
Air. (;L.W, from tlie C'omrriittee oil Banking and Currency, submitted 
the following 

R E P O R T .  

TOGETHER WITH VIEWS OF THE MINORITY ,4ND MINORITY VIEWS. 
[ T o  accompany H. R. iS37.1 

The (~'omrriitteeon Llanking aiid Ciirrency, to which w:is referred 
the lrill (�1. K. 7837) to provide for the  establislinient of E'etler:il re-
serve batiks, to furnish an  elastic ciirrency, to atford menns cif redis
counting conirnercial paper, to est,ablisli a niore etfevtire supervi
sion of biinkirtg i n  tlie Xritited St,iites, nntl for other purposes, liaviiig 
l ia t l  the siiriie iincler consideration, report it back to tlie House 
witli. certain amendments and recorninend that t,lie. bill :is ;iniendetl 
do pass. 

A3IEXD3fENTS. 

Tlie :ime,iidiiients to the bill are almost witlioiit exceptioii mere 
:iltel.ations of phraseology, ni:ide for tlie purpose of consistency or 
with a view to clarifying the rneaniiig of cert:iin provisions. l'iius, 
in section 2, page 3, line l!), the word "subscriber" is stricken out 
iind t.lie words "member b m k '  siibstit,uted in ortler to conforni tlie 
lanpnage to other provisioris of tile bill; and so i t i  section 3, p g e  4, 
lines 11,16, arid li ,  tind in swtiori 5, page 11, lines 13 and 21, iinil on 
page t2, lines 6, 7, 10, 13, aiid 16, and in section 6, pige 12, lines 2%)
and 21, a i d  on pipe I:%,lines 2 aiid :i;in section 7 ,  page l:i, lines !), 
10,and 22: in section 14, page 24,line I!).

Section 2, p g e  R, lines 24 and 25, is so :imendecl by the committee 
i ts to require that no Federal reserve baitk sliall "coninience business" 
wit,li a paid-up and uninipairecl capital less in tintotint than $~J)(H)$\)(), 
the original provision 1)eittg tliat 1 1 0  Federxl reserve baitk slioiiltl 
"be organized" with :L p:iicl-up and unimpaired ciipital less tli;rii 
$3,000,000. This alteration is considered desirtible by reiison of the 
h1.t that member banks are perniitted to pay their stock subscrip 
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NATURE AND PZTRWBE OF ri. B. 7837. 

�1. R. 7837 is inknded to bring about necessary changes in the 
present banking and currency system of tho IJniteti Stat,cs anti to 
correct long-standing e-rits that have had a slow anti rlcep-rootiirg
growth. It aims at tho rectification of the essentinl defects of the 
prtxscnt s stem, nlthoc h it does not seek to runkc all the innovations 
that migtt, from an ifeal standpoint, be dee.mod desirable. 

DEMAND FOR ACTION 

There has for a eat while been atrong public demand for rcmedid 
legidation on b a n k g  and currency, This cicmancl was partly ob
scurtd durin the contrtivcm rrgarcling the adoption of a rnonet.nry
standard. #et even before tKc adoption of thc w t  of Xiarch 14, 1‘300, 
there had been a vi orous popular movement diroctcd to the ammd
ment of tho nationaT bankrng act. This took form in various volun
tary organizations and in actions hv banken’ associations well 89 
by organization3 of business and cornmcrr-ial intrrcsts. It WRJ 
)ractically universally admitted from 1898 onward that one of the 

lnsic commercial evils of the day waa tho lack of a srdablc banking, 
systrm.

This viow hm been frequently reiterated and rrstated ever since 
tho earlier da s of the bankbg &cussion to which refercnco hss 
bceh inado. & late it has takon form in renewed ngit,ntionfollowing
tho panic of 1907 and promises of action have been mndo in nearly 
every politic,& )latform, by whatever part,y adopted, within recent 
years. ~ i i er sh  is loud and comes from many sources of widely
divep n t  charactor. 

It IS probable that not a single scientific student of currency and 
banking could be found who wodd t,he conditions which 
now exwt in the United States or the under which they
have spnmg up. Nowhero there be found 
a banlung system similar or United States, 
or a sittiatiop as to credit to that pre
vaiiing in this country a t  the prescnt moment. 

REASONS FOR AClYON. 

The considerations which t,hus dict,ate action upon the hankll 
and currency quwtion at tho prmont time havo often I,oon stato8 
and froiu ninny differont points of viow. In tho opinion o f  tho com-
Inittoe t,licru can be no doubt whatovor with rogard to tlio cyseIltial
c4cniont,s of the case. Tho gonoral background of tho situation 
which calls for bankin roform is this: I h l f  a ccntury ago Corrgrm,
in the niidst of a civif war, established a now a\-s!r~n sr~hsequ~~ltly
developed into the nat.iona1bankin s y h r n .  ‘Ilk rssontial clemollts 
inr this system wore three in num% .er: (1) The ninintcnmco of the 

rinciplo . of free banking t h o u  h the unrwtrictod organizsti3n of . .)ankm institutions; (2) the reF:usal to allow tho extonsion of sys
tern oFi banking throughout the count.ry by tho organization of 
branch banks; and (3) the adoption of a peculinr system of note issue 
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whereby the banks were required to buy a minimum of national 
bonds when chartered and subsequently to deposit with the Treas
ury bonds to rotect all currency receivod by them for circulation. 
Tho different oPoments in this system wiil be fully considered at  other 
points in the present report. It is enough now to su gcst tho gon
eral bearings of the case. This system has continuef substantidy
unninended to the presont time, and to-day includes some 7,473
banking imt,it,utionswithin its range. These bnnking institutions 
vary in sizo from $25,000 capital to $25,000,000. Tliey are cntirely
local. Tho only bond hetween them is found either in mutual stock 
ownership or in the rcde ositing of rosenw as they are mrmitted 
to tlo under the nationa~-hnkact. In view of tho lac:{ nf any
factor of unity the national banks have failed to furnish to t , h  Nation 
ns n whole ti single and powerful system of credit. The strength of 
t.he credit situation in each community has ciepcndecl upon the 
strength of t,he banks thorcr situated, anti, oxcopt m timw of stress,
has oven in thcse cornnwdirs h e n  mcnsurod by the strcmgth not of 
the strongest, but of the wcakcat instit,ution thcrc locnted. In timea 
of stress the banks of such indo endcnt communities have a t  timw 
in self-defense unitad to place t!?eir combinod resources Ieniporarily 
a t  the service of the ublic and of one anothor, but they havo taken 
such action only uncror stern pressure. As a rulo, they havo been 
individualistic in tho highrst, degree, and t,he country has lacked the 

and sproading t,o t!?hnt crodit disorders from breaking out locallycapacity either to 
e centers, or to defend its own rcsourccs against

the nioneta domands of foreign nations or against the infection 
duo to bad 7 .inancial conditions m countrica with which we stood in 
closo relations.. 

Thc evidence that this system has not done its duty is not found 
in tlisliont.sty or failure. While at times failures have been nrimnr
nus aniong tho natioiial banks, as must nccrnsarily bc the cme in 
any syst,ciii of nunicrous and highly intlivitlualized lmnku, the average
rwortl of fuilure or irrcyylarity has been small. No noteholdor hu 
evrr lost a dollar, and the losses of depositors constitute in thc agp+ 
gate a vc.ry small erccntn r of the total deposits hold by tho banks. 
'rho country has Kcen enn%led to do an expanding bugincss, to ita 
own groat profit. But the evil of the situation has been perceived 
upon all those occasions when unusual prwsure was brought to brur 
upon t,he banks of the country. In  1873, 1884, 1890, 1893, 1896, 
rrntl 1907, to mcqition the most familiar occasions, it has h e n  n w a 
sary for large group:, of banks practically to suspend spccio paymenttl.
The havo clone so as the r eu l t  of concerted action, and one fcature 
of t3 : .o situation upon each of them occusions has been a gc-nuine
eflort to relieve conditions by rworting to an issue of obligations for 
which the banks became jointly lishlc, arid which in some mcawre 
hclped to ovcrcomc shortago of currency and the stringcncy that. 
was associated with it. In spite of all that. could be dono, however, 
t,he public has been put  to rent inconvenience and loss upon such 
occasions, the rclationy of tEe United States with forei countries 
have been cmbnrrnsscd, if not brought into jeopardy, r .e failure of 
firms, corporations, and individuals hna bren necessitated, and the 
bss of wealth has boon tremendous. We think it ie axiomatic that 
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these conditions should not be allowed to repeat themselves, but that 

and expen

credit in agricultural regions throughout the United States had been 
met and when the c r o p  there producrd had been fully disposed of 
there was an accumulntion of currency, partly borrowed from other 
portions of the country, pnrtlp of local origin, which could not be 
used to advant e upon safe or sound security throughout t,he less 
active rtions Y the businw year, and which was therefore shippedo 
to b a n g  in distant citirn, that it might be there ut to some c n t  
ploymcnt that would yield its ownem an income. ft has not alwuys
turned out that the emplovment thus found for it was dcsirable or, 
on the whole, conducive td the good of the country. 

NATURE OF EXISTING CONDITIOXB. 

Turning from the general considerations which tend to prevent the 
acce tancc of existing banking conditions as satisfactory, there b 
neezof a recognition of the immediate status of the finuncial and 
business world at  the present day. There can he no doubt that for 
some time past tho national banks of the United States h a w  been in 
a dimcult situation. The comrnitt,ee has been amply wnrned tlncl 
advked of this state of things, and a general knowledge of it is coni
mon to thc country at large certainly to all close or careful obseryers 
of exktin conditions. In  the reserve centers to-da banks nrc uriablr 
to extencPthe credit t,hat they would undcr normarcircumstances be 
disposed to grant, while merchants are frequently unuble to gct the 
accommodation to which their are entitlrd. .I gcneral tendency
toward stringency evitltmtly e-xist.q, and wliile this is not peculiar
to-day to the United States it should not be felt hcrc in anythiug
like its present sevnitp, inasmuch as t l l i  country has not had to bcar 
the burden of wurfare and destruction of ca ital that has been thrown 
upon the Europeun countries. All over tge westcrn world t,iicre is 
now a distinct shortage of capital, both fixed and floating, while our 
banking and rcscrve situtttinn is anything but reassuring. U nclcr 
such ckumstnnccs it is highly desirable that the utmost eflicirncy
shnuld he wen to the Iescrvc rcsources in the hnnds of t,hc bank3 
and that tw'eyshould be cnahled to do all that circumstances will 
perniit h entcntiinq to the business woIld the volunie of loans thnt it 
needs, so long as they maintain thcmselvea in position to piot,cct thc 
accommodation thus granted. Lrgislation which will relieve thk 
pending condition of pressure and possible panic, which will place 
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Banks exist for the accommodation of the public and not for the control of business. 
All legislation on the subject of banking and. currency should have for its purpose the 
securing of these accommodations on terms of absolute security to the public and of 
complete protection from the misuse of the power that wealth gives to those who 

possess it. 

That this plank constitutes a direct claim upon the party, challeng 
ing its immediate attention, is the opinion of the Banking and Cur 
rency Committee. The claim is the more urgent because there has 
been a most lamentable failure to face the banking situation fairly 
in past legislation. 

PREPARATIONS FOR WORK. 

Believing that there would be a Democratic victory at the polls 
and fully appreciating the obligations to follow therefrom, the 
Banking and Currency Committee of the Sixty-second Congress had 
already begun preparations looking to the redemption of party 
pledges, past and present. In that Congress a subcommittee of the 
Banking and Currency Committee was directed to begin a study of 
the question of reform legislation. This subcommittee conducted 
preliminary inquiries during the summer and autumn of 1912, and 
having thus marked out the lines of necessary work undertook 
hearings during January and February, 1913, for the purpose of 
obtaining t4ie views of qualified members of the community with 
regard to what ought to be done. The subcommittee extended 
invitations at that tune to representatives of labor organizations, to 
agricultural associations, to the bankers of the country, to voluntary 
associations of citizens interested in questions of banking, money, 
and credit, and to individuals recognized as being expert students or 
monetary and credit conditions. While some of those who received 
invitations to appear before the subcommittee failed to accept, the 
majority did so, and practically all the essential phases of the situation 
were thoroughly canvassed. Besides holding these hearings, the com 
mittee sent to many economists, bankers, and expert persons ques 
tions bearing upon the currency and banking problem and received 
responses giving the views of those who were thus appealed to. 
H. R. 7837 was drafted as the result of these investigations and thus 
represents, nil told, the results of approximately 16 months' work. 
The Banking and Currency Committee as at present organized held 

its first meeting on June 6,1913, and since that date the committee has 
devoted almost continuous work to the discussion of the bill. The 
outcome of its deliberations has been to approve the essential features 
of the bill IT. R. 7837, with some modifications which are embodied 
in the measure as now reported. 

WORK OF MONETARY COMMISSION. 

The committee, in undertaking to prepare for banking and currency 
legislation, has first of all endeavored to take into account all existing 
data and to examine such preliminary work as had ncen made avail 
able. The most recent collection of such material available is that 
prepared under the auspices of the National Monetary Commission. 
While the Republican Party refused to take any affirmative action, 
except the act ot May 30, 1908, it did undertake what was called a» 
investigation of monetary and banking conditions. The act oi 



F 
CHANGES IN THE BANKING AND CURRENCY SYSTEM. 9 

Hay 30,1908, known as the Aldrich-Vreeland Act, already referred to, 
provided for the appointment of a body known as the National 
Monetary Commission, in the following language: 

APPOINTMENT OP MONETARY COMMISSION. 

<5ec 17 That a commission is hereby created, to be called the "National Mone 
tary Commission," to be composed of nine members of the Senate, to be appointed by 
the Presiding Officer thereof, and nine Members of the House of Representatives, to be 
appointed by the Speaker thereof; and any vacancy on the commission shall be filled 
in the same manner as the original appointment. 

POWERS OP COMMISSION—COMMISSION TO REPORT TO CONGRESS. 

Sec 18 That it shall be the duty of this commission to inquire into and report 
to Congress at the earliest date practicable what changes are necessary or desirable in 
the monetary system of the United States or in the laws relating to banking and cur 
rency and for this purpose they are authorized to sit during the sessions or recess of 
ron^ress at such times and places as they may deem desirable, to send for persons and 
naDers to administer oaths, to summons and compel the attendance of witnesses, and 
to employ a disbursing officer and such secretaries, experts, stenographers, messengers, 
and other assistants as shall be necessary to carry out the purposes for which said com 
mission was created. The commission shall have the power, through subcommittee or 
otherwise to examine witnesses and to make such investigations and examinations in 
this or other countries of the subjects committed to their charge as they shall deem 

necessary. 

EXPENSES OP COMMISSION. 

Sec 19 That a sum sufficient to carry out the purposes of sections seventeen 
and eighteen of this act, and to pay the necessary expenses of the commission and its 
members, is hereby appropriated, out of any money in the Treasury not otherwise 
aDDronriated. Said appropriation shall be immediately available and shall be paid 
out on the audit and order of the chairman or acting chairman of said commission, 
which audit and order shall be conclusive and binding upon all departments as to the 
correctness of the accounts of such commission. 

WHEN ACT EXPIRES BY LIMITATION. 

Sec. 20. That this act shall expire by limitation on the thirtieth day of June, 
nineteen hundred and fourteen. 

This commission was immediately organized and continued to do 
sporadic work until March, 1912, when it was dissolved by virtue of 
an act of Congress passed in the preceding August, just before the 
close of the special session of Congress summoned by President laft 
for the discussion of the reciprocity question. Persons employed by 
the National Monetary Commission prepared a large series of books 
on various historical and current phases of the banking question, but 
the only significant feature of its work is found in a bill drafted under 
the auspices of the commission and finally laid before Congress with 
a brief accompanying report giving the reasons for the measure. This 
measure was at once introduced into Congress by Senator lncodore H>. 
Burton, himself a member of the commission, and was referred to 
the Senate Finance Committee, but never received official considcra-

The monetary commission provided for as just described spent a 
large sum of money in costly travels, including journeys to Europe and 
outlays for printing. In answer to a request for information made by 
the Senate in 1911, Secretary MacVeagh, then in charge of the Treas 
ury Department, sent to the House a letter in which he fixed the 

cost of the commission to May 12, 1911, at $207,130. 
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VALUE OF COMBfIISSION’8 WOBX. 

The work done at such great cost should not, indeed cnn not, be 
nored, but, having exnmmed the extensive litcrature published by

8 e  commission, the Banking nnd Currency Committrr finds little 
bearing upon tlic remi t  statc of things in the credit Iiinrket of the 
Unitcd States. h.Post of the nintter published bv thc commission is 
n rrvision or rrr.nsting of books rrnd docurnrnts hkring only historicnl 
valur or b,rou#it clown to inotlc*rn times by their nuthors or othrrs. 
There is prncticnlly nothing of original vnlue or of diroct nit1 l)r~rriiig 
upon the tletnils of remedial legislation.

Thr bill favorrd by thc conimksion nnd popnlnrly known ns tlic 
Aldrich bill. from the name of thc. chtrirman of tlic Inrinc*tnry coin-
mission, ex-Srnntor Nclson W. Alclrich, of Rhode Islnnd, rcmnins ns. 
the cliief distinct trace of the commission’s rxistrncr. It hns not 
commc:itlrcl itsrlf to thc Banking nntl (’urrmcy Comniitt.cv. Tho 
Aldrich M I  is n lcngth and elnborntc stnt,ntr and no sufficivnt nr.rount 
of its c.ontent!s or of t8 .r rensons for rrfusing to accr ,t it rnn br oivrii 
in brief spncc. Somrthing, howevcr,mny bc said (itit. This I)& has 
often bcen spokrn of n.s n poknnous thronsticd norrl ty nnd n t  othrr 
timcs ns nn ingenious schrmr to crcnte a r r n t r d  hnnk which would 
ahsorl) all banking functions to itself. I n  fact i t  IVRS neithrr of tlwlcsn 
things. 1,ittlc of novrl rharactcr is found in the i~lrusuntlrrlying thc 
Alclrich bill. To mrntion only two of the man proposals rnil)otlying
thc samc g r n r r d  iclcns a.s thosr licld I, the frnmrm of the Altirirh 
bill, the IRIJSfor bnnking nntl vrirrcncy ty$ation sugg!,nostcdby Hen. 
Charles k.Fowlrr in his “A fitinnrial a113bankinn system for the 
UnitedStates” (~I.I~.~,’370i,GOtliC‘on,n.,lstScss.),an~~yIIon.hiaurice
L. Muhlrman, in hi.. “I’lnn for a cctitrnl hank,” rcprintctl from thu 
Banking llnw .Jouriinl, hnvc thc snme purpose in view. Thcy diffcr 
in eevcral importnrit tlctnih, nonc of which, howcvcr, is absolu‘tely
fundamrntnl to thc schrmc prcscntcd.

The objects t,echnicnlly ainicd a t  in  all these meirsuros were tlcsir
able nncl the criticism to be rnntle of the Aldrich bill docs not, i n  the 
opinion of the committee, reside in its confessed purposes, but i n  the 
methods by which it undertook to cnrry them out and the clisregwd
of uhlic wclfnrc by which it was chnracterked. 

$he Altlrich bill WRS not a plnn for R central bank RS that term is 
ppperly used. It called for the crcntion of a nat,ionnl reserve nsw
cintion which was to do business onlg with bnnks, wliilo the Govern
ment had but little powcr over the inst.itution and the public neitlier 
businass nor other rclations with it. Without going further into thn 
detailed analysis of tho Aldrich bill it mny be statetl thnt the c.om
mittec objects to the plnn fundamnnttilly on the following points: 

1.  Its entire lack of atlequnte gorernniental or public cmtrol of tlio 
banking mechanism it scts up.

2. Its tendency to throw voting coi’it.rolinto tho hancls of the I R I . ~ C ~  
Sanks of the system.
3. The lack of adequate provkiori for  protccting the interests of 

small banks and the tentlenry to r n r t l i c .  the proposed institution sub-
servo the purposes of Inrgc intrrrsts orily.

4. The intrirntc system by which tlic reserve institution it crentetl 
was prevcntctl from doing nny businws that might compete with that 
of exiutirig banks. 
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chnrnct.oristic of that tom. The idea of tho monrtnry commisaion 
bill had been acce tod with great fervor by those who believed that 
the use of a eentraPization principle ww necessary, aa well as by others 
who deemed that their own objects would be served by the particular
form t h t  had been given to the proposal of the monetary commhion 
in it.s hill. 

Without allowing itcpelf to entertain any preposstwions either for 
or against the central hank idr.n, the committoe cnrrfully rnamuicd 
this notion both at hearink- and through I'rivate study. It roached 
in gcneral the following conclusions: 

1. Tho idrn of ccntrnlizntion or cooperation, or combined use of 
bnnking rrsourcrs, is the basic idea a t  the root of emtrnl banking
argument.

2. It is not nrcrssary in order to obtain the benrfits of the applica
tion of this idea that there should be one sir@? central bank whose 
activities should be coterminous with the bmits of a nation's tor
ritory.

3. Eqtially nod rrsults cnn be obtained by the frdrrating of exist
lmnks anfi bnnking institiitions in g m u  s suffirirntly lnrgc! to. 

the strrngth or coopwtitlg power whicK .IS thir chief ndvantnge
of the wntrnlizntion. 

4. In tho Unitrd Stntrs, wit,h its immrnse arm, numcrous natural 
divisions, still mom nunirroiis comprting divisions! and nbundnnt 
outlrts to forrign countricn, t,hrrc?is no nigumcnt rlthrr of bnnking
throry or of cxprtlicmcy which tlictntrs the crcation of n sin& ccntrnl 
banking institution, no mattrr how slidlfully marlngrd, how carefully
controllrd, or how pnt rioticnlly conductcd. 

