for which details are available we note that the out-
flow of commodities to Cuba have risen in value
from 68” million dollars in 1914-15 to 162 millions
in 1916-17 and no less than 218 millions in 1917-18.
A similar comparison for South America is between
853" millions and 232 millions and 2823~ millions;
East Indies, 17 millions and 52 millions and 65 mil-
lions; Japan, 37 millions, 117 millions and 252 mil-
lions, and Oceania, 68 millions, 97 millions and 124
millions. These gains, of course, can be ascribed in
considerable measure to higher prices, but they never-
theless accrue to the benefit of the United States and
partially offset the losses shown in the exportsto
Great Britain, France and Russia.

As indicating the changes in the foreign trade
totals we subjoin a compilation showing the imports,
exports and balance of merchandise, month by month
and quarter by quarter, and quarterly returns for
gold and silver for the last two fiscal years.

FOREIGN TRADE MOVEMENT IN 1916-17 AND 1917-18.

* Excess of Imports.

The aggregate value of our merchandise exports
for the fiscal year 1917-18, it will be observed from
the above, was 85,928,337,953, against $6,290,048,-
394 in 1916-17 and $4,333,482,885 in 1915-16,
whereas in the year prior to the breaking out of the
war (1913-14) the total was only- $2,364,579,148.
The imports at $2,946,022,363 compare with $2,-
659,355,185 and $2,197,883,510 and $1,893,025,657,
respectively, leaving the balance of exports in the
latest fiscal year $2,982,315,590, against $3,630,-
693,209 in 1916-17, only $2,135,599,375 in 1915-16
and but $470,653,491 in 1913-14 The total foreign
trade for 1917-18, imports and exports combined, at
$8,874,360,316, falls 75 million dollars below 1916-17,
but exceeds 1915-16 by 2,343 millions and 1913-14
by 4,616 millions.

With regard to the great advance in prices, it is
quite probable that a close analysis of the details of
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exports would indicate that for almost every article
the average price was decidedly higher in 1917-18
than in the previous year. We shall confine our-
selves to a comparatively few articles for illustra-
tion. Brass, already ruling very high in 1916-17,
shows only a moderate advance, but wheat for the
ten months ended April 10 (the latest available
complete details) averaged $2 37 per bushel, against
$1 84; corn, $1 84, against $1 05; oats, 80 cents,
against 583" cents; flour, $11 14 per barrel, against
$7 28; cotton cloth, 14.4c. per yard, against 10.2c.;
steel billets, &c., $83 50 per ton, against $68 90;” steel
rails, $52 40, against $42 60; structural steel, $98.80,
against $65 66; raw cotton, 28c. per pound, against
17J4c.; tin plates, 10.4c., against 5.05c.; pig iron,
$41 per ton, against $28, and steel sheets and plates,
$69 50, against $36 20. Furthermore, other articles
of iron and steel were much higher, as were boots and
shoes, fruits and nuts, clay, coal, coke, eggs, dyna-
mite, fertilizers, leather, twine, cordage, fish, ce-
ment, lead, barley, rye, provisions generally, wood
and manufactures, tobacco, and automobiles. The
value of the exports of the articles enumerated was
for the ten months, July 1 1917 to April 30 1918,
$2,505,733,539, against $2,089,390,110 for the like
period of 1916-17, or an increase of $416,343,429,
whereas upon the basis of the prices prevailing in
1916-17 there would have been a decrease of over
350 million dollars, of which 135 millions in cotton
instead of the gain of 95 millions. The total above
for 1917-18 covers over 42% of the year’'s exports;
assuming that the relation between the latest year
and the previous year for the remaining articles is
similar, it is evident that high prices account for an
increase of some 800 million dollars in the latest
fiscal year’'s exports, or 13j~% of the aggregate.
Stated in another way, upon an equal price basis the
exports of 1917-18 would show a decline from 1916-17
of close to 1,200 million dollars instead of 362 mil-
lions.

An examination of the details of merchandise im-
ports brings to light that important gains in value
have been scored by many leading articles and par-
ticularly those in a crude or raw state for use in man-
ufacturing here. Wool for the 10 months records an
increase of 59 million dollars; raw silk, 27 millions;
chemicals, 23 millions; breadstuffs, 52 millions; cop-
per, 9 millions; India rubber, 28 millions; tin, 18
millions; oils, 42 millions; fibers and manufactures,
50 millions; fruits and nuts, 13 millions; meats and
dairy products, 17 millions; seeds, 14 millions; tea,
11 millions, and tobacco, 17 millions. In addition,
there are more or less noteworthy gains in cattle,
lead, spices, fish, paper and manufactures, and woolen
manufactures. Decreases in imports are to be found
in such commodities as art works, 12 millions; coffee,
26 millions; cotton, 10 millions; cotton manufactures,
9 millions; hides and skins, 60 millions, and diamonds
and other precious stones, 12 millions. Needless to
say, higher prices figure prominently here also, as a
factor in the augmentation in value. Without go-
ing into any more detailed analysis of the figures, we
believe ourselves to be well within bounds in stating
that all of the gain in the value of the inflow in 1917-
18 over 1916-17 can be thus explained. At any rate,
the advance in the price of wool accounts for 54 mil-
lion dollars; fiber and manufactures, 40 millions; raw
silk, 16 millions; breadstuffs, 25 millions; tin, 16
millions, or 151 million dollars in these five articles,
or over one-half the aggregate gain for the 10-month
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period, dhese illustrations would seem to warrant
us in assuming, with prices relatively high for almost
all other articles imported, that the whole gain this
year was a matter of prices. It is possible to go even
further, and say that the quantity of goods brought
in was less than in 1916-17, but we had to pay more
for them.

The gold movement of the year, while of compara-
tively large proportions, was very much below that
of either 1916-17 or 1915-16, and in further contrast
with those periods netted a loss of the metal to the
country. Starting with net exports of 841,748,559
in July 1917, the flow continued against us each
month down to and including November. The fol-
lowing month a fair net inflow occurred. In Janu-
ary our stock was slightly increased and losses of the
metal in February, March and April were much more
than offset by the net inflow of May and June.
The closing month of the year (June) witnessed a re-
newal of shipments of gold from Canada to the
United States that practically covered the total im-
ports of $31,892,021 against which there were ex-
ports of $2,704,102, leaving the net inflow $29,187,-
919. For the twelve months the aggregate inflow was
only $124,413,483, and of this much the greater part
from Canada, on account of Great Britain. Of the
exports of $190,852,224, approximately 71 millions
were to Japan, 48 millions to Spain, 26 millions to
South America, 17 millions to Mexico, 12 millions to
India and 6 millions to Canada. The net efflux
for 1917-18 of $66,438,741 compares with a net in-
flow of $685,254,801 in 1916-17 and like balances of
$403,759,753 in 1915-16 and $25,344,607 in 1914-15.
Consequently, in the four years since the breaking
out of the war in Europe, our net gold imports have
been $1,047,920,420. Exports of silver for the twelve
months of 1917-18 were $139,181,399, of which In-

dia was the heaviest absorber, and imports reached
$70,340,753, Mexico sending the greater part of it.
The net outflow for the year of $68,840,696 contrasts
with like balances of $43,276,368 in 1916-17 and
$25,637,148 in 1915-16. -

RETROSPECT OF 1917.

(FINAL ARTICLE.)

h~rtlo[«hnn ~iCP>w  th,°£VCI?ts of 1917 aPP~red in our issue of
I'Tuwi, uhpaBCS ;. tll° second part in our issue of
March 30, pages 1280 to i286, and the third part in

our issuo of Juno 29, pages 2693 and 2694.

In the money market there was growing firmness
with a steady advance in rates throughout the year,
especially duiing the last six months. There were
one or two temporary periods of tense conditions,
but there was never any actual tightness; and real
monctaiy stiingency, such as has been witnessed
many times in the past when acute situations have
developed, was entirely absent. Considering the
huge financial transactions of the Government__the
floating of two Government loans of great size, each
far exceeding in amount any previous Government
bond offeiing, and the sale at different dates of many
temporary obligations in the shape of Treasury cer-
tificates of indebtedness of longer or shorter periods
of maturity— this freedom from monetary strain
stands as among the most noteworthy characteristics
of the year. On the one hand, it may be taken as
reflecting gieat financial strength, made the more
effective through the patriotic devotion of the finan-
cial interests of the country and the splendid manner
in which prominent leaders in the banking world
came to the assistance of the money market and the
Government. On the other hand, it indicates a wise,
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even a superb, handling of Government finances, and
in particular it is a tribute to the capacity and won-
derful ability of the Secretary of the Treasury,
William G. McAdoo, who on more than one occasion
gave evidence of the possession of talent of a high
order and much originality in dealing with situations
unique and wholly without precedent.

The Federal Reserve banking system functioned
well, and here new legislation played an important
part in broadening the activities and extending the
work of this latest of the country’s banking creations.
And yet, strange as it may seem, these same Federal
Reserve banks, notwithstanding their undoubted
serviceability in general, and notwithstanding the
impoitant part they played in furnishing the extra
monetary facilities so keenly needed when financial
transactions of great moment were being carried
through, served on at least two occasions to bring
about monetary dislocation which proved no less dis-
quieting because of only temporary duration and
wholly evanescent in character. These occasions of
friction in the new financial machinery arose when
attempts were made to use the Reserve banks in a
way for which they are not well adapted or rather in
a way for which they are not adapted at all, namely
as receptacles for Government deposits. If there is
one lesson which the experience in the operation of
the Reserve banks has incontrovertibly taught it is
that to hold large amounts of Government deposits in
the Federal Reserve banks is as disturbing and un-
settling as when the cash is locked up in Government
vaults. In either case the effect is to deprive the
mercantile banks, through which the trade and busi-
ness of the Government is carried on, of its use for
the time being.

The first of the occasions when an incident of that
kind arose was in June and July. In June the flow
of tax revenues into the national Treasury was of
extraordinary magnitude (this being the period of the
income tax payments) and in that month also the
First Liberty Loan, for $2,000,000,000, was offered
for subscription and heavily oversubscribed, while
the bulk of the payments on account of these sub-
scriptions was made in this and the following month,
July. The. Secretary of the Treasury used the mer-
cantile banks with the utmost freedom as deposi-
taries for subscription payments on the Liberty Loan,
but he allowed the Federal Reserve banks to hold
some of the tax moneys and also concentrated large
amounts of money in the Reserve banks for taking
up Treasury certificates of deposit which had been
issued in anticipation of receipts by the Government
on subscription payments for the bonds and which
certificates were now being paid off. The effect of
this transfer of moneys was to draw down the reserves
of the New York Clearing House institutions and to
cut heavily into surplus reserves. The New York
banks being thus for the time being obliged to curtail
their accommodations to the financial and commer-
cial community, it happened that a sharp spurt in
call money on the Stock Exchange occurred on July
16, some transactions being recorded at as high as
10%. the managers of the Federal Reserve Bank
of New York did their best to get these Government
deposits thus temporarily in their possession back
into the custody of the mercantile banks by getting
these mercantile banks to avail of the Jediscounting
facilities of the Reserve Bank and by buying ac-
ceptances, but necessarily it took two or three days
to do this, and it was while the operation was in
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process that this spurt in money rates occurred.
After the operation had been completed and normal
conditions restored, normal rates also returned.
While on July 16 the extreme high figure for money
on call was 10%, on July 17 the extreme high was
8%, on July 18 and July 19 6%, and on July 20 only
5%, while on July 23 the high figure was no more
than 3%, and the rest of the month the quotation
did not again get above the latter figure.

The Secretary of the Treasury appeared to recog-
nize that keeping deposits with the Reserve banks
involved considerable possibilities of mischief in
the way indicated) and in the gigantic financial trans-
actions of the remainder of the year he took great
care to leave the payments on account of Treasury
certificates of indebtedness and the yet larger pay-
ments on account of the Second Liberty Loan with
the mercantile banks, both national and State,
throughout the country, but no plan was devised
or apparently was possible for preventing the pre-
liminary concentration of funds in the federal Re-
serve banks whenever an issue of certificates of in-
debtedness fell due or was called for payment. It
was in this way that two or three subsequent spurts
in call money occurred. In August low rates pre-
vailed throughout except that on the very last day
there was a spurt to 6%. This was repeated the
first business day of September, with a quick easing
off, however. Still, Sept. 10 saw the quotation up
to 6% again. Then followed a few days where the
extreme high was only 5%. Sept. 17 saw 6% once
more as the high and after a few days ot renewed
easing off a return of tension brought a spurt on
Sept. 25 and Sept. 26 to 7%. The month went out
with 6% as the extreme high and the same figure was
touched Oct. 1.

It was in September that plans were deveioped by
the Federal Reserve Bank at this centre, in co-oper-
ation with the Liberty Loan General Committee of
the New York District, with the object of facilitat-
ing the financing of the new Government loan, so
as to avoid unnecessary disturbance to the money
market. To be prepared to cope with the situation,
the New York Federal Reserve Bank on Sept. 11 re-
quested the banks and trust companies of the city
to supply it daily with certain special information,
such as the balances carried with the reporting insti-
tutions by those outside the city, the amount of
strictly call loans carried by each institution on its
own account, as well as for out-of-town banks and
firms; the amount of different classes of securities
eligible for discount or as collateral for loans at the
Federal Reserve Bank, and the amount of additional
securities owned by the reporting bank which might
be accepted by the Reserve Bank as collateral to
secure Government deposits. A special sub-com-
mittee of the Liberty Loan Committee referred to
held meetings which were principally devoted to a
study of the data assembled in the reports mentioned.
As a result of the discussions growing out of this
study, but without any formal action being taken,
certain of the larger New York banks and trust com-
panies put out a considerable amount of time money,
the loans being made by each institution for its own
individual account on such terms and collateral
as it might determine for itself. About 830,000,000
was loaned out in this way on exclusively industrial
collateral on Sept. 18 and that averted anything
akin to a money crisis.

This same committee also came to the relief of the
market on subsequent occasions when money on call
showed a disposition to mount upward. It die
effective work, for while, as already noted, 6% on
call was reached Oct. 1, the same figure was not
again reached throughout October and November,
until the very last day of November when 6% once
more ruled. In December, on the other hand, after
the first few days when slightly easier conditions
prevailed, 6% was recorded on the 10th, and on
each and every subsequent day up to the end of the
month. Several large issues of certificates of in-
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debtedness were paid off during the month and the
preliminary concentration of funds in the Federal
Reserve Bank on each occasion, and the time re-
quired in each instance for re-depositing the funds
with the mercantile or member banks, served to
stiffen rates. .

