630 ('ONGRESS, } HOUSE OF REPRESENTATIVES. | REPORT
15t Nession. | \u 64,

CHANGES IN THE BANKING AND CURRENCY SYSTEM OF
THE UNITED STATES.

SEPTEMBER Y, 1913 —Committed to the Cominittee of the Whole House on the state
of the Union and ordered to he printed,

Mr. Grass, from the (ommittee on Banking and Currency, submitted
the following

REPORT.
TOGETHER WITH VIEWS OF THE MINORITY AND MINORITY VIEWS,

{To accompany H. R. T837.1

The Committee on Banking and C ullelmy, to which was referred
the bill (FL. R. 7837) to pmwde for the establishment of Federal re-
serve banks, to furnish an elastic eurrency, to afford means of 19(11‘-,-
counting commercial paper, to establish a more etfective supervi-
sion of bmxking in the United States, and for other purposes, having
had the same under consideration, report it back to the House
with certain amendments and recommend that the bill as amended
do pass.

AMENDMENTS.

The amendments to the bill are almost without exception mere
alterations of phraseology, made for the purpose of consistency or
with a view to clarifying the meaning of certain provisions. Thus,
in section 2, page 3, line 19, the w ord “subseriber” is stricken out
and the words “member bank” substituted in order to conform the
language to other provisions of the bill; and so in section 3, page 4,
lines 14, 16, and 1(, and in section 5, page 11, lines 15 and 21, and on
page 12 lines 6, 7, 10, 13, and 16, and n section 6, page 12, lines 20
and 21, and on p:we 1% lines 2 and 3; in section 7, page 11 lines Y,
10, and 22; 1n section 14, page 24, line 19.

Section 2, page 8, lines 24 and 2 25, 1s so amended by the committee
43 to require that 1o Federal reserve bank shall “conimence business”
with a paid-up and unimpaired capital less in amount than $5,000,000,
the original provision being that no Federal reserve bank should
“be ()I(ramzed with a pdld up and unimpaired capital less than
$5,000 000 This alteration is considered desirable by reason of the
fact that member banks are permitted to pay their stock subserip-
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tions in two installments, covering a period of 60 days, aud 1t 1s not
deened advisable to permit the Federal reserve banks to begin busi-
ness until the total required subsceriptions are paid, albeit they should
be permitted tu organize.

In section 3. page 4, line 12, the wmd ‘each™ 1s inserted after

SPI00,7 and in lines 14 and 16 the word “stoc k" is inserted, to make

1t clear that the ‘*Hil)]u?ﬁ of a bank is not comprehended n the use of
the term “capital.”

Section 4, page 4, beginning with line 24 and continning to the
word *Act,” in line 9, , page 9, 1s stricken ont and the words m italics
substituted in order to make p](\me] the method of organization pre-
scribed for Federal reserve bunks.  The change in phraseology simyply
embodies the language of the statute 19Lttmw to the m(ruumhon of
national banks and dppl]eq it to the organization of Federal reserve
banks, whereas the provision originally simply made reference to the
statute. In the same section, page §, line 14, an amendment is
inserted making provision for the contingency of a tie vote in ballot-
ing for Federal reserve bank directors of class A.

Tn section b, page 12, line 17, an amendment 1s inserted requiring
the Federal reserve board to prescribe regulations under which Fed-
eral reserve banks shall be required to muke payment for surrendered
shares of member banks which either reduce their capital stock or go
into voluntary ]iquid(u‘ion

In section 10, p age 17, lime 22, and on page 18, line 1, and also in
section 11, page 19 lmeq 15 and ]6, rmd likewise in section 12, page
21, line 19, and on page 22, line 2, where the word “board™ occurs
the committee hag altered the eXp]E‘R‘ﬂO]l to “Federal reserve board™
to make it more explicit,

In section 14, page 25, line 7, the semicolon after the word “Act”
18 stricken out and a comma substituted, and 1 Iine 9, after the word
“gecurities,” the comma is stricken out and a semicolon substituted,
in order to make clearer the meaning of the provision.

In section 17, page 30, lines 9 and 10, an erroneous reference is
corrected by stn]{m'r out the words “and 15.”