5 .  It is thcreforc newssnry to nbnndon thc idea of a singlca central 
banking mrchnnisni for tho Unitrd States unlrss it shntl bc found 
that there nrc considorntions of cxprdirncy which would dictnte a 
resort to this policy.

6. For M?~SOIIRwhich will br stntrd nt n later point the conviction 
was formrd not only thnt thrrr nro no such reasons of cxpcdiimcy,
but thnt rvrry cwdt\ratioi1 of thnt chnrnctrr would lrnd to nctlon 
Of OppOSitt! IIlbtUm. 

It wns thcnfort! dccitlcd thnt, throughout its rflorts to forrnulnto n 
bnnkiirg mcwwrr thrrr should br n o  nrrrssnry ntbcin t to bnw the 
rrsult of thc bill lipon the criltrnl bnnking idrn. Onfv i n  so far as 
thnt idrn utdicntcvl nil easy nnd nnturnl ndjustmcnt to rsistiri 
tutions and conditions was it to bn gircn a place in the u 
fkidingu. 

BRANCH BANKING SYSTEM. 

Many hills have been intro(lucet1 into Congrrss from tinic to timo 
for the establishment of brnnclies of eskting nnt'ionnl bnnks, nntl tho 
system hns so wirlesprcad nntl resprctablc! n support ns t,o mrke it  
npparent from tho uutset t,hnt this nspcct of banking throry ~rndprnc
tice should be ronsitlcretl. The rniinrnt suc or tlir Cnntulitm 
bnnking systcrn and of otlirrs similnr to it enforc.cs upon tile most 
indifferent student of the suhject the significnnrr of 1)rnnch hnnking 
as a means of securing coopwit ion nntl the1 junction of rrsources in 
support of nn weak element in n bnnking systenb that r n t y  have 
been subjertecrto nttack at  n given moment. It iy clear thnt Csnada, 
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for example, with her 27 banks and thousands of branch banks, r e p
rme1Bt,g a distinctly different t pe of banking from that which is 
exempmed by the national banKmg system with its 7,473 iritlepend-
ent banks, norm of which [mssesses a single brnrich formed under the 
riational banking act. The question was thus clearly to be considered 
wlrcthcr the bestowal of the branch power would in fact meet the 
&fjculties of the present situation 111 the Uiiitetl Stntes. Careful 
study of tho applicability of the Canndiaii I~aiikiiigsystcm to Amer
ican conditions convinced the coniniittee tlint an ntltrptation of it 
would not be fewible to-day. The succosuful introduction of the 
branch systeni would ulniost iiccessirrily have nitwit the abanclon
niont of the idea of free botiking. While it would not nwewarily
have becn rcclukite to abt~ntlonf r m  b~tnking111 theory in order to 
introclucc the Caiitrtlian winciple, it would have Iwrn xactiraUy true 
that tho power of ostrrb\ishing branch hiinks, if wiclcdy esercisd by
large national iiistitutions, woukl have entniled the contracting of 
the iiumber of inclopenclcnt batiks in thc United St,atos and a corre
sporidiiig limitation of tlie perfcct freedom of corn etition which 
exists to-thy. Ccrtninly it would not have bcen possibPe to introduce 
the principles of the Canadian system into Anrerican brrnkirig without 
a very extensive and vital niotlificnt.ion of banking logislation and 
cohditions in the United Statar. That thc country was prepared
for 90 profoulid a modification, not to say transformaiion, of the basic 
ideas upon which the national bankuig system has boen developed
the committee did not believe and it was therefore led to the aban
itonment of all thought of attempting a plan of banking reform based 
upon the conception of large privately managed institutions operating
unrestrictedly and with great numbers of branches. This conclusion 
d'd not, of course, imply any belief that tho ado tion of other features 
oi the Canadian system whkh  seemed applicabro and could be ensily
ymftcil upon our own system was undrsirablo. It wns a conclrision 
rclnting sunply to one of tlic general itlcw underlying the structure 
of Caiiadian banking. 

QUESTION OF NOTE ISSLTES. 

Vcry early in ita inqriirics t.hc coniniit.tor was norcssarily ron
fronted with thc qucst.ioiiwhrthm a nirrc rcvwnstrurtinn of t.hcnote
issue systcni of the Unit c d  St at ('4 woultl suflico to filrliisli t,he basis 
for banking rc!forni. Tim ycnrs ngo nntl cnrlirr, t IN? doniiiilctit note 
in bankin * roforln litoratrirc srmrd  to IIO thrlt, of  chstkity ill cur
rcncy, ancbit W R Yfr(\qtt(wly uryrtl by m(w of wiMy tlilrc*rrntpnlitird
licliofs and of totnlly vnqinx virws ns t o  t l i o  tlirory of  niowy nncl 
banking that thc whol~!problc~iWILYrwwt idly o nit!ttrr of cltm(1nc-y
issue. Tho bnnkrrs who rirgrtl t h r  m a t  ion of t i n  wwt c*iimrlicyn11d 
1he public mcn who rm o~niiirndcclt hc issunnco of ndditional Ilnitctl 
States notes or l'rrnsury notcls, w h t  Iic-r prot cct td  or unprot,ectcd, 
were funclamentally alikc in their brlicf that tho whole trouble with 
kisting bnnkinp lay in a difficulty in sccuring roper supplies of 
currency when nccdccl nnd of withdrawing thml w7 .wn not nocdptl.

A careful st'iicly of this Elinso of bnnking discussion convinrrcl the 
rommitteo most unmista ably that thoso who wo&l repnrtl the 
banking nnd crcdit problom ns snlublc tlinnigh tho propcr trcatmont 
of the paper currency question solely wore accepting a supdicid 
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of the banks, thus providing for regular and authorized employment,
of the method of credit extension which lii~slieen niatle use of in 
h i e s  p i i s t  wlien stringent conditioiis h n d  developecl tlreniselves in 

currency system of the country. 

OTHER PLANS INADEQUATE. 

Of the multitude of other plans, somo beyond tho confines of ma
sonnhlenesu, others more or ltss conforming to actual ncccclsit.ies and 
to legitimate principlcs of banking nntl currency IcTletion, nothing
needs be said except that nono hnu been found whic 1 ,  UI the opinion
of the committee, IS a t  tho same timo feasibln, avnilablo, t.rustworth 
and suriiciently inclusivo to afford n thorough basis of rrforni of & 
lirtscnt conclitiom. 'i'ho committro docs not fecl that the 1egislG
tion now to ho ndoptcd should srek to includo within its scopo aU 
the pwiblo foaturcs u ion which action is rrquired, but rather that 
i t  should attompt to 1ny n foundntion for futuro developmcnt by
selocting those clemrnts in tlic situntion that arc most in need of 
nttontion nnd seeking to deal thoroiighly with tho problcms offorccl 
in this more rwtrictrd field of action. It hns thorrforo put aside 
iiiany scl~onirsof rcforni which, Iiowevcr tlt.sirnl)ie they niiglit ab
stractly he, do not conform to tho stnntlards nlrrntly out,linod. It 
hw limitctl itvclf to tho fundnmcntal ncccwitics of t,ho I)rcYcnt situa
tion ns it views thcn: and 1113s sought to kccp its rocomnicnclntions 
within nnrrow scope in order that no cstrancous issucs might bccome 
involved with the enoral problem which lies at  tho bnso of further 
improvement,. It Kias deferred the thorough reform of the national-
bank wt on ita adnhist,rativesiclo. and it has &ermined to post-
pone, in like manner, the question of long-term agricultural credit, 
Srrrily believing that neither of these subjects can br? adequately
denlt with until the  substructure of hankinp org:inizat,ion has been 
remodeled. 
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FL~XD.4XEhT.41~FEATrKES OF REFORM. 

After looking over the whole ground, and after examining the 
various su gastions for legislation, some of which have just been 
outlined, tRe Committee on Banking and Currency is firm1 of the 
opinion that any cffectivo legislation on banking must inc3ude the 
following iundamental elemonts, which it considers indisponsable in 
tuiy mensure likely to prove sntisfactor to the country:

I .  Creiition of a joint mechanism for tK .e extension of credit to banks 
which possess sound w e t s  and which dwire to liquidate them for 
the purpose of meetin 1egit.imnte commorcial, agricultural, apd
inctustrinl dcinnnds on t e nrt of their clientele. 

2 .  IJltiiiitrto ret,irementoRpthe prosent bond-secured currency, with 
suitublo provisioii for the fulfillment of Goveniniont obligatioirs to 
boiitlholdc~rs,coupled with the creation of a satisfactory flexible 
currency to t,iike I& place.

3. Provision for better extension of American banking facilities 
in foreign c:ountries to the end thut our trade abroad may be enlarged
and thnt American business men in for& n countries may olhiin the 
nc.corniiiodnt~ionsthe require i n  the confuct of their operations.

Be ond thcse car(9inn1 antl simple propositions tho committoe has 
not 2corned it wise a t  this time to make any reconinicndations, save 
that in a few articulars it haa suggrstcd the ainentlinont of existing
provisions in t!e national-blink act, with a view to strengt,honingthat 
mcasure a t  poiiits whore expcricnce has shown the necessity of 
a1teration. 

PROPOSED P WN. 


In  orllcr to mcct the requirements thus skotched, the committee 
propom a ~ I I L I I  ror the orgaiiizat,ion of msww or rediscount institu
tions to wliich i t  wsiws tlic naiiie ‘‘Fcdwd reserve banks.” It rec
o~nmeritlsihti t  thuso ke ~ ~ t a l ~ l i s h c diii suitable laces throughout the 
country to t.ho ritiiilber of 12 as a b(!giniiiiig, anb)that t h y  be assigned 
t.he fu~ictiuiiof baiikcix’ bauks. U~idoIthe coinmittet, Y plan these 
batiks would be orgauizcd by exisi,iugbanks, both National and State, 
as stockholdoru. It bolievts that banking institutions which desire 
to In*knowii by tho  Iinnie “national” should be required, and cau 
well aiford, to tnke upon themsclvw tlie rwponsibilitisr involved in 
.(lint or ft!dcratcd orgniiizii tion. It roconirnunds that these bankem’ 
l)ariksshnll bu given n definite capital, to be s u k r i b c d  and paid by
t h i r  constituoiit inembur bniiks w l d i  hold their sharcn, and that 
tbcy shnll do businus only with the baiiks aforesaid, antl with the 
(;ovoriiiucnt. Public funds, it recoininends, shall be deposited in 
tlicse iicw bniiks which slinll thus acquire nn 
sctcr, nird s l i d  be subjcct to the control 
uaccssary concomitant of such a 
banks may tw effectively inspectled, and in order that they may pur
sue a banking olicy which shall be uniform and harmonious for the 
country as a wPiole, tlie committee proposes a general board of man
agement intrusted with h e  power to overlook and dilect the gcnnaral
functions of the baiikv reforrd to. To this i t  assigns t,he titlo of 
“The Fotleral rmerve board.’’ It further recommends that thc 
the present national La& shall have their bonds now held as security 
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for circulation p:i,id lit the end of 20 years, and tliat in  the nie:iut,inie 
t'liey may tnrn i n  these I)onds by it yratlwil prowss, iweivinp in 
excliai?ge :j percent bonds without tlie circiilation privilege. 

111lien of the iiotes, now secured by iiationd bonds i i i id issued by
the uation:il banks, and, so far as necessary i n  addition to tlieni, the 
conunittee recorumends t,liiit, there sliall be a ti issue of "Fetleral 
reserve Treasury iiotes," to be the obligatioiis of the Ihi ted States, but 
to be p i t 1  out. solely through Federal reserve banks upon the :ipplica.
tion of t,he htter,  protected by conimercinl paper, :irid with retienip
tioil iissured,through the lioltliiig of ii reserve of p l d  arnountiiig to 
33% per cent of tlie notes ontstanding at any one tinie. I n  order to 
meet the requirements of foreign trade, tlie committee reconnneiids 
thnt. the power to establisli foreign k)ranc.h banks slitill be bestowed 
upon existing natioiinl banks under carefnlly prescribed conditions 
and that Fecferal reserve banks shall also be authorized to estiiblisli 
offices nbroiicl for the conduct of their own business and for the pur
pose of facilit,ating the fiscal operations of t,lie 7Tnited States Govern
ment. Finally and lastly, tlie-cornrnit,teesuggests the amendment of 
tlie national-bank act in respect to two or three. esseiitial particulars,
tlie cliief of which are b:ink exainixitioris, the present conditioiis 
under n-liicli loans are niade to farming interesh, and the liabilit,~of 
stoc.klioltlers of fniled banks. It believes that t.liese rec.omrnend:itioirs, 
if carried out, will  afford tlie basis for the complete reconstruction 
:ind the very great strengthening and improvernent of tlie present,
banking and cre.dit systeni of tlie Vnited States. The chief evils of 
which complaint has been iritide will be rectified, while ot,liers will :it 
least,be pttlliated arid piit, in t,liewvay of later elimination. 

FEDERAL RESERVE BAh-KS. 

The Federal reserve banks suggested by the corninittee ad  just
intlieiited would be in  elfect cooperative institutions, carried on for 
tlie benefit of tile coniniunity arid of the t):inks themselves by the 
b w k s  xctiiig its stockholders tlierein. It, is proposed tliat they slisll 
Imve an active ciipitiil equal to I(! per cent of the capital of existing
banks v;liicli rnay take stock in the iiew enterprise. This \?-auld 
result, in it capital of sornetliing over $100,000,000 for the reserve 
baiiks t;iken together if prwtically a11 existing national banks 
slionlcl enter the systeni. It is supposed, for a number of reasons, 
tliiit, tlie banks would so enter the system. More will be said on t,liis 
point, lat,er in the discnssioii. How niany State banks would apply
for and be granted admission to the new system as stockholders in 
tlie reserve h i l t s  can not be coiitideiitlg predicted. It may, how-
ever, be fair to assume at this point that the tot,al capital of the 
reserve biinks vill be in  the neighborhood of $100,000,000. The bill 
reconirnended by tlie committee provides for the transfer of the 
present funds of the (foveriimeiit iiicluded in wliat is known as tlie 
geiieral fund to t,lie uew Feclefiil reserve banks, wliicli are there
iifter to itct 21s fiscal agents of tlie Government. The total nniount 
o l  fiuicls wliicli woultl thus be transferred can not now be predicted 
with absolute accunicy, 'but the released balance in the generd fund 
of the Treasury is not far  from $1:15,000,000. Certa,iii other funds 
I I O W  lield i n  the c1ep:irtnient wonld in t,lie C ' O U ~ S Aof time he transferred 
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tions of banking which require tletdutl knowletlge of l ~ c dmd in&
yiJual crcclit uritl which determine tho nrtuul use of the funtls of the 
conllilunity in any given instunce. In othrr worils, thc resrrm-bank 
,]an retains to the (iovernnient powttr over the errrrise of the 

[,rouller bunking functions, wlrilo it ~ w v at.J iiittivi(1u:ils and pri
vately o w n d  institutions the uctual tlirrction of routiiitx. 

TRANSFER OF RESERVES. 

Ii(xfprclice has bwn  briefly made to  thc fact tlint tho cornniittt-e’s 
roposuls provide for the transfer of bank rcstsrves from rxistillg

gulkr which hold thcm for o then  to the proposcd r w m o  b o ~ ~ k s .  
At present the national banking act recogniatv thrcc systcnls of 
rcsoTvCs: 

(1) Those 111 central reserve cities, where hanks are required to 
holcl 35 pw cent of their deposit liubilitirs in actual cwh i n  the vuults, 
while banks situated outsitlo of such cities urc ullowed to make certain 
deposits witli them which shall count as a part of t.he rewrvcs of 
such outside banks. 

( 2 )  Those in reserve citirs, 47 in number, which nre rociuired t.o 
kee u noiniuul rt:rScTvo of 25 pcr cent, 12+ per cent of this twuig UI 
rml! i r i  their own vaults, while 121 per cent rnuy consist of deposits
with .banks in central rtserve cities. 

(3) ’I’hoso in the “coun tq , ”  by which is nirtint all placw outside 
of crntral reserve and r c s o ~ ~ ecitlw, it being rcquirtrtl t h u t  such bunks 
shull  nominally keep 15 per rent  of their do obit li:ii)ilit,irs,of which 
6 per ccnt is held in cash in their vaults anS ‘9 per rent ~nctybe held 
in thc form of balances with other banks in rcscrw and central 
rrsorvt?citirs. 

The original reason for creating this so-called ‘’ pyraniiclul” system 
of rcscrvw waa that  inasniuch as central banliiiig iiistitutioits were 
fibsriit, and inasmuch as banks outside of centors HCR obligcvl to 
koop rsrhunge funds on deposit with other bsnks in such crnttvu, it 
was fuir to allow exchango balmccs wit,h such centrally loratcd I I H I I ~ S  
to COllllt R9 r c s o n w  inasMUCh as thoy wero prosUllltl~J~yat 1111 ti l l ltY 
available in cash. This’ is an absolutely aironialous ant1 unique 
system, found nowhere outside of the Lhi;tetl Stutrs, tuid tliuigcrous
iU proportion as the number of the reserve criitcrs t hus  rtwigiii;..nd
ixmwwts beyond a prudrnt nunilior. Tho  law has nlniost nectwiril 
btcii lilmral in recognizin tho owcr to incrcnso thc number id  suerI 
centen, with tho rcault ta twrw but few cssisted ‘ust after theat H 
organization of the national bnnk act, thrrcr lwiijg t h n  3 rriitrul 
rc3ervo mid 13 roservc citits, thero are to-tluy :{ central restwe 
and 47 rwrrve citirs. Evrn had this oxtcnsirm ( i f  the nunii)cr of 
corltera not occurred. tho system rstublishcti ui i t lw tho nfitiorial 
banking act would st ill havo bcon unsutisfiictory. AY inuttcrs Iruve 
devc4opntl, i t  hns hcen vicious in tho cxt rrinc. Coupltd with tho 
inelwticity of the hank currency, tho systrni h a  tcnilnd t o  crrnto 
periodical stringniicirs and periodical plvthorns of  f u n d s .  Thinks in 
the country districts unable to withdraw mtcs aird C o I i t r w t  credit 
\\-lltlir they Iizive seeit tit, to do SO, becziust. of tlie rigidity 0.f tiit? h i i t l 
se(!xiretl txrrenry, have retlrpositetl wc i i  fiiiitls w i t h  otlrer h z i i i l e  i n  
~ ‘ ~ e r \ - ea t i d  central reserve cities : ~ i i r lhave t h u s  built i i p  tire t)al:iiiws 
w i i i d i .  they w e i ~entitled to  Irc.rp tliert, as ii p:wt o f  their reserves. 



20 CHANGES IN THE BANKINQ AND CUBBENCY SYSTEM. 

Moreover, the ractice of thus redepositin fun& having been once 
ostablished, it !I99 been carried to extreme5engths, and at timea has 
been decidedly injurious in its inffuence. The pa mrnt of interest 
on deposits by banks in the cent,ers has been used 9or the urposo of 
attracting to sucli banks funds which otherwise would Rave y
to other-centers or to other banks in t,he same centers or w ich 
would h a w  been retained a t  homr. Tho funds thus redo o d c  1, 
even when not' att.racted by any artificial means, hnyo o� course' 

constit.ut.ed a demand liability, and have b n  so regarded by the 
banks t.o which they were int.rusted. 

In conscqucnce, such banks have sought to find the most profitahie 
means of cmploymcnt for their resources 'and a t  the same time to 
have them in such condition as would ermit their prompt realization 
whcn drrnanded by the depositing Eanks which put, them there. 
The rrsult JIRS been an effort on the part of the national banks, par
t irdady bi c,rntral resrrvr cities, to dispose of a suhstaiitial portion
of tlicir fimtls in call loans protect.ed by stock-rxcliangc collateral BS 

a rule. Thk was on the theory that, inasmuch as listed st.ock
exchange srcurit,icscould Irc readily sold, cnll loans of this typc wcre 
for prictical purposes oquivnlcnt to cash in hand. The theory is 
of course close rnoiigh to the facts when an rffort to realize is made 
by oiily onc or fcw~banks,but is entirely rrroneous whenever tlic 
att,eiupt, to nithdrsw deposits is made by a number of banks simul
taneously. A t  such times, the hanks in ccntrnl reserve and rcscrvo 
cities are wholly unable to mert the drinands that we brought to 
bear on them by country hanks; and the latter, realizing the dacu l 
ties of the casc, seek t>orrotect thrmsolves tiy an unnecessary accumu
lation of cash which tiIC draw from th& correspondents, the,rehy
weakening the latter andVfrequrnt1y strengthening themselvw to an 
undue drgrcc. Under such circumstances the rwerves of tho country,
which ought, t,o constitut.e a readily available homogeneous fund,
ready for Iise in any direction where sudden necessities may develo 
pre rn fact scnt.tcrcd and entircly lose tlirir efficiency and strcn 
owin 7 to tlicir Iwing diffused through a great number of instituti 
in ref; t,ivrly small amount and thereby rcndcred nearly unuvailable. 
This evil has been met in times past ly tho suspension of specie p y 
mrnts by hanks and by the suhstitution of unauthorized and extra-
Icpl subst.itirtcs for currency in the form of cashiers' checks, clewhg
house certificatrs and ot,her methods of furnishiry: a medium of 
exchange. Needless to say such a method of meeting the evil is the 
worst kind of makeshift and is only somowhat bettor than actual 
disaster. 

U O W I N G  OF FUNDS. 