Entirely aside, however, from the incidental dis-
turbing effects exercised by Government transac-
tions at some stage, there was growing firmness in the
money market from the time when Congress formally
declared war against Germany at the beginning of
April. This is true, not alone of the call loan branch
of the market, but it is equally true of the course of
time loans and of mercantile paper. The range for
call loans at the beginning of April was 2@2j~%.
At the end of December the quotation was almost
uniformly 6% and would doubtless have gone above
that figure if the Money Committee formed in Sep-
tember at the instance of the Federal Reserve Bank
had not loaned money out freely to prevent a rise
above that figure. In the case of time loans, the
quotation for 60-day money at the beginning of April
was 337@4%. In December it was 5j™%'. For
6-months loans the quotation advanced from 4@
4K% in April to 52@6% in December. In like
manner quotations for mercantile paper moved up
so that, whereas at the beginning of April the rate
for prime single and choice double names was
4@4J34%, in December it was 5J4@5/4%-

This growing firmness of the money market
without there having been at any time the slightest
manifestation of real stringency—developed notwith-
standing the numerous extra means provided for
facilitating the financing growing out of the war and
for preventing any dearth of funds and any friction
in the monetary mechanism. The new means so
furnished, it must be admitted, were numerous, and
Congress did its part in providing them. The
amendments to the Federal Reserve statute which
became law June 21 furnish a striking instance of the
kind. By one of these'amendments member banks
of the Reserve system were obliged to transfer the
whole of their legal reserves to the Reserve banks in-
stead of keeping orrly a part of the same with them
(the aggregate percentage of reserves having first
been reduced by 5% in the case of each class of
banks), with the result that the member banks in the
central reserve cities now have to keep actual net
balances with the Reserve bank of the district equal
to not less than 13% of the aggregate amount of their
demand deposits, against only 7% before, that mem-
ber banks in the ordinary reserve cities must main-
tain an actual net balance equal to not less than 10%
of the aggregate demand deposits, against the pre-
vious 6%, and that the so-called country banks must
now maintain with the Federal Reserve banks of their
respective districts an actual net balance of not less
than 7% of the aggregate demand deposits, against
the previous 5%. In New York and the other two
central reserve cities, the banks were allowed until
June 27 to effect the transfer of additional reserves
to the Reserve banks, while the banks elsewhere in
the country were allowed until July 15 to complete
the operation. Another amendment which played
no small part in the affairs of the banks during the
rest of the year was the provision permitting the Re-
serve banks to issue Federal Reserve notes without
limit against deposits of gold or gold certificates and
then to count any gold thus obtained as part of the
40% gold reserve which the Reserve banks are
obliged to hold against outstanding Reserve notes.
The Reserve banks had previously been issuing notes
against gold by depositing the gold or certificates for
the nominal retirement of the notes and then keeping
the notes out indefinitely, but this process required
that a dollar of gold should be on hand as against
every dollar of notes outstanding. The new method
permitted the dilution of gold with mercantile paper,
and, moreover, required only 60% of paper in addi-
tion to 40% of gold, as against the previous 100%
of paper and 40% of gold. The Federal Reserve
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Bank of New York promptly availed of the new
privileges. Previously, for nearly a year and a half
it had never reported a dollar of Reserve notes out
against mercantile paper. But in its statement for
June 15 it showed $25,000,000 of paper out against
notes, while on June 22, the day after the President
signed the bill containing the Reserve amendments,
it showed no less than $100,058,000 of notes securec
by commercial paper. Later in the year this bank
at one time (Dec. 14) reported $276,858,000 of paper
deposited with the Federal Reserve Agent as security
for outstanding Reserve notes.

The effect of these amendments was to adc
enormously to the gold holdings of the different
Reserve banks and to strengthen the Reserve system
as a whole. As concerns the right to issue reserve
notes against deposits of gold this privilege was
availed of very freely, one means used to that end
being the retention of gold received in the course of
the daily transactions of the banks and the practice
of making payments in reserve notes instead of in
gold. This practice was repeatedly urged upon the
Reserve banks and also upon the member banks,
the plea being that in the hands of the Reserve banks
the gold would be available as a basis either of new
note issues or for extending the loaning facilities of
the banks, while outside the vaults of the Reserve
banks it served no useful purpose whatever and re-
mained dead and inert. In addition the Reserve
Board renewed its endeavors, so long continued anc
previously so little attended with success, to get the
btate banks and trust companies to join the Federal
Reserve system, or at least to keep some of their
balances with the Reserve banks and use Federal
Reserve notes in the course of their business in making
daily payments. The Reserve Act had been amended
in that particular also, that is, so as to afford extra
inducements for the State institutions to come in by
providing that they should retain all the special
privileges that they might hold under their State
charters and to give them also certain privileges not
possessed by national bank members.

It was now urged that these outside banking insti-
tutions should come into the Reserve system out of
a spirity of loyalty and patriotism and this argument
soon began to have growing influence with the State
banks and trust companies. Particularly was this
true in the case of the trust companies in this city.
Several of the largest of these institutions at first
began to keep considerable portions of their balances
with the Reserve Bank of New York and later defi-
nitely entering the Reserve system. Several of the
States amended their laws so as to facilitate the use
of Reserve notes or to keep a portion or the whole of
their cash reserves with the Reserve banks or to
facilitate the entrance of the State institutions into
the reserve system. The accessions of outside
banks and trust companies had already become
numerous when in October President Wilson added
his plea to that of the Reserve officials and urged
the State banking institutions to identify themselves
with the Federal Reserve system. In a statement
issued under date of Oct. 13 (made public Oct. 10),
he urged the officers and directors of all non-member
banks and trust companies eligible for membership
“to unite with the Federal Reserve system now, and
thereby contribute their share to the consolidated
gold reserves of the country.” He asserted that “the
extent to which our country can withstand the finan-
cial strains for which we must be prepared will dc-u
pend very largely upon the strength and staying*
power of the Federal Reserve banks.” He expressed
the belief that co-operation on the part of the State
banks was a patriotic duty and that membership in
the Federal Reserve system was a distinct and sig-
nificant evidence of patriotism. This action on the
part of the President served still further to stimulate
accessions to the Reserve system.

Altogether, the Reserve banks were endowed with
huge extra facilities and functions and thus placed
in position to extend the aid necessary in carrying
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sthrough the great financial transactions of the Gov-
ernment. This aid was extended with the utmost
freedom, as will become evident from a very cursory
examination of the consolidated statement of the
Reserve banks. One of the other particulars in
which the Reserve law was amended was to allow
the gold constituting collateral or reserve against
Federal Reserve notes to be counted as part of the
general stock of gold held by the Reserve banks. In
this way it happened that the total gold reserves at
the end of 1917 aggregated $1,671,133,000, as against
$730,230,000 at the end of 1910. Over half the in-
crease was in the amount of gold held to the credit
of the Federal Reserve Agent, this having risen dur-
ing the twelve months from $282,523,000 to $781,-
851,000. But while the gold held with the Federal
Reserve agents increased nearly half a billion dollars
the increase in the amount of Federal Reserve notes
in circulation was almost a full billion dollars. In
other words, while at the end of 1916 the total of
Reserve notes in circulation was only $275,353,000,
every dollar of which was secured by gold, on the
other hand at the end of 1917 the volume of notes
in circulation had risen to $1,246,488,000, of which
$559,901,000 was secured by eligible paper. In ad-
dition to this expansion in note issues, the return for
the closing week of 1917 showed $956,072,000 of
bills on hand (discounted or purchased acceptances),
against no more than $157,693,000 of discounted bills
and acceptances in the portfolio of the banks at the
end of 1916.

The loan item of the Clearing House banks and
trust companies showed similar expansion, notwith-
standing a considerable reduction in the closing weeks
of the year. From $3,339,450,000 on Dec. 30 1916
the aggregate of loans and investments of the New
York Clearing House institutions ran up to $4,-
838,935,000 Dec. 1 1917 and Dec. 29 stood at
$4,118,775,000. The striking thing about this
great increase, in the loan item was that there was no
corresponding increase in the deposits; as against
$3,494,057,000 on Dec. 30 1916 the amount Dec. 29
1917 was $3,778,660,000 and the maximum figure
of the year was reached in the week when the United
States entered upon war with Germany, namely the
week ending Apr. 7, when the total of the deposits
was $3,951,703,000. A noteworthy feature of these
Clearing House returns was that beginning with
June 9 the loans in each and every week, with one
exception, exceeded the deposits, the difference
against the deposits rising on Nov. 17 to $1,057,119,-
000 and being even on Dec. 29 (after a heavy re-
duction in loans and an increase in deposits) $340,-
115,000. The explanation is found in the large
Government deposits held by the institutions and
against which they are required to hold no reserve.
On Nov. 17 the Clearing House institutions held no
less than $952,156,000 of Government deposits; on
Dec. 29 the amount was $305,005,000. Loans were
contracted as these Government deposits diminished.
Such Government deposits certainly played an im-
portant part in the financing of the year. The
figures we have been giving deal merely with the
amounts on deposit with the New York Clearing
House institutions. In all the banking institutions
throughout the country the aggregate at one time
(Dec. 1) reached no less than $2,365,078,591,
$1,714,216,977 being on account of Liberty Loan
payments and $650,861,614 on account of certifi-
cates of indebtedness. This was entirely inde-
pendent of $134,367,577 of Government deposits in
the Federal Reserve banks, making altogether almost
exactly $2,500,000,000 of special Government de-
posits. For the whole of the first ten days of
December these special deposits ranged between
(roughly) $2,000,000,000 and $2,500,000,000, after
which they rapidly declined. On Dec. 31 the total
of the special deposits was $089,511,923, of which
$438,420,909 were Liberty Loan deposits and $251,-
091,014 deposits on account of certificates of in-
debtedness. j; In addition the Government deposits
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with the Federal Reserve Bank amounted to $108,-
467,679. These Government deposits are, of course,
all specially secured and the Secretary of the Treas-
ury allowed a wide latitude in the collateral
permitted for the purpose. It consisted not merely
of U. S. Government bonds and State and municipal
securities, but also of bonds of public utility concerns
and offoreign Governments and also mercantile paper.

Aid to the money market was extended in still
another way, namely, by placing an embargo on
gold exports. Early in the year imports of gold were
still of large proportions, the British Government in
particular sending big amounts in order to maintain
sterling exchange rates and in partial settlement of
the huge trade balances that were running up against
her. These gold importations continued even in
June, so that for the first six months of the year the
imports of gold into the country exceeded the ex-
ports by $275,630,484, the imports for the six months
having been $478,164,939 and the exports $202,534,-
455. Then, however, the situation was sharply re-
versed. With the enormous loans extended by the
United States to the countries associated with it in
the war the necessity for settling in gold disappeared;
and, owing to the fact that sterling exchange was
being maintained in the United States but was being
maintained nowhere else, this country proved a favor-
able market for settlement purposes, and foreign bills
were presented here rather than at other centres, and
the United States was called upon to remit for the
same. The result was that a drain upon our gold
here began which might have continued indefinitely;
Japan took large amounts and so did Spain and other
countries. It was then steps were taken to check the
outflow. On Sept. 7 President Wilson issued a
proclamation which became effective Sept. 10, put-
ting an embargo upon exports of gold, or more
specifically upon exports of coin, bullion and cur-
rency. This proclamation supplemented and ex-
tended the President’s general export embargo
proclamation issued Aug. 27. It was made to apply
to all nations, both neutral and enemy, and the effect
was to place absolute control over gold exports in
the hands of the Secretary of the Treasury and the
Federal Reserve Board. The limitation which was
to prevail on the exports of gold under the Federal
Reserve Board’s policy in carrying out the embargo
was made known by the Board in an announcement
on Sept. 25. The announcement stated it would be
theTgeneral policy of the Board not to authorize the
exportation of gold unless the shipment applied for
was shown to be connected in a direct and definite
way with a corresponding importation of merchan-
dise for consumption in the United States, but in any
case authorization would be granted only where the
exportation of gold in payment for such merchandise
was found to be compatible with the public interest.
It was indicated, however, that applications for the
exportation of silver would, in general, be approved,
and so would applications for the exportation of
currency, such as U. S. notes, National bank notes
and Federal Reserve notes. Very little gold passed
out of the country from that time on. As indicating
how drastic were the provisions for restricting the
outflow of the metal it may be noted that rigid
limits were put even on”the amounts travelers leaving
the country would bejpermitted to carry on their
persons or in their baggage; of gold or its equivalent
the maximum was $200 for each adult, and the same
low limit was fixed in the case of silver, but of cur-
rency a totaL not to exceed $5,000 was fixed.

Two large long-term bond issues were put out by
the U. S. Government during the year, the first in
June, the second in October. The earlier one is
known as the First Liberty Loan of 1917. The bonds
were dated June 15 1917, bore 3}*% interest and ran
for thirty years, with the right of redemption after
fifteen years. They were exempt from all taxes
except estate or inheritance taxes, and carried the
right of conversion into bonds bearing a higher rate
should any subsequent bonds be issued by the United
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States during the present war bearing such higher
rate—a provision which became effective when the
Second Liberty Loan was subsequently issued. The
offering on this occasion was $2,000,000,000, and
the Secretary pointed out at the time that this was
the largest single piece of financing ever undertaken
by the United States. The offering was at par and
was announced in May, but subscriptions were re-
ceived until June 15. The loan was a great success,
the subscriptions aggregating $3,035,226,850, being
$1,035,226,850 in excess of the offering, and also in
excess of the allotment. The number of subscrib-
ers was reported as approximately 4,500,000. The
Second Liberty Loan came in October (subscriptions
being received until Oct. 27), and this time the loan
consisted of 4% bonds. These also were given the
right of conversion into bonds bearing a higher rate
of interest, should any subsequent loans be issued at
a higher rate during the period of the war, but it was
provided that should the privilege of conversion once
arise and not be exercised, the privilege should cease.
The bonds were offered at par but did not carry quite
so broad an exemption from taxation as the bonds of
the First loan, being subject not only (a) to estate
or inheritance taxes, but also to (6) graduated addi-
tional income taxes, known as surtaxes, and excess
profits and war profits taxes. They ran for only
25 years, with the right of redemption after ten years.
The amount of the offering this time was $3,000,000,-
000, with the understanding that the Secretary of the
Treasury would accept over-subscriptions to half
the amount of such oversubscriptions. This offer-
ing also was a great success, though the aggregate of
the subscriptions did not quite reach $5,000,000,000,
the goal which Mr. McAdoo had set. The subscrip-
tions, however, did amount to $4,617,532,300, and
the Secretary of the Tresaury in conformity with
his original announcement, accepted 50% of the over-
subscription, making the total issue $3,808,766,150.
The number of subscribers was reported at approxi-
mately 9,500,000. The market price, however, of
the Second Liberty Loan, as of the First Liberty
Loan, almost immediately declined, and on Dec. 31
the closing sale price on the Stock Exchange was
97.20. The 37s then sold at 98.60, and the con-
verted 4s of the First Liberty Loan at 96.96.

In anticipation of both these large loan offerings,
the Secretary of the Treasury made numerous issues
of Treasury certificates of indebtedness, the maturity
of which was timed so that they could be redeemed
as the proceeds of the large loans were received. In
November and December the Secretary of the Treas-
ury also made large issues of certificates of indebted-
ness, maturing the following June, in anticipation
of the prodigious income tax payments, to become
due to the Government at that time. Altogether
over $4,000,000,000 of these certificates of indebted-
ness were put out during the year and all redeemed
again, except $690,000,000, maturing June 25 1918,
being the first of the issues of certificates made in
anticipation of taxes. A second offering of certifi-
cates in anticipation of taxes was announced Dec. 17,
but this remained open through January 1918 and
the certificates were dated Jan. 2 1918. The Gov-
ernment also began on Dec. 3 the sale of Thrift
stamps, War Savings stamps and War Savings cer-
tificates, of which an aggregate of $2,000,000,000
may be issued, but the movement had obtained no
very great momentum up to Dec. 31 1917.

The greater part, or rather the bulk, of the Gov-
ernment’s borrowing went to meet loans to the Allies.
Up to Dec. 31 no less than $4,236,400,000 of credits
had been extended to the Allies, of which Great
Britain’s' share was $2,045,000,000; Frances, $1,-
285,000,000; Italy’s, $500,000,000; Russia’s, $325,-
000,000; Belgium’s, $77,400,000, and Serbias, $4,-
000,000. : ur ' .