In section ¢ 20, page 37, lne 16, and in the same section, page 38,
line 16, the reserve requirement. of 25 per cent within the 60- day
period is dropped to 20 per cent in order to enable the reserve city
and central reserve city banks the better to respond to the immediate
demand upon them from the country banks in the first stage of shift-
mg reserves. In shert, instead of reducing the reserve wqmrement
of the reserve city and central reserve (ITV banks at the end of 60
iays from the establishment of the Federal reserve bank, the redue-
tion 1s made immediately after the Secretary of the Treasury shall
have ofticially announced the organization of such bank. In the
same section, page B8, lines 24 and 25, and on page 39, lines 1, 2, and
B, an alteration in phraseology is made so as to make the reserve
requivement of central reserve city hanks correspond exactly with the
requirement of reserve city banks.

In section 26, page 44, lmes 14 and 15, having reference to loaus
by national banks on farm lands. the words “or hﬁv per centum of
tts time deposits™ are stricken out, for the reason that the committee
thinks that the agorecate of such loans should be based on a bank’s
cajetar and surplus rather than oun the constantly fluctuating per
cent of time deposits,
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NATURE AND PURPOSE OF H. B. 7TR37.

. R. 7837 is intended to bring about necessary changes in the
present banking and currency system of the United States and to
correct long-standing evils that have had a slow and deep-rooting
growth. It aims at the rectification of the essential defects of the
present system, although it does not seek to make all the innovations
that might, from an ideal standpoiot, be deemed desirable.

DEMAND FOR ACTION,

Thers has for a great while been strong public demand for remedial
legislation on banking and currency. This demand was partly ob-
scured during the controversy regarding the adoption of a monctary
standard. Yet even before the adoption of the act of March 14, 19006,
there had been a vigorous popular movement directed to the amend-
ment of the national banking act. This tock form in various volun-
tary organizations and in actions by bankers’ associations as well as
by organizations of business and commercial interests. It was
Bractically universally admitted from 1898 onward that one of the

asic commercial evils of the day was the lack of a suitable banking
gystem.

yThis view has been froquently reiterated and restated ever since
the earlier days of the banking discussion to which reference has
been made. late it has taken form in renewed agitation following
the panic of 1907 and promises of action have been made in nearly
every politicai platform, by whatever party adopted, within recent
years. The call is loud and comes {from many sources of widely
divergent character.

It 18 probable that not a single scientific student of currency and
banking could be found who would spprove the conditions which
now exist in the United States or the bang)(ing system under which they
have sprung up. Nowhere in the world to-day can there be found
a banking system similar or analogous to that of the United States,
or a situation as to credit which could bo compared to that pre-
vailing in this country at the present moment,

REASBONS FOR ACTION,

The considerations which thus dictate action upon the bankin
and currency question at the present timo have often heen statuﬁ
and from many differont points of viow. In the opinion of the com-
mittee thero can be no doubt whatover with rogard to the essential
clemonts of the case. The genoral background of the situation
which calls for ba.nkinf roform is this: Half a century ago Congross,
in the midst of a civil war, established a new svstem subsequently
developed into the national banking system. The essontial olements
in this system were three in number: (1) The maintenance of the
[)rmc_zp]e of free banking through the unrestricted organization of
»anking institutions; (2) the refusal to allow the extension of sys-
tems of banking throughout the country by the organization of
branch banks; and (3) the adoption of a peculiar 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 protect all currency received by them for circulation.
The different elements in this system will be fully considered at other
points in the present report. It is enough now to suggest the gon-
eral bearings of the case. This system has cont,inueéjr substantially
unamended to the present time, and to-day includes some 7,473
banking institutions within its range. These banking institutions
vary in size from $25,000 capital to $25,000,000. They are entirely
local. Tho only bond between them is found either in mutual stock
ownership or in the redepositing of reserves as they are permitted
to do under the national-bank act. In view of the la(:lk of any
factor of unity the national banks have failed to furnish to the Nation
as a whole a single and powerful system of credit. The strength of
the credit situation in each community has depended upon the
strength of the banks there situated, and, except in times of stress,
has oven in these communities been measured by the strength not of
the strongest, but of the weakest institution there located. In timea
of stress the banks of such independent communities have at times
in self-defense united to place their combined resources temporarily
at the service of the public and of one another, but they have taken
such action only umrur stern pressure. As a rule, they have been
individualistic in the highest degree, and the country has lacked the
capacity either to prevent credit disorders from breaking out locally
and spreading to the centers, or to defend its own resources against
the monetary domands of foreign nations or against the infection
due to bad financial conditions in countries with which we stood in
close relations.