Thc ronlmittrc Irr1irvt.s t,liat the only way to correct this condition 
of affaim is t.o provitl(r for t,lie holtlily: of rmcrves by duly cl~alificd 
ip,titutio!w wllirll RIIalI act, primarilp in the public int,erest arid whoue 
motives urltl contluct, s h d  be so tibsolutely well known and above 
suspicion w to ins )irr unqurstioning confidence OR th? part of the 
community. I t  lrrlicres t,hat the reserve b q k s  Whch ~tIjropsm to 
,mvide for will afford such a t, pa of institutlom and that they may

be made (.lie rlfrctivo means for the holding of the liquid rmerve 
funds of tile courttrv to the ext.cnt that the latter we not needed in 
the of the b d s  themselves. To meet this end it propmes 
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that evem bank which shall become a stockholder in the new reserve 
banks shill place with the Federal reaerve bank of its district a por
tion of its own reeerve equal ultimately to 5 per cent of its demand 
deposits. Country banks would be required to kee 5 per cent in 
their own vaults, while the remainhg 2 of a re uire2total of 12 per
bent might be at  home or in the reaerve bank o9 the district. In the 
case of reserve end central reserve cities the committee has felt that 
the change in their position BA reserve-holding banks acting for other 
hanks called for a corresponding change in the cash to be held by
t21rwebanks. I t  hes therefore retluced the gross rwcrve requiremenb

the caqh in vault requirement
from 25 per cities to 9 per cent and from 
124 per cent in to 9. This places the two  classes of 
rescrvc cities on en leaves each ultimately with 9 per cent 
cash, requires each in the reserve hank of the district, 
and permits each 2 or 4 per cent either there or in its 
own vaults. 

A period of threo years is granted during which the dt. osits of 
country banks may be kept with the present correspondent Eanks in 
order that the latter may not be unduly embsrressed hysudtlen
withdrawals while the new reserve banks will not be as sutltlenly
compelled to provide for using a ver large quantity of funds. The 
rommittee is aware that the step tXus recommended is of funda
mental importance and will protluce an extensive transformation in 
present methods of national banking. It however, believes that the 
effecta of this transformation will be ahogether beneficid and is 
confident that the conditions under which the change ir to take place 
as rovidetl in the new bill ere such as to make the transfer not only
witRout suffering to the hanks but under conditions that will actually
enable them to extend further loans to the coinmunilv. The actual 
effects of the operation pro osed have been workeil out in some 
tletail by the committee an(Pere presented as a series of romputa
tions in connection with the sec:tion of the pro sed bill which 1-0-
vides for the revision of reserve requirements. rinal analysis o f tI! eso 
figures may be deferred until that  point. I t  is enough to say a t  this 
po@t that a sufficient amount of reserve has been released, as rom
pared with present requirements, amply to provide for the actual 
t,ransfer of funds called for by the bill at  the outset of the new system.
Subsequent transfers will amount on1 to about enough to plrre the 
new system upon the same bnsis as t3:e old in the matter ot rcserve 
requirements, when a m ~ has ibeen allowed for contributions of 
capital and for possible accessions of State banks to the system.
Or, to sum up, the new system will require less rash than tho prcsent 
one in order to fulfill its reserve re uirenients and provide for the 
payment of capital subscriptions. '& margin between present and 
proposed requirements which it is thought should be left in order 
t,hat State banks may come into the system without canning any
strain upon the cath resources of the country will probabl be from 
$100 000,000to $150,000,000,a sum which is believed to ge ample.
Needless to say the new reserve requirements will not fall upon all 
banks in precisely the same way or with precisely the same degree of 
severity. In  the case of some it may be that a transfer of rash to 
t,he new system will be widesirable. In such an event i t  is, of cnIwse, 
:tl)v:t.ys open to the h:lnks to rst:iblisli their reqii ird reserve c,rrtlit n.itli 
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the new Federal reserve banks by rediscounting paper with them. 
With the enormous resources that will belong to these reserve banks 
at the outset they will be amply able to take care of many times the 
m o u n t  of any such applications that we likely to be made to them. 

RETIREMENT OF BOND-SECURED CUBSENCY. 

There arc severnl important rrwons for the retirement of bond
securcd cnrrcncy. The most obvious is that hond-secured nows nrr 
not “clnstic.” Bv this is meant thnt the nrcessity of purchasing
bonds to Iio drpcdt.rd with n t.rustec for i.hc protmtion of nnte iqsucbs 
prcvcnt.s Gnnlis from issuinq t,licsr notes ns freely nnd proriiptly IM 

they ot,lirrwisr would, wliil6 it  also prevents them from rrtiring or 
c,ontrnct.inn thc not.cs as freely and promptly as would othrrw+iscbe I
t ~ i ccnse. r ~ ~ ~ ~ i e r eis iittte or no disapeemcnt at present aniong stu
dents of the banliiiiq and currency roblom in the United St,tit.cstaliat 
the rctirviiic*nt of the boniI-src.urc~~notes is cssont,inlly rirccssnr if 
siicciss is to be had in restoring clast.icity to t,hr rirrulntion tin$ in 
ninkin,n thc nnt,ional 1i:inkiiig sys1,c.m really rcsponr;iw to t,lienerds of 
business. For t.lint rrnson evrry plan of currrncy or banking reforiii \ 
that hns b w n  put forwnrd during the past 15 years has coriLainrd RY 
an inipcrrt.nnt.fncf.nr sonio provision for grtting rid of the bontl-sccurccl 
notrs. ‘llio Iinsic criticism on the rcscnt syst.eni of notes alrcndy
intlicntrd ir; rcwiforretl k)y the frict. t7iat the supply of United Statrs 
lmnds nvuiltiblc for us:(?in protecting note ksucs is l~kclyto be limited, 

~ ns  wtis tliv cnsc in the panic of 1907. Then t.he nrttinnnl b m k s  werr 
riot 21Ide to rnlnrgr their issues brcnuse of tiicir inability t.o obtain 
further Iwnds, until t.heyhad been nitlrtl by the action of the Govrrn
rncrit in issuing nddifionnl hontls for the  w r y  pur ose of furiiishuig 
a bricking for curwncv, notwitlistnndiiig tlint n t  t,Yi n t  monicnt t.licre 
was n very largc surplus in thc Trcnwr?.. Ovcr and irbnve t,liiq con-

I
i 

sitlcrnt ion has brcn the fnct t l int  tiic forinnlitics and teehnic;ilities 
connected with thr issuc of bnnli not,rs based upmi bonds have ham 
so grcvit nnd trooLJcwrnw 11sto preclude the rnsy and prom It supply
ing ( i f  cnri~encr,even wlicw there werc enough bonds in tL :  ~P niurket 
t o  furnish nll the bnckirip for notes thnt, might, be dcsiIrt1. This shows 
why. tipnrt from the special and peculiar difficulties thnt ritt.eiid any-
thing of tiic sort, thc substitution of bonds ot.lirr thnn niitionnl for 
rhr i io t iond  bonds now uscd will not hrlp thc situstion. Thr only 
way to rrlicvc. t i i e  bar1 coritlit ions thnt. have devrlopcd in roiiiwctjoii 
nitli iint icintd-l~)niilirurrcricy is, the fore ,  geiirr~~lIyadniittril to br 
thc. IltJ:i~it~OliIii~’lttof t hi! bond-security plan arid the introduction of 
soiiirt hing e1sr in i ts  pl~ice. 

DIFFIC’ULTY OF ROSD �IOl,nIsaS. I 

The+ first diflicult y in passing from tlir I)ontl-sccured syst,rm of 
r i n t c ,  issues t.o nriything that nii$t, he drvisrd to tnke its lice is i.ho 
fact  t h t  even if ,111 lint1 becn sntisflrctcrily arraiiortl witT1 reference. .  
to  tlir i iwv systrin, its soundness, etr., the dilticufty of drnliiig with 
t i i t  boiitls w c i i i l d  rcwniii.  The act of lltmli 14,  1000, rovided for 
refriiiciirig t 1 1 r  outstaliding bonds inta t ~ i o2 per cent coiiucCidated debt 
tiid these: 3 Iwr ce.iit bonds were subsequolitly sold at preuiuins 
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which Orice ran as high as 8 or 9 per cent and have M ularlr been 2 or 
3 per cent or more. Primarily as a result of generay depieciation in 
the values of bonds due to rising prices and higher interest for capi
tal, the national bond quotations have sunk until the 2 per centa are 
now below par. The ownershi of bonds has thus inflicted a severe 
loss upon holders alroad , anBsomething like $30,000,000 has, ac
cordiiig to the Comptrn19er of the Currency, been “written off” by
the banks and must be regarded as one of the costs of carrying the 
note system at present m use. There is general agreement that rf the 
ckcdatioii privilege were to be taken from t’ e 2 per cent bonds or, 
what is t,ho same thin if a new system of note issue w0rg to bc 
~stnblishedwhich woul3 practically dis the present s tern, the 
twos would deteriorate to a price not than 80. This would 
menil a shrinkage of one-fifth of the par the bonds and would 
inflict upon the ba!iks an aggregate loss of nearly $150,000,000.
Alterrictive to this IY the idea of providing for a refunding of the 
bods .  Experience, as well as computations made in the Treasury,
indicate t,hat 3 per cent is now about the level of the Government’s 

resent borrowing power. The $50,000,000 Panama bonds last sold 
grouglit a premium of batween 2 and 3 per cent, but 3 per cent 
interest wit,hout the circulation privilege reprc?seiits the mininiuin 
interest that niwt be paid (in round nunihrs) upon any future i*ue 
wliicii is to be floated upon an investment bask. 111order to safe-
t?
ward the banks against loss, therefore, a Ian of refunding into 3 

per cent bonds would have to be followed: The batiks might be 

offered cnsli paynrcrit, for their bonds a t  par, and the new wcuritins 

might, be sold for what the would brin , or an exchan e of 3 or 

writs for t,heold twos might te ordered. $he latter would%e simpP0r, 

i w d  ( l i t*fornier would robably cost a little more. EitIler pliin would 

entail ail increase iri tKe present interest burden nr.ztrly ariioullting to 

1 prr coiit annually on at least S740,000,000, or $7,400,000 a yenr.


‘i’cinporaryaltcmativw for the retirement of the bonds are, hnw

evcr, proposed hrrc and there.’ Tho most familiar and perha s tho 

mwt nvaiiablr plav of the sort is that which proposcs 

to tiavr outstanding 8 certain percentage of notes 

bdorc they bccome eIigiblc to take out notes without bond security.

Thin would mean that an inflexibldvolume of bank notes \VMkept

outstanding, or at d cvcnts that an inflrxiblo volume of bonds wm 

hrld by thc banks to rotcct such outstanding notrs in CAW they

shtiultl br issued, and tEat whatever new form of currrncp iiiight be 

provitlrtl for would rome out in exccm of or in addition to the basic 

vohinir of notes and bonds alroad refcrred to. The plan woldd 

part ially tlcstrop the possibilities oTelytieity in the note currency 

nystcm, but at  the same time it would operate to kecy up thc valutc) 

of t h  rxisting bonds for the time being. Tho quwtion woutci then 


whvtiirr thr effort to sustain the value of tha bonds in this manner 
during thr rrmainder of thcirWe was not too reai’tobo cornn:atCd 
for by tlic saving in interest thereb effectct. Thc gener oplnion
of stutlvntn of thr subjert undoubted& is t,hat this trruporary methoti 
of nlistairiing thr value of the bonds IS undesirable, and that it is far 
hettcr to rwognizo t,he facts in the case and take up the swrmities 
in stich R way as to telieve the banks fmm any danger of further 
loss, the Government bearing the increased intemt charge and leaving
the banks to turmin their swurit,iea at will. 
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What has bcm this far said has been founded upon tlic assumption
thnt agrcrmcnt had brcn reached with refrrrnce to tho method of 
note issnc to be followed whcn once n plan for retirin the old notes 
and disposing of  the bonds had been agreed upon. 5Vhile no such 
agreement has c ‘ w  been arrived at, it is true that substantial agree
ment has been reachcd with referenre to t,he basis on which the notrs 
which are to suprrscde national-hank issues shall hr put out.. 

Another phnw of the note-issue question is seen in eonncrtion with 
the pnrlrleiii by whom the notm should be iswed. Tlie rurrrnt 
assumption i* that in the event of the rre,ation of any erntiat or 
roopcratiw iwtitution the not,e-irsue powcr now cxerrisctl by tlin 
several banks slioultl be transfrrred to and vcstcd in tlik new orgarti-.
zation. ‘ I ’ l t c w  I i n s  I m n  a tendency to trverestiniate the inipcirtnim of 
the notr-issue function and tn treat it ns if it were the chief objcct to 
be attninml iri hnnkin,v 1egisInt.iirn. Tliir idea iiiay be attril~iitalrlcto 
the belief that “rnicrgcnry currcnry” ir what ir neetlo(l in order to 
relieve panics ant1 stringrncin, wlirrrns what is actually nrctlctl iq
fluit1 rcsourccx; o f  soinr kind, whcthrr notm or not. The belief that 
the notm nrc vrrv iiiipirtant lins &I hrcn st,itnuJntc(lby the expr
rience in tIiiu r(iu~itrywith rletirit~:.-horisc certificatcrr, whirti arc oft,on 
spokcn of i is if tlit~ywcro notcs. ‘I’hfnct is that they are inrrrly
evidenccs tlmt thr Irnnkr that haw gone iiito tlrc rlenring-liorisn
arrangcrticnt tirr ~ v i l l i i i ~to acwyt a rrcdit su0st.ittit.e for rrtonc*y in 
srttliiig tlieir bultiuccs with one another. It rciiiniiis t,rue tliat,‘ t,lic! 
provisiou of a sat,isfnctory noto rurrrrtcy woultl be a ionz strp in 
stlvnncr, aq coinyrarctl with esisting contlitiorix. Kith pro rc 
tRJl and restriction it woultl, hosevcr, supply a means of oIrtninutg‘r .r(.’tl
nttditional rirculating ~tiediain tirnc of pnnic or stringency whrn t l i c ~ c .  
was a t,rnilcnry to Iurnrtl nicinrv, anil woultl to that cxtcnt rrlictuc tlic 
clangrr o f  (vrIInpsetirie to inabi~iiyto convert asset* into fluid resourc’tw. 
It ir tIi(q~forca carditid cleiiient in currency and banking reforni arid 
should bo provided for. 

COMMITTEE’S NOTE PUN. 

After reviewing all of t.hr tlifTerent. fncton in tho  sititatinn, the 
Ranking and Currcircy Committee has reached tho conclusion that tho 
iqsueof Iiational-bank‘notrs now current, should,for the rrawm ilrcacly 
Rt1rvepI, he retirctl (lrspite the scricrus tliflicultim that have brim 
s;kctc~l~ecl,and t,hat, i n  thcir plnce a new iwue of notes put out by tlicr 
(;olybrriiiicnt of thc ~’nitr(1hstntm and c4osely controllrd by it stioul(l
be auf.llorizecl. ’I’ll& issur of notm it ir proposcd to ciititk! “ Federal 
reservo ‘I’reHsurynotes.” In its (Isccnce the plan now rrconimrntled 
by the roiiitiiittcc for a new note issite rontainx thr follt~wingpoints: 

1. liltilnato \vitli~lrawdof  the circulation privilege frorn the Ciciv
crntncnt bomis of all rlnssrs. 

?. Issur of notes I t? t lw (krvcrnnirnt through E’ctlrral rmrrve banks 
upon irusirirss j q r r  liclrl by  such lriinkrr. 

3.  1~~~,1~111p;~i~rnof  surii notrs ancl rrptlation of thrir amount out
stan(1ing at any nioinrnt through Fcclcral risrrvc banks. 

r .llie ultitniite witl idr t iwd of tlir c*ircultttioti privilcgc means that, 
sonic provision of proper clinructcr mrist  bo m~ulrfor the existing 
1)ontls. I t  is sit rgrstc(l tlint, first of t i l l ,  this sl~oultlmean the 
ment of tlie bonk at  ninturity anti a ticfinite statement to tliat etFt?ect 
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This tlie committee hns included in its bill. The bonds now hare 
no due date, and while the Government may redeem thrni after 
1930, they are not necessarily payable at  that period. If the bonds 
are to be continued outstnnding, it nould serm to be an essential 
feature of their composition that they shnll be allowed to rrlnin tho 
circulation privilege. To get rid of this, i t  is only necessnrp to clrrlnrc 
thrm dur and pnpnble ns soon ns the Government hns the rixlit to 
a ply that principle. But, in t,he second plnrc, it worilcl nppriir t h n t  
tPie reform of tlie currency along the linrs proposrd, if it is r v r r  t,o 
ninke n fnir start, should procrrd from t,he nbolition of t,hr rirculn
tion rrqriirrnient in tlir case of bank3 cithrr orgnnizecl o r  to be 
organized. The committre has, tlierrforr, proposrd to rr wnl tliiit 
provision of the oxistirig law wlricli requires the clcposit of 1)oiids by 
every bank in stnted nmounts. This mrans that bnnks mny, if they
choose, entirrly free themsrlvcs from circuliitiori. I n  order to onirhle 
thrni to do this, and at  the snnic time to supply tlie lnre of the smdl 
but steady tlcninrid for bonds which wns dfortled Ey tlir purchn~cs
maclo hy newly oqnnized banks, the coniniitt,rr proposrs t o  nllow n 
volirntnry rrfunding procrss to be cnrrictl out ovrr 11prriod of 20 
years at  the riitr of not to rsccrd onctnrnt,iet,hof t.110 cirrultition 
outstiinding nt t,hc time of t.lir passage of the act. I t  is prohirhle 

wrrc fully nrnilrcl of it would mran nn nnnrid 
bonds nnioirnting to about 937,500,000. 111 

of the bnnks i n  surrendering tlic circuln
tiori privilrgo on the bontls wliicli tliey thus voluntnrilv ~ ~ r r s c n tfor 
rrfundin~rit is proposed to g ivr  the bnnks a 3 pcr c,ent \)ontl wit.liout 
thr circufi;tion rivilrge. TI& is believed t.o be nn excellent businmq
policy for tho t).sorernniont, US it could srnrrrly borrow at a lower 
rate than 3 por cent to-thy. Tnliat it will he nblc~todo'nt the end 
of 20 y c m  IS entirely pro~lrmnticnl,but it is a fact thnt tlio circu
lation privilege is worth at  least 1 per crnt, nnd in srirrcntlrriiig it tlic 
banks get no unduo consideration from tlio Government. They do. 
however, mntcriidly fucilitnto tlic procrss of convrrting the old 
nationid-bank notes into the proposed new issue of E'cdcrid resent. 
Treasury notes. 

COST TO THE WVERNMENT.  

That the cost to the Government of this conversion will bo 1 per crnt 
on thc nmount con\-rrt,ctl,or in thc liist nnnlvsir vrry ncnr $7,500,000,
if all the bontls shoultl thus ho surrendrrrcl'is obvious; but it is also 
clear t,hnt the clinngc would, for rriisons stntrtl, bc nn rsrrllrnt inrrst
nirnt for tho  Governnicnt. The cornmit,tw lins nrrnpxrd to giro the 
proposcil Fr(l-rn1 rrscrve board powor to t in  tlie ncw currency at such 
rat,c as it might tlrcm Iwst. nntl should it iniposc a tax of 1 por cont 
the Governmcnt.woultl be rcirnl~umeclfor niiv esrcss interest priynirnts
which it might IJCrrquirrtl to niakc on tlir new bontlu. O v r r  nnd 
n1)ovc this plan of rrt*otrl)ingitsrlf for nn?. lossrs is thr fnct t h n t  thr 
Govrrnnirnt is to rcrcivc a sul~stnntinlslinrc of tho rnriiiiikv of thr 
proposed institutions of retlisrount. If the plnn of tlrr cwiiniitt,rc
should be nrcrptetl and cnrrictl t.hrougli in coniplrto forin.  the rcsult 
would be n profit,nhloono for t,hr (iovornnirnt.

Whatever may he tlw r r l t  i r i in t r  rarnings of tho bnnks, howevrr. 
the committee is convincccl that the coiivoi~ionof tho bontls and the 
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ernment funds. Both for economic mesons and because of considers
tions of the l*c and d' it, of the situation, i t  is desirable to have 
the current receipts of 6overnment doposited in the new Banks 
and its disbursements made by drawing u on these institutions. 
The ' b s s u r g  is in no way interfered with this process save in 
80 far as it is relieved of some routine duty. & is left to manage the 
fiscal af�airs of the Government in precisely the wa that is now 

racticed, but the actual funds are placed with t,he Pederal r w r v e  
tanks, where thuy will continue to be available for the banking needs 
of tbe communit whirh created them and which is responsible for 
the solvency an(9 act,ivity of the business roccsses t,hat afford the 
basis of taxation and thereby supply the Pundamental resnurces of 
the public 'hasury.  

BENEFIT FROM DEP08KT8. 

Too much can not be said of the benefit that  will be derived from 
the continuous depositing and withdrawing of public moneys thrnuph
the Federal reserve banks, as compared with tho present artificinl 

tem of periodically contracting currency through heavy with
g w a l s  due to large payments for customs and iiiternal revenuo 
and of periodically expanding the currency through depositr in tbe 
banks, which, however wisely selected, can never restore the fun.ds 
to exactly the same channels from which t,hry were drawn. A very
large share of responsibility for the anica and crkw of the 
United States must undoubtedlv be to the Treasury system
which has been responsible for this spasmodic movement 
of funds. In unskilled or selfish t.hus bestowed upon
the executive branch of the Government may be, as it has rrt times 
become, most dangerous to the public welfare while it is &!ways a 
source of pave  responsibility mid danger scarceiy to be overestbntod 
in its importance. The usual consideration against placing Goverm
ment funds in tho banks has been that b so domg certain bmks were 
favored at the expanse of others while tKe Government was de xired 
of its legitimate return upnn the moneys that it furnished. bnder 
the propnosed plan, no such dangcr exlsts. Power is given to t,he
Federal reserve board and to the Secretar of thr Treasury, jointly, 
to establish a rate of interest upon public &posits, thereby rendering
it possible for the Government, if it chooses, to w u r e  itself a fs;ir'
adequate return for its funds from the very time that they are placed
in the  banks. Under the section of the proposed bill which rovides 
for a distribution of eornings t.he Government of the United is 
given 60 per cent of all iirt income after the banks hove rmeired 
5 per cent upon their invested capital. The Government iq  therefore 
in position to get its full nntl due return for every dollar tbut it places
in the hands of the banks, while the commuriity has the use of thc 
money thus left subject to the diqposol of trade rutd c,ommt>rceaccord
ing to their ncwwities. Tliis is RS it should be, since it amply pro
tects the Govcrnmmt, sufe~uirrtlsthe public interest, and assures tho 
returns of the profits from the use of the fund? to the Government 
after the bonks have received tho fair gokg rate of return for carryin 
on thcir busincss niitl performing the routme operutions conuect,e3 
with their duties as fiscal ageiits of the Treasury. 
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'fllert. is anotlier aspect of this Treasiiry deposit system tha t  tie
scl'v,=s Irient,ionin this c.onnectioii. 'I%? bill provides for the depositing 
,,f ftill(1s not, in ;my oiw biink, and not i n  :u!cord:iwe with any system 
tl,:lt ,,--onlci.~>,i:icethe nioiievs in  p:irtic*ular group,of Lianks. hut for 
tho &positing of the fun& 111 i% banks 1w frorii time to tune may
bo dt )~~ i i cdWISC, having tluo regard to  an equitable distribution of 
thcLso Inonrys aniong thc different sections of thc country. 
is, howover, retained to make redistribution whrticvcr 
and this nieans that the provision is irnportunt as an adjunct t o  tho 
power of the Federal roservo board over rediscounts und rates of 
llltcrcst as well B L ~over reserves. 