The Federal Government, being obliged to borrow
on such a tremendous scale, the effect necessarily
was to exclude borrowing of other kinds on any
extended scale. Municipalities had to raise their rates
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since the United States was setting a new income
yield for its own obligations, while railroad and other
private corporations found it almost impossible to
borrow at all, even by offering very high rates of
return. In view of the fact, too, that the United
States was to be a continuous borrower for unlimited
amounts— there being no prospect of an early
termination of the war—it became increasingly
important that as nearly as possible the loan and the
investment market should be reserved exclusively
for it, and that other borrowing demands should be
cut down to the lowest possible figures or be elimin-
ated altogether. As early as September there were
suggestions that it might be well to consider the
propriety of creating a commission to pass on the
priority of security offerings in order that the
Government might have the right of way in financing
the war. In December the Secretary of the Treas-
ury in answer to a communication addressed to him
seeking an opinion as to the advisability of carrying
through plans for a system of flood control in the
Miami Valley, involving a bond issue of $25,000,000
(which the Secretary approved) expressed the hope
that others charged with similar responsibilities re-
specting the financing of enterprises, would make
it their practice to consult with him before under-
taking any new financing. In his annual report,
too, the Secretary expressed himself in a similar
fashion, saying:

“The Government must, if necessary, absorb the
supply of new capital available for investment in the
United States during the period of the war. This, in
turn, makes it essential that unnecessary capital ex-
penditures should be avoided in public and private
enterprises. Some form of regulation of new capital
expenditures should be provided. It may
also become necessary to concert some constructive
measures through which essential credits may be
provided for those industries and enterprises in the
country essential to the efficient and successful con-
duct of the war. The subject requires the best
thought and study. It is receiving the most earnest
consideration.”

Early in the year, before the United States entered
the war, borrowing here on behalf of the Entente
Powers was still indulged in. After the entry of the
United States into the war, and its action in financing
the needs of the Allies in making purchases in the
United States, there was no longer occasion far the
placing of large loans here such as had been the fea-
ture in 1916. In January J. P. Morgan & Co., in
view of the easy monetary conditions prevailing at
this centre, induced the British Government to ne-
gotiate here an issue of $250,000,000, secured con-
vertible gold notes of the United Kingdom of Great
Britain and Ireland. The notes bore 5~ % interest
and were made to mature $100,000,000 Feb. 1 1918
and $150,000,000 Feb. 1 1919. The one-year notes
were offered at 99.52 and the two-year notes at
99.07, netting the investor about 6% in both cases.
A public offering was made and the notes oversub-
scribed. In March J. P. Morgan & Co., at the head
of an extensive syndicate, brought out $100,000,000
57 % secured convertible gold two-year notes. The
notes were offered to the public at 99, yielding the
investor slightly over 6%." They were enormously
oversubscribed, and the syndicate was not called
upon to take any of them. In July, though the
United States had become a participant in the war,
and had tremendous financing of its own to arrange,
the Treasury Department at Washington granted the
Canadian Government permission to float a short-
time loan of $100,000,000 in this country. In Aug-
ust J. P. Morgan & Co. began making weekly offer-
ings of $15,000,000 90-day British Treasury bills, to
an aggregate of $150,000,000, the rate of interest
being adjusted from week to week, in accordance with
money market conditions. In this case the specific
object was to pay off bank loans of the British Gov-
ernment incurred for purchases here before the
United States entered the war.

THE CHRONICLE

335

The home financing of the different belligerent
countries was of course on a large scale. Foremost
among the great loans was the new British war loan,
brought out at the very beginning of the year. Two
forms of bonds were provided, one bearing interest at
5%, and offered at 95, and the other, 4%, issued at
par. The 5% bonds were made to run for a period of
thirty years, but redeemable at par after twelve
years. The 4% bonds were made to run only twenty-
five years and redeemable at the end of twelve years.
Dividends on the 4% loan were exempt from liability
to assessment for the income tax, other than the
super-tax. Dividends on the 5% loan, on the other
hand, were subject to the regular income tax. This
loan proved a tremendous success, the subsriptions
reaching £947,290,290 (£130,711,950 being in Treas-
ury bills) and the number of subscribers aggregating
5,289,000. This was the only long-term financing
undertaken by the British Government. All the rest
of the means for carrying on the war was obtained
through the sale of Treasury bills and other forms of
short-term obligations. In April the British Treas-
ury began to receive applications for a new issue of
Exchequer bonds (5%) without limit of time. They
were made repayable April 1 1922, giving them a
five-year term, but a holder on giving three months’
notice might require repayment Oct. 1 1919. On
Sept. 30 the details were made known of a new scheme
of war financing, but this also comprised obligations
having a relatively short term of years to run. The
new loan consisted of what were termed National
War Bonds, bearing 5% interest. They were offered
at 100, payable in full on application and repayable
Oct. 1 1922 at 102; Oct, 1 1924 at 103, and Oct. 1
1927 at 105. The loan also included 4% bonds,
exempt from income tax, other than super-tax, re-
payable Oct. 1 1927 at 100. The price of issue was
100 in all cases, and the bonds are convertible on
favorable terms into war loan bonds having much
longer terms to run. They were offered for subscrip-
tion beginning Oct. 2, and thereafter until further
notice. The Dominion of Canada in March offered
at 96, $150,000,000 5% bonds, maturing March 1
1937. The subscriptions aggregated $266,748,300,
but only $150,000,000 was allotted outside of con-
versions. In November the Dominion brought out
its Victory Loan of $150,000,000. The interest was
b¥2% and the issue price 100. Subscribers could
take either 5-year, 10-year or 20-year bonds. The
subscriptions, including conversions, aggregated $419,-
289,000, all of which were accepted, the new cash
being estimated at $400,000,000.

France brought out a new war loan in November,
subscription books remaining open from Nov. 26 to
Dec. 16. The bonds were 4s, with the issue price
68.60, making the yield 5.83%. M. Klotz, Minister
of Finance, on Dec. 28 announced that, while the
returns were still incomplete, the subscriptions, not
including those from abroad,had aggregated 10,276,-
000,000 francs. He said that cash subscriptions
represented about half the total.

Germany in March and April brought out its Sixth
War Loan, consisting of 5% and 4% obligations,
both offered at 98, and it was reported that the sub-
scriptions had aggregated 13,120,000,000 marks.
Germany’s Seventh War Loan was brought out in
September-October (subscriptions opening Sept. 19
and closing Oct. 18), and aggregate subscriptions are
said to have reached 12,625,660,200 marks. The
loan consisted of 5% and 4)"~% obligations offered
at 98, the same as in the case of the Sixth War Loan.

In no respect was the year more of a disappoint-
ment than in the course of prices on the Stock Ex-
change. Few, if any, years in the country’s history
have witnessed such tremendous declines in security
values, not only in stocks but also in bonds— bonds,
too, of a gilt-edged character and of undoubted merit.
To many it had seemed that a different result was
likely. These based their expectation on the experi-
ence during 1915 and 1916, when, following the ex-
treme depression which occurred during the later
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months of 1914, attendant upon the outbreak of the
war in Europe, there came in 1915 and 1916 a period
of speculative activity and buoyancy upon the Stock
Exchange under which prices were impelled upward
with great velocity. This buoyancy and tremendous
rise in prices was based on the prodigious profits
that the industrial concerns in this country were
making in the execution of European war orders—
not alone for munitions, but for supplies of all kinds.
It was the fear of the speedy ending of this war busi-
ness with the conclusion of peace that brought about
the drop in prices during the closing months of 1916,
when the German Government put forth peace pro-
posals.

There was weakness in the opening month of 1917
for the reason mentioned, namely, that peace seemep
to manj among the early probabilities, with an in-
evitable return of commodity prices to normal basis
and the cutting off of the extravagant profits and
huge extra business which the war had brought to
the producer and manufacturer in this country in so
many different lines of industrial activity. The en-
try of the United States into the war changed all this
and dissipated these fears. Formal declaration of
war against Germany did not occur until Good Fri-
day, April 6, but Germany’s announcement of in-
tention to begin unrestricted submarine warfare
against which the United States had been directing
all its energies, came as early as the last day of Jan-
uary, and from that moment war was seen to be in-
inevitable by every intelligent person. With the
United States a participant, not only was prolonga-
tion of the war certain, but the demand for every-
thing appertaining to the war and needful in its
prosecution was sure to be on even a greater scale
than before, and this meant a continuance and fur-
ther expansion of the wonderful industrial activity
previously experienced. Many persons, therefore,
argued that there must be a renewal of the speculation
at rising prices that had marked the course of af-
fairs during the two preceding years. Unfortu-
nately, they were to find themselves as egregiously
wrong on this occasion as in their 1914 diagnosis.

Prices were to decline— did decline— month after
month in most alarming fashion. On taking an
intelligent retrospect, however, it is plain enough
why expectations in that regard should have been so
utterly disappointed. In the first place, with the
entrance of the United States into the war, the Gov-
ernment undertook the regulation and control of
prices. Extravagant prices and inordinate profits
were now to be a thing of the past. Not only was the
Government determined to buy at reasonable prices
for itself, but, what was perhaps even more important,
in the light of previous experience, it was determined
that the Entente Powers should buy at the same level
of prices, and furthermore, it insisted that domestic
consumers should likewise have the benefit of the
same range of values. The tax schemes of the Gov-
ernment were to operate in the same disadvantageous
fashion. Perfectly prodigious sums had to be raised
by taxation, and Congress early evinced a disposi-
tion to make extra heavy levies in the shape of war
excess profits on those who were in receipt of such
profits.

As for the railroads, they had long been in serious
plight because of their unfair treatment at the hands
of the Inter-State Commerce Commission; they were
now to be hard hit in a way surpassing anything pre-
viously experienced. Very early in the year they
were obliged to put into effect the Adamson 8-Hour
Law, with the huge increase of expenses that this
involved. They sought partial compensation in a
general advance in freight rates, but on June 29 the
Commission turned down the request for a general
advance of 15%, and instead furnished merely meagre
partial relief in permitting increases on special
classes of goods over limited areas. The predica-
ment of the railroads now became pitiable. Not
only wages, but everything else that enters into
the operating accounts of a railroad, and par-
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ticularly fuel, materials and supplies, had to be
purchased at steadily rising prices. Hence it hap-
pened that while their gross revenues were expanding
in splendid fashion, being in this indicative of the
growing volume of business that they were handling,
their net earnings kept falling off, leaving them poorer
notwithstanding the growth in the transportation
services they were rendering. Late in the year,
when they had renewed their application for a gen-
eral increase in rates and the Commission was ap-
parently in a receptive mood, there came on Nov. 14
the news that the railway trainmen were voting on a
proposition demanding a wage increase of over $100,-
000,000 per annum, and that President Wilson had
arranged to consult with the heads of the different
brotherhoods in the endeavor to prevent a general
tie-up of transportation facilities. Subsequent de-
velopments included the announcement in Novem-
ber that all the traffic of the Eastern roads was to
be pooled, in an endeavor to relieve freight conges-
tion. In December the Commerce Commission
once more manifested its customary disinclina-
tion to grant a straightforward advance in rates
and in effect put the matter’ up to Congress by
making a special report to that body, on its own
initiative, indicating the difficulties that lay in the
way of a solution of the railroad problem. The de-
ferment of action in December on the Baltimore &
Ohio -dividends (both preferred and common) sug-
gested that the continuance of dividends on certain
properties could by no means be regarded as assured.
A sensational change in market conditions, however,
occurred with the appearance of the President’s
proclamation on the night of December 26, announc-
ing the taking over of the roads under a Government
guarantee of income. The idea of a guarantee came
as a complete surprise, and had the effect of com-
pletely changing views as to the prospects of the
roads. Accordingly, prices the next morning re-
corded advances such as have rarely if ever been wit-
nessed in the history of the Stock Exchange.

Among the other main influences of the year, the
fact that the Government was obliged to enter the
money and investment markets as a tremendous
borrower was a circumstance of prime importance.
With the Government offering attractive rates, a new
standard of values was necessarily set for other
classes of investments. With the United States paying
4% on its borrowing and 4% % appearing imminent,
5% and higher for municipal borrowing became neces-
sary and the same was true of railroad and corpora-
tion bonds. The great depreciation in railroad bond
prices was one of the features of the year.

The decline in foreign Government and municipal
securities was influenced by other considerations.
These naturally were affected by the varying for-
tunes of the war. Military successes rested largely
with the Germans, and with the social upheaval in
Russia, which put that country outside the pale as
an active, potent military agency against the Central
Powers, very low figures were recorded in December
for all the different issues of foreign Governments
in our market. Anglo-French 5s which had sold at
95 in April got down to 81% in December, though
with a recovery by Dec. 31 to 88%. The 5% %
notes of the United Kingdom of Great Britain due
in 1921 which had sold at 98% in January, dropped
to 84% (but with a recovery to 91%), and the differ-
ent issues of French municipal securities had the
same experience.

In the share market on the Stock Exchange the
decline for the 12 months reached proportions for
which few if any parallels can be found, and the
collapse appeared the more noteworthy by reason
of the fact that a certain shrinkage had already
taken place in the closing part of the previous year.
Atchison common dropped from 107% to 75, Great
Northern from 118% to 79%, Northern Pacific from
110% to 75, Union Pacific from 149% to 101%,
Louisville & Nashville from 3% to 103, Illinois
Central from 106% to 85%, elaware & Hudson
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from 151% to 87, Norfolk & Western com. from 138%
to 92%, Milwaukee & St. Paul com. from 92 to 35,
Chicago & North West from 124% to 85, Baltimore
& Ohio from 85 to 38%, New York Central from
103% to 62%, Erie from 34% to 13%, Reading
(par $50) from 104% to 60% and Pennsylvania (par
$50) from 57% to 40%, the high figure in every case
being made in January and the low in either Decem-
ber or November. In the matter of the industrial
shares the experience was much the same; U. S.
Steel common, which had sold at 136% in May,
getting down to 79% in December, General Electric
dropping from 171% in January to 118 in December,
American Telephone & Telegraph falling from 128%
to 95%, American Beet Sugar common from 102%
to 63, American Sugar Refining common from 126%
to 89%, Bethlehem Steel common, class B, from 156
to 66% Crucible Steel common from 91% to 45%,
International Paper common from 49% to 18%,
Maxwell Motor from 61% to 19%, Studebaker com-
mon from 110% to 33%, National Lead from 63%
to 37%, People’s Gas Light & Coke of Chicago from
106% to 35, Pullman Co. from 167% to 106%,
Brooldyn Rapid Transit from 82 to 36, &c., &c.
The downward movement was arrested at the very
close of December, both on the railroad list and
among the industrial properties, as already noted,
by the action of the President in taking over the rail-
roads with a guarantee of income. This caused a huge
upward spurt, under which the close at Dec. 31 was at
a considerable recovery from the extreme low figures.

Euwent £ncnts and lUscnssicrxts

CONTINUED OFFERING OF BRITISH TREASURY
BILLS.

The usual offering of ninety day British Treasury Bills
by J. P. Morgan & Co. was disposed of this week. The
bills aro dated July 23 and mature Oct. 21- The rate of
discount remains unchanged at 6%.

BRITISH TREASURY AUTHORIZES METROPOLITAN
WATER BOARD TO PROVIDE FOR MATURING
OBLIGATIONS IN NEW YORK.