The evidence that this system has not done its duty is not found
in dishonesty or failure. While at times fallures have been numer-
ous among the national banks, as must nocessarily be the case in
any system of numerous and highly individualized banks, the average
record of failure or irregularity has been small. No noteholder has
ever lost a dollar, and the losses of depositors constitute in the aggre-
gate a very small ercentaﬁf of the total deposits held by the banks.
'The country has been enabled to do an expanding busincss, to its
own great profit. But the evil of the situation has been perceived
upon all those occasions when unusual pressure was brought to bear
upon the banks of the country. In 1873, 1884, 1890, 1893, 1896,
and 1907, to mention the most familiar occasions, it has been neces-
sary for large groups of banks practically to suspend specie paymenta,
They have done so as the result of concerted action, and one feature
of tho situation upon cach of thesc oceasions has been a genuine
cffort to relieve conditions by resorting to an issue (_)f obligations for
which the banks became jointly liable, and which in some mecasure
helped to overcome shortage of currency and the stringency that
was associated with it. In spite of all that could be done, however,
the public has been put to great inconvenience and loss upon such
occasions, the relations of the United States with foreign countries
have been embarrassed, if not brought into jeopardy, the failure of
firms, corporations, and individuals has been necessitated, and the
loss of wealth has been tremendous. We think it 18 axiomatic that
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these conditions should not be allowed to repeat themselves, but that
they should in some manner be relieved or prevented, if possible.

the other hand, the national banking system, with its many
merits, has not proved responsive to the seasonal needs of the com-
munity. At periods of exceptional demand for credit the movement
of currency Eetween various points, with attendant expense and
delay, has been cnormous, while the expansion of this currency has
been slow and halting, local necessities being met by withdrawing
circulating media from other regions. In consequence, the market-
ing of the country’s annual crops has been slow, difficult, and expen-
sive, and it has frequently happened that various sections of the Nation
have been obliged to Xe end too largely upon the limited exten-
sion of credit to them by banks located elsewhere.

Conversely, it has been found that whenever the seasonal needs of
credit in agricultural regions throughout the United States had been
met and when the crops there produced had been fully disposed of
there was an accumulation of currency, partly borrowed from other
portions of the country, partly of local origin, which could not be
used to advantage upon safe or sound security throughout the less
active portions of the business year, and which was therefore shipped
to banks in distant cities, that it might be there put to some em-
ployment that would yield its owners an income. 1t has not always
turned out that the employment thus found for it was desirable or,
on the whole, conducive to the good of the country.

NATURE OF EXISTING CONDITIONS.

Turning from the general considerations which tend to prevent the
acceptance of existing banking conditions as satisfactory, there is
need of a recognition of the immediate status of the financial and
business world at the present day. There can be no doubt that for
some time past the national banks of the United States have been in
a difficult situation. The commitltee has been amply warned and
advised of this state of things, and a general knowledge of it is com-
mon to the country at large, certainly to all close or carcful observers
of existing conditions. In the reserve centers to-day banks are unable
to extend the credit that they would under normal circumstances be
disposed to grant, while merchants ace frequently unable to get the
accommodation to which they are entitled. A general tendency
toward stringency evidently exists, and while this is not peculiar
to-day to the United States it should not be felt here in anything
like its present severity, inasmuch as this country has not had to bear
the burden of warfare and destruction of capital that has been thrown
upon the Furopean countries. All over the western world there is
now a distinct shortage of capital, both fixed and floating, while our
banking and reserve situation is anything but reassuring. Under
such circumstances it is highly desirable that the utmost efficiency
should be given to the reserve resources in the hands of the banks
and that they should be enabled to do all that ecircumstances will
permit in extending to the business world the volume of loans that it
needs, 80 long as they maintain themselves in position to protect the
accommodation thus granted. Legislation which will relieve this
pending condition of pressure and possible panic, which will place
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the banks in position to employ their resources to the best advantage,
which will obviate the necessity of expensive transfers of funds be-
tween dilferent parts of the country, and which wul furnish loans
upon an inexpensive but absolutely safe basis was never more ur-
gently demanded than it is to-day. It is this condition of affairs
that has most strongly moved the Committee on Banking and Cur-
ceney in its effort to press a measure of relief upon the attention of
the ouse.

LACK OF PROTECTION AGAINST PANICS,

Referenee has just been made to the fact that the national banking
svatenm, among other defects, fails to allord any safeguard against
panies and commercial stringencies or any means of alleviating Jhem.
I'his fact has received more attention than has thus far been given
to any other in the whole range of the banking and currency dis-
cussion, and there has been more offort to apply some legislativo
remedy to this than to any other condition.