EQUALIZING BESEKVE FUNDS. 

i t  is ovident t ha t  tho Federal reserve board und the Secretary of 
the Trcusury could, by shifting the tltbposits of tho Goverriinent froni 
pl,,c,j to p l w ~ :~LSoccusion tlctiiu~itied,riicot cotiditions of stringvncy
and diiliculty in tho market, or furnish exchungo funds us  occusion 
uppoamd to ro uire The power would naturully bo excrtetl l~cf(iru
ally resort WUY'Plad to  any method of intcrfcrllig with tlie luaus of tho. 
banks or with their rcswvrs, anti would of course bo fur tiioro satis
factory asa nicans of equalizing resources than tho esercisc!of tlie corn
puhor rediscount power. What hus bccn dono by vcirious Srcretnrics 
of the. qrcnsury in times pist ,  and hus bccn succc%ssIullydotic, toward 
tho rc!udjust.rnent of bunking uccoiiiiiiotlutioii, by the iiuiking and 
withdrawal of public dc obits in diffrrvnt ports of tht. country, wit,h 
comparatively mcugibr funis ,  iindrr the p r w w t  Trcwsury system,
gives a faint sug vstion of what. might bo accornplishrtf in the way
'ust indicatcd. h7chave stated tha t  in our jutlgntrnt the use of the 
kroasury funds for deposit purposrs in tlir ti i i im('r rcfcrrcd to has 
never been desirablo arid has frcqucntly rwultrd in lriiiling, through
1ting.continued oniplo mer i t ,  to  nriic or to nrtificiul end injurious con
tiitions of various kinds. wliat5'ins just brrn snid tlocbs not in the. lrnst,
wcukcn tho forco of t,hc grneriil ciLscnwtion thus ri-statctl. The 
tturni rcwdting from pust cfforts of this kind hns nriscsn primarily
from thr fpct thut they w t w  neccssurily carried out  without Uititiilit,e 
knowlvdgc of or close association with the buiikiiig I r i idi i inis l i i  of tlia 
country.

Tho ovil which canit! from tlicso ellorb WLLY tluo to tho lark of 
aria tatioti to existing cotiditions. Iliidor tho ropo.xd plat^ tho 
f i i i i cf3 of tlie Govornmcnt will ticvor b c i  retnovef frorrl tliu uscs o f  
the cornuiorcial cointnunity, but tiicy will cotitiiiuo in tho 
nyjons of tho country wlicru thoy origiliatoct, whilo tliosu 
to h churp~!!dwith the duty of ovots(!e~~ig.the liiarlagc.uiont of Gov
cwiriont f u i i t l s  will hovo n t  thcir disposal tho irifornintion that  is 
I I I ~ I ~ P ~bb c i i a th  tlicrn to wadjust, ticpisib or to grunt ten1 wrary 
i d i d  tlirougli t , I tv  sliiftiirgof (;ovrriiilicriit rcso~irwsslioirltl  con(\,ctlons' 

sucl~lrnlyrwlitircr nrtioii of t l ~ a tkirrtl. Tho sitiintioii will not o d y  Iio 
siwh w wili  put  ur! end to tho  vicious and wlrolly artificiul statcr of 
t h inp  csistiiig undcr t,hc prcsrnt type of 'l'rt.tisurv orptnizntion, hut 
will substit~it.ofor i t  a hdpful  syst,rtn whtrrctiy dcllnite goycmmetit~al
:iiithrit>-, closely iiiforiiietl wiiceriiiiig txitikiiiy wnditioiis and 
(,t)list;kiitly i n  t o r i c i i  w i t h  tlie developriirrit of cwxlit  i t i  :ill parts of the 
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nssociations of the Aldrich-Vreeland law a series of reserve banks to 
be organized in independent dktricts and to do in a better and more 
continuous wuy the services which list1 been expected of the currency
aseociations themselves. 

It has been explained a t  an earlier point that the purpose of any
thorough banking legislation must nwessarily be the creation of a 
means for retliscounting existing aper and for furnishing either a 
bank credit or a n  elustic and reliagle bank-note issue a9 the medium 
b wliicli such discounts may be afforded. Without going more into 
t& theory of this proposition, already tIiorotig11ly well covered, it 
may be stuted that the medium through which the present bill p m  
poses to attain these ends is the oppnization of a reserve bank to be 
entitled a “h’ederal reserve bank” in  each 0110 of tlie i~etloralreserve 
districts to be established lu yruvitlccl in,section Z t j  In briefest t e rm,
then the reserve bank in  euc i district will do for e1istiiig banks what 
an ordiiiury bunk (low for its cust,nmeir; that is to say, it will hold 
their surplus funds, furnisll them loans, offset their payments and 
receipts, trnd sup ly them with the moans of making remittances. 
In broutl theory tPiere will be 116 difFeronce bctween the services per
formotl by the reserve b w k s  or bank and tliose performed by the 
existing bankv for individual customors. Ui~lossit be true that the 
rasehe bariks are p m t c d  some special privilege or relationship to 
the Government there will be no rcason why tlicy should not be 
organizcd upon tho same busis arid for same griierd purposes RS 
existing banks. Indeed, with one or two minor modifications of 
existing law they could be so organized under the present national 
bank act. It is to bo noted Uiat some nationd banks now organked
and doing business in the larger cities perform in a measure ver 
much the stirne functions for smder  banks which do business witi 
them that it is now roposctf to htve the reserve‘bnnks to be organ
ized under this act (Po for the banks that are to be their constituent 
stockholders. The existing bunks which perform this function do it 
for profit, and when opportunity offers make exorbitant returns for 
tlwiwelres on the transactions they ent.er into. The proposed 
reserve banks nre to be coopcrntive institutions, rendenng their 
service for the good of all the bunks thst.are. stockholders in them, 
as wcll 11s for tlutLt of tlie public, wliile the Government is to get the 

jrofits of the institutions. ‘l’lie detrriled functions of the 
reservc I)iinLs cuu bo best brought out in connection with subsequent-
sections, wliere thry tire ctcalt wit,li more elaborately.

I t  is cvitlent t,hut idore  the diffrrent banks can be organized m d  
p~RCC?dit must be decided where t h y  are Co be placed and how hmge 
are to be thc! (listrictsin which they shall operate. For rcwons wliish 
are alrcatly part,ly a )parent arid will be xnatle more so as the tliscus
sion gow on, OIIC suc1I bunk in a tlistrict is all 

r ,  
that ir ntcdctl or could 

pmfit,ui)lyor I)ropwly I)c orgRnizcJ tlirre. I his nwcwit atj- care in 
choosing t,t~c. locations and fixing the size of tlio tlist.ric,ts. Two 
funtlanieiit,nl comitlcrat,ioris are sought in pcrforminR t’his work. 

1. To provi(1e ench sect,ion of the country that constit.utes a geo
apliical anil husintw unit with a reserve bank to serve its local 

Rnks and hold their reserves, making the districts suaciently 
% 	 numerous t,oenable each such section to feel that its wants are met by

its own local reserve institution under its own Control. At the ssme 
time it is recobpized that the districts should not be made so s m d  
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to cut the ca ital of the resexm institutiorm to (I figure that 

make them wea!. 
2. To see to it that reserve banks are ven a capitalization that 

will enable them to do what the are fesigned to do and no
situated aa to avoid any shock to %usinem enterprise resdtiag from 
t,he shifting of bank reserves from exis banks to the new merve 
banks in the way outlined in the present9ill. 

It is believed that the fixing of the exact number of banks and the 
delimination of the distncb are points that can only be exactly met 
after careful investi ation by a properly qualified body appoint4
for that purpose. ft has, however, been thought wise to fix the 
minimum number of such banks to be established in order that in 
,assing the law the community may be assured of ade uate provision

lor i b  needs. It is proper to say frankly that muc1difference of 
o 	inion as to the number of such banks has been expressed, some 
pfacing the desired number as high as 50, others as low tu 3. Those 
who advocate the larger number think that there should be one such 
bank in practically every reserve city, on the ground that the reserve 
cities of the present day owe their existence to a definite need which 
hm resulted in their establishment, and that this need ou ht to be 
recognized under such legislation aa may be passed. 8hose who 
advocate the smaller number think that the banks should be created 
in central reserve cit,ies only. They say that these. central reserve 
cities are now the ultimate holders of reserves and that if they alone 
had t,he reserve banks proposed to be organized under th is  act there 
would be very little friction or difficulty in passing from the existing
r6gime to the p r o p e d  Ian. 

The Committee on 2anking and Currency finds itself unable to 
side with cither of theso groups of thinkers. I t  believes that the 
nuniber of reserve banks to be created ought to be large enough to 
meet the reasonable needs of the country and should not be so small 
ns to play into the hands of those who want to establkh a very hi h 
d e p e  of centralization. It also thinks that the reserve banks shoufd 
be few enough in number to make them really independent institu
tions, likely to look to one another for aid only under emergency
conditions, and hence not in danger of being cont,rollcd by other 
reserve banks. It haa therefore fLved the minimum number 0f 
reserve bank3 a t  12. This number has however not bhen arrir&.at 
f rom theoretical considerations solely, but also as a result of the fol
lowin'. data: 

I .  ?he committee has asked a considerable number of bankem 
t1ir.k views as to tho proppr number of such institutions. Many of 
these bankers were questioned during the heariqp of last winter. 
Among tliem were Messrs. A. B. He burn, who t,hought that if such 
a plan were adopted the number sPiould be one in each clearing-
house district @earings, p. 10); Sol. Wexler, who thought that the 
number should be about 15 @earin p: 623); Victor Morawatz, who 
fixed the number a t  1 in each c%armg-houso district (hearings,

18);Sir Edmund Walker, who thought the number might run 88 
&h aa 20 (hearings, 666); and others. Mr. J. V. Farwell, a well-
known merchant of C&cago, suggested 5 to 7 BS the number (hearings, 
p. 452). 
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leave this analysis of business conditions for which there are at pres 
ent no adequate statistics within reach, to a committee including the 
Secretary oi the Treasury, the Attorney General, and the Comptroller 
of the Currency. In order that they may do their work correctly 
and successfully it will be necessary for them to ascertain with care 
the business connections of each of the principal cities of the country 
in order that the districts in which such cities are located may be 
properly shaped in a way that will not alter the present course of 
exchange and interbank remittances. The task thus prescribed may 
be one of some considerable length, and therefore it has been deemed 
best to leave the establishment of the details and the fixing of dates 
for organization to the judgment of the committee in question, sub 
ject only to the provision that in general it shall be completed within 
a reasonable time. Inasmuch as the work of making the distribution 
and apportionment of banks by districts will involve some expense, 
it is proposed to assign a moderate sum to cover the cost of travel, 
employment of expert assistance, etc. 

SECTION S. 

Section 3 relates to stock issues, and divides the share capital into 
shares of $100. This unit is adopted because it corresponds to the 
unit of share capital in the national banking system, and is there 
fore an easy basis for computation of the share capital which a given 
bank will be required under the act to take out. The fact that it has 
been determined to have the share capital of the Federal reserve banks 
bear a fixed relationship to and be subscribed by the existing banks 
of the country make it necessary to provide some means of recogniz 
ing the growth of the system or its shrinkage, as the case may be. 
The second clause of section 3, therefore, calls for the increase of the 
capital stock of the Federal reserve bank according as thexamount of 
capital in the system increases and is decreased by a converse process. 
This means that no Federal reserve bank would ever have a fixed 
capital, since that capital.might easily change almost from day to 
day. The fact remains that the capital would be a fixed percentage 
of that held by the member banks, while in view of the later provi 
sions of the act it is believed that the amount of this capital could be 
easily ascertained at any moment and the payments to withdrawing 
banks bo made without any serious difficulty. 
A second feature of section 3 is the provision that each Federal 

reserve bank may establish branch offices subject to the regulations 
of the Federal reserve board not to exceed one for each $500,000 

capital of the stock of each Federal reserve bank. After due study 
it has been required that such branches should be established only in 
the district in which the Federal reserve bank is located. Branches 
of different Federal reserve banks will, therefore, not compete with 
one another, but will be simply offices established for the convenience 
of the member banks, facilitating their relations with the Federal 
reserve bank in which they are stockholders. The question may fairly 
be raised whether a Federal reserve bank should be allowed to estab 
lish one office in each of the other Federal reserve districts should it 
so desire, but after due consideration it has not been deemed desirable 
to permit such an extension of the power to create branches. 
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SECTION 4. 

Section 4 provides for the incorporation and organization of the 
federal reserve banks under the conditions already outlined in the 
preceding section. Fundamentally the purpose of the section is to 
authorize the incorporation of such a reserve bank in each district 
with powers precisely analogous to those of national banks except in 
so far as altered by the act itself. The organization, officers, and the 
like of the reserve banks will under the terms of this section be the 
same as those of the national institutions. There is no reason why 
any important distinction as to type of organization should be drawn 
or exist between the typical reserve bank and the typical national 
bank. This is worthy of special note because of the claim that 
Federal reserve agents, whose functions will presently be described, 
would practically be the active managers of the reserve banks. They 
would m fact be chairmen of the boards of directors, but as in the oase 
of national banks such a chairmanship might be more or less active 
according as the bank itself chose to determine. ' 
The first clause of section 4 provides that a "sufficient number" of 

banks having made and filed with the comptroller a certificate, etc., 
shall thereupon be organized. As was provided in section 2, the 
minimum capital of a reserve bank is to be $5,000,000, so that the 
sufficient number referred to would mean in practice banks having a 
joint capitalization of at least $50,000,000. The sections of the 
national banking act referred to as defining the powers of the banks 
in question are those which'state generally the limitations upon the 
functions of national banks and the rights and authority vested in 
them. The final provision of the first paragraph of the section oivijig 
to the Federal reserve bank a charter life of 20 years is the same as 
the corresponding provision of the national bank act. The power of 
Congross to dissolve the bank at an earlier date if desired is likewise 
identical with the power reserved to Congress in the case of national 
banks. 

In dealing with the organization of the reserve banks the bill pro 
posed by the committee has sought in section 4 to furnish a demo 
cratic representation of the several institutions which are members 
and stockholders of a reservo bank. To this end, the directorate in 
divided into three classes, each consisting of three members, while tho 
stockholder banks are similarly divided into three groups or classes. 
The bill provides that the election of one member of class A and one 
member of class B shall be intrusted to each one of the groups into 
which tho stockholding banks are subdivided. As it is required that 
each of the banking groups thus created shall contain approximately 
one-third of the number of banks in the district, it is clear that the 
banks comprising one-third of such capitalization would have a rep 
resentative of tljeir own in class A and also in class B. It might well 
be that the one-third in anv given district would include a very 
small number of banks and that the director in question would thus 
be the representative of but few institutions. This, however, is 
deemed far better than to permit of the general choice of directors by 
all banks voting indiscriminately, it being the belief 6f the committee 
that by the method proposed each group of banks will preserve its 
autonomy and secure due hearing on the board of directors. 
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BEGTION 6. 

Section 5 d ~ a l sentire1 with the method of incrtming and decreas
iiig the cnpitul stock of 1 ,'ederal reserve bnrlks and the effect thereon 
of  ciirwspoiiding changes in the stock of inoiiiber biinks. The gen
~ r n lpurpose is to require ~ ~ i c i n b c rbunks to ny additiotiiil pro rata 
subwriptiorlu HS tlicy incressc their capitaP stock and LO perniit
tllriti to withdraw cnpitul suhscriptions in the snmr mtiruier as they
rcdurc. thcir cupital; or, Ui  case they go out of I~usir~t~ssentircl 
throufll. failure or, liquidtition to pcntiit t . l i ( L i t i  to W i t h i l t x w  tlle c:isfi 
pn i l i  i t i ,  t ~ s x u i n u ~ ~ ,of conrse, that tlicr(%has I)c*cnno Ioss sirIIicicnt to 
ui ipi i r  t l i t  cnpitul of the rwi*rvc biink. Should such u IIWSoccur 
the rcwrve blink would presuniiilily hiivc e a l l ( d  snflicic~ntof the uti
pltitl sirl)sc,ri)tioils t o  rcstorc it.s capitrd to t l i c  (>riginti1tiltlotint, i l l  
wliich ciiw 1\ I(! u i t i i d r a w d  of u suni e q i i i i l  to the original clis!~ptiicI
subscription would siiii )IT give. tlic h i t i r k  what it put  in ill tlle t i n t  
plact., t l i c  Iiiss I iwi r iwf i ih  having IICWI borne by its cotit tibutioii 
i i i ~ ( I t *on rnll. wliil~itiotiupon the t r a d e r  or  iiypc~ttrt~ciititm

in n Iitiiik is, of course, ricc~c~ss::~i~yof s1i:~t~w in ordt:r to 
prestwt, the r w v e  b:ink frorii c(!:isirig to  I)c R clriiioc.r;it i t .  orpriiza
tioii co,iiposcd of nienibcvs coiitribut iiig i i i  :I like pro rtttir ptyipor
tion of thc~irnctunl tiv:iihIJlc rnsh rrsourcc'n. Any othw p l a i i  rriipht
result in t h e  coiicentration of s1i:irc owricwlii > in n fcw hnri(ls. The 
intc*iit.of the b111 is to  have ni l  I):iirks vote :ili Ice tit rlectioiis uiid RS n 
prcliiiiui:ir,v rcquirmtent to enforcv tho rrtcmt ion of rclutil pereelitage
of capihl  by each in the busiitcw of Fetleral rcserve banks. 

SECTION 6. 

Section F is corn lementnry to section 5 arid rncwly provides for 
the treiitiiicnt of tPie stock of Fcdcrul rvs(*rro bunks ix~loiyiiigt,o
niember bauks which become insolvent. The fundaiiiciital itloa in 
it is that of intrusting tho Federal reserve bank with the function 111 
the c i m  of a failure of deducting from the originnl uniount of the 
failed bunk's subscriptions any dchts or clninls due fi-oiii said hisol
vent bunk to the rrserve bunk nnd puying the rest to t h c :  rcceiver of 
the fitilcd bunk. This, in cflect, gives the rrscrvc blink u prior lien 
upoii the assets of a failcd nieriibcr bniik up to the tiriioutit of its 
e~isli-p~iidsubscription which of course is n cxrryhg out  of the prin
cijilc irivolvrd iri requiring thc nieriibcr b:iiiks to subscritw 21) per 
c c i i t ,  rilthougli they p ~ i yup but  10 er cent, of their y s h  ctrpitd u s  
c~~iitiil)iitiotito the stock of tho FetPera1 rc'sc'rve baiik of x-liicli they 
are ~iiellibcrs. 

SECTION 7. 

I n  section 7 i t  is rovidetl that the cli\-isiw of eiirninp of Fetlcrd 
rescrYc L:inlcs sh:d Go suc~h11sto five t o  thc  < hserniilc~ntii t l u c .  sli;irc 
of tlit: ~)riicvetlsof the bttnking oiicriitioii :iftvr what is cwisi~ltwllIL 
fair rcinuricriitioii for FwIw;il rcsvrve 1):itiks tlic~tuselscshiis bccii 
proritled. It is d s o  sought to tlovoto the slivre of e:iriiiii!y pliiig t o  
tho (;overninerit to tiit. ro(lur.tion of the public tlrbt. 1 1 1  gcmcrril, t h c .  
pro':esu of di\-itliiig tlie enrniirgs is tlioiai1)lc into three sttigc's under 
this section: 

(a)  Yhc first step in tho ) r o w s  of tlivicling the prnccwls of tlw 
. _ ' 
bauking operation is that  o gi\ing to tho subscribing be& wh1~11 
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OWB the stock of &a Federat reserve banics a ~ U Qreturn f o r  tlla use 
Of thek funds. %is, aftcr tiue considerat.ion, har, been fixe 
cent-a rate of cfivirtend which, however, is to be cun1nlutire.rit 5TK;
should not bo confused, RS htw been ciono by some critics of t,hs pro

osod bill, with a rate of 5 per cent from the ca ital of the b s n h .he banks, of course, will not set mitie t; pnrt of d e i r  capit.al for t.his 
subscription but will tlevote II art  of t h r  rurrent. funtls to it .  T h o  
real qwstion thon is witcdier t!e rnto of 5 per caent rtqprcscnis nbout 
the nornid rate of return from currrrrt Lmnk invcwtrnent,u. f 'orisider
ing tho high ohara&x of the security offered we are of tho opinion
that i t  Jom do so. 