The British Treasury, according to a special cable to the
“Journal of Commerce”'July 23, has authorized the Metro-
politan Water Board to issue £1,300,000 in bills at London
to meet $6,300,000 in gold notes maturing in New York on
Sept. 18.

TRAFFIC IN GOLD REGULATED BY THE

GOVERNMENT.

In a report to the Department of Commerce at Washing-
ton, dated Juno 10, Consul-General David F. Wilber at

Genoa says:

For tho duration of tho war and for six months after the conclusion of
peace all persons in Italy who carry on tho exChango of moneys or deal in
articles made of gold must keep a special register for transactions of this
kind. In this register must be entered all operations, whether of purchase
or of sale, in gold coin, giving the name, tho nationality and domicile of the
seller or purchaser, and specifying tho kind of money and tho reasons for
tho operation. The register musy also show what gold coins have been
received or disbursed as payment or exchange or for any other reason, in
addition to those just indicated. Goldsmiths are includod among those
who must keep a register of their transactions.

The three banks of issue in Italy are authorized to receive, on special
interest-bearing deposit, gold coins in legal circulation in tho kingdom, as
well as pounds sterling and dollars, and oventually other gold coins. Those
deposits may be withdrawn in the identical coin six months after tho
signing of the treaty of peaco, from which date the deposits will cease to
boar interest.

ITALIAN

PROPOSED ITALIAN DISCOUNT AND TRUST COM-
PANY TO BE FORMED IN NEW YORK.

With a view to strengthening the financial and business
ties between the United States and Italy, the establishment
is proposed in this city of the Italian Distount & Trust Co.,
which is to be formed under the auspices of the Guaranty
Trust Co. of New York and the Banca ltaliana di Sconte.
Tho Italian Discount & Trust Co., it is announced, will
conduct a general banking and trust company business,
paying especial attention, however, to Italian import and
export trade, and will cater to the largo Italian colony in
Now York, seeking checking accounts and time deposits. It
will do a general foreign banking business, with a depart-
ment devoted to foreign exchange, money orders and drafts.
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It will be incorporated under the laws of New York State
with a capital of $500,000 and a surplus of $250,000. The
banking quarters of the new company will be located at
399 Broadway, at the corner of Walker Street, in the building
where the Italian Consul has offices. It will be opened for
business about Sept. 1. George P. Kennedy, Assistant
Treasurer of the Guaranty Trust Co., will be President of the
bank, and G. Biasutti, Manager of the Florence branch of
the Banca lItaliana di Sconte, will be Vice-President. Among
the directors will be Alexander J. Hemphill, Eugene W . Stet-
son, Harry Lawton and Theodore Rousseau, of the Guaranty
Trust Co.; Comm. Angelo Pogliani, Managing Director of
the Banca ltaliana di Sconte; Emanuel Gerli, Judge John J
Freschi, Mr. Kennedy and Mr. Biasutti. It is announced
that Emilio L. Wirz, one of the General Managers of the
Banca lItaliana di Sconte, made a special trip from Rom in
connection with the establishing of the Italian Discount &
Trust Co., and has been engaged here for several weeks in
this work.

The Banca Italiana di Sconte, with which the Italian
Discount & Trust Co. will be affiliated, has 70 branches in
that country. There is also a branch in Paris, while the
London clearing agent is the London, Provincial & South-
western Bank, Ltd., which will be merged with Barclay’s
Bank. The capital of the Banca Italiana di Socnto was
recently increased to 180,000,000 lire, of which 154,000,000
lire is fully-paid up. Deposits and current accounts of the
bank on April 30 1918 amounted to 1,632,001,661 lire, and
the cash in hand and with banks was 91,657,944 lire. (The
customary value of the Italian lire is 19.3 cents in United
States currency.) Senator Guglielmo Marconi, the inventor
of wireless telegraphy, is Chairman of the Board”ofjjDireetors
of the Banca lItaliana di Sconte.

AUSTRIA'S FINANCIAL CONDITION.

The following concerning the financial condition of
Austria appeared in the New York “Tribune” of July 25,
the advices being credited to an Amsterdam cablegram of
July 23:

The budgeC for 1918-19 was presented in the lower Austrian House to-day
by tho Finance Minister, according to Vienna advices. The estimates
aggregate expenditures of 24,332,000,000 kronen ($4,866,400,000). which
covers all war conditions, assuming that the war continues through the
fiscal year. Tho permanent expenditure includes 2,016,000,000 kronen
($403,200,000) for Interest on war debts, including the Eighth Loan.
Total revenue, 4.866,000,000 kronen ($973,200,000). The total deficit is
19,466,000,000 kronen ($3,893,200,000).

An explanatory memorandum says that the purely military war expen-
ditures of Austria in the first four years of tho war amounted to 38,633,-
000,000 kronen ($7,726,600,000). For the fifth year 12.000,000,000
kronen ($2,400,000,000) is asked.

The indebtedness from all war credits amounted on June 30 to 67,000,-
000,000 kronen ($13,400,000,000).

PROPOSED FRENCH EXPORT BANK.
The proposal to form a French export bank was made
known in the following cablegram to the daily papers from
Paris July 25:

In a discussion in the Chamber of Deputies on tho renewal of the privi-
leges of the Bank of France Etienne Clementel, Minister of Commerce,
stated that the Government would soon lay before tho Chamber a bill
proposing .tho creation of a banking system designed to favor French ex-
portation by the extension of long-term credits. He indicated that a capi-
tal of 100,000,000 francs would be sufficient to found agencies in the
principal countries of the world.

LIQUIDATION OF GERMAN BANKS IN BRAZIL.

Press advices to the daily papers from Rio Janeiro on
July 24 announced that by an order of the Brazilian Govern-
ment the operations of German banks throughout the
country had been restricted solely to liquidation of their
business. This measure, it was said,would result in the
early closing of these institutions. On the following day

tho following dispatch was printed in “Financial America:”
The Brazilian Government to-day ordered the liquidation of three large
German banks wliich had been the centre of German activities in Brazil.
Tho banks taken over were tho Allemand Trans-Atlantic Co. capitalized
at 40,000.000 marks; the Brasilianischo Bank Fuer Deutschland, 23,-
000,000 marks, and tho Dutsche Sudamericanischo, 20,000,000 marks.
Liquidation of the banks is believed to be the immediate forerunnerofa
general uprooting of German interests.

The papers hereinreferring to the decree on the 24th stated
that inasmuch as all banks concerned were in doubt as to
the exact meaning of the decree, Brazilian exchange opera-
tions are for the time being suspended. This situation, it
was said, was affecting rubber and other importers, because
no bills are being drawn or negotiated.

PROPOSED PAPER MONEY ISSUE IN BRAZIL.
It was reported on July 25 that a bill has been presented
by the Brazilian Senate for the issuing of paper money to
the amount of approximately 200,000 contos. jg]
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INDEBTEDNESS OF URUGUAY TO BRAZIL
CANCELED BY LETTER.

According to telegraphic advices from Rio Janeiro, ap-
pearing in “Financial America” of July 23 a special
treaty has been signed by the Brazilian Government elimi-
nating the indebtedness of Uruguay to Brazil. It is added
that Uruguay, reciprocating, has agreed to build a manual
training school at the frontier and to build a bridge across
the Yaguaron River.

INTERNAL LOAN OFFERED BY TURKISH
GOVERNMENT.

The New York “Evening Post” of July 20 had the follow-
ng to say regarding the first internal loan offered for sub-
scription by the Turkish Government:

In Juno, according to tho "Stock Exchange Gazette'* of London, tho
Turkish Government offered its first internal loan for subscription, and its
terms aro somewhat remarkablo in several respects. Tho loan was for an
unlimited amount, bearing interest at 5% , with 1% amortization. Special
revenues administered by the Council of tho Ottoman Public Dobt wore
assigned as security, and the Imperial Ottoman Bank managed tho loan.
The chief feature in tho issue was that, while subscriptions were received in
paper currency, payment of interest and reimbursement of principal wero
guaranteed in gold.

Tho procedure would seem to bo that tho Council of tho Imporial
Ottoman Dobt, six weeks before each interost dato, will send to Borlin the
amount of tho coupon to be paid in paper money, and Germany will con-
vert this paper into gold, which it will remit to tho Council of tho Ottoman
Public Debt. Moreover, tho Interest on tho loan will bo paid in advanco,
and tho effect of tins arrangement is rather curious. The bonds aro of £20
each, and £20 in paper money is considered to bo worth £4 in gold, so that
subscribers to tho issuo, after having paid tho amount in paper, would
receive on allotment half a pound, or 50 plasters, in gold at once.

Another remarkablo provision regarding tho loan is that foreigners
having balances in Turkey can invest in tho loan, and will recoivo their in-
terest in gold without question whether they aro neutral or enemy holders.

FIRST

SENATOR ROBERT L. OWEN ON INTER-ALLIED

EXCHANGES.

Tho following letter bearing on inter-Allied exchanges
has been addressed to tho New York “Times” by Senator
Robert L. Owen, in answer to an editorial appearing in that
paper:

To the Editor of the New York “ Times”:

Your editorial on Inter-Allied exchanges is an important contribution
on this suoject. It is of the greatest importance that tho country should
understand this matter. Tho Allies aro probably losing $2,000,000 a day.
In my judgment this could be promptly corrected by co-operation between
the four great belligerents and controlling tho purchase market of foreign
bills in tho currency of nations where the dollar and Allied currency is at
a serious discount.

To sell pesetas at 50% bonus requires somebody to buy them on this
basis. Tho purchaso ought not to bo permitted by the bankers or capital-
ists of the Entente Allied countries. In this way credit terms could be
made available which will not now bo made available, when flagrant
profiteering is permitted. Tho same thing is equally true with regard to
tho Italian lira. Tho Entente Allies should maintain tho Entente Allied
currency at relatively commercial par and not permit their credit to bo
discounted either on a 25% or on a 50% discount. Tho Allies have it in
their power if they will use tho power with judgment and system.

ROBERT L. OWEN.
United States Senator.

W ashington, July 19 1918.

We also give herewith tho editorial to which tho Senator
refers, and which was published in the “Times’ of July 18:

Inter-Ally Exchanges.

Thero is no doubt that tho dislocation of tho exchanges duo to tho war
is an impediment to victory. Tho occasion of the romark is tho appeal of
gallant Italy that sho shall not bo compelled to pay twico for tho goods
necessary to opposo tho Huns, as is practically the case when her currency
and ours show their present want of balanco. Every day that any of tho
Entente Allies pays more than it need for tho supplies of the war it loses a
bloodless battle and puts on itself, to that extent, the disability which the
blockade imposes upon Germany. Not for tho sake of Italy alone, but
for the sake of all tho Entente members, there is need of a financial unity
among them comparablo to tho military unity which was adopted after
four years of hard experience. Tho financial task should be tho easier,
but It is tho later to be attacked, as it has been in tho hearings of tho
Scnato Committee upon Banking. Tho nature of tho caso indicates that
tho problem should bo solved as an incident of tho wac, and not as an
ordinary undertaking of bankers or merchants to equalizo the exchanges.

It Is absurd to propose tho latter method, when the seas aro blockaded,
when there aro land embargoes, when several countries have so much gold
that they put obstacles in the way of receiving moro, and when other
countries are so extended that they prevent gold leaving their jurisdiction.
The oxchangos cannot bo corrected under such conditions. Neither should
tho exchange rates of any country bo treated individually. That has boon
attempted in tho case of sterling most successfully, and wo seo tho result.
Sterling is accumulated whero it is cheap and sold whero it is dear. Tho
result is that Now York is tho dumping ground of all tho sterling owned
by all neutral nations. They cash hero their credits against England and
thereby enrich themselves as wo did before wo wont into tho war. That is
not a servico to commerce such as bankers or merchants fairly profit by
ordinarily. It gives aid to Germany in proportion that it casts burdons
upon us to lend England to supply tho dollars with which sterling is pegged.
Not to wander too far from tho toxt, and to point tho moral in tho caso
of Italy, itshould bo remarked that wo havo advanced to Italy $650,000,000,
or doublo tho excess of our exports to Italy over our Imports from Italy
during thowar. Itisclear that tho giving ofdollar credits to Italy has been
ample enough to maintain the exchanges in normal relations, if it could
bo done in that way. Others, perhaps, may bo ablo to oxplain what
becamo of tho surplus of tho credits over tho oxcoss of our exports, but

THE CHRONICLE

[Vol. 107.

Is so much underground finance in these abnormal timos that an
unprofessional opinion would not bo justified.

The suggestion is not that our credits to Italy should bo limited. On
tho contrary, whatever goods any ally wants for war should bo supplied
by any Entente Government to any other, on an opon account, on a gold
basis, and no questions of exchange should bo allowed to arise in tho present.
They belong to tho future, after tho war shall havo boon won. If no
oxchango is created, there can bo no traffic in it. Not only would that
block tho games of those who buy and sell sterling instead of paying their
own bills in their own currency or In dollars; it would put pressure upon
neutrals like that used by Germany in Germany’s Interests. At the Scnato
hearing it was said by bankers in chargo of this subject for their institutions
that tho dollar was depreciated in Spain, Holland, Switzerland, and other
neutral countries, “because the banks in those countries feared to advanco
money to American bankers lost they incur Germany's displeasure.*’
Spanish banks will lend to us for tho purchaso of supplies for Pershing
forces "only if gold wero shipped to them, and upon no other collateral.”
That is mockery, and an invitation to a financial offensivo. If they will
do business with their friends only in that unfriendly mannor, they should
bo put to a choice whether they prefer to deal with tho Teutonic allies or
with the Entente, on open account, to bo adjusted at a more convenient
time.

Tho proposal is novel, but not so strange as this war. It is far from
being original, for it has been made simultaneously in principle by several
merchants in several countries. In this country it was made first in prin-
ciple by Mr. Leopold Frederick, if he was correctly understood. In Paris
Alfred Noymarck said a few weeks ago: “My friend Luzzati (who put
Italian finances right years ago) has never ceased demanding ono thing
sinco the war began— a financial and economic entonto among tho Allies
P If such financial union had existed from tho boginning of tho war,
we should havo stopped short tho wild race of American, English, and par-
ticularly neutral exchange.”" Deputy di Cesaro was quoted in a Romo
canlo to tho “Times” on July 4 as endorsing tho idea of an international
reservo board for the clearing of international exchanges on tho principle
that tho Federal Reserve Board clears our domestic oxchangos without
moving a dollar of gold. Tho idoa is a large one, but small compared with
tho commitments already existing between tho Allies. It would end the
intolerable spectacle of our Allies buying in dopro dated currency whilo
thrifty neutrals, like Spain, mako 50% profit through tho procured de-
preciation of our dollars in Madrid. What should bo stabilized is less tho
exchanges, Italy's or any other’'s, than tho gold standard itself, which
is threatened doubly. First, thero Is the familiar result duo to the surplus
of paper used. Secondly, thero is the dislocation botween values in‘goods
and in gold when gold and goods aro not freely exchangeable. Thus wo
arrivo at tho position that in helping Italy from Its embarrassment wo aro
safeguarding tho future of tho gold standard, which means moro to us
than to any other nation, for wo shall loso moro than any othor nation if
there shall bo a revival of fiscal fallacies duo to tho strain of recuperation
after tho war.

thero

EOPOLD "FREDERICK'ON THE PROBLEM JFJ
$ STABILIZING DOLLAR EXCHANGE BY
IN TER-ALLIEDZCOUN TRIES.