In practice, when commereial credit had hopelessly broken down
and tiu- banks of the country found themselves seriously threatened
by danger of failure, they have united for mutual protection, and
clearing-house associations in the, chief cities of the country have
joined in the issue of certiticntes good in liquidating obligations
{wtwm-n banks.  Sporadic and temporary as this remedy has been,
it nevertheless has proven effective while in use, and after the panie
of 1907 an attempt was made to provide for a permanent resort to
this so-called elearing-house curreney by passing the aet of May 30,
1908, ordinarily known as the Aldrich-Veecland Inw.  This law will
expire automatically on June 30, 1914, inasmuch as the act itself
earries a provision limiting its own life to six vears. The fact that
this Jegislation will thus expire is regarded by many persons as an
additional argument for action at the present time, inasmuch as the
measure in question constitutes the only emergeney protection against
conditions of sudden difliculty in the money market that the country
now has.  The Aldrich-Vreeland Iaw provides for the establishment
of arganizations of banks, to be known as National Curreney Asso-
ciations, which are to be allowed to take out notes under certain
conditions,

1t is worth observing that up to date the Aldrich-Vreceland associa-
tions have been an entire dead letter. The situation regarding them
was clearly sketched by the Comptroller of the Curreney in his last
annual report, i which Lie said:

Under authority of the act of May 30, 1908, providing for the issue of adiditional
curreney ™ securad otherwise than by United States Donds, 18 national curreney
associatlons have becn formed, all of which, with the exceptign of the Los Angelea
aswclation, wore formed prior to the current vear,  Each asociation has an agere-
gate r:l}uzu} and surphis of at Teast 5000000, and 18 composed of at least 10 national
banks having an unimpatred eapital and an unimpatred surphis of not Jess than 20
per cent of the capital. and having United States bondz on deposit to secure cirenla-
tion to the extent of ar least 30 per cent of its "“H'“‘fl!' There are 286 national banks
forming these 18 nattonal currency assoviations, their capital aogresating $321.105.710
and surplus $251.544.722, The capital represented 13 slightly in excess of 30 per

cent of the paid-in eapital stock ot all national banks, as shown by the reports for
September 4 last.
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The title, membership, capital, and surplus of each of the associations are shown in
the following table:

National currency associations.

i N
Associations. of g?}!bg Capital. | Surplus.

National Currency Associntion of Washingten, . C.... ... ... 10| 35,702,000 | $4,792,512
National Currency Association of the city of New York, N Y........ 33 UIT 052,000 | 127, 475, 000
National Currency Assockstion of Phitadelphin, Yo .. .. L. T 20y 000 1 36, 63, 000
National Currency Associntion of the State of Fouisiina. .. ..... eaen 19 6, LU, DG4 4, 030, 000
National Cusrency Associntion of Boston, Mass . .........oienioo 147 25,700,000 ] 18,4950, 000
National Currency Association of Georgin.. ...l 28 R, 2, () G, 434, (00
National Currency Associntion of Chicago. ..o oo iiaeaal 101 42,730,006 | 25,950,000
Nationd Currency Associntion of 8L, Louis, Mo ... .. S 10| 19,510,000 4, 095, Ul
National Currency Assoctation of 8t. Puul und Minueapolis_ ... ..., 4] 10,750,000 9, 545, D00
Nationa Currency Association of Dretroit ... ... . . .......i.l.. 15 6, 125, 000 3101, 200
National Currency Association of Albany, efe.. ool 3 3, 560, D00 3, 145, 000
Nationa! Currency Associntion of kansas City, ete ... . .. 10 4, 6359, NN 3, %0, 000
Nationa! Currency Association of Baltimora, ... . . ... e 18 | 12,341,710 7,752,010
National Curreney Association of Cineiunati. ...l 10} 14,300,000 61 430, 00
National Currencey Assochytion of Tadiv. oo ool o 14 3. 760, 000 3 100, 000
Nation.y Currency Assovintion of Alubama. . .o .., e 25 5, 700, 500 3, 447, 500
National Cnrrency Association of Denver, ete, ... e 15 &, 700, 000 4,991, 500
National Currency Associntion of Tos Angeles, Lo i io ol 12 5, 123, 000 2,31, 000

Total. . cevimnrenerrnncan b ttenr e e iimveeesaraaanaiaranaans 2%6 | 321,105,710 1\ oK1, 544,792

In accordunce with the terms of the Aldrich-Vreeeland Act, $300,000,000 in currency
has been printed and 8 now ready, in blank, for issne in case of a call from any of the
banks or currency sesociations asuthorized to e noteg by the terms of the law,
Individual bunks may issite such notes by depositing ot the Treasury State or muni-
cipal bonds of approved kinds, receiving in exchange 90 per cent of the par value of
auch bonds, provided they are worth at least par.  The currency associations may ob-
tain notes equal to 75 per cong of the face value of commereial paper left with them by
the constituent banka of the aasociation.