( b )  ' h e  second step in  ciigposine of tho e%rninpis that. of tbe 
accuniulntiofi of the surplus. lV2iilo it is not sul)i,ost?tl t,hht. the 
Fndcral reserre banks n.111 inc.ur swcre losses, on ~ i k t ~ c o u nt o! t.lieir 
conse1 wtive nat.ure and t11e nusl1ic.c.s utider witkiii t h e - v  tire fo be 
carried c i n ,  i t  is brIievet1 that. t,iie st:cun>ulfit,imof t~ SI:I$IN 1.0 fur

nish un intwtismi souwe oi barikinp c,irl)itid for tho re 

and so fttr tis prtwticiible t.o 0brint.e riny ntwwi:j- r i i  ciriiiry for anv 

of thc unpaiti batances of the origiprrl ciapitsfti su1)st.riirtions IS highly
desirable. ( )no  hdf  of ti11 net earmnp ,nftcr tit.tmi<iingto t,tio chirna 
of tho 5 er wilt curuukative ~livi~lcnd13 therefore to be tlovuteqk to 
the surpfus until the s i 4  sur$ua a r n o ~ ~ t st,o 20 per cent of the 
capital of thc hank. Tho remtiining one-hnlf is to be divided in the 

ro ortion of three-fifths to the C;ocernment and two-fifths t.o t,he
!a& ' 8  stockholdrrs in the rnt,io of their avrrnge bdmrL* with tho 
Federal rwcrve bnnk for the preceding yclar. It will be ohc+rvoti 
that  this iutrotlutcs B new priitciple of tilstribution of earnings not 
based upon relntive ownerdup of capital stock. More will bo stlid (>f
this point very shortly. 

(c )  The t,hircl md tmnl step in disposin of t,he earnings relates to 
the distribut,ion nft.er surplus hits been fu!ky provitlrtl for. Sul.tion 7 
wodd give thrre-fift:lls of all mwninp aft.cr the surplus is ttikeu <:are 
of Lo the Government nnd two-fifths to the niembur banks in propor
tion to their annual a r c r i p  baluncw as before. 

I t  is worth while to consider with some care what this plan of dis
tribution would signify. Assume for the sake of argument t,Iint the 
rak of earnin of the Fedcral r(+scrvehanks is about idcnticul with 
that rcpcrted ty the comptroller for the national banks of t h  coun
t,ry,or, roughly, 9 per cent. Takin 9 per cent as t'he,figure, this would 
mcm that  with a total capital oP$100,000,000tho etLrfiillgS f O T  t l io  
first yem would be $~,000,000. Of this sum, $S.OOO,OuO would he 
roqiiired for the dividend re( uiremmts. This would 1~1-i-e,P4,000,000, 
of n h k h  $2,000,000 would ie carried to surplus arid the remaining
$2,000,000 would be divided as aforesaid in tho  propert.ion of 
$1,200,0OO for the Government and $XOQ,OUO for the  stockholding
banks. It is,  of C O U ~ Q ,impossible to st,ate exactly how the division 
betwcen tna  stockholding bankswould finally turn out, since it can not 
be defiiiitely stated What balances they would carry with the reserve 
ban'ks. 

TEE: OOVERW~ENT'S SHARE. 

It, h e  frequent1 'been nsked why the Government shouki be 
ailowed to sham in t$e earnings of Federal raeerve barks nt all. There 
me two rewona of conspicuous and obvious chsract.erwhy i t  should 

L 
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do so: (1) It vests the Federal reserve banks wilfr the sole and ex 
clusive function of note lending, from which all other banks are de 
barred; (2) it places the public funds with the Federal reserve banks 
to an amount certainly vastly larger than that of any other depositor 
and equal to the combined deposits of large groups of banks. The 
distribution of earnings upon the basis of deposit balances would 
give to the Government a large share of the profits in any case and 
when the present national-bank notes shall nave been replaced by 
Federal reserve notes it is obvious that the function of note issue will 
result in a large volume of earnings which the Federal reserve banks 
could not enjoy were they to share this power with other banking 
institutions. To a substantial share in this earning, leaving for the 
reserve banks only a fair compensation for their services in taking out 
the notes, the public is evidently entitled. 
The provision that the earnings of Federal reserve banks in so far 

as paiu to the Government shall be regularly devoted to the reduc 
tion of the bonded indebtedness of the United States is manifestly 
a proper use of the income in view of the fact that the Government 
has incurred an additional interest charge upon its outstanding bonds 
for the purpose of persuading the banks to surrender their twos from 
time to time or at the end of 20 years for the purpose of converting 
the twos. By gradually applying the earnings received by the Gov 
ernment to the reduction of the outstanding bonds, selecting those 
that are available for circulation, it will be possible to maintain a 
moderate market demand for the bonds ana at the same time to 
efiV-t a gradual reduction of the outstanding indebtedness as well as, 
of course, a corresponding reduction of interest charges thereon. 

Attention should also be given to the provision exempting Federal 
reserve banks and the stock held therein by member banks from 
all classes of taxation, save such taxation as may be imposed upon 
the real estate held by these banks. In view of the increasing burden 
of taxation and of the Federal income-tax law, which now furnishes 
an additional draft upon net earnings, this exemption is likely to prove 
of material importance, since it amounts to an exemption of a cor 
responding proportion of the funds of member banks from the pay 
ment of taxes to which they would otherwise be subjected. 

SECTION 8. 

The essential features of section 8 are: 

1. The grant of a year's time within which existing national banks 

may make up their minds whether or not to take out stock in Federal 

reserve banks under the provisions of the proposed bill; and 

2. The provision that in the event of an adverse decision on this sub 

ject such national banks as may reach a decision of that character 

shall be dissolved the remedies now provided by law against such a 

dissolved bank shall not be impaired. 

This in effect means that every national bank now in existence 
must within a year either (a) take out stock in a Federal reserve 

bank, (b) become a State bank under State laws, or (c) leave the busi 

ness entirely. It is evident that any measure of legislation which 

imposes substantial responsibilities and burdens upon banks will be 
opposed by some of them, and that unless they are required to assume 

their duties to the community, they will if they are permitted to*make 
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a voluntary choice between their present condition and that pro osed 
for them, elect to continue as at present. No matter how aivan
t a  eous a plan proposed by Congress might be, many banks would 
re8 .use to go into i t  out of sheer Inertia. This was tho condition of 
affairs found bv experience to exist a t  t’he t,irne when the nationnl 
banking act was first adopted, and i t  will be repeatrd t.o-day if the 
whole matter of assumin the new responsibilities prescrihrd by ISW 
is left optional with the %nnks. I n  view of the fact that, t,he h n k 9  
hnve their own renirdy in their own hands, in that  thry rnrty rwhartrr 
under St.nte laws if  they desire, the mctmure recommended iri wctirrn S 
is deemed entirelv proper, not, to say indispensnlle. The roninijt,t,re
does not believe &at it, is the province of (‘ongress ta bribe or induce 
the hanks to  entcbr the new system, hut rather to lay down equ i t ; r~ l e
conditions and then to require their acceptance. 

QUESTION OF l i  COMPK~LSION.” 

Much has been said by o ponents of t,heproposed hill with rrference 
to the question of nhrit tEev call “conip~ilsion.” Ry this is meant 
the requirement of the bill that national banks shall subscribe to the 
stock of the Federal reserve banks of t.he districts in which they are 
situat.ed, or if they do not choose t.o do so shell loare tlie natitnial 
banking systeni by surrendering their charters. ,k few persons have 
been dlsposed to contend that there was some illegdity or “uiicon
stitiitionulity ” in this section of the inensirre-a cluini which i.rrradily
dispelled by referring to existing lekislation bearin upon the power
of (‘onnress re rartfing the amendment or repeal of corporate clier
ters. ?‘hose wBo complain of t>liisprovision, however, need not be 
dealt with simply upon t.e.chnics1 legnl grounds, as tho suhject has 
II very much broader bearing, snd we believe th s t  tlicre is no one 
who would wish to visit m y  hardship or injustice to t,lio I~)aiiICJsim
ply because C’ongress was within its legal ri hts in so (loinn. The 
general considcrations which make , i t  entirefv warrailtable for (‘on
vess t.o impose certain burdens upon R S  condi-.ticns precedent t.o the grant of 
tions are quite evident. They appear in all of tho various more or 
less stringerit. and oIicpt>usconditions hiid down in  tho natiiinnl-l)utik 
act for the giiitinnce of t.he conduct of banking, assocititions. They 
ore also secn in the restrictions im used fly practically all foreign Gov
ernmcnt,s upon the conduc,t of tfe bankmg institutions under h i r  
jurisdict,ion.

The Gorcrnment, in granting to such banks the power and privilege 
to  opcrate under the prot,ection and with the presti e of charters ema
nnting froni itsclf, nsturally is authorized to maEe these privilcgrs 
contingent upon the scceptanceof suc.hconditions as it may deem best. 
Nor is the rwgument solely to be rested upon these considerations. 
The p r o p o d  bill ill ultimately place the banks of the country upon 
s far more librrul basis than that eccordod to them by existing law. 
This may be drmonatrsted, among other methods, in the fouowing

By the t,erms of the national banking act banks must, in order 
to wome national banks, purchasr? and dapusit with the Treesurer of 
the United States Government bonds as security for ckculntion. Thie 
requirement is nominally 25 For cent of capitalization for banks u$> 
to $150,000 capital and 550,000for all above that level. in reality 
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the requirement is much stronger than t.his, inasmuch as no notea 
can be taken out without a depoait of Government bonds behind 
them. Inasmuch BL) the s u p p l p g  of not.= is absolutely nec.easa 
if the banks are to meet the needs of their customers even in a rnox 
erate degree, the proper measure of the burden imposed on them b 
this re uircment is the volume of the bonds that they have purchased:
AS is &m-n elsewhcre in the present report,, this volume of bonds is 
now something likc $750,000,000, or very nerdy threcqirnrt.ers of the 
capital sbock of t.he banks. The proposed h;U arranges for releasing
the banks from this required investment and substitutes in lieu of it a 
required investment equal to 10 per cent of their ca ital (paid up),or 
not to exceed $105,000,000. This is oneserenth of . )the amount now 
invested in bonds. Inasmuch as the proposed bill allows t,he conver
sion of existing 2 per cent. bonds into tfirces a t  t,hr rnte of 5 per cent 
per nnnum, while it gives the banks n year within which to enter the 
proposed reserve banks as stockholden, it is evidtwt that within one 
year from the latest date set for the sulmcri )tions to the cnpital stock 
a bank owning bonds e unl to capital would have been able to obtain 
through convepion a n 8  sale of its securities an amount equal to the 
re uired investment in ca itnl 

%he answer may be maSe to’this statement thnt the earninp upon
the inrcst,ment in bank stock are unreasonably and unnecessarily
small. How much they will be is of course a rnatt,er of opinion, since 
no one can predict the actual profit8 of the Federal reserve banks. 
It iq, however,worthv of notr that  cven if the earninp were onlv 5 per 
cent they would be in excess of the  eatimHted earn inp  tiwived from 
national bank-note i s s u t ~ ,which have been notoriously unprc&tuljIe
for a good while. The b a n h  receive the 2 per cent on tlicir bond 
investment and the current rnte of interest on their notes ( rovided 
thcy can krep them in circulation), but they nro obliged to eear the 
cxpenses of engraving and xintinv, redemption, etc., so that i t  has 
long been axiomatic that  tl c lproFits on hank-note circulation were 
very small-so small thiit mnny banks have taken out few notes, somo 
even holding their requircd minimum of bonds without taking out 
an>’ c:irrcncy. From this showing it is evident .that the idcs of,‘ ct)mpulsion,” instend of being a novelty is a. very old one, as well ns 
one t lint k widely accepted among c i r i h d  countries t.odnp, while 
the scveiity and dcgree of the compulsion as to the use of the bank’s 
currcnt funds entailed by the proposcd bill is very much less thnn tiint 
involved in the provisions of thc present nntional bank act. There 
is in �act no reasonable basis for the complaint with rcgnrd to conr

guLsion. Nntional banks after the passage of thz proposed bill will 
e freer, more able to disposo of their funds as they choose, and far  

less subjoct toscrious htorference with their legitimate use of reeouxee 
than they are to-day. 

SECTION 9. 

Scct.ion 9 is a enern1 permission to anv State bank t~ bocome a 
national bnnk an8 ’thereby to become eliiible u on the same terms 
aa nat.iona1 banks for membership in a%edera P reserve bank as a 
st,ockholder. The provisions follow substnntidly the lines now lirid 
down in tho national banking act with referenro to tho convorsion 
of State  banks into national in&utions and necd uo considerable 
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F’ind , it been thought wise to insert a rohion &st a t  Iemt 
one of tJe four Persons so chosen by the Presif;ent BhdI be an expe
riehced banker. Thie, of oouree, does not mean that other membere 
of the board would be inoxperirnced in or ignorant of banking. On
the contrary, the assumption is that thry would not be chosen unless 
at  lrast tolerably informed in the bankulg field, and that in all prob
abdit they would be not only experienced in banking but men of 
broaY business knowledge and culture. This, however, is a matter 
that must necwsarily be left to the appointive power, which not 
only should but must, in ordrr to give good results, be vested with 
discretionary authority sufficientto enable i t  to make careful choice 
from amon all of the best material available for such a board. Itfmight easiy be that a n i m  of high business caliber, thoroughly
desirable as a member of the board, would not have had a technical 
banking ex wrience, notwitlist,unding that he might be well equi )ped
for the woh. ‘l’he (’omptrollrrs of the Currency in times ast tave 
not always been bankers in the technical sensc, and some orthe most 
efficient amon them have had least technical experience in banking 
at the time wfien they assumed officc. It is therefore believed safe 
to v a t  this whole matter in the hands of the President With large
authority, bcliering that he will be able to use the same care and 
discrimination that he em doys in choosing the Su reme Court of 
the United States. For obvious reasons it is consif;ered wise that 
every member of tho Federal reserve board designated by tho Presi
dent shall surrender any bankin connections he may have had a t  
the time of his nomination, anf for equally obvious reasom it is 
deemed best that the board shall mnually report to the House of 
Representatives, thereby establishing a direct relationshi between 
the board and the Congress. The President is authorizeB to desig
nate one of the four appointqes as manager of the Federal reserve 
board and one as vice man or, this bem deemed Wiser than to. 
throw upon so small a board”ae dut of se7ccting executive officeret 
from among its o m  membership. & desipating the Secretary of 
the Treasury as ex officio chairman of the z1 ederal reserve board the 
bill aims to preserve the general concept of official res onsibilit and 
duty which is fundamental to the conception of t&s board: In 
ordmar times the Secretar of the Treasury’s relation to the board 
would ZIe largely formal. Pn times of stress or sudden dan er he 
m’ ht become an active and effective workin member of the La rd .  

The final paragraph of secbion 11 is intenfed to make the Comp
troller of the Currency in all res octs answerable to the Federal’ 
reserve board, t.hereby k i n  this eoard the practical connection it 
nee& with the nationaf - Bs of the count which are under theban 

tdirect supervision of the Com troller of rge Currency. “him ie 
believed to be desirable, inwmucg as the Com troller of the Currenc ,
although a member of the Federal reserve goard by virtue of tKe 
earlier provisions of this section, might otherwlse not be held to be 
answerable to the board in his oEcial c a p d t y  ria the chief of the 
national banking system. aph referred to now makes him 
responsible to the ‘Secrets o the easury acting as the chairman 
of the Federal reserve boar3,” which implies that the board would 
have power to instruct the comptroller upon all nec.assary matt.ers,

through the chairman, whenever action aRecting the 
nationalpreferabl% anke in those rwpects in which they am subject to the 
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called for. T h e  proviso at the end
.makes it evident that there 
UI this imposition of rwpon

as at present under-
is to the Secretary

of the Treasury,who is his chief under existing circumstanca. 

8 E d I O N  12. 

\ %  In thie section are set forth the basic functions bestowed upon the 
Federal reserve board." These are not all the powers given to the 
board, it having been necessary to dmtribute varions other minor 
grants of authority throughout the bill in the connections to which 
such grants of authority specificall relate, The provisions of n e a  
f'ion 12, however, cover sufficient9y the fundamental authorities 
beatowed upon the reserve board. Them may now be taken up in 
order : 

(a) In paragraph (a) is given the authority to examine the 4 a i m  
of each Federal resorve bank, to require statements and repork, and 
to  publish a weekly showing of condition. This is substantially the 
name kind of authority which is to-day exercised by the Comptroller
of the Currency with respect to national banks, exce t that it ie 
more constant, close, and mtimate as the d ie ren t  nafii%Xihe-caie 
re,ques. The powers thus bestowed are identical with those 
to the supervismg=f&in control of the central banks of redurope,

3 T n  p"st%gfaph (b )  is given to tho board the authority (1) to 
permit or (2) to require one Federal reserve bank to rediscount the 
discounted primo paper of other reserve banks. Much has been said 
of this rant of authority and it therefore deserves careful analysis.
In the &t place, it is evident that this ower is not different in nature 
from that which is exerted by the heas office of a central bank pos
sessing several branches. Such an office can transfer funds from one 
to another, and withdraw the service of one for tho service of the 
others. It can, moreover, employ the resources of one portion of the 
country for the advantagebf other portions or for the pur ose of safe

uardiug them at critical times if its managers deem EIUC! .actions toF,e wisest. Those, therefore, who favor the idea of a central bank 
with a single head office, favor it because it grants j u s t  this poyer 
to dispose of the resources of the one section for the benefit of another,
and must in consequence find themselves logically driven to a recog
nition of the view that such authority to transfer funds and to mass 
them at points where weakness has bern indicated is 10 erly to be 
exerted in the interest of the public. In the proposccr)b$ the exer
cise of such a power is subjected to restrictions which would mani
featly and unquestionably make its use sporanic and exceptional,
in so faras it resulted from the exercise of a power to compel the redis
counting of aper by one Federal reserve bank for another. Section 
1 2 ,  in speclirc terms,explains that the power is to be-exerted only
"in time of emergency ' and by a unanimous vote of the reserve 
board. It, moreover, im oses n penalt charge of from 1 to 3 per
cent u on the grant of suci an accommoiation. The power is clearly
much Pws than that which has been advocated by friends of the 
central bank idea, inasmuch as it auggesta an exceptional or occa
sional resort to IUI expedient which would be the staple of everyday 
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business under a central banking plan, such as that proposed by the 
National Monetary Commission. The other side of the function --that 
of permitting Federal reserve banks to rediscount for one another— 
lias also been objected to on the ground that such baiifks should be 
allowed to deal with one another freely if they choose. The com 
mittee does not concede this view, but believes that the banks should 
not thus be allowed to deal with one another except under oversight, 
in view of their distinct character as reserve holders. 

(c) Paragraph (c) grants the Federal reserve board the nower to 
suspend the reserve, requirements of the act for designated periods 
if in its judgment such action may be deemed wise. There is nothing 
unusual or^revolutionnrv in this requirement, it being in practice 
somewhat akin to the power granted the Comptroller of the Currency 
in section 5191, Revised Statutes, where he is practically able to per 
mit national banks to go below their reserve for 30 days. In practice 
this power is constantly exercised by him subject to his judgment. 
The power is suggested*by the* process of "suspending the bank act 
in England, and as a desirable administrative function in every case 
where a fixed reserve requirement is employed. 

(d) The power to supervise and regulate the retirement of federal 
reserve notes granted in this paragraph is of course a necessary 
concomitant to Government control of note issues, a matter to be 
discussed in detail in connection- with the provisions for note issue. 

(e) In paragraphs (e), (/), (</), («, and (i) are conveyed powers 
which are. largely self-explanatory and about which there can bo little 
or no question, granting the general idea of effective..Government 
oversight through a Fed^jrcserve boar3 uor some ymilar organ-

^W view of the fact that the Federal reserve board is vested with 
functions other than those formally enumerated in section 12, it may 
be worth while to list the chief powers conferred upon the board by 

the act as follows: 

POWERS OF THE FEDERAL RESERVE BOARD. 

To readjust districts created by the organization committee and croato new ones, 
tinK upon a joint application made by JO of the national banks within an existing 

dlT'"repii*ate the establishment of branchea of Federal reserve banks within Federal 
rpuprvp'divtrict in \vhi«-h bank is located. . , 
reT^S hreo (class H of the nine members of the board of directors o each 
Federal reserve bank, one of these to be chairman of the board with the title of 

KSr«SSW to maintain a local office of the Federal reserve board 
,n tho i.ronSos oMhe Foci oral reserve bank. He shall make regular report* to 
Federal reserve board and be its official representative 
ToTemove any director of clam li (business men) if it should appear that he does 

no fatty represent the commercial, agricultural, or industrial interest* of his district. 
To remove chairman of Federal reserve bank without notice, 
o es abHsh by laws uoverninR applications from State banks and trust companies. 
?)f the mVr Dersona' • • • appointed (by the President) one shall be de*u?-

ted manaeer anTone vice manager of the Federal reserve board/' The manner, 
SS?™"S of the Secretary of the Treasury and board, shall be the active 

^^^ Fedef .reserve banks for estimated 

iai^^ 5SSL reserve 

paper of aay other Fet3«ral rzmrve bank. 
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To suspend, fnr a period lint esctrecling 30 ilays (and to reiivw snch siiy~ension

for periods not to exceed 1.5 days), any and every reszrw reqiiire!netit siiecitird iir  
this act. 

To snperrise and regnlak the issue and retirement nf Treasiiry n~rtesto Veil-
era1 reserve blinks. 