In view of tho great interest attaching to tho subject, wo
print herewith an extract from tho statement recently made
before the U. S. Senate Committee on Banking and Cur-
rency, Washington, by Leopold Frederick, Director of tho
American Smelting & Refining Company, Treasurer, Chile
and Braden Copper Companies, and former Managor of tho
Foreign Exchange Department of tho National Bank of
Commerce, New York.

Regarding tho stabilization of dollar oxchango, everybody agrocs that
the dollar is at a discount in neutral countrios on account of tho pegging
of the sterling in New York. The harm has boon dono and wo must havo
a remedy as quickly as possible. Tho troublo was that each country
paddled Its own canoe. Lord Cunliffo as roprosentativo of tho Bank of
England was negotiating with Spain. Tho French Financial Commission
was trying, according to newspapers, to como to soino arrangement with
tho Spanish financial authorities, American banking interests wero en-
deavoring to raise a loan in Madrid. According to my opinion, in order
to obtain any tangible results It is absolutely necessary that thoro should
bo also In oxchangoa unity ofcommand. It isabsolutely necessary In order
to bring tho dollar to par that tho financial operations of all tho Allies bo
united and centralized. Tho United States would havo to tako tho lead
because it Is tho largest lender of money to tho Allios. The United States
should take tho initiative and urge the immediate formation of an Inter-
Allied committee which would co-ordinate the liconso buroaus in control
of imports and exports of tho United States, Great Britain, Franco and
Italy, and arrango for the necessary credits in neutral countries. In order
to obviate tho question of neutrality a plan would havo to be devised with
the largo banks of tho four Powers and a credit for at least half a billion
dollars arranged for. In this syndicate will not only participate the Gov-
ernment banks of tho four Powers, but also say ton or twclvo of tho most
powerful banks of each country. We are now in the business to win tho
war, and this credit will have to bo guaranteed by all banks jointly and In-
dividually. Tho different credits In tho neutral countries should bo ar-
ranged by tho bankers most familiar with tho respective countries. For
Instance, London bankers should tako tho lead in the Scandinavian coun-
tries. Tho French bankers whose relations with tho Spanish financial
affairs havo always been very intlmato should tako tho load in Spain. |
believe that tho Spanish banks will not bo reluctant to grant such a credit
to tho most powerful banking syndicate ever formed in the world. If
necessary, this banking syndicate could even put up neutral securities, of
which thero are in tho United States about $40,000,000, consisting of
Argentine, Chilean, Swiss and Norwegian, somo of thorn being put up as
collateral for tho 5H % United Kingdom notes. It Isabsolutely Imperative
for this Inter-Allied Committeo, In order to bo successful, to prohibit tho
arbitrage in exchango and merchandise. Every country would havo to
settle directly and tho Inter-Allied Committeo will mako tho necessary
arrangements in each caso in order to balance tho trade. AIll non-csson-
tlals to bo excluded from purchaso In neutral countries. vi

This syndicate can well afford to pay a high rato or interest. Tho
amount of the equivalent of 500,000,000 dollars to bo raised by this
banking group represents only a toncativo figuro and for immediate needs.
It was Impossible for mo to arrivo at the exact balanco of trado of oach of
tho Allied nations with neutral countries on account of tho incomplete
statistics of tho commodity movements In tho different countries. Tho
French Trade Reports, for instance, aro more'than ono year behind.
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ACTIVE DEMAND FOR MONEY
RATES.

Referring to the active demand for money in Chicago and

the probability that the rate will go above 6%, the Chicago

“Herald & Examiner” in its issue of July 24 had the follow-

ing to say: .
Probability that Chicago banks -will bo forced to raise their loaning
rato to 634% in September is being discussed by soveral bankers. Monoy

IN CHICAGO—HIGH

In this centro is getting tighter daily, with tho demand increasing, i ut
tho ruling rato holds firm at 6% .
For some timo tho banks havo practically confined their loans to re-

newals, and these for a maximum of ninety days. Some loans have been
called quietly. As a whole, tho banks aro getting tlioir assets as liquid as
possible, in ordor to boar their share of tho Government s financing”~program.

W ith tho Troasury Dopartmont issuing $750,000,000 of certificates of
Indebtedness fortnightly up to October, when a $6,000,000,000 Liberty Loan
is anticipated, tho banks seo no relief in sight. Crops will move mean-
time, but this operation Is not expected to be of a magnitude to relievo tho

“The banks aro really entitled to go above 6 /o to-day, declared Arthur
Reynolds Vice-President of tho Continental & Commercial National Bank.
“Tho demand for money is far greater than the supply, and loanable funds
aro getting exceedingly scarce.

“1 fool tho rato must bo increased to 634% by September.
a possibility It may go oven higher.
movement is,

And tlioro is
It all depends on how largo tho crop
and how fast tho monoy taken out of tho district by tho
Government works its way back."”

Tho Chicago “Tribune” in its issue for tho same day also
roferrod to the subject. Incidentally, it is notedjby that pa-
per that tho loan expansion of tho banks of Chicago is being

curtailod; we give its observations below.

Chicago banks aro curtailing to sorao extont their loan expansion, which
in soveral instances has reached tho high point in tho history of tho bank.
Tho general Increaso in prices has made it necessary for borrowers to uso in
their business twico tho amount of money for the same volume of product
as compared with pre-war periods.

Ability of tho banks to continuo to oxpand at the Federal Reserve Bank
is not questioned, but the unusual volume of loans is a new experience
and tho banks aro beginning to feel thoy would liko to slow up a while and
accustom themselves to tho changed conditions.

In addition to tho increaso in capital required by high prices for products,
thoro is tho unceasing demand of tho Government for cash. Somo features
of this demand were pointed out in tho "Tribune” last Monday. The mat-
ter may bo further localized in tho presentation of those figures:

Sinco Juno 25 thero has boon sold in this district $232,000,000 Treasury
certificates; paid In on tho Liberty Loan bonds $76,000,000, and in oxcoss
profits taxes $109,000,000, making a total of $417,000,000.

W ithin 30 days, or between Juno 25 and July 25, tho Government will
havo withdrawn of this cash $354,000,000, leaving on July 25 from tho
total amounts raised $63,000,000.

In the last ton days tho banks have paid out to tho Government $196,-
000,000. Such a withdrawal of cash could not fall to bo reflected in les-
soned ability, temporarily, of the depositary banks to continue making loans
with tho same froodom thoy did bofore tho withdrawal of $354,000,000.

It may bo said of all tho large national and State banks of Chicago that
tlioir lending exporionco is about tho samo. Concerning tho situation at
tho largost local bank, tho Continental & Commercial, National, President
Goorgo M. Roynolds said:

“Our loans aro tho highest thoy havo over boon. Our borrowings at tho
Fodoral Roscrvo Bank aro also tho largost, a condition, however, which
obtains similarly with other institutions.

“Tho demand for money comes from overy direction. It is not for spocu-

ativo or nonessential purposes, but for tho regular conduct of business.

“llowover, it must bo understood that thero is reasonable limit to bo
considered. W ithin three wcoks this bank has paid out to tho Government
about $34,000,000 cash. Borrowers should tako this into consideration
and restrict if possibio tlioir demands to pem o necessities until tho money sit-
uation rights itsolf.

“Thero will bo a big wheat crop coming on, which at $2 26 a bushel runs
into monoy fast. But it has not yet bogun to move. Until it doos, bor-
rowers and banks must bo considerate. Thorois monoy enough to go round,
but wo can’'t havo all we want just when wo want it.

CHICAGO CLEARING HOUSE FIXES SLIDING
EST RATE ON DEPOSITS.

Tho resolution adopted on July 15 by tho Clearing Houso
Committeo of tho Chicago Clearing Illouso Association
providing for a sliding scale of interest on bank deposits
similar to tho arrangement put into force by tho Now York
Clearing House Association, was unanimously adopted by
members of tho Chicago Association on July 22. Tho plan
approvod by the Chicago Clearing Houso will go into offect
Aug. 1. Under it the maximum rate to bo paid on bank
deposits is fixed at 2\i%, whereas it had heretofore been

2%. Tho following is the resolution adopted:

No member of this association and no bank or trust company cloaring
through any member shall agree to pay, or shall pay, directly or indirectly,
on any credit Balance payablo on demand or within ton days, or on any
certificate of deposit so payablo, by its terms, issued to or for tho account
of any bank, trust company or other institution conducting a banking
business, or privato bank or batikors, located in tho United States, interest
at a rato in excess of 1% por annum when tho then ninety-day discount
rato for commercial paper at tho Federal Iteservo Bank of Chicago is 2%
or loss, and an additional one-fourth of 1% for every one-half of 1% that
such discount rato of tho Federal Reserve bank shall oxcoed 2%, oxcopt
that tho maximum rato paid or agreed to bo paid on any such crodlt balance
or certificate of deposit shall not in any caso bo higher than 3% por annum.

Tho clearing houso committeo, upon ascertaining to tho satisfaction of a
majority of its members that a member or affiliatod bank cloaring through
a mombor has violatod tho provisions of this soction, shall roport tlioir
findings to tho association, and if approved by a majority voto of al tho
members of tho association tho offending mombor or affiliated bank shall
bo finod $5,000. On tho second offonso tho mombor or such affiliated bank
shal bo subject to expulsion from tho Cloaring Ilouso Association, and tho
committeo will proceed to act as tho articles of association and rules and
regulations provldo for tho expulsion of a mombor. Lffcctivo Aug, 1 1918.

INTER-
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The Chicago “Herald and Examiner” gives the schedule
of rates prepared by the Clearing House Association as
follows: (In the first column are the variations in tho ninety-
day rate for commercial paper at tho Federal Reserve Bank
of Chicago, and in the second the maximum rate to be paid
on out-of-town bank balances):

2% or over, but less than 234%

234% or over, but less than 3%

3% or ovor, but less than 334% 1/2%
334% or ovor, but less than 4% 134%
4% or ovor, but loss than 434% --2%
434% or over, but loss than 5%

5% or ovor, but less than 534%

534% or over, but less than 6% 234%
6% or above 3%

DENIAL OF FRICTION BETWEEN AMERICAN BANK-
ERS’ ASSOCIATION AND UNITED STATES COUN-
CIL OF STATE BANKING ASSOCIATIONS.

Two statements in refutation of reports of a lack of har-
mony between tho newly formed United States Council of
State Banking Associations and the American Bankers’
Association, have been made public this week. One of
these has come from George H. Earle Jr., President of the
Real Estate Trust Co. of Philadelphia, a member of the
Executive Committee of the now body, who presided at
the St. Louis meeting on July 16 at which the new association

was brought into being. Mr. Earle’s statement says:

Thoro is a great deal of nonsense being given out as to tho national
council of State banking institutions. The situation is exceedingly simple.
Tiieso State institutions, being chartered in each State to meet tho condi-
tions and needs of such States Individually, have naturally very satisfac-
torily mot local wants, just as tho national banks havo splendidly mot the
broad national situation. If I am correctly informed, the State bodies
havo, because of their local applicability, become far the larger body.
Tho two, however, following our American system, havo amply met the
whole situation and in the most friendly and helpful spirit.

A large part of tho funds of tho national banks boing deposits from State
banks, any one, therefore. Who suggests antagonisms is a friend to noitlior.
As to tho Federal Reserve system, every one with any sense knows what
splondid, oven imperative, work it is doing. All that is necessary is to
read tho resolutions of the conventioh to get clear light on this subject
Tito Stato banks, however, being tho larger body, felt that as thero might
be matters to discuss and adjust involving conflicting interests, it would bo

itovn a pniinni ftf Mioir own to ad.viso and nego-
tiate on such matters. .

I have hoard of none that intends at all to withdraw from tho American
Bankers’ Association, as it has its valuo in tho general broad field. Take
for an instance tho question of joining the Federal Rosorvo system. No
one was authorized to speak for tho State banks, to advise them oven, and
consequently tho groat majority havo just drifted. Personally | feel that
tho representatives of all interests can canvass this matter and properly
look into tho difficulties with a perfectly sound and satisfactory result
Of course, in the interim, no harm is being done, as the Stato banks and
trust companies aro doing their full and patriotic share and at least as
unselfishly as any system in the country. #

Frederick E. Farnsworth, Secretary of the American
Bankers’ Association, was quoted in the “Journal of Com-
merce” of July 24 as having the following to say regarding
the two organizations:

Wo do not regard tho now council as an opposition organization, and fool
confident that tho association and council will co-oporato in all matters of
common interest. Tho association has a membership of approximately
19 000, of which 12,000 aro Stato banks, and includes national banks,
Stato banks, trust companies, savings banks, cloaring houses and other
sections. On points of difference between tho national and Stato banks
tho association, naturally, cannot take a stand, tho Individual sections
being free to act as such. Wo could not, for example, favor tho trust com -
panies over tho national banks, or vice versa, in opposing or advocating
tho bill conferring upon tho latter trust company functions.

It is probably true that some State bankers felt that we wore not suffi-
ciently activo in questions affecting them and that through tho council
they may obtain greater independence in certain directions. But I think
that anybody roading tho resolutions passed at St. Louis will be com incod
that thero is at present and will bo no conflict botweon thotwo organiz-
tlons. Tho council is on record as favoring co-operation with us, and, on
our part, wo aro equally ready to work with thorn.

The important thing in the present banking situation, where tho Govern-
ment is calling upon overy available facility and resource, is that all inter-
ests should pull together. . .

Details regarding the organization of the now association
appeared in our issue of Saturday last, page 227.

ARRIVAL IN EUROPE OF OSCAR T. CROSBY.

The arrival in London of Oscar T . .Crosby, Assistant Sec-
rotary of tho U.S. Treasury and President of the Inter-Allied
Council, was announced in Washington advices of July 20
which stated that ho will hereafter be known as tho United
States Commissioner of Finance in Europe. Mr. Crosby
returned to the United States in May for a conference with
Secretary of the Treasury McAdoo relative to the financial
relations between tho United States and the Allies. The
Troasury Department in announcing his arrival in Europe
this week stated that he was accompanied by Norman H.
Davis, President of the Trust Company of Cuba, at Havana,
and Robert F. Loree, who havo been acting as advisers of
the Treasury Department, and who will be members of Mr.
Crosby’sstaff. Mr. Davis will visit Spain to study remedies
for foreign exchange problems. Mr. Crosby probably will
visit all the Allied countries shortly, making special studies
of foreign exchange questions.
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GOLD MINING HELD TO BE ESSENTIAL INDUSTRY
OF WAR.

Gold mining has been listed as an essential industry, the
War Industries Board announced on July 19, and all reason-
able priority on material and supplies used in tho production
of gold will be given by the Priorities Committee. This
action was taken on request of the Treasury Department.

SUSTAIN THE PRODUCTION OF GOLD—-SUGGESTION
THAT GOLD MINING BE EXEMPT FROM
TAXATION.

(Courtenay Do Kalb in tho “Mining and Scientific Press” of San Francisco.