To add to the nnniber of cities classified 11s reserve and cents:il reserre cities 
ting IRWin which natinnal h,anlring assnci:lti<ins a 
itirenients set forth in section 21 of this art,  01’ to r 

reserve or central reserve cities :ind to drsignntr the hniiks therein si1hi:i tcrl ;IS 
coimtry banks. a t  its discretion. 
To reonire the remoritl of ot�iciirls of Federal rwerre h;iriks for ini~mneteiivs, 

cterelictfon of (lnty. franrl, OP ileceit. 
To require the writing offof dnnbtfnl or rvnrthless iwhclts ir[mii the trimk, :1n11 

balnnce sheets of Federt-1 rclserve banlis. 
Tn sns~wntlthe fiirther nper:itions nf wn$ FeiIer:iI reserve t):lnli :Inil rlplniint ;I 

recrirer therefor. 
To perform the duties, fnnctions. or serritw specified or iniplird in thin act. 
To drterniine or define (siibject t u  stil~tiIatio!is)the rharacter of p a p r  eligible

fnr discount for member banks. 
Tn prrscribe regulations for purch;ise and s:ilr hy Feilernl rwvrve hainks of 

hnnkers’ bills. etc 
To review and determine the niininrnm r<iteI)� rliswnnt estnlilished by Ferler:il 

reserve banks. 
To authorize estahlishnir~ntof branches of Ferl t~nlreser7-e bunks in foreign

ronntries. 
To authorize the iwnr of Federal reserve Trensiurp nntrs. 
To receive, thrnngh the local I~’erlei*nlreserve agent. applicatinns from Federal 

reserve banks for notes, snch apljlicntions to be nrmmpanied by rediscnnnted 
notes for deposit as  vollateral security.
To reqnire Federal reserve hank to maintain deposit in money of ;ip r  cent ( i f  

notes issued. 
To grant in whole or in part or to reject entirely the application from Federal 

reserve bank for notes. 
To establish rate of interest on notes issued. 
To prescribe regnlations for snbstitution of collateral. 
To make and promnlgate regnlations governing the transfer of fnnds at  par 

among Federal reserve banks. 
To act. if desired, as rlearini: house for Federal reserve banks. 
To require, in its discretion. Federal reserve banks to act 8 s  clearing hon 

for shareIi~i11li11ghanks. 
To prencrlbe regnlations fnr the recall and redmiption nf a l l  nntinnnl-hank 

notes outstanding after 20 years.
To reqnire extra exaniinationx of nation:il hanks when ilwmed neressnrp..
To deternrine and report annually to Coiigrpss tixecl s;i l~~riesof ali h:ink 

examiners. 
To assess npon hanks in proportion to assets or resnnri’es lhe esprnse of 

esaniiriations. 
To fix a date for snrh assessment. 
7’1) arranze for swciai 01’ rxriodicai es:iininatinns nf int3ntlirr banks for ac

w n n t  of Feilerni reserve hanks. 
To rereire from Feilrral reserve h n k h  infnrn~ationconcerning the conilitinn of 

any national hank in its district. 
To order examinations oP natioml banks in reserve cities a s  often as neeessarg. 

not less than four times a year.
To ad11 to the list Of cities in which n:itioriiil banks shal l  not Be perniitteil to  

Ioun on real estate as described. 
T o  receive applications froni nationnl hanks hairiii~.51.000.M011rinnre mpital for 

the estnhlishment of branches i n  foreign conntries, to reject o r  accept snch appli
catinns, and to prescribe conditinns nn(1er which snch brandies niziy he ngenetl.
To require exan!inations of foreixn branches as it miy clreni brst. 
To regutlate savings departments of nntiounl banks a n d  to prescribe their 

investnients. 
SECTION 13.  

Section 13 provides for the creation of n Fetleral ac1visor.v council 
ii-hich i s  to consist of as many members as there are Fetler:il reserve 
districts, each such district electing throlIgi1 the t m r d  of directors 
of its Feder.;il reserve bank :I Ivpreseiitatire of t l i ; i t  briiik Tlie frnic
tions of t h i s  bonrd are n.liolly :iclvisory :ind it n.011ld ttnioiint ~iirrrly 

I 
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to a means of exprrssin banking opinion, informin the meme 
board of conditions of cre5it in the sevr.ral districts, an% serving as a 
source of information upon which tho board may draw in caso of 
necessity. The desirability of such a body as a sourea of information 
and counsrl is obvious, and it i s  believed that it gives to the banking
interrsts of tho several districts ample power to mako their views 
known, and, so far as they draerve acceptance, to secure such accept 
ance. 

SECTION 14. 

In sec.tion 14 is srt fort,h tho fundamental business urpose of the 
ederalbill in providing for rediscount oprrations. The 2 . reserve 

banks arc a t  the outset nuthorizrd to receivc current drposits from 
their stockholders or from the Government or from other Federal 
reservo banks in so far as the latter may noed to keep funds with them 
for exchnnvc purpascs.

The fun8nmcntnl  rr uirrment t,hroughout all of the discount s e e  
tion of the proposrd b?U is t.hat antecedent to the performance of a 
service by a Fcdrrd reservo bank for a mrmber bank which applies
thrrrfor thr mrnibcr bank shall indorse or arantee thc obl‘ ations 
which it o f f rm  for rrdiscount. Subject to tris rrquirrmcnt, t% .r pro-
posed bill first of all provides that notes and b i b  h%vinga maturity
of not ovw ‘30 diiys and drawn for agricultural, industarid,or com
mercial pwposw or the procwds of which hnve brcn usc8.d for such 
purposcs shall br adiuittrd to rcdiscount. The mraiiin of this pro-
vision is brirfly thnt any pspcr drawn for a legitimate f .usinrss p u r  
posc of nny kind may be rrdiscountrd whrn within 90 diiys of ma
tarity. It dors not mrnn that tho p~ rr thus rcdiscouritrd shnll 
have brcn originally made for 90 d ~ y s ,t! u t  that it shall hnve at  thn 
timr of bring rrdlsrountrd 90 dnys more to run. Thus a pnprr
drawn for 120 d;iys originally cou’ld be rrdiscountrd whrn it W*M 
30 (lttys old. In virw of thr F r a t  difficulty of drfining “commc-rcid 
pzprr,” thc actual dvfinition of thc same has brrn lrft to thr Frdcral 
rrscrvr board in ordrr thal it may adjust the drfinition to the prim
ticrs prevailing in diffrrrntpbrts of thr c,ountry in rrgard to t.he txans
actioii of businrss and tho making of a er For obvious reasons it 
is forbitiden that any such pnpvr shnI ; [ .e admitted to rediscount if 
n i d r  for thr purposr of carrying stocks or bonds. 

It WRS felt t,liiit,iu some pnrts of t,be country the permission to 
reclisrount, p p e r  hiiring a mitturit of 90 ( l a p  might not fulfill rtU 
of the rcquiremenls inipose(1by the 9 , .usiness practice of those rcgions,
and therefore i L  is provitlotl in tho third pmngra h of section 14 thnt,
whenever the reserve of any Fetlerd reserve btmG .is reasonably above 
its required minimum (such excess margin to be determined by the 
Federal reserve board), the roserve bnnk may retiiscount cornmerci:il 
paper having n rusturity of not more than 120 days, proviciect thnt 
not more than one-half of it shall ham a maturity exceeding 90 days.
This is intended to ful611 the requirements of portions of the country
with an ext,rernrlylong term of rrodit, but it 15 clear thnt no reserve 
banks should be alIoned t,o put, its funds into a form in which they
will be “tied up” to such an extent, unless such a bank has D reserve 
perfectly ide equate to take crwe of any neccssitiea that are Wrellykr 
present themselves in the mesntime. 
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The fourth paragraph of section 14 grants perminsion to reserve 
banks to rediscount acceptances of member banks which are baaed 
on the exportation or importation of goods, run not more than six 
months, and bear the signature of one number bank in addition to 
that of the acceptor the total of such rediscounts not to exceed one-
half the capital of the bank for which the rediscounts are made. In 
the sixth paragaph, national banks are authorizod to acce t drafta 
or bills of exchan e drawn upon it  to an amount not excBes.uig one-
ha?f its capital. %he acceptance busineaa, which it is thus proposed 
to authorize, is a new form of buaineaa heretofore forbidden to national 
bmks, by reason of the provisions ~d interpretations of the national-
banking act, which have forbidden them to lend their credit or to 
incur contingent liabilities thereby. The acceptance form of loan
is, however, very common in Euro e,  and has been found exceedingly
serviceable. I t  ia the opinion ofexpert bankers that it could be 
applied in the United States to excellent advantage. The following
extract from a discussion of acceptances by Lawrence Murton Jacobs 
explains the method and purpose of the acceptance business: 

“The fundamental differencebetweenEuropean and American bank
ing has ita origin in the dissimilarity between the evidences of indeb& 
edness which lie behind the item of loans and discounts. It is most 
strikingly evidenced in the fact that time bills of exchange form a 
considerable proportion of the resources of the great banks of London,
Paris, and Berlin, whereas the assets of leading New York banks ~I ‘B 
largely based on stocks and bonds. 

“Of the bills of exchange in which areemployed, either throughloam 
or discounts, the funds of Euro ean banks, an eJsentiaL part consiste 
of what are known as bankers’ %ills-that is,bills drawn on bankem 
and accepted by them on behalf of customers in accordance with 
arran ements previous1 are bills in exchange for which, 
by s3e to a broker or at a bank, bankers’ customers 
or those to whom may secure immediate credit. 
I n  some instancea tho customers themselves shall 
draw the bills bills shall be drawn by third 
partias for their account. In granting the accommodation the obliga
tion that the bankers take u on themselves is that they will accept
the bills upon presentation. %his acceptance consists in the bankers 
writing a c r o s  the face of the drafts the word “Accepted,” adding
their signature and the date. It is in the nature of a certification 
that the bills will be paid at  maturityltfiat is, a specified number of 
days or months from the date appearing in the acceptance, or three 
days later if grace is allowed, na in England. When a banker grants
accommodation to a customer by means of an acceptance he may 
securo himself in various wa s. Ordinarily a banker accepts a cus
tomer’s draft merely upon {is general responsibility, the banker’s 
risk being much the same as if he had discounted the customer’s note 
running a certain length of time. W e r e  the cwtomer is an importer
the banker ordinarily accepts the draft8 u on the delivery to him of 
the documents covering the shipmunt, whicR documents he then turns 
over to his customer against a trust receipt. When a credit of thiv 
kind is o ened the usual practice is for the banker to re uire the sig
nature oP a form containing an agreement to hold himBnrmiess for 
accepting the bills, to place him in funds sufficient to pay off the 
bills three days prior to their maturity, and to pay him a commission 
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on the transaction, this oommkaion varying according to the length 
of time the bills are to run and tha financial standing o? the customer. 
Tho cost of the accommodation to the customer in this commission 
plus the prevailing rate of discount for bankers1 bills. 

" In the United States the national-bank act does not permit banks 
to accept time bills drawn on them. Although the act does not specifi 
cally prohibit such acceptances, the courts have decided that national 
banks have no power to make them. This restriction has had a 
very considerable influence upon the development of banking in this 
country. For some time after the passage of the national-bank act, 
merchants and manufacturers provided themselves with funds by 
discounting their promissory notes with their local banker. Grad 
ually, however, many concerns, finding that their needs were out 
stripping the banking accommodation which they could secure in 
their immediate vicinity, came to place their notes in the hands of 
brokers who in turn disposed of them to such bankers as possessed 
greater surpluses than they could satisfactorily invest at home. It 
is this method of borrowing which is now largely employed. In other 
words, tho prohibition of bank acceptances has led to the creation of 
a vast amount of promissory notes instead of time bills of exchange. 
The difference between these two classes of insti uments accounts to 
a great extent for the difference between European and American 
banking. In the case of time bills of exchange drawn on and ac 
cepted by primo banks and bankers there ia practical uniformity of 
security. In the case of our promissory notes or commercial paper 
there is no such uniformity, the strength of the paper depending on 
the standing of miscellaneous mercantile and industrial concerns. 

* * It is this uniformity of security on the one hand which makes pos 
sible a public discount market; it is the lack of it in single-name paper 
which makes such a market impossible. As a result, wo have great 
discount markets in London, Paris, and Berlin, and none in New York. 
In European centers the discount rate is the rate upon which the eyes 
of the financial community are fixed. In New York it is the rate 
for day-to-day loans on tho stock exchange. The advantage in 
character of the one rate over the other clearly indicates an important 
advantage of European banking systems over our own. In tno first 
place, the European discount rate Dears a very direct relation to trade 
conditions. Its fluctuations depend primarily on the demand for and 

supply of bills which owe their origin to trade transactions, as bal 
anced against the demand for and supply of monej. If trade is 
active, the supply of bills becomes largo, rapidly absorbing the loanable 
funds of the tanks. As these surplus funds become loss and less 
banks are unwilling to discout except at advanced rates. If trade 
is slack, less accommodation from bankers in the way of acceptances 

is required, bills become fewer in number, the competition for them 
in the discount market more keen, and the rate of discount declines. 

Low rates are an incentive to business and advancing rates act as a 
natural check. The Xew York call-loan rate, on tne otiicr hand, 
bears only an indirect relation to trade conditions. Its day-to-day 
fluctuations register mainly the speculative and investment demand 
for stocks. Low rates, instead of being an incentive to the revival 

of trade, are rather made the basis for speculative operations in 
securities. 
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"The striking difference, however, between European discount rate 
and the New York call-loan rates is that the former are compara 
tively stable and the latter subject to meet violent oscillations. For 
eign discount rates as bank reserves become depleted advance bj 
fractions of 1 per cent. In New York the money rate advances on 
occasion 10 per cent at a time, mounting by leaps and bounds from 
20 per cent to 100 per cont in times of stress." 

AMOUNT OF REDISCOUNTS. 

There has been extensive conjecture as to the probable amount of 
business which could be done by the Federal reserve banks under 
the foregoing provisions and regaYding the amount of paper likely to 
bo presented by the banks for rediscount. Such conjecture is more 
or less profitless, for two reasons: 

1. The rediscount business done in the United States heretofore 
has been small, partly because of the limitations of the national-bank 
act and partly because of the prejudice against borrowing by banks, 
which has more or less artificially sprung up. 

2. The purpose of the new act is to develop a commercial paper 
market, and if successful in this endeavor the legislation will entireJy 
transform the conditions under which paper is bought and sold, loans 
contracted between banks, and funds transferred from one part of 
the country to another. 

While it is thus true that the facts as to existing conditions do not 
throw much light upon what is to be expected and that conjectures 
rinsed upon them are futile, it is worth while to call attention to the 
following table, taken from the last annual report of the Comptroller 
of the Currency, which gives a compact survey of the classes of paper 
winch might theoretically bo availablo for rediscount under the 
provisions of the act as already explained: 

Date. 

Sept. 15, 1902 
Sept. 9, 1903.. 
Sept. 6, 1904.. 
Aug. 25, 1905. 

Sept. 4, 1906.. 
Aug. 22, 1907. 

Sept. 23, 1908. 
Sept. 1, 1909.. 
Sept. 1, 1910.. 

June 7, 1911.. 
June 14, 1912. 

The columns numbered 3, 5, and 6 are those which represent paper 
potentially available under the act. 

The fifth paragraph of section 14 forbids the rediscounting for any 
one bank of an aggregate of notes and bills bearing the signature or 
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of  tile, retiiscount operatimi. Apiirt fronr rliis fuiidiuirentol perinis
sion. it, tvas deenietl wise to d l o w  the hiinks to hi!  coin :i.iic( hiiliioii 
:inti t)orrow or lomi thereon ant1 to cle;il in  Gowriinieiit I N I I I ~ S .  The 
p w e r  griiiite(1 in siibsection (cl) to fix a rntr of tlixoi.int i 3  : i n  obvious 
inr*ic.ientto the existence of the reserve banks. hilt the  po\ver Iias Ix.eii 
vested in the Fetleral reserve ho:irt~lto  review this rate o f  tliswiiiit 
when tixed by the locul reserve barik ;It its diwretioii. This is 
intended to provide ayraiiist the possihilitj- tli;tt. the, local bairli might 
be estiihlishing a c1:iriyeroiisly low ra t e  of intrrest, Ivl-iicli the r e ~ e r ~ e  
bmircl, f:iniiIinr :is it, wonld he with cretlit con(litioiis tl:w!iglioiLt the 
coiuitry, woiild deem best to rxise. . .The tinill power t o  opeii aiid rwintaiiiiiiz h i k i n g  a<'coiiiits iii for
eign. vountries for the purpose of derilinw [r; ex<-hnngeiuid of buying
fore~yi~  . :,hills is uecess;arv i i i  order to ena.F1e ii r e m w  imirk io  exercise 
its t ' i i l i  power in  roiitrolling p I c 1  niovenieiits iiiid iii k1ciIit:ititiy ~ J ~ L Y 
riieiits. : i i i d  collectioiis :rbroad. 

SECTION 18. 

Section 16 provides for the transfer of all moneys now held in the 
eneral fund of the Treasur to the reserve banks, disbursements to 

f e  thereafter made b checK upon such banks. The general philos
opliy of this propose8cliange and the conditions which imperatively
demand it have been sufficiently sketched at  an earlier point in 
this report, and it is only necessnry Iiclre to examine the actual 
working of the provision. Twelve months are allowed to efTect the 
transfer, this bein deemed a sufficient time in r i e w  of the compara
iively low state ofthe Government's deposits in lianka to-day. The 
apporiionment of the funds between banks is required to be made 
as equitably as possible between the different sections of the country,
this proviso being practically a repetition of the language found 111 
t.lir national-bank act to-day. The Federal reserve board and the 
Socretar of the TreMurg are lcft with full power to fix a rate of 
interest Prom month to month on the deposits, this to be not less than 
one-half of 1 per cent. 

IIow large a transfer of funds would be effected under the term. 
of this propision, and how such a transfer would affect the Treasury
itself, will depend upon the condition of thc Treasury at tha time of 
tlis 11assnge of the act, but an approximate idea nm be fwmed from 
the dnify Treasury statement, a copy of which is 3iereto appended. 

BECTION 17. 

The siibject of note ksue has occasioned the committee no little 
cuiicern, but after due and full consitlcration it has clcterniuird that 
the proper mode of note issue to be proviclcd for in the proposed act 
is that of nn issue of govi?rnment Treasury notcs, obliwtions of tho 
United States and receivable for all taxes, custom, an k other public
dues. Recognizing that the country is now definitely committed to 
tho immediate redemption of all existing paper currency in lawfu 
money, upon demand, the roposed measure requires the redemption 
of such notes both at the ?preasury and at eaeh of the Federal reserve 
t):inks a t  par when requested. 
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in oi,her sections of the hiii that e-mry bank in the apstsn shau 
reetxivt? tho notes on deposit at pitr, and that thev shall he payable 
to the Government for tax*, dues! and other pcb& requirements.

All this shows how the rrotea are protected and how they can enaiir 
be rodeenled by a w n  who k desirous of getting lawful money for h& 
nutw without any cost to h h o l f .  There iY little doubt that hk. 
interesm under the provisions of the measure are quite thoroughly
snfevarded But there remaim the oneral question whether the 

ubf . ‘ic requlrernent of elasticity h a  fi,eon rnet and rovided for. 
klwticitv must be consider4 from two standpooinw-t f:n t  of  expan
sion and that of contraetion. As to expansion, the rcgulatory
mechanism is the Federal reserve board, which is given tho power to 
vets applications for notes. The board, however, can n o t  issue 
nutes unless they are applied for and accompanied by a tender of 
‘proper commercial paper. This at least s eam to assure that they
w d , n o t  be hastily or rashly overissued. Tho contraction feature IS 
iiiore diflicult.. In attempting to ard against the tian er that the 
not.es migilt remain in circulation %r the need for them%ad passed,
the bill makes the f o l l o ~ l g  ro*ns: (1) The notes can not be 
used iu bank resemm; (2) t i e  notes are nu t  to be leml tender; 
(3) the notes can not be paid out b any Federal reserve gank (when
not at first issued by it) under pens9 ”ty of a tsx of 10 per cent on their 
face value; (4) every Federal r-erve bank is directed, upon raceiv
ing the note of another reserve bank, to (a)  either send it direct to 
the I-ank that b u e d  it, ( b )  to send it to the Treasury, charging it 
off against de sits, or (c) to present it to the Trcwury for redemp
tion in lawf&oney. On the other hand the Trearur,y is directed 
when it gets such notes in ordinary receipts to havc them rodeemed 
out of a 5 per cent fund kept with the department for that pu ose,

icf ISand then to send them home for ultimate redemption. The be‘p. . 
freely expressed that these provisions will maintain the notes at  par
everywhere aod will also prevent them from expanding or remainmg 
out after the need for them has gone by4

There is a final paragraph in section 17 relating to the collrction 
a t  par and without charge for exchange of certain clnsves of checks. 
The provirion is that every Federal rwerve bank shall receive on 
d e p i c  at  par the foIlowing ~lajeeaof itrms: 

1. Checks and drdta drawn upon an of its dopositon.
2. Checks and drafte drawn by any o9its dep i to r s  upon any other 

depositor.
3. Checks and drafts drawn by anv depositor in any other Federal 

-serve 	bank u n funds to its credit in such reserve bank. 
The object or Othose provisions is twofold: 
1 .  To establish par transfers of funds among the banks in each 

Federal reserve district. 
2. To ptabliah par tranvfers of funds between Federal reserve 

distxlcts. 
Precisely how much dlfEcdty and cost will L.a incurred by the 

Federal rmerve banke in cmying out the provisiom of thk section 
CM not be precisely cdcplated. It chi, however, be pit ively
stated that such expendit- will be very much less than those 
incurred by bankn at the pment day in carrying through their 
exchqea .  The propoaed provision will eliminate the numerous 
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and well-founded complaints of unjust chargas for exchange; and,
while it will prevent certain banks from profiling as they now do by
exchange transactions, i t  will correspondingly benefit the community.
The committee is well aware that the operation of this section d l  
undoubtedly relieve some members of tho community of greater
burdens than others. It does not, however, consider the fact that 
some persons have been suffering an unnecessary burden under 
existing circumstances, a good reason for refusing or failing to pro-
vide for important public function. 

That this furrction of exchange may be effectively camed out, and 
that other dutics connected with relations between the several b& 
of the system may be Wisely, prompt1 ,and effectively carried through,
the proposed b i ~confers upon the 6ederal reserve board the power 
to reqlure each Federal reserve bank to perform the functions of a 
clearing house, and at its discretion to require some one of them to 
act as a clearing house for all the others or at  ik own discretion to 
sct BS a clearing house in this way itself. 

SECTIONS 18 AND 19. 

Sections 18 and 19 may beat be treated together, as the 'ointly
provide for the  disposal of existin national-bank no& an: lor the 
dunding of the bonds now held ty the banks behind those not&. 
The general views entertained by the committee with respect to bank-
note issue in general and the treatment of existi@ national-bank 
notes in particular have been sufficiently set forth a t  an earlier point
inthisreport. It remainsheretooutline theexactstep thathave been 
recommended to attain the deaired end, and to indicate the probable 
cost and incidental problem connected a l th  each step in the process.
What has been done in the bill is as follows: 

1. Provision has been made for payin at the end of 30 years the 
existing outstandmg 2 per cent bonds. %his is a manifest matter of 
justice.

2. hfeantime banks have been ermitted a t  their discret.ion to pro-
sent one-twentieth of their bonJholdinq each year for conversion 
into 3 per cent bonds, and in the event t ey do not-so present them 
the Secretary of the T r e a s u ~is authorized to reasslgn the quotas of 
bonds not taken up to other banks which are authorized to in that 
case secure a corresponding amount of additional conversions. 

3. During the 2@ycar period any bank may increase or decrease ite 
circn1ation at pleasure, subject to We maximum limitation proscribed
by law. 

4. Iloaevcr, from the date of the wage  of the act no national 
t,ank is to be required to hold any d i t e d  States bonds as security
for circulation if I t  clioosea to retiro such circulation- in otlier words,
the con1 )ulsory hond-purchsse requiremont of.exktkgI R W  is re waled. 

I t  will hc acen t h t  the only Iliterferonce with the exixtiw di~.Insnd 
for bonds providod under these sections is the withdrawal ortho COIU
pulsory bond purchase now required. Precisely bow great a liniitad 
tion of the bond demand this would furnish c(u1 not be prec.isoly
st.&. For tho last year for wbicb ful l  report was made by the Comp
troller of the Currency ( I  912) the net amount of bonds purcllcnsed by
national banks to protect circulrtien WM about ~~6,000,000.Tbie, 
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~ l o ~ ~ e r e r ,wis f a r  i n  excess of the anloutit of boiir!> t:ecr 
~ ~ , ~ l . c ~ l l : l ~ p ( l  i - q i i i w n i e i i t ~ .  ii\:ts11iit5.1i :isrti?tler the c~r)iri~)iilsory-1,Ilr.c.li~i~e 
I l l ; l t i \ i  t,;tiiks boir$it more bonds t h t r  they were> ohligrtl t o  sc~1ir.e 
~ l l i ~ l e rthe tertiis of the tiatioii:il-i)arik act. 'I'liere is no iwmri why 
rIiis tlt.ill;tri,L for hiids slioiiltl not co i i t in i i ca ,  ;is i l l  fact  it, xnil~~iilltedly
will. The capitalization of banks organized in the year in question

$16,080,000,while the amount of bonds urchased w w  about 
the same. If the amount of bonds requirexto be purchased be 
assumed to have brrn 25 per cent of the face of the capital of the 
newly organized banks i t  would have been $4,000,000,and this may
be taken aa considerably above the amount of cornpwlsor demand 
for bonds for which t h e  will no longer be le a1 basis s3iould the 
prrscnt bill be enacted into law. As against t%is the Govenmrnt 
stands ready to redcem in the form of 3 prr cent bonds, roughly speak
ing, $37,000,000per annum, nnd it Lq only reasonable to suppc~othat 
under the most unfavorahle conditions the quantity of 2 

e far inbonds which wi 1 be converted into threes this way will g..cent 
~ X C C B Sof the amount of the compulsory demand for twos which is 
now cut off. 

The future of the 3 per cent bonds, should the conversions go on at 
.tho rate of 5 percent per annum,ma be open to some question. The 
comniittee has, however, consultrB able expert opinion urntliirsubject and has found a practical unanimity of view to t e egrct
that at  least $50,000,000 er annum in 3 per cent bonds can and will 
be absorbed in the TJnitefE States at  par. Should such prove not to 
br the case, the banks have onl  to retain their pIYSeAt bonds and 
continue the issiir of circulation tKereon, but it is confidcntly believed 
that no such situation will oc,cur. The committre looks forward with 
msurance to the coiivrrsion of a very considerable percrntage, i� not 
ail, of tho permitted 5 per crnt in each successive year during thc 
carlirr part a t  lraqt of thc 20-year period. As the 20 ear period
draws toward a close it is quite likcly that some bonI2olders will 
prcfcr to hold thrir bonds for rcdcmption, but in tho meantime there 
will have been a sufficient rctiremrnt of national-bank notes to irnpsrt 
(0 the new currcncy to be put out through thr Federal reserve banks 
tlir drsircd quality of elastirity. I n  order io improve the markrt for 
the 3 per cent b o d s ,  section 19 provides that they are to be free from 
all taxation both as to inconio and princi d It will bc remem?xred 
that the status of thc bonds is further hrF 'pcd ig some measure by the 
provision made in tho rarnin section (scc. 7) for devoting the Gov
wnmcmt share of resrrve ban rarniny to thr redrinption of bonds,
As IP rordlnry of the bond-rrfunding p an and of tho note section tho 
romniitter hw dremed it wise to msert in section 19 B prohibitioll 
upon thc furthrr usc of thc rxtrslcgnl substitutes for circulating 
n o t w  which have hertstoforr donc duty in tiniru of panic under tho 
forin of cluaring-liousc certificates, cashiem ' chrch,  and various sub
stitilks for actual money whirh have bcen itltynlly paid out by bal~ks 
to tlwir creditors in liru of thc paymrnt in thc usual forms of cur

fmplo c.d by thorn during normd tirntw. No such ex cdiunbrcY '
wall d have, reen permitted sate under sevora streso, anti witPI a s u i t  
able provision for an clnstic note iasuc bwcd upou commrrcid paper
thuy should not longer be suffered to continue iu use. 
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The amount of 2 per cent and other bonds now held behind cir 
culation and affected by the provisions of sections 18 and 19 may be 
recapitulated as follows: 

Bonds fold in trust/or national banks, Sept. S, 1915. 

Kind of bonds. 
Beta 
of in 
terest. 

Total 
amount 

outstanding, 

Bonds held for national banks. 

Total. To secure 
circulation. 

To secure deposits of 
public moneys. 

Value at 
par. 

Value at 
rate ap-

provedoy 
depart 

ment. 

II, 

OOVBBHMBHY. 

U. 8. loan of 1929..at par. 
U. 8. tam of 1689-1918, 
atpar 

U. 8. Panama of 1961, at 
par 

U. S.eonsol of 1680.at par. 
U. S. Panama of 1636; at 
par.; 

U. 8. Panama, of 1938, at 

HI. 

IV 

Philippine loans.. .at par.. 
Porto Rico loans do... 
District of Columbfa.do.... 
Territory of Hawaii, 3} per 
cent bonds at 90 per cent 
of par; all other Hawai 
ian bonds at market 
value, not exceeding par. 

MBCBLLANXOUB. 

PbJUppfoo Railway Co 
Manila Railroad Co 
At 90 per cent of market 
value, not exceeding 90 
per cent par. 

8tate, county, city, and 
other securities » 

2 

3 

3 

4 

4 

3.65 

8118,489,800 

63,045,460 

50,000,000 
646,250,150 

54,631,090 

30,000,000 
16,000,000 
5,325,000 
6,970,650 

6,515,000 

8,551,000 
6,735,000 

837,68t,480 934,181,700 

22,182,200 

17,110,200 
615,021,100 

54,242,360 

29,444,140 
5,967,000 
1,821,000 
033,000 

1,978,000 

898, COO 
10,000 

17,951,137 

603,773,900 

52,962,860 

28,897,140 

93,487,700 

S, 646,700 

17,110,200 
13,147,200 

1,279,500 

547,000 
5,967,000 
1,821,090 
933,000 

1,978,000 

898,000 
10,000 

17,951,137 

Total. 

83,487,700 

3,646,700 

17,110,200 
13,147,200 

1,379,500 

547,000 
6,667,000 

1,821,000 

933,000 

1,930,900 

583,571 
6,760 

11,747,904 

809,774,237 741,907,800 67,770,437 61,213,425 

* Various. 

par 
A?081* "?*? mo?1111**^ *ith crop movement Government bonds are accented at 
75 per cent of market value, and commercial paper at 65 per cent of See iS ,—. „_«« WHW, »v ,„ jM uuiu «i uutkci vaiuw, ana commercial paper at 65 per cent of face valuu. 

suSuSted fo^thSTS anhihJrIlltorChal**d by '""^ tftobJL but bonds ft a lower^group may not be 
£^? 'l^^f?1*1 KeonV Iaay*)* niade to an amount not to exceed 30 per cent of the total securltvvEdu* of 
oonoj naia lor a particular bank. National-bank dtivKitorfM «hi<>h h>m nnt M «» »<»^« ^.r* *u "7...J 

in Oroup II, 

*= toitw ̂ tautuuororbondi * stewksj S 
' «>t to exceed 30 per cent of the total security valueTf 
depositaries wblcfihave not as yet taken out the full 

w ""Z wltl|dra" United StaUs 2s and substitute for them bS 
w shaU be ussd u socurity tot additional olrcuiattoik 
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SECTION 20. 

Section 30 seeks to readjust the reserve requiremcnta now 
vided by the national banking act in suclr a way as to make tR"em 
conform to the dict.ates of scientific harikingj anti to adjust them 
to the provisions of the proposed bill. The foliowing main objects
have been had in mind: 

1. To abolish entirely the present system of redeposited or "pyra
mided " reserves. 

2. To establish a moderate required rcscrve actually to be held 
in cash in the vaults of the banks. 

3. To rescribe a secondary reaerve to take the form of a credit 
with the $ederal reserve banks. 

Several serious problems at  once su- est thrmselves as the result 
of any effort to attain these objects. SFn tfie first place, tlie present
conditions have own up over a wriod of 50 years, and i t  is not 
desirable, even Kt were safe, to disturb them roughly. Secondly,
it is considered that existing reserve requiremcnta, being b a e d  
upon the state of affairs in which many indepcndenb bankti were 
working without coordination it is jiosqible to rrdiicc the actual 
amount of reserves to be held. Fins y, it IS rioted that in innkin
the change suggested careful account must be taken of the tots? 
sums in cash m distinct from those in Italances rcquirctl to be h d d  
by existing law, and that they slioulcl be contrasted with the sums 
in cash and balances prescrihcd under the pro osed bill. In mr
veyinp the situation a begklinp may be madc Gy comidcrin,o with 
care the reserve requirernenta of the national bank act. Tliese are 
98 follows: 

EE8EHVE ClTIEB AND BEBEBVE REQUIBEYENTB. 

120. S E C .  5191. Every national banking -+ation in either of the following citieq
Albmy, IIal timore, Boetun, Cincinnati. ('hic:yo, Cleveland, Dctroit. Louiaville, 
Milwaukw, Few Orleane, New York, Philadelphia, Pittabuw, St. Loo&, Ssn Fran
cisco, and Washington, ahall a t  all times have on hand, in lawful mcney of the United 
Statee, an amouut equal to at lemt twenty-five per centum of the aggrq-te amount of 

tta m(es in circulution nnaJ its de oqita, and every other anwciation ahall at ail timesL' ve on hand, in lawful rnouey of 8 ' ; .e Lnited States, an amount equal to at leaat fifteen 
er centurn of the a-grepte amount [o/ iw notes in cirnrlnlion u n a  uf it.9 deponita.

!4henever the lawful money of MY association in 3n of the cities named Rhall be 
nrnrlatwrb unaJ depoaity, andbelow the a.nount of twenty-five per centum of 1t.9 i' ' . 

whenever the lawful money of my other aaociation &all be below hftren per centurn 

makiug any new 1oa.n~or s"ts, mch m i a t i o n  &all not incre- ita liabilitiea bd it.9 [circubiaon de  
lironntn otherwise th?n b divcounting or purchuing bilra 

of exchange payable at sight, nor make any dinden& of i-ta pro6ty untjl die required
proportion, between the SRgregate amount of its Loufrtunmn notes o/nsn~la twnmaJ 
depcaitr and ita lawful money of the United Sete?, had teen restored. And the 
Coniptroller of the Currency may notify any aaenciation whose lawful money rc.wrve 
shall be below the amount above required to be kept on hand to makc gw!  .such 
rmerve; and if such m i a t i o n  shall fail for thirty da 6 thereafter a0 to make p(wd ita 
reserve of lawful money, the comptrolier may, with X e  concurrence of the Secretary
of the Treasury,appoint a receiver to wind up the buain+ of the aesu.intwo, ad pro
vided in section fifty-two hundred and thirty-four.

NoTe.-Thia Bectlon ia amended by the act of June 20, 1871, eection 2, which pro
videa that no reserve need be held again6 cimulation. Said act followB w t i o o  5192. 
Act of March 3, 1W3, amendin act of bI3rch 3, 1587, providing for additional reserve 
cities follows mtion 5192. #roviaions relating to redemption of circuiating note%, 
acts iune 20, 1874, Nvrch 3, 1875, and July 14, 18Y0, follow Kevipcd Statute,  5192. 
Proviaions relntiog b redemption of old notee of b a n b  ertendlng their corpornte 
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existence, r t  July 12, 1883, follows R e v i d  Statutea, 5136. Leavenworth, Kansps, 
WM included M a wewe city in the original act, but wsd struck out March 1, 1872. 
Words “lawful money” construed by  Attorney General M including all that is legal
tender. (Opin. Atty. Qen., 17; 123.) 

WHAT XAY BS COUNTED AB REBLRVS. 

121. QEc. 6192. Three-fifth of the reaerve of Gfteen per centum required by the 
preceding section to be kept may consist of balances due to an m i a t i o n ,  avail-
able for the redem tion of its c k u l a t i n g  notes, from sssociations 
Chuptroller of the Rirrency, organized under the act of June three,
and nixty-four, or under this title, and doing businern, in the cities 
more,Boston,Charleston, Chicago Cincinnati, Cleveland, Detroit, Louiwille, Mil
waukee, New Orleans, New York, Philadelphia, Pittsburg, Richmond, Saint Louis, 
Snn F r a n c k o ,  and Waehingtm. Clearinghouse certificates, repreaenting specie 01’ 
lawful money specially deposited lor the pu , of any clearing-houae m i a t i o n ,
shall als3 be deemed to be lawful money in T-es ion of any m i a t i o n ’  belong
ing to such clearing h o w ,  holding and owning such certiGcate, within the preceding
section. 

LAWFUL MONEY REBERVK TO Bt DETERYINED BY DLPOBITB. ACT J U N E  m,1814. 

122. SKC.2. That section thirty-one of “the national-bank ac t”  be m sslended 
that the pveral ssaociations therein rovided lor shall not herenfter be reqriired to 
keep on hand any amount of money wKatever, by,reaeon of the amount of tlirir respec
tive circulations, bu t  the moue B required by  mid section to be kept a t  all times on 
hand shall be determined by tie amount of deposits in all reapecu, aa provided for 
in the mid aection. 

Nmx.-+tbn 31 of ‘<the n8tlooll-b.nt oct” h Iumrp0rsL.dIn wtkm 6191, 6192, R . v b d  B t a t u t 6  
Brton 1 01 act JUM P,u74, p m d s  mLbn &m,Ror-bd Btstula 

NO RLBERVE NEED BE HELD AGAINST DIPOSITB OF PUBLIC YONSY. ACT HAY 30,1958. 

123. SISC.14. That  the pmviaiona of Bection Gfty-me hundred and ninetp-one of 
the Revised Statu‘a,with reference to the reserves of natioml banking associntiuns,
shall not apply to deposita of public moneys by  Ihe United States in designated
depositaries. 

PROVIBlONB FOE B E D L L M G  CIRCUIdTION--IIVE PLB CXNT RLDKYFTION SUND 
ACT JUNE msw4. 

124. SEC.3. That every m i a t i o n  organized or to be o d e d  under the provkinira
of tbe~idactandoftheaeveralactsamendatorythereofahallatall timepkeepand hrve 
on deposit in the Treasury of the United S t a m ,  i n  lawful money of the I!ni:zll Staws, 
a sum equal to five per centum of its circulation, to be held and %d for the redernp
tion of mch cku la t lon ;  which m m  hall becounted 88 a part of ita lawful rewrve. 88 
p,rovided in w t i o n  two of this act; and when the circulating not,= of,any auch BABO
ciatiom. skwrted or unanaorted. nhall Le preaeoted for redem t1on in numa ofoue 
tbomand dollars. or m y  multi le thereof. to the Treasurer of $e llnited Stales. the 
=me shall be redeemed in [Enitcd Sfalu n o t e a l .  A l l  n o m  w redeemed nhall be 
charged by the Treasurer of tlie t‘nited States to the rrspective m i n t i o n s  issilinE 
the =mes and he sLall notify them severally on the first day of m(:h moi<tL,or o f t e w r ,  
a t  his dlrretion. nf the amount of such rrdemptione; and whenever nuch redemp
t i o n ~for any 8arfliation nhall amouut to,tLe num of five huntlred dnllarn, such w
cistiou no notitied shall forthwith depctst with  the TrcFiirrr of (he I’niwd Sates  
a sum in United States notea equal to the amnuilt of I@ circuluthy now3 80 re-
deemed. And all wtea of national banks worn, delwr? m i i l i l ~ ~ l e d ,or G th r rRk  
unfir lor circulation shall. alien received hy any aclirlnnt trrA.!irer, or ~t 3ny
dea iwled  depsi,tnry of the United Staten r0 forwarded to the “resluror of , the  
Uuited States for redern tion a~provided herem. . \ i d  ahen  n!wh redem 
have h e n  a, reimbursedl the circulating note8.m redtwur? a h l l  Le forwars.l‘o”‘nd (1) 

the respectiveaaxciatioua by which they were miled;  hut 11 any of aurb note3 are 
worn, m u t i l a d ,  defaced, or rendered othe- d 1 for Use, h e y  shall be forwarded 
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.4qnin --"For (io days fmur the date eet by the Serretwy for the owanizutiou of the 
reeerie bark." 
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banks from maintaining any amount of nuch bloncm with city baab 
tlley desire. Clearly if the bdmw with the city b n a b  am ax-

change balances they are not reserves and there &I no m n �or 
w a r d i n g  them as such. 

91.he second point Plmady noted has even less force bhm the first. 
not^ only does the pmposd bill provide more e x t m k ~ efwilitiea for 
retiirc-onnt than have ever been known, but  even it i f  did not do R t i ,  
an,! even if, RB die@. h r e  are mans kinds m d  clmsm of SpTwity 
not eligible for rmliscount under thebd  which wuntry hmks c m  
use m a ba& for accx~mmodstk~on dlonly with city banks, It W Q U ~ ~  
remain tNe that this does not afford any warrant for dern~ndirig$he 
niaintc.nnnce of the existing situation. The refirnd to pzsnt, arcnm
~~nt i i t t ionexcept in propnrtion ti? the amount of hdanre hrld by the 
w,)llltl-be borrower ia purely a mattar of bushem raet>ice. If a con
({ition should be createti under the proposed b8 such that banks 
could nnt paintain the present rmerve citq deposits: it iS hardy b 
be expected that the resene city bmku wodd imrncddiatdp injure
themaelves and deatroy their own source of business proits by refusing 
t . ~buy good marke;id~lepaper or to extend loam upon sound security
nicrdy because conditions had altered and tDa I q e  balances of for-
Incr chys were no longer kept with them. 

for the third contenhn-the loss of inter& to depositing banks 
( l i i c  tr, the sacrifice of their 2 per cent on reserve bdsnc@--the argu
! I I c l r t  against the prn o ~ e dchange almost derenerah in to  aharrrdity.
'1'110 measure so greatpy broadens the scope of banking basinesq 88 to 
o )c11 ninny new-gvenueu of profitnfilo investment, whde the sacrifica 
of tlie 2 r r  rent now cuctoniitrdv paid is not only no lorn to t ~ i ecom
niunit.y >utrepresents the abolition of a long-stnnrling evil  which haa 
drii.;vn funds t*) places where they were not needed and nway from 
those whert? t h y  were. 

In t.he ultimnte analysis, the whole question sinimers down to an 
issno whether the amount of mserve prmcribed under the proposed
bill is or is not excessive, anti whether i t  can o r  rnn not he readily
furnis!ied by banks under t,he terms of the suggrsht Ic~isliitinn, The 
existing rystan i~not backed either by the custoni of other countries,
Ly H I  h?rirt iogic, by the dictates of past experience, or hp m y  ot,her 
corisidenibions. The only problem in the c890 is thrit (if determining
the correct sinount of reseryw to be required by the hanks, an<{then 
of mrtliing the transition to the new LI& under proper conditions. 

Tre next  step in the stud^ of the proposed rpquircnienta is thereforu 
11n ant. . I~+~sof the nldity of the banks to mnke the trrtmsitinn, The 
f<&ia.ing c o n i ~ ~ i ~ t a t i ~ ~ n sniny fint,tje examined: 

1 .  'The hill prrividcs in  icction 20 for a revision of tho existing 
rcscrvm of niltional banliinc associat.ions. 