No official of the Government, no committee in chargo of war prepara-
tion, no representative man anywhere has ventured to suggest that gold
mining is a non-essential industry. Tho disabilities under which it has
labored have, however, been overlooked until rocontly in tho hurry to
build ships and to manufacture shells and powder. Even tho Treasury
Department has been so concerned with the trying task of financing tho
war as temporarily to disregard the difficulties that tho gold producers
were facing on account of the enormous increaso in costs. Suddenly, how-
ever, Secretary McAdoo awoke to tho fact that tho industry was doomed
unless measures for relief wero taken promptly. At his request a hearing
was given last week in San Francisco by Mr. Raymond T. Raker, Director
of the Mint, to the gold miners of California, at which ways and means for
saying tho industry wero considered. Prior to that Mr. McAdoo had
written to Mr. Charles A. Sulzer on this subject, making tho unequivocal
statement that, “at no time has this country so much required tho largost
possiblo production of gold as at present. Next to food and ammunition
gold is one of tne most needed war essentials. In ordor to face the enor-
mous amount of Government bonds required to finance our war expendi-
tures a largo credit-structure will inevitably bo erected on our gold reservos,
and it is nocessary that those reservos, which are tho foundation of tho
structure, shall bo maintained on tho broadost possible basis." Confirma-
tion of this authoritative opinion has beon given by many of tho loading
The importance of gold mining, therefore, is not
is merely that of finding a practical moans

financiers of America.
being debated; tho question
of fostering it.

The California Metal Producers Association has laid before tho authori-
ties at Washington tho facts regarding the stress of weather against which
tho gold miners are contending, and Mr. Charles G. Yalo has made a
special report on the subject at tho request of tho Treasury Department.
The value of tho gold produced in tho United Statos, including Alaska and
tho Philippines, was $84,456,600 in 1917, being $7,133,700 less than in the
It is estimated that tho output this year will decreaso 35%

previous year.
In California tho decline in tho

unless an effective stimulus be applied.
first six months of 1918 has been alarming. Tho output was 66,668
ounces, against 89,830 for the corresponding period of 1917. In one of
tho leading districts of tho Californian gold bolt the cost this year has
increased $1 per ton, against a recovery of $7 per ton of oro. On tho
Mother Lode, which yields 46% of tho total output of tho Stato, the added
cost has been nearly as great, and the average recovery is about $4 20 per
ton of ore; this shows how tho industry is threatened. Tho difficulty is
aggravated by tho growing fear among the miners that gold mining is
destined soon to end, and, as a result of this apprehension, an exodus
of labor to moro promising fields lias taken placo.

The first and most obvious remedy that would serve to hearten tho gold
miners is to secure a definite order from tho War Industries Board placing
them on the priority list. Some complaint has been made that supply
houses havo discriminated against the gold industry by declining to contract
for steel and other materials boyond immediate requirements. No indus-
try can prosper if placed on such a hand-to-mouth basis. Tho War Indus-
tries Board should stop this at once. Tho next problem is to relievo tho
stress caused by exorbitant prices. Gold, as tho standard of reference for
all markets, boars an immutablo rolation as regards a unit quantity of tho
metal to tho unit of oxchango. AIll values, all wealth, all credits, are
based on tho fixedness of that relation. To tamper with it is to undermine
the whole credit structure of commerco and of nations. As we pointed
out in a recent Lsue, the real trouble that overshadows tho gold industry is
tho consequence of mistaken policies at tho beginning of tho war whereby
the profiteer was permitted to escape from Governmental restraint. Only
direct and specific remedies will suffice to rescue an industry that already
confronts an operating cost as groat as the market valuo of tho articlo
produced. Had a more rational plan beon followed tho disparity between
tho purchasing power of gold and tho cost of its production could have been
obviated. Tho problems of individual and national credit would then havo
been simplified. It was not done, however, and as one result wo now
confront a shrinkage of tho very basis of our credit. Notonly would such a
shortage of gold bo serious during the war, but it must bo remombored that
tho closure of mines at this time would involvo a shortage of gold for
many years. Mines that aro operating on a narrow margin of profit at
all times will not soon rosume If forced into idleness. Deterioration of
plant and equipment, rotting of timbers underground and collapse of
stopes, gangways and shafts, inevitable under these circumstances, would
discourage revival of tho industry unless gold were to command a con-
siderable premium. That is an ovil from which tho nation may dovoutly
hope to be spared. Tho peril of it will increaso unless gold mining bo
sustained.

In an effort to escape from the dilemma, proposals aro Deing made that
would be condemned as wrong in principle wore it not for tho serious peril
confronting tho gold industry. Tho plan that seems to have gained tho
larger number of adherents is to pay a bounty of $10, or some would have it
$20, per ounce on all new gold produced. Tho Amorican Mining Congress
is urging this Idea upon Congress, with the approval of many Western
miners. It is a crude and reactionary method, but, for a time at least, it
Mould bo offectivo. That it would provo a reliof for tho duration of tho
war, and through tho period of reconstruction afterward, is open to serious
It is like keeping a patient alivo by stimulants instead of finding

doubt.

a cure. Nevertheless it has something to commend it, whereas tho pro-
posal to increaso the unit value of gold is a contradiction in terms. That
notion seems to havo been advanced independently in America and in
England. Another suggestion, which must appall sane financiers, is to

permit tho exportation of new gold to foreign markets at a premium
Such a courso would precipitate a panic and would force gold to a premium
We may mention a much simpler method for relieving
to exempt gold mines from Federal taxes and to
local taxation. On

iri our own country.
tho stress, namely,
supplement this by according similar exemption from
tho time-honored theory that gold belongs to the sovereign, tills mark of
sovereign favor and need, on behalf of tho sovereign peoplo of this democ-
racy,would introduce no now and extraordinary principle. It would merely
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accentuate the distinction of the monetary metal as vitally necessary for
tho nation’s financial health and for tho stab.lity of its public obligations;
it would be no moro an unfair discrimination than tho exemption enjoyed
by certain bonds, and it would tend to make gold mining, if not tho most
profitable, at least a gilt-edged industry.

LIABILITY TO SPECIAL BROKERS' TAX IN SELLING

OF FOREIGN EXCHANGE.

Tho Illinois Bankers’ Association in its July 15 Bulletin
announces a ruling by the Department of Internal Revenue,
in response to an inquiry by the Association, as to whether
banks rendered themselves liable for tho special broker’s
tax by selling foreign exchange where thoy have an arrange-
ment to do this through their city correspondents. In an-
nouncing its view that liability to the special tax is incurred
in such case, the Department says:

Roceipt is acknowledged of your inquiry rclativo to brokers’ special tax
liability of a bank doing business undor the following conditions:

A bank situated in an outlying discrict of the city, by arrangement with
its correspondent bank located in tho business contro, sells foreign oxchango
to its customers, the city bank furnishing stationery, list of forolgn corre-
spondents, and all other paraphernalia necessary for tho transaction of tho

Whon a salo of oxchango has boon consummated, tho outlying

business.
loss its chargos, to

bank forwards a remittance for tho amount involved,
its correspondent, who arranges for tiio credit against tho foroign draft
drawn.

You aro inforniod that Sec. 407, Act of Sept. 8 1916, provides
shall pay $30. Every person, firm, or company, whose businoss it is to
negotiate purchases or sales of stocks, bonds, oxchango, bullion, coinod
monoy, bank notes, promissory notes, or other securities for othots, shall
bo regarded as a broker.” It is tho opinion of this office that a bank oper-
ating as abovo stated is making a business of negotiating tho sales of ex-
change for others, and in this capacity comos within tho definition of a
broker, and therefore incurs liability to spocial tax as such.

“ Brokers

SIAMP TAX ON DRAFTS IN CONNECTION WITH
SHIPMENTS OF GOODS TO SEABOARD.

Tho stamp tax imposed under the War Rovonuo Act of
Oct. 3 1917 is not required to bo attached to drafts on do-
mestic banks in the case of shipments of articles from tho
interior to the seaboard, whero such articles havo been sold
to the United States agent of a foreign purchaser for export
under circumstances entitling exemption from tho transpor-
tation tax. Internal Revenuo Commissioner Daniel C.
Roper so advices M. C. Elliott, counsol for tho Federal

Reserve Board in the following communication:
June 21 1918.

My Dear Mr. Elliott: — Referring to your letter of Juno 5 and my acknowl-
edgment of Juno 10. it seems fr'om Mr. Curtis's lottor that under credit
agreements conforming with the regulations of tho Federal Reserve Board
packers may draw bills of exchange on domestic banks against sales of
goods to tho Allied Purchasing Commission, such bills running for a period
of time covering approximately tho transit of tho shipmont from tho interior
point to tho seaboard, whero the goods are taken on board ship for tho
ocean voyago at the convonienco of tho Allied Purchasing Commission.

In Wm. E. Pock & Co. (Inc.) vs. Lowo, decided in tho United States
Supremo Court May 20 1918, which hold that tho inconio tax of 1913 was
valid as applied to not income derlvod from sales in foreign commerco,
the court had occasion to discuss tho effect of tho constitutional prohibition
against taxing articles exported, and it referred to and distinguished certain
df its former decisions on the subject. It concluded that when tho tax is
not laid on tho articles tliomsolves while in Courso of exportation, tho truo
test of its validity is whethor it so directly and closely bears on tho process
of exporting as to bo in substance a tax on tho exportation. In tho present
circumstances it can probably fairly bo said that tho tax on the drafts
although thoy are to bo paid boforo tho actual ocean voyage bogins, boars
so directly and closely on the process of exporting as to bo in substance a
tax on it Tho goods are doubtless “in courso of exportation” from tho
timo the first carrier receives them.

the samo principle would seem to apply as in tho case of tho transporta-
tion tax. In Articlo 31 of Regulation No. 42 rules for dotorinining when
property may bo deemed to bo in tho courso of exportation aro laid down,
and apparently tho present situation is within their scope.

It is accordingly hold that tho stamp tax imposed by subdivision 6 of
Schedule A of Titlo VIII of tho Act of Oct. 3 1917 does not attach to drafts
on domestic banks in connection with tho shipment of articlos from tho
interior to tho seaboard, where such articlos have boon sold to tho United
Statos agent of a foreign purchaser for export under circumstances entitling
ho transportation within tho United Statos to exemption from tho trans-
portation tax.

Yours sincerely,
(Signed) DANIEL C. ROPER, Commissioner.

PAPER SECURED BY WAR SAVINGS STAMPS NOT
ELIGIBLE FOR REDISCOUNT WITH
FEDERAL RESERVE BANK.

War savings stamps cannot, in tho opinion of M. C.
Elliott, counsel for tho Federal Roserve Board, bo classified
as a bond or noto of tho United Statos, and notes, drafts
or bills of oxchango secured by such war savings stamps, or
tho proceeds of which have beon used to purchase, carry
or trado in such stamps, should not bo treated as eligiblo
foi rediscount by a Federal Reserve Bank. An opinion to
this effect is printed as follows in the Federal 1oservo
“Bulletin” for July:

Hediscounl of Paper S:cured by IVar Savings stamps
Notes, drafts and bills of exchange which aro secured by w'ar savings

stamps and tho proceeds of which wero used to purchase or carry war
savings stamps are ineligible for rediscount with a Federal Roserve bank
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June 8 1918.

Sir— The accompanying letter from tho Deputy Governor of a Federal
Reserve bank raises the question whether notes, drafts or bills of exchange
secured by war savings stamps may bo rediscounted with a Federal Re-
serve bank, it being assumed that tho proceeds of such notes, drafts and
bills of exchange were used to purchase or carry war savings stamps.

Section 13 of tho Federal Reserve act makes eligible for rediscount with
a Federal Reservo bank—

‘““Notes, drafts and bills of exchange arising out of actual commercial
transactions; that is, notes, drafts and bills of exchange issued or drawn
for agricultural, industrial or commercial purposes, or the proceeds of
which havo been used, or are to be used for such purposes, . . . but
such definition shall not include notes, drafts or bills covering merely
investments, or Issued or drawn for tho purposo of carrying or trading in
stocks, bonds or other investment securities, oxcept bonds and notes of
tho Government of the United States.”

It is obvious, therefore, that nates tho proceeds of which havo been used
to purchase, carry or trade in war savings stamps aro not eligible for re-
discount with a Federal Reservo bank unless war savings stamps can bo
treated as bonds or notes of tho United States, within tho moaning of tho
languago used in section 13 of the Federal Reserve act.

Section 6 of tho act approved Sept. 24 1917 authorizes the Secretary of
tho Treasury to borrow from timo to time on tho credit of tho United States
such sums as in his judgment may be necessary, and to Issue therefor war
savings certificates of tho United States.

Under tho terms of tho act “such war savings certificates shall bo in form
or forms and subject to such terms and conditions and may havo such pro-
vision for payment thereof boforo maturity as tho Secretary of tho Treasury
may prescribe.”

Tho Act further provides that—

“Tho Secretary of tho Treasury may, under such regulations and upod
such terms and conditions as ho may proscribe, issuo or causo to be issuon
stamps to evidence payments for or on account of such certificates.”

From this it appears that while the Secretary of tho Treasury in his dis-
cretion might issuo war savings certificates in tho form of a bond or noto,
or in any other form he deems necessary, tho war savings stamps, under
tho terms of the act, merely evidence the payments for or on account of
war savings certificates.

Tho form of certificates prescribed by the Secretary is more nearly that
of a certificate of indebtedness than that of a bond or note of the United
Statos. It merely provides that subject to tho terms and conditions
printed thereon tho owner named in tho certificate shall bo entitled to re-
ceive on Jan. 1 1923 tho amount indicated thereon by tho war savings
stamps or receipts attached.

Under tho terms and conditions printed on tho certificate it is expressly
stipulated that "this certificate is of no value oxccpt to the owner named
hereon and is not transferable.” In view of this condition, tho certificate
itself, which is tho evidence of tho Government's liability, could hardly
bo troated as a bankable security for loans. This being true, tho war
avings stamp which Is, in effect, a receipt for payment on account of a
non-nogotlablo evidence of indebtedness, could not, in the opinion of this
office, bo classified as a bond or noto of the United Statos, and notes, drafts
or bills of exchange secured by such war savings stamps, or tho proceeds
of which havo been used to purchase, carry or trade In such stamps, should
not bo treated as eligible for rediscount by a Federal Reservo bank.

Respectfully,
M. G. ELLIOTT, Counsel.

To Hon. IF. P. O. Harding, Governor Federal Reserve Board.

URGING RETENTION OF PAUL M. WARBURG AS
MEMBER OF FEDERAL RESERVE BOARD.

With tho approach of the date when tho term of office of
Paul M. Warburg as a member of tho Federal Reservo Board
will expire, his retention on tho Board is being urged in
various quarters. Recently the “Wall Street Journal” (in
its issuo of July 17) referred to tho adoption by thoNew York
Bankers’ Association of a resolution recommending that ‘ho
be continued as a member of the Board, tho paper in question,
saying:

Paul M. Warburg, whoso term as a member of tho Federal Rosorve lloard
will expire on Aug. 9, probably will not bo rcappointod. This will bo as a
rosult of ills own inclination in tho matter. Ho is said to beliovo that ho
can ronder more effoctivo service to tho Govornmont without holding
office. Tho natural assumption had been that ho would bo reappointed
and that ho would accept.

The Now York State Bankers’ Convention recontly adopted unanimously
a resolution expressing tho hopo that Mr. Warburg would continue as a
member of tho Federal Roservo Board. It was Mr. Warburg who was
chiefly instrumental in tho organization and development of tho banking
system, and whoso great knowledge of financo galvanizod tho banking and
currency systom into a real forco when tho war bogan.

It is understood that Mr. Warburg has plainly indicated his docision to
rotiro at tho end of ills present term and that much of ills energy in tho
future' will bo dovoted on the outsido to Liberty Loan and War Savings
stamp campaigns. No announcement has yet been made and thero is a
possibility that Secretary McAdoo, upon his return from tho Wost, may
induco Mr. Warburg to reconsider his docision.

Several Chicago bankers have taken occasion to give their

views as to tho desirability of Mr. Warburg continuing witli
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amendments to the Federal Roservo Act, encouraging the admission of
State banks and modifying the reserve requirements so that the Federal
Roservo banks have been enabled to loan heavily to member banks for
Government financing, which could not liave been done otherwise. He has
devoted his great talents whole-heartedly to this work, and | do not see how
his services can be dispensed with without serious injury.”

Tho Illinois Trust & Savings Bank isnot a membor of the Federal Resorve
system. John J. Mitchell, President of tho bank, said, howovor: "M r.
Warburg has high character and fine banking intelligence. His banking
principles aro sound and ids interpretations of tho Federal Resorve Act
havo demonstrated his breadth of thinking and knowledge of banking.
Tlie fact that he was bom in Germany has not interfered with his loyalty
to this country, and his banking associations havo boon ofsuch ahigh
character thatitisnotconceivable hisinfluencecould bodirected inany other
way than that which would bo regarded by bankers as wholly trustworthy,
I believe there is no one in Washington better qualified for membership
on tho Resorve Board, and | certainly trust he will remain.”

The Chicago “Tribune” added that thero was a rumor in
Chicago on the 22d inst. that Mr. Warburg had seen the
President and agreed to remain on the Board in the event
Secretary McAdoo should wish him to continue.

In the circular of thoFirst National Bank of Philadelphia,
under date of July 15, President William A. Law had the
following to say with reference to Mr. Warburg’s reappoint-

ment:

As tho four-year term to which Mr. Paul M. Warburg was appointed as
a membor of the Federal Reserve Board draws to a close the whole banking
fraternity is asking his reappointment. President Wilson may bo trusted
to reappoint Mr. Warburg since no member of the Board has served the
country with greater distinction during a crisis calling for the oxercise
of all Mr. Warburg's remarkable powers. The counsel of this ripo an
experienced international banker will be indispensable during tho next ten
yoars when tho great work of restoring the world to a peaco basis will be
taken up, and when the Fodoral Reserve system must be developed along
international lines. Mr. Warburg has worked incessantly for tho preser-
vation of tho highest and soundest banking standards, and to safeguard
our banking systom from all efforts to weaken it on tho groundof exped-
oncy. Tho country owes Mr. Warburg a debt of gratitude which it cannot
well repay, for iiis strong leadership in tho cause of sound money and
currency reform prepared the way for tho construction of a banking system
which Sir Edward Il. Ilolden has declared to bo tho best in the world to-day.

A 1D FOR CANNING INDUSTRIES BY

FEDERAL RESERVE SYSTEM.

PROPOSED

The need by canning industries of funds with which to
purchase materials and meet pay rolls is pointed out in a
letter addressed to the Federal Reserve banks by Governor
W. P. G. Harding, in which he statos that it would be de-
sirablo to have the facilities of the Reserve System made
available as far as practicable in the present emergency.
Tho letter, which was dated July 3, appears as follows in
the Federal Reserve “Bulletin” for July:

Tho attention of the Federal Reserve Board has been called to tho fact
that because of the limitations of Section 5200 of tho Revised Statutes
many of tho smaller national banks aro unable to take care of the needs of
their customers engaged in the canning business. The canning season is
now about to begin and the Board is informed that additional accommoda-
tion covering a period of about four months will be required by many con-
cerns engaged in this business.

It appears that although the canning industries have sold their output in
advance, they are unable to realize on these sales until deliveries can be
made. In tho meantime they are in need of funds with which to purchase
materials and to meet pay-rolls. Tho increased cost of labor and materials
and tho demands for larger production make their needs greater than usual.
As the canning industries aro located mainly in the small towns, few of
them have established connections with larger banks in the cities, and have
relied hitherto upon local accommodation.

The suggestion has been mado that the city banks extend direct credits
to the canners upon tho recommendation of local banks. While the
Federal Roservo Board does not feel warranted in recommending to mem -
ber banks in tho financial centres that credits be extended to customers of
other member banks in the circumstances recited, it does feel, howovor,
that It would bo desirable to have the facilities of tbe Federal Reserve sys-
tem made available as far as practicable in tho present emergency. In
order, therefore, to afford some measure of relief, it is suggested that you
communicate with some of tho larger banks in your district and ascertain
if they would be willing to co-operate vith the smaller banks in the canning
districts by extending temporary credits to such canning enterprises as made
bo ablo to make a satisfactory showing as to their financial condition.

The “Bulletin” also prints the following communication
which was addressed to Governor Harding by Herbert C.
Hoover regarding the canning industry:

On a very modest estimate the output of this industry In fruits and

tho Board. The Chicago “Trubune” quotes these bankers vegetables in 1917 was valued at $275,000,000, and | believe canners will
as follows: thIS. year need about $_50.000‘000 in addition to their ordinary supplies of

Goorgo M. Itoynolds, a director of tho Federal Roservo Bank of Chicago capital, because_of the |ncrease_d cost of raw pl_'oduct, cans, cases and labor.
and President of tho Continental & Commercial National, said local ! know of no industry that is of»more g_enulne_value to tho country, the
bankors wero vory much concerned and that ho had also rocolvod lottors ar'my'and the navy', to those assoclate-d Wvlth us in the war and toward the
from bankors outsido Chicago. He added: “Mr. Warburg lias demon- winning of tho war itself than the canning industry. Its products represent

strated his capability iti the organization of the Federal Reserve systom
the interpretations lie lias mado of tho law and tho knowledge he has
shown of banking. Ho is sound and has wide information on banking
conditions and practices both in this country and abroad. Ills usefulness
and desirability as a member of tho Board aro unquostionod, and it would
bo a positive loss for him to be perm'ttod to retiro.”

E. 1). Hulburt, President of tho Merchants Loan & Trust Co., ono of
member State institutions of tho system, has seriously intcrostod himself in
Mr. Warburg's bolialf and said yesterday: "Tho term of Mr. Warbur
oxplros, | believe, about tho middle of August, and it is very important to
tlio commercial interests of tho country as woll as to tho banking interests
that ho be reappointed. It is no reflection on tho other members of tho
Federal Reserve Board to say that Mr. Warburg is tho groatost authority
wo have in Washington on international banking. His sorvices in handling
our war financing havo boon invaluable ho has boon most activo in obtaining

th

conservation of tho most valuable kind.

Tho industry to-day is splendidly organized and is acting as a unit
throughout tho United States in conserving every particle of the seasonable
products that may result from probably tho largest acreage ever planted in
cannery crops.

QOPENING OF EL PASO BRANCH OF FEDERAL RESERVE
BANK OF DALLAS.

Tho opening for business on June 17 of the El Paso branch
of tho Federal Reserve Bank of Dallas, with Sam R. Lawder
as Manager, is reported in the Federal Reserve “Bulletin”.
The proposed establishment of the branch was referred to in
our issuo of July 1.
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FEDERAL RESERVE BOARD RECORDS APPRECIATION

OF F. A. DELANO'S SERVICE.
In referring to the resignation of Frederic A. Delano as a
member of the Federal Reserve Board, the latter in the

July number of its “Bulletin,” calls attention to the fact
that for the period of practically four years since its organi-
zation, the membership of the Board has been intact and
Mr. Delano’s retirement constitutes the first change. Mr.
Delano, who resigned from the Board to enter the army,
has been appointed (as we noted last week) a Major in the
Army Engineer Corps Reserve. The following entry in the
minutes of the Board, voted upon the announcement of his
retirement, expresses, the Board states, the feelings of his

fellow-members:

The Board has heard with extreme regret of the proposed resignation
of Mr. F. A. Delano. It desires to record its appreciation of Mr. Delano’s
able and faithful service as a member of the Fedoral Reserve Board and
of those high personal qualities which have mado his relation to his col-
leagues one of unusual mutual confidence and regard. Mr. Delano has
served two years as Vice-Governor of the Board and for nearly two years
additional as member. During this period of almost four years the Federal
Reserve system has attained its growth, whilo the banking and financial
problems of the nation, in whose solution tho Federal Reservo system has
necessarily had a largo part, have been of unprecedented seriousness.
M r. Delano’s contribution to the effective organization of the system and
to the successful solution of its problems cannot be overestimated. |Ills
departure will bo a serious loss to the system and a sourco of oxtrome
personal regret to his colleagues.

FEDERAL RESERVE BOARD'S PLANS TO ESTABLISH
INDEXES TO BUSINESS CONDITIONS.

Some further facts regarding the plans of the Federal
Reserve Board to establish a series of indexes of business
conditions (to which we alluded in our issue of July 13, page
123) are furnisliod in the “Federal Reserve Bulletin” for
July from which we take the following:

In the ‘‘Federal Reservo Bullotin” for June it was announced that tho
Board would shortly undertake tho establishment of a series of indoxes
of business conditions, for regular publication, in future numbors of the
“Bulletin,” such indexes to bo compiled and presented for the purpose of
affording data as nearly dofinite and authoritative as they can bo mado
with reference to tho progress of businoss, changes In economic conditions,
and general alterations in the financial and banking situation. Preliminary
to the initiation of this series of indoxes, it is deemod desirablo to furnish
a goneral account of what is intended in this connection, both in order to
assist in obtaining tho co-operation of those whoso aid must bo onlistod in
order to mako the undertaking a success and also to furnish a more com -
plete explanation of the scope and purposo of tho new undertaking.

Preparatory work surveying and oxamlnlng the various sources of infor-
mation relative to the production and markot supply of loading commodi-
ties was undertaken during the month with tho view of selecting most
typical and comprehonsivo indexos of industrial and financial conditions.

It is tho intention of the Board to use largoly material gathorod by other
Governmental, State and municipal agoncles, commercial organizations,
and trade journals, and to supplement the matorial thus obtained by infor-
mation recoived through channels of its own, particularly tho Federal
Reservo banks and agents, and also member banks.

Working arrangements have boon offectod with most of the Washington
officos and services whereby all statistics of a periodical character not
treated as confidential will bo suppliod to tho Board for uso in tho prepara-
tion of Its condensed reports. In this manner the market movements
including receipts, shipments, stocks in hand, and prices of loading com-
modities, will bo mado available. These data properly classified will bo
used for computing Index numbers showing changes in tho physical volume
of trade, visible stocks, consumption, &c.

Under tho hoad of indoxes of businoss conditions the Board includes all
statistics rolativo to production, consumption, transportation, and prices
which may bo regarded as affording dofinite indications of tho character
and trond of changes occurring from time to time in the economic organiza-
tion of the country and In the activity exhibited by that organization. At
present various collections of such data aro mado. Thoy include compiled
statistics covering the following topics, viz.:

(a) Prices, both retail and wholesale, exhibited as actual series and also
as index numbers, computed with reference to a spocific base. Such prices
aro furnished by tho Federal Government in tho publications of the Bureau
of Labor Statistics, whilo several index numbers are computed and issued
from time to time by privato investigators. The principal serios of indox
numbers now available aro Dim's, Bradstreet's, tho Annalist's, Gibsons’,
and two forms of tho series compiled by tho Bureau of Labor Statistics. A
comploto scientific study of tho various characteristics of those series of
indox numbers has boon prepared by Prof. W. C. Mitcholl and published
by tho United States Bureau of Labor Statistics (wholo No. 173). Selec-
tive uso will bo made of this series of indox numbers and particularly of the
data published by tho Bureau of Labor Statistics, with a viow to correlating
changes in prices with changes in the production and movement of com-
modities.

(6) Reports of Production— M any of the chief industries of the country
Issue, at Intervals, statements showing the production and shipniont of their
output at varying Intervals. This is truo of tho basic industries such as
Iron, steel, coal, copper, and other leading mining industries. Figures
aro given on tho basis of reports roceivod from tho principal producing
factors in tho given lines to which thoy relato, and with them aro frequently
associated data showing the quantities of tho given products on hand at
points of shipment or in storago at tho chief points for assembling and
distributing tho output. In somo of these lines, figures aro collected and
Issued by Governmental agoncies, but in most cases the data rendered cur-
rently available aro supplied chiefly or only by tho producers or distributors
thomsolves. Tho main lines of industry in which basic statistics of this
class can be obtained aro tho following, viz.: Coal, iron oro, pig iron, steol,
cement, tin, load, copper, sugar, moats, hides, skins, leather, boots and
shoos, lumber, &c.

(¢) Tho Railway Administration of tho United States has under con-
sideration a plan for the furnishing of complied statistics relating to the
movement of goods. With this plan completely carried out It will be
feaslblo to exhibit tho movomont of chief itoms entering into froight move-
ments from period to period. These statistics exhibit tho extent and charac-
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ter of changes in tho movement of essontial materials, and throw lightupon
tho activity of industry by Indicating the extent to which such materials
are being demanded and produced in order to supply consumption. Seleco
ted tabular data intended to exhibit the relative changes in such move-
ments aro thus essontial In forming an idea, at any given time, of tho
extent and activity of manufacturing, besides furnishing information re-
garding the claims of the sections producing and shipping such articles upon
otlior regions of tho country whoro they aro manufactured or consumed.

(d) Banking and credit statistics aro rolled upon to show not only the
character of tho credit situation from tho standpoint of internal bank
organization but also tho conditions undor which businoss is able to obtain
tho accommodation it requires from those who control the supply of liquid
capital and crodlt. Such statistics include not only deposits, clearings
and reserves, but also data showing variations in commercial rates of inter-
est and discount on specified classes of loans. The material for a study
of variations in banking and credit is peculiarly extonsive and rich, but at
certain points has herotoforo been incomplete. Inclusive and valuable
statistics of tho national banking system aro proparod by the Comptroller
of the Currency, while the work done by the Federal Rosorvo system in
gathering data rolativo to the condition of member banks in tho'larger
cities has become familiar through tho pages of the “Federal Reservo
Bulletin.” In sundry of tho States satisfactory statistics concerning the
condition of State banks are published from time to time by the local
dopartmonts of banking. Ono of the most sorlous gaps in our banking in-
formation has been found in tho lack of authoritative data concerning dis-
count and interest rates for standardized classes of paper. Tho Federal
Reservo system has already done something toward standardizing interest
and discount ratos. Before long it may bo able, with its twelvo Fodoral
Resorvo banks and the branches, which will soon number upward of flftoon,
to furnish authoritativo quotations of interest and discount rates at the
principal financial centres of tho country, and so far as posslblo to reduce
these to an index number basis.

(e) Figures relating to savings are considered of importance because they
show, at least approximately, the surplus of production ovor consumption
and thus furnish a clue to the volumo of now wealth created from time to
time and rendered available for reinvestment, and thus for use in increasing
or carrying on the productive capacities of tho country, thereby affording
employment to labor. The data relating to savings have thus far been
among the loss satisfactory of those available to students of economic
progress. With the development of the now system of income and oxcess
profits taxes it is, however, hoped to obtain moro satisfactory information,
at least within restricted fields, concerning tho development of wealth and
the growth of savings. This will at least bo possible with reference to
corporate savings and Investments.

if) Data designed to show the extent of employment at any given time
in the country at large throw light on tho activity of industry and also upon
tho purchasing and consuming power throughout the various industrial
sections into which the population is divided. Tho degree of employment
and unemployment, and tho general level of wages, furnish an exact indox
of tho economic condition of population in any given line of business.
Tho recent entry of the Governmentof the United tSates into the industrial
field as a largo employer of labor and its efforts to securo a better distri-
bution of available workers, enables it to furnish reliaolo information con-
cerning tho conditions affecting tho movement of and demand for labor in
certain fields as woll as the distribution of the available supply of workers
in the specified classes of industry.