1'. Tho prcscnt rescrve s\-st.cni recognizes thrm classes of banks: 
(a;  ('oiintry hanks, (6 j  rc&vc c i t y  bnnks, ( r )  contra1 reszryo city
lmnku. ('runtrv bnnks a x  ro iiircrl to hold 6 per cent, of thrir dcposit
liabilities in lnrjliul nioncy an('1niay hold 9 per ccnt in balmces with 
othw I>nnliu. ftwcrvc city banks nrc required to hold 123 per cent of 
thwr deposits iii lawiul mow?; and map hold I??  per ccnt in balances 
w i ~ hothm bnnks i n  centrnl rcsrrvc citrcd. Central reserve cicp banks 
urc rc tiired to hold 25 prr w i ~ tof their deposits (including rbose of - : , .'(7tIier 7I t k n L s  with thcriif in i a d u l  money in their own vatilis. 



f 
OHANClltB IN THE BISIINO AXD WBBENUY BYBTXY. 

8. “he bill to transfer these r e m m  away from bsnks 0 t h  
tbm those to which they belong, em that ultimstely bank reserp~l
d l  	be held (a) xn the vaults of the bsnks to which they

in the resorve banks to be created under it,
the reserve created taking the place of existing mem. 
city and central reserve cit banks itr their relation to others. 

out this p7an, the bill contemplates that ullimstdy 
roBBrves ah 1 be aa follows: (a) Five per cent of the outstsnding4- In “T 
deposits of all banks to be carried in the new reserve banks; ( b )  5 per 
cent of the doposits of present count banks to be carried in cash 
i0 their o m  vaults; (c) 2 per cent of tTe depoeits of present country
banks to be carried either ui cash in their own vaults or a5 a balance 
with new reserve banks; (d)  9 per cent of the deposits of present 
reserve city and central reserve cit banks to be carried in cash in 
their own vaults; (e) 4 per cent o9 the deposits of present reserve 
city and central reserve city banks to be carried either i n  caah in 
their o w n  vsults  or as balances with the new reserve banka. 

5 .  It is of course evident that the “balances” spoken of can be 
obtained by rediscounting paper with the new resene banks. 

6. From the foregoing it ie clear that 84 some discretion iS left to 
the banks about thoir reservea, the exact position of those reserves 
at mi- given time can not be redicted. Maximum aod minimum 
l i l t s ‘  can, however, be fixed. ha is done as follows: 

7. At the date of June 4, 1913 (comptroUer’s lest report), the 
resent bsnk reaerve in central rwerve citiae waa $409,601,424,Eeld m’ cash. 
At the.sanie date the rmerve which would have been requirod under 

the now plsn 8s above sketched would have been 9 per cent of net 
deposits then subjwt to reserve requiremonts in cash and 9 er cent 
ag a maximum in balanccs with the new reserve banks, as toPlows: 
To be held in cwh .......................................... $141,127, a 6  
To be held sd balances ............................................ 141,1?7,836 

~ 

Toral.. .. ~ ................................................... 282,255,670 

From this it is clnnr that if the balances under the new plan were 
established by t.aking actual money and put,tiri it in tho reserve 
banks t.he actual release of cash aa compared w i g  the resent plan
would be the differnnce between the total new resen-e anB the proaent 
reserve, while if-the reserve balances were created by redwcountbg
the cash released under the new plan would be the ditference between 
the cash re uirod to be held under the new plan tand the cash now 
a.ctudEy he18. That, would signify: 
Maximum releime of rrmh.. .......................................... $%6,473,5SQ
Minimum release of c a d . .  ........................................... 127,345,754 

8. At the samo date mentioned ahovc tho banking roserve in 
rwerve cities as held by the banks HIIS: 


Held in cwh ....................................................... $?a,
383,928
Held in bslancee.. .......................................... :....... -032, 799,679 

Total.. ...................................................... 483,183.605 

Under t.he new plan these banks would have to hold in cmh 9 
per cent of t,heir net deposits subject to reserve requirements asd a 



like mount balances. (maximum), which would ba for the 
citiea hB 8grOUp: 
To be held eub ................................................. )175,128,101
To be held in b.bnca .............................................. 175,128,701 

Totd........................................................ 960,267, UIO 

Comparing theee with the present requiremanta, as already
given, it is seen plan might mean either a 
Maximum Fehl�~EOf d............................................. 075,254 225 
01 s msximiim contractionofd..................................... 08,873,478 

9. At the ~ a n edate mentioned above the banking reserve in 
country banks was held as follows: 
Bald in cnah... .................................................... $239,392,177
Held in balanca. ................................................... 310,688,128 

Total........................................................ tm,081,306 
’Under the new plan the cash required would be 5 per cent of their 

net deposits subject to reserve requirements and 7 er cent in 
balances (2 of this at  the bank’s discrction). This woulKmean: 
To be bald in c d . .  ................................................ $W,fS33.842
To be held in balances............................................... 252,747,100 

Totrl... ..................................................... 499,280,742 

On the same principles as before this would mean a maximum IQI-
lease or contraction as follows: 
Maximr:mrelease................................................... $1OS,asS,bs5
Maximi:m contraction............................................... 143,888,666 

10. Thus it appear%that there would be n possible maxbum con-
traction aa follows: 
Raserve city banks. ................................................ WQ,973,476 
Country bonks.. ..............:.................................... 143, SSS, 565 

Totad... ..................................................... 24%862, !I41 
Deduct centrsl reaerve city relesse.. ................................ 127,344 754 

Net contraction............................................... 116,514,261 

I t  is a h  evident that the m u i t  might work out as follows. 
R e 1 4  by cant& m e city banks................................ $268,473,589
Releread by m e m a  city b a n k  ..................................... 75,255,225
Relead by country banks.. ....................................... 108, SJS,535 

Total.. ...................................................... 452,687,349 

11. Which of these results would probably be reached? Assume 
that the first (contraction) was tho not result owing to banks fulfilling
their reswm requirements by depositing cash in every instancc. 
The Government balances which me now to be owed into trade 
channels through the new reserve banks will run rrom $‘LM),OOO,O00 
to $2~0,000,000. Bearing in mind the fact that the capital of the 
new banks haa to be raised in cash, it will be seen that allowing for 
$100,000,000 of this capital the monetary situation would be left 
about the same aa it is to-day except that the new reserve banks 
would be in position to add their loaning power to that of the older 
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be&. If we now msume that the transfer of .reeerves resulted h 
the oxtreme limit of cis ansion already referred to, i t  would be noted 
that the cash ie release$ onIy on the assumption that the new reserve'
banks have t.0 hold one-t.hird in lawful mone in order to make thew 
discounte, it is clear that o d  two-thirde o9$452,587,349, 01about 
)300,000,000,wilt be r o l w e i .  Of this sum a certain part would 
be needed in bringing the reserves of St.ata bankswhich may become 
members of the 5ew associatioris up to the level which is required of 
them. How much this would be can not be ositively asserted. 

12. If it be asserted t,hat {.his process wf; lead to idst.ion., the 
q w e r  to be made is that whether it will or not is a matter in t,he
hands of the reserve banks which have it in their power by f k h g
their rat,e of discount suitably to prevent the banks from rreat,
with them by rediscounting reserve balances in excess of tho re 
5 per cent. If the reserve banks should do this, it would be 
that the rquk0d 5 per rcnt referred to would bo about $356,000,000
while the amount which t,ho hanks at h i r  opt,ion might or might 
not obtain in this way would be about $213,000,000, the actual cash 
required to be held by them under the new plan as already sketched,
bemg as follows: 

h c m l  reeerve city hanks.......................................... S141,127,836

Reserve city banks. .. ., .................................... .:..... l7S, 128,701 

Country banks.. .............................................. 180,S3,U2 

TOM. ..................................................... 496,7w,178 
Add to' this t,he 8,nio:int which tiic rcscrvo bnnks can at.their optidn

make it worth while for the other banks to hold in cash or to deposit
with them Incmh, and we have a t,otal of about $710,000,000. The 
actual cash held to-day by the banks at  home m d  i n  the redem 
tion fund is about 9950,000,000. Something like S240,000,000 wouPd 
thus be released under the probnble working out of the sy-st,ern,and 
this would be drawn upon for the ot.her purposes already referred to. 

IMfMEUiATE SEEll?INO OF FUNDS. 

This review of the reserve requirements of the proposed bill is, how-
ever, based entirely upon a comparison of the situation ES to reserve8 
s t  tile iresent tune cuntrwted with the situation which will exist at 
the en(\ of three years after tho measure hau p n e  GOmpl0blS into 
o eration. It was deemed wise to allow thiv length of tune, as has 
&:ad been elsewhere noted, for the reason that there wiil necas

e e  some readjustment of loans, and if the change were to be 
sud e d y  n u d e  it q h i  result in temporary embarrassment for wme 
banks. The rornmitiee has made ver careful inquiry i n h  tky,
lerrgth crf tirrie that should be &owed for shifting reserve require
ments in the way imiivatod, and the inaxirnurn period that htrs been 
asserted ta be n~cwssarywas fvund to be three years. It k jmbab le
that the change could be c4i'ccteJ in a very nruch shorter tune ban
this,if it were uecwsrtry t ~ rbrin it about more quickly, but the coin
mitme has deemtd it best to a f o w  tho full period that ~ ' wLhought
cte&rabie by tho znovt eonservatire reasoners whom it CQnStLlted.
This three-year period was the riiaxiinum mentioned i t h e r  KI the 
public. hea&rgs ur i3 communications sent to the <sonunitt.eeby
experts with reference to the subject. 
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m e r e  is,however, mother  pblw of the iamtkc oi transfer whichhas not vet been ded t  with. A review o.s tha reserve saction Kiu 
it clear that a period of 60 days after the crestion of the reserve 


which conditions are allowed to rcrnain BS they
banks is fixed, duYImksl but by-theend of which it ir required that 
if desired by city 
a certain transfer of reaerveB shall have been r n d a  t ~ )the reserve 
bankq, Inasmuch ~ k 9it was thought that this transfer might be difticult 
for the bsnks unless the were panted relief to a corrrsponding extent,
the bill provides for tKe reduction of the reserve requiremanta in 
reerne  and central rweme cities from 25 to 18 per cent a t  the end of 
the 60-dsy period in question. i i n  examinntion of the latest returns 
for banking condition made public by the comptnder m of June 4, 
1913, and repmduced in t,he appendix of this report shows 
that the total net deposita csuhject' to rewive requircnirmb may be 
takrn for purposes of tliacu.nsion a t  $7,?09,00d].i)iiO. Three cr cent 

ttiis amount is ~ ~ 1 ~ , ~ ~ ~ ) , o ~ ( l .~ h i 4n y i h t  be supplie! either 
&mi.~gliactual transfer of cash from the banks which now hokl it, 
or thmugh the obtaining, of rediuco!ints, or partly i n  one way or 
partly in tho other. The committee, however, has endeavored to 
arljrist the requirernenta of the bdl Y) t h a t  the transfer coiilil be 
made, as alreardy stated, in actual cash without any inconvenience. 
Tho reserve banks of the central reserve C i t i r s  hnvo nornially on 
hand about $400,U@0,000of reserve xoney. C)f thir seven tnenty
fiftha would be relowed under the provision lor reduction of reserves 
from 25 per cent to 18 per cent. Ranks ir. rrserve cities have nor
mally about $250,000,000 in cash. am! about an equal alnount in 
balance? with central reserve cities. Tfic reduction o f  wserve re
quirements from 25 to 18 per cent wouk! release sever! twenty-fifths 
out of this amount, or 34 pcr cent in bahnce3 and 34 per cent in 
cash-rough1 speaking, $70,000,000 in each fornl. 

Now, let it 1e assumed thnt tiio bank%undertake l o  coniply with tho 
requirement of a transfer of :ipi-cent of their tiabilities from existing 
reserve c.ity and central rcscrw city banks ED the now .reberye banks. 
As an  extreme illustration we may suppose that the country banks 
will draw for the amount in qwstion on the rew-ve cit:r banks. k4 
the deposit liabilities of the country bwrikv are a h u t  $3,600,000,000,
it may be supposed that tlmciill willrc iiiro about $1c18,ciOO,oo13. Iiow 
would the reservc city banks suppiy t1.11samount-a.wrrning that the 
call wiw made upon them and cot directly upon centrnl rmcrve city
banby Presumably they wouhl <!raw upon tlieir New Yorli corre
sponricrit;and u )on ot lm centrill rescrvccities,ur:loss by sodoing they 
cut, down the ba lawes there below the figure necessnrv for them to 
hold i n  order to comply with roserve requirerncnts. W e  iiuvo seen 
that they couitl spare only about :$h pcr cent of their own outstanding
deptwits. It must  be remembered, iiowever, that  they wi l l  thom
sclves find it nccessury to shift. ;j per cent of their outstanding do-
posit5 to tlio reserve hink.;. in addition. then, to the total draft of 
$1 08,0OO,il(iO Inade upon t h m  by t h  country banks, they will have 
to provide in order to rncct tlirir own vrquircrncnh 3 per ccnt of a h l u t  
$2,0OO,O00,090or roughly spe:iking $609~JO0,000-8total requirfrnent
therefore of WFS,i)0(),000. Of this i t  is fii ir to suppose that 3 )  per 
cent of their ':: rle{osits or. fully $7o,ooo,uOOcan be Jirectly trans
ferred in cas I mthout  amagng their position. Another f70,00,000 
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tinies i i  yr,:ir, :ire iwt :iiitlirioiinI to the tivo rx:tiiiiJiiitiw!’; of e\-e13; 
ii;itioii:iI I x ~ n I i i ~ q  ~ I Itile tirst 1 j : t ~ ~ g ~ : t ~ A .: i soc i a t io~ ictrs(*riI>e(i h ~ i t  
iiicIiidr tIw!i.,. i l i  other v n r  haiiks laiiketl :is cunn !  I,? b;rnlw i i l ’ r  

to be exnmirwd a t  least twice and (111 othcrs a t  least four tmles a ear 
by tho Fodcral resorre board, whilo, if dcsirirtl, the r(?sscrvebang of 
each d&t.rictmay hare a sgstom CJf  its own for k e r i k g  advked of the 
affairs of member bank9 --a plan cniployctl by elriiring-house associa
tions to-day. Tho spc,ifrcationa with roforoncw t.0 tho itenis to be 
shown in the rrports of esnniixation of nutional hnnka in rwenw 
citiw covirr itmris that hnve bcwn, it ir thouplit, ncglwtd rindcr past?
togi4ation. 

111 gTcnora1 tht? purposn of r,kiiu scct,ion is to conrry all rrasonsbh 
and nocowtry powcr o.f bank c;smiinnt.ion, t,o pltict. i t  nhrre it c.sn be 
most. nRwt.ivdy ~ s r t l ,mi,!t.r> R s w n i c  that t.hc pcrwrr b to bo usc*tl for 
the purposr of St.F(?n~i,!ic’tiiiir,pr!it,tytiy:, but w e t  s i d y  lint of amtoy
ing or crippling t,ht, btintks to  n I i i c 4 i  11 1s applind. 

BCCTION 24. 

In this sertion it, i n  sought, to corrrrt a had prartice, all too preoa
lent, of a y i n ~fcrs :o bank c.saniirwrs ;ti  order that. they may make 
a favoraP)le report. ripon the con:fition nf a bank; and further to  cnd 
the illepit imatr. practicr whrrcby offwrs of national banks hHvr here
tofore rofitetl at, the csprnse of bomiwers bv charging a commission 
or broRerago for thc o!rt,ainirig of loans. The exknt of thew prac
tices ran not he statcvl. but  that Owy prerait i s  certain; anti i t  is 
equally clear t,hat. thry iirc oppos(~1to pu‘tdir welfare and to sound 
banking, besidrs Iwing uholfy at variance with iundaniental principles
of t-onurab!o persunnl conduct. 

BECTI(IN 25. 

In  this saction it is rn,lrevort~(ti o  ovrrcoinC the practice which has 
sprung up on the  part id dkhnes i  or rowardly national bank stock-
holders of cwditq tktc c!:bttMc liirhility provision w h r n  they have 
been informcd of the fsilwr of R Imnk i n  u-trich fhev holtl sharea, by
transitwing stirti shares to sonic ‘~c~unimj-’’wtio ‘is immune from 
recovery untlcr t h e  douLlc-lia.bilit?r provision. It, is Iwlirvrd 1 hat by
making stockholtfcrs who have traiisfmrcd their shams 60 days bcfore 
a hank failtircr rcinaliy as liable as if thry had not. niadc such transfer,
the needs of thv sitriation r i l l  be met,. Sornc hrve alleged that t,he 
requirements afmiitrl be that stockholiicrs be linldc alienever snd so 
low as it could be rorcn that, they had knoaled(re of the irnprntiing
ba& failure, but teat t,h‘oy sfiocild not be liable in good faith t,he 
transfrrred t,hrir sharrs wit.hin 60 days beforo a fdi i re .  This sonu& 
plausible h i t  is st, ~ n r i a i w ewith the fnds 3f e,xpcnence,. Tho pruwss
of proving that a s.toc.kh!dtic?rhad knowletlge i s  tlificult.and expensive,
if not irnpossibio in many rases, ant1 i t  1s brtieved that  the 6 0 4 8 ~  
provision 18 ent.irely equit,able and far niore workabie. 

EGCTXON 28. 

Loans on inprored farm lands are provided for in thii section under 
strict limit,ations as to t.he d u e  of t.he security and the waount. of 
the Iosn &a compared with Lho fw.e af Lhe bank 8 capital. The b ~ n 3  



OHiSNCiES XX THB BAXHINO ANT) CURRENCY SYSTEM. 73 

ere lmitad tn speriod of twelve months, and are emitted only in the 
case of country banks. This provision has nr)t  teon made, ~ - 9seems 
to be supposed in some quarters, for the pu ose of furnishing a 
means of su plyin farmers with working c a p i t 3  It hw bcen made 
upon the a& vice o9 practical hankers, in recognition of the fact that 
in rnany parts of the country the principal or almost the side business 
of national banks is found in making loans to fanners, and that while 
these loans are in every sense commercial in that they are to be paid
bark out of the proceeds of a business procesu then goin on-the 
raking and marketing of a cro the only actual secunty t5ie farmer 
can offer iy a lien upon his Inn(r-and ‘its products. To allow the bank 
to take this lien enables it to r l o  frankly and truthfully, with due pro
tection to itself, businrss that it will roba!dY d o  in some way, even if 
not thus authoriml, inasniuch m t , r  wcIl&cing of the ronmiunity
and the transaction of its husinrss calls for the extension of loans to 
farnien who arc cngawd in the process of growing and marketing
Consumable articlrs an3 who nrwl  ncirking r a  1-talin o n l c r  to facilitilte 
their operations. The totd amount of succ ,loans which could be 
mncle under thr provisions of this section might run ns hgh as 
$150,000,000, but IS not likely to approximate that SUN, 

0ECTlQX 27. 

Permission to nntional banks to open departments sperificdly
clrsignpd for the rweption of savings ticposits and conduc tetl with a 
view to the scparat,e inrcstmcnt an(! protection of such savin 
deposits ir granteti in  section 27. For a long time natioruil t m n g
have found their business encroarheti upon by the growth of savings
banks and trust companies, and in several hundred mstanccs they are 
now found evading the law by the organization of allictl concerns 
wl~icich are carried on as trust coni anies or savings banks untler 
technically separate organization, iut r ra I1~untler an dentical 
contu]. ‘rhe committee, while strongly bclieiring in tlie principle of 
a corps of commercial c1oscly restricted banks as the basic clcmcnt in 
the country’s credit system, bi4icves that with the atltleil 

tren%thafforded by the new Fcdcral rrsrrvo h n k s ,  Congress may rrasona ly
relaxsome of the restrictions now surruundirig the business of national 
banks a id  allow to natioiiltl institutions the sarings bank and limited 
trustee functions recognized in this section without unduly straining
the essential structure of the national banking system, provided that 
savinp departments if organized shall be conducted upon an entirely 
separate basis from the comnicrcial departnients of the national 
banks creating them, with segregated reserves and strictly segregated 
assets. Some further rrst,rictions have been laid down in the sectian 
which we largely self-explanatory. 

SECTION 23. 

There har long been a demand for an est,ensian Gf the powers of 
national banks which would permit them to facilitnte foreign trade 
and do business abroad. The plan upon which the conmittee har 
determined after much consideration and comparison of various 
competing propositions calls for permission to national banks h v i n g  
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S cspitd uf W,CW,W or over to wtablish branch banks in f 
countries whenever they mag deem best, sub-ect to regulations
prescribed by the Federal rmerm board. it is, however, req
that due ap Kcstion s h d  be mad6 to tlie reserve hoard for per&
eion to esteflEsh such braurhes and tbat in establishing thorn the 
bank-in question shall set s i d e  a specified B I ~ ~ O U R ~of it, capitsf for 
use at  the said braaches and shaU submit Lo suitable examination of 
the affairs of tho bF&DciJleS. A se wate amounting Bystem is ordered 
to be maintained at each branckP in order that it may be known 
exactly how succwsfdy em& sueh independent iristituiion is bek 
carried on, arrd in order to prsreiit unsuccessful operations engag
in et one point from being caverod up in the afTairs of the institution 
as a whole. Inavnuch aa the requirements concerning the creation 
of these brarrchos w e  ntxmzarily general in terms, section 24 natu
rlrilyspeifies that a power of further regulation from the admirib 
tratire standpoint she3  be Ictiged with the Federd reserve board 
i0 order that the said bmrd mav exercise a suitable control over the 
doings af the  b& wti ic i i  hp$y for such permiss.on, and of their 
brsn&tss. 

SECTION 29. 

Section 2.9 is mprdy tbs S P U ~provision far repeal of inconsistent 
EtatUtQry I-c3qIJkmPllt.q7 WiltttFVPr may h,tlI8i ET$ht Con&iCt 
with the br im of the iegiatatton now proposcd for adGptiun. 

'iwriox 30. 

Section 30 specifh that Chgr:Tess retains the r ight  te amexid, altar, 
or repea.! the wt-a power seaewed, nu doubt, in any e\enfti but 
which it hm been deemed test to mprerss in E ~ ~ c ~ G GIssguage. 

i 