W hile It is desirablo and practicable to furnish general indexes of business
conditions for tho country as a wholo, it will also be necessary, in order to
obtain an accurato idea of tho situation of tho different sections of the
nation, and also to obtain a moro comploto and detailed analysis or local
industries, to initiate similar business indexes for oach of tho several dis-
tricts in which ono or more basic Industries havo their headquarters. The
establishment of a series of business indexos for the nation as a whole Is
only the first stop forward in the eventual development of a complete
series of business indexes. It is the intention of tho Board, therefore, to
extend tho systom generally throughout tho several Federal Reserve dis-
tricts, securing in oach district tho establishment ofsatisfactory indoxes
relating to tho condition of tho chiof Industries situated thoro, and obtaining,
as a result, reliable and authoritative reports of local business conditions.
No announcement can as yet bo made as to tho distribution of industries
by districts, or the character of the methods to bo employed in reporting
upon each of them. Tho character of industry and tho mothods of measur-
ing It vary so widely as between different parts of tho country that identical
methods cannot bo omployed in all casos. Tho adaptation of tho systom
of business Indexes to tho different localities will therefore bo deferred to
somo dato in the futuro, aftor tho initiation and establishment of the
business indexes designed to exhibit in broad terms the development of
national Industry.

PROFITS OF FEDERAL RESERVE BANKS EXPECTED
TO REACH 50% AT END OF CALENDAR YEAR.

In referring to the dividends and surplus profits of the
Federal Reserve banks in the July number of its “Bullotin,”
the Federal Resorvo Board states that all of tho banks were
able to declare dividends to cover periods up to Juno' 30 of
the present year, and it figures that at tho present rate of
growth tho combinod oxcess profits for all tho banks, after
tho payment of the 6% dividends may easily roach 50% of
the paid in capital at tho close of tho present calendar year.
The following is what the Board has to say in tho matter:

Gross earnings, partly estimated, of tho Federal Rosorve banks for tho
first six months of tho present yoar woro $24,850,000, whilo current ex-
penses for the samo period aggregated $4,040,000; tho total estimated net
earnings for tho first halfof tho yoar aro therefore $20,810,000. All of tho
banks were ablo to doclaro dividends to cover periods up to June 30 of tho
prosont year. Six of tho banks declared dividends for tho O-month period
onding June; four banks for the 12-month period ending Juno; and two
banks for the 18-month period onding Juno. Nono aro now in arrears
with their dividend paymonts. Tho total amount of dividends duo and
payable is about $3,180,000. Deducting this amount, as well as an ad-
ditional amountof$044,000 rosorvod for depreciation on securities from
tho total estimated not oarnings for tho six months, there romains a balance
to be carried to profit and loss of over $17,000,000— an amount which may
be somewhat reduced through additional charges to profit and loss on
account of Fedoral Reservo currency issued during tho period, furniture
and equipment, and bank promises. This $17,000,0000 Is about 25%
of tho avorago paid-in capital of tho Federal Reservo banks for tho six
months of tho prosont yoar. At the prosont rato of growth combined oxcess
profits for all banks, aftor paymont of tho 6% dividonds, may easily reach
50% of tho paid-in capital at the close of tho present caloiular yoar. Only
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ono-half of thoso oxcess profits, according to Section 7. Is carried by the
banks to surplus account, the other half going to tho United States as a
franchise tax. After the surplus of any bank has reached 40% of Its paid-
in capital, all of tho excess profits must bo paid to tho United States.

Considerable differences, of course, exist between Federal Reserve banks
in respect to the proportion of excess profits to capital, so that In individual
cases it may not be true even with earnings accumulating at their present
rate, that tho 50% levol will be reached. In the future, with all arrears
in dividends paid and a surplus of 40% to paid-in capital set up. tho Gov-
ernment will receive as a franchise tax from the banks all tho excess of their
combined net earnings above 6% on the paid-in capital stock.

ASSESSMENT BY FEDERAL RESERVE BOARD.

An assessment of 0.00125% wupon the capitalization of

the Federal Reserve banks to cover the estimated general
expenses of the Board from July 1 to Dec. 31 1918 was voted
by the Board last month, according to an announcement
in the Federal Reserve “Bulletin” for July which says:

Acting under tho provisions of tho Federal Reserve Act, tho Federal
Rescrvo Board on Juno 20 voted an assessment of 0.00125% upon the
capitalization of Federal Reserve banks to cover tho estimated general
expenses of tho Board from July 1 to Dec. 31 1918. Tho assessment is
based upon a capital of $152,556,000, as of Juno 15 1918. Tho rato of
assessment will vield $190,695. Tho resolution of tho Board, with the
figures on which tho assessment is based and a detailed statement of ex-
penditures and commitments as a basis of estimate, is given below.

Resolution Levying Assessment.

w hereas, Under Section 10 of tho Act approved Dec. 23 1913, and known
as tho Federal Reserve Act, tho Federal Reservo is empowered to lew
semi-annually upon the Federal Reservo banks in prqgsortlo_n to their capital
stock and surplus an assessment sufficient to pay its estimated expenses
including tho salaries of its members, assistants, attorneys expe and
employees for tho half year succeeding tho levying of such assessment
together with any deficit carried forward from tho preceding half year- nac

Whereas, It appears from estimates submitted and considered that It is
necasary that a fund rqual to ono hundred and twenty-five thousandths
of 1% 50.00125) of tho capital stock of tho Federal "Reserve banks bo
created lor tho ‘purposes licreinboforo described, oxclusivo of tho cost of
engraving and printing of Federal Reserve notes: Now, thereforo,

lie it resolved, That pursuant to the authority vested in it by law, tho
Federal Reserve Board hereby levies an asséssment upon tho several
Federal Reserve banks of an amount equal to ono_hundred and twenty-
fivo thousandths of 1% (0.00125) of tho total capital stock and surplus
of such banks, and tho fiscal agent of tho Board Is hereby authorized to
collect from said banks such assessment and oxecute, in tho name of tho
Board, a receipt for Payment made. Such assessment will bo collected
in two installments of ono-half each; the first installment to bo paid on
July 1 1918, and tho second half on Sopt. 1 1918.

Estimate for July 1918 Assessment.
Average monthly encumbranco for period Jan. 1 1918 to June

Y, $28,761.71
Estimated monthly requiremerits, July to Dec. 1918, inclusive. 35,467.59
_ Estimated monthly increaso 6,705.88
Estimated requirements, Jul}/ to Dec. 1918 inclusive 212 805 54
Estimated unencumbered balance July 1 1918 24 979 48
187,826.06

Total cafitalization and surplus of Federal Reserve banks,
June 15 1918 152’5580?2)2

n

Rato of assessment to_ Froduce,$190,695 ....................................
In view of all conditions I liavo the honor to recommend that an assess-
ment of one hundred and twenty-five thousandths of 1% (0.00125) bo

levied.
"W. M. IMLAY, Fiscal Agvent.

Approved:
and Staff.

Committee on Organization, Expenditures,

DAILY FEDERAL RESERVE BOARD AND GOLD
SETTLEMENT FUND.

Tho Federal Reserve Board announced in its July “Bulle-
tin” that the operation of the gold settlement fund has so
greatly extended its scope that the Board had directed the
Federal Reserve banks to put into effect on July 1 a daily

gold clearing system. Tho Board added:

This morely substitutes a daily for a weokly settlement, such as has been
employed in tho past. It is not expected that tho change will bring about
any definite alteration in tho relationship of the banks excopt that of in-
creasing tho convenience and speed of their dealings with ono another.
Without a full understanding of tho plan daily telegraphic transfers might
at first seem to temporarily prejudice tho reserves of some of the Federal
Roscrvo banks. As a mattor of fact, however, tho offoct will be exactly
as at prosont. Tho plan will eliminate a groat deal of work at tho Federal
Roservo banks, and through the daily, instead of weekly, settlement will
provido tho proper adjustment In tho holdings or gold to the credit of each
Fedoral Roscrvo Bank in the gold settlement fund in as nearly automatic
a way as posslblo, At tho prosont time tho Federal Roservo banks, in
addition to the weekly settlement, have tho privilege of demanding trans-
fers at any timo when a not debit balanco is shown in account with other
Federal Reserve banks. It must bo expected that If tho prosont plan of
weokly settlements were to be maintained, such transfers would become
more numerous In the future, as tho calls upon the Federal Roservo banks
bocome heavier. Tho proposed plan will do away with tho greater part
of such transfers, and will release, for tho strengthening of their reserves,
the funds now carried as "amounts duo from other Fedoral Reserve banks."
At tho present time practically all the Federal Reservo banks aro advising
each other by wire of their daily credits of immediately available city items.
While good to a limited extent, this plan covers but a small proportion of
the credits, and henco tho need for a dally settlement. In order to ronder
tho work of tho gold settlement fund more effective, as well as to make
all communication botween tho banks and the Board prompter and moro
certain, a private wiro service has been established between Washington
and the various Federal Reserve banks as well as betweon tho banks them-
solvos. This servico is now in satisfactory operation.

Tho details of tho plan for daily clearings through the gold

settlement fund aro furnished as follows in tho “Bulletin:”
Tho following plan of daily clearings through tho gold settlement fund
has boon adopted by tho Fedoral Reserve Board, and the Federal Reserve
banks havo been directed to make it effective on and after July 1 1918.
At tho closo of business each night each Fodoral Reservo bank will wire
to the Federal Reserve Board the aggregate amounts credited that day
to each other Federal Roservo bank. This would amplify tho prosont
Wednesday telegram, in so far as actual dollars and cents would bo wired
instead of oven thousands. Credits now entered by each Foderal Rescrvo
bank to tho account of each of the other 11 banks, which aro grouped at
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present on Form No. 34 In “Due to other Federal Reserve banks,” would
be credited to “Gold settlement fund, suspense,”’ instead.

This telegram should bo sent as an “open” message except for the intro-
ductory and final code words. It should show in numerals, properly
punctuated, the exact amounts In dollars and cents credited to each of
the other 11 Federal Reserve banks at the close of business on the respective
day, and givo the same figures as will be shown in tho daily statement
on Form No. 34 against now liability item “Gold settlement fund— Sus-
pense account” (replacing item “Due to other Federal Reserve Banks”).

A sample of tho form of telegram, with Introductory test word and closing
code word denoting date of credits, would read as follows:

pode---... ...10,125,671 29
New York 5,285,024 74
Philadelphia.. 388,411 12
Cleveland.. 612,050 50
Richmond 78.056 49
A tlanta.. . 47,411 99
Chicago. 1,304,856 50
St. Louis.. 708,980 25
Minneapol 98,412 16
Kansas City. 504,411 88
Dallas 491560 48
SN FranCiSCO.........c..viiiiiiiiieiiie s 1,048,495 18
c°do. SMITH, cashier.

On the morning following the Board, having received 12 telegrams, will
charge each sending bank In the gold settlement fund with tho aggregate
of its telegram, distributing the individual credits as therein advised.

The Board will then credit each of the 12 Federal Reserve banks In the
gold settlement fund with the aggregate of credits telegraphed by tho other
Fedoral Reserve banks and send appropriate telegraphic advice to each
of the banks credited.

In theso telegrams the Board will continue to show net gain or loss In
the fund which would confirm to the Federal Reserve banks that their
respective telegrams of the previous day had been correctly received.

Upon receipt of the Board's telegram, each Federal Reserve bank will
make tho following entries:

Debit.— “Gold settlement fund, suspense.”

credit.— “Gold settlement fund” (with aggregate of telegram to the
Board on the day previous).

Debit.—“Gold settlement fund.” =

credit.— “Collection items” (deferred debits) (with aggregate of the
telegram received that day from the Board).

The necessity for “Gold settlement fund, suspense,” account arises from
the fact that the Federal Reserve Board's published statement must reflect
the figures shown on the books of and reported to it by tho 12 Federal
Reserve banks.

This new account will eliminate telegraphic “float” and thus avoid a
situation encountered several times on Friday nights, under which asset
item "Gold settlement fund” had been credited by one Federal Reserve'
bank without corrsponding debit by another Federal Reserve bank.

The above covers the modus oporandl of the suggested plan, in so far
as tho gold settlement fund accounts of the Federal Reserve Board and tho
12 banks are concerned. The interior arrangements at tho individual
Federal Reserve banks may be made as follows:

Everything dispatched from one Federal Reserve bank to another should
bo deferred and charged to "Collection items, debit.” This covers not
only cash letters, whether city or country items, but payments on tele-
graphic transfers ordered by other Federal Reseral Reserve banks. Federal
Reserve.notes or currency shipped to other Federal Reserve banks, mis-
cellaneous charges, expense, service charges, interest, telegrams, &c., in
fact, every item heretofore charged to “Due from Federal Reserve banks"
should, under the proposed plan, be charged to “ Collection items, debits.”

Some banks might prefer to enter these “Collection items, debits,”
by detail in books, while others would prefer to file the carbons of their
letters or other dispatches. &c., under the names of the Federal Reserve
banks affected. Some banks prefer the latter plan for the reason that, by
intelligent filing, an automatic tickler of unaccounted for items Is thereby
supposed for convenient tracing.

Each Federal Reserve bank, in addition to the daily telegram to the
Board, as outlined above, will prepare, as it now does, statement of tho
details with proper description for the use of each other Federal Reserve
bank whoso account in the gold settlement fund had received credit.

The aggregate of each statement would, of course, agree exactly with the
aggregate amount of credits wired to the Federal Reserve Board. This state-
ment should be forwarded by first mail, carbon to be retained for the files.

Upon receipt of the Federal Reserve Board's daily wire, it will be im-
possible to do other than credit “Collection items” (deferred debits) with
the total, one ticket for each Federal Reserve bank.

Upon receipt, however, of the mall advices from other Federal Reserve
banks the carbon copies, or tickets representing previous debits to "Col-
lection items—deferred debits," covered in tho mail advices received would
bo transferred from the “Collection items— Deferred debits" files, as well
as the credit ticket representing tho entry made on receipt of the Board'’s
wire.

It would bo necessary, of course, to see that the mall advice footed to
tho total of tho wire, and that the Items covered in the mail advice, cor-
responded to the carbons transferred from the "Collection debit” file.

Without a full understanding of tho plan, telegraphic transfers might
at first seem to temporarily prejudice tho reserve of the Federal Reserve
bank which credits its members and charges “Collection items, debits.”
As a matter of fact, however, the effect is exactly as at present, where
“Due from other Federal Reserve banks” Is charged. Both accounts are
deductions from gross deposits.

Tho offoct of this plan would be to eliminate a great deal of work at the
Federal Reserve banks, and to provido daily, instead of weekly, the proper
participations in the gold settlement fund in as nearly an automatic way
as possible.

At the present time tho Federal Reserve banks, in addition to tho weekly
settlement, have the privilege of demanding transfers at any time when a
net debit balance Is shown in account with other Federal Reserve banks.
It Is to be expected that under the present plan of weekly settlements such
transfers will become more numerous in the future, as the calls upon the
Federal Reserve banks for financial assistance of their members become
heavier. The proposed plan will do away with the greater part of such
transfers, also with the necessity of rediscounts between Federal Reserve
banks when due primarily to tho unavailability of “Amounts due from
other Federal Reserve banks.” The rediscounting operation, as at present
conducted, involves a great deal of work, which, by some means or other,
should be curtailed.

At the present time practically all the Federal Reserve banks are ad-
vising each other by wire their daily credits of immediately available city
items. While good, to a limited extent, the plan covers but a small pro-
portion of the credits. Tho new plan will redu