{ne reason why the Aldrich-Vreeland law has never been availed of iz that the issue
of the currency was made very expensive, owing to the tmposition of a heavy tax on
such notos as might be taken out, while the banks were for a long tine reluctant to go
into the currcuey associations because of the onerous conditions under which they
were at first required to be authorized by the terms of the regulations Inid down by the
Secretary of the Treasury.  The law is thus not likely to be resorted to except in cases
of very severe necessity for notes; but, even if such were not the case, it would remain
a temporary expedient and a mere extension of its life would be only the renewal of
such an expedieat.

No statement could make clearor the inadoquate character of the
Aldrich-Vreeland Act or its purely temporary charactor, 1t is a weak
makeshift, soon to expire.

RECOGNITION OF SITUATION,.

That under the conditions just sketched there is a responsibility
resting upon those in charge of the Government of the United States
no one can deny. No more serious obligation to-day exists in the
whole range of national problems.  This duty has been amply recog-
nized by the Demoeratic Party.  In platform after platform it has
stood firmly for the adoption of sound and courageous legislation,
and 1:1.!; Baltimore in 1912 it adopted without dissent the following
plank:

We oppose the so-called Aldrich bill for the establishment of a central bank; and
we helieve our country will be largely freed from panics, and conscquent unemploy-
ment and businessdepression, by such a systematic revision of our banking laws as will
render temporary relief in localities where such relief is needed, with protection from
onnirol or domination by what is known as the Money Trust.
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VALUE OF COMMISSION’S WORK.

The work done at such great cost should not, indeed can not, be
iinored, but, having examined the extensive literature published by
the commission, the Banking and Currency Committee finds littie
bearing upon the present state of things in the credit market of the
United States. Most of the matter published by the commission is
a revision or recasting of books and documents having only historical
value or brought down to modern times by their authors or others.
There is practically nothing of original value or of direet aid bearing
upon the details of remedial legislation.

The bill favored by the commission and popularly known as the
Aldrich bill. from the name of the chairman of the monetary com-
mission, ex-Senator Nelson W. Aldrich, of Rhoede Island, remains as.
the chief distinct trace of the commission’s existence. 1t has naot
commended itsclf to the Banking and Currency Committee. The
Aldrich bill is a lengthy and elaborate statute and no sufficient account
of its contents or of the reasons for refusing to aceept it can be given
in brief space. Something, however, may be said of it. This bill has
often been spoken of as a poisenous theorctical novelty and at other
times as an ingenious scheme to create a eentral bank which would
absorh all banking funections to itself. In fact it was neither of these
things. Little of novel character is found in the ideas underlying the
Aldrich bill.  To mention only two of the many proposals embodying
the same general ideas as those held by the framers of the Aldrich
bill, the plans for banking and currency legislation suggested by Hon.
Charles RI Fowler in his “A financial and banking system for the
United States”” (. R.23707,60th Cong., 1st Sess. ), and by Hon. Maurice
L. Muhleman, in his “Plan for a central bank,” reprinted from the
Banking Law Journal, have the same purpose in view. They differ
in several important detads, none of which, however, is absolutely
fundamental to the scheme presented.

The objects technically aimed at in all these measures were desir-
able and the criticism to be made of the Aldrich bill does not, in the
opinion of the committee, reside in its confessed purposes, but in the
methods by which it undertook to carry them out and the disregard
of public welfare by which it was characterized.

he Aldrich hill was not a plan for a central bank as that term iy
properly used. 1t called for the creation of u national reserve asso-
ciation which was to do business only with banks, while the Govern-
ment had but little power over the institution and the public neither
business nor other relations with it. Without going further into the
detailed analysis of the Aldrich bill it may be stated that the com-
mittee objects to the plan fundamentally on the following points:

1. Its entire lack of adequate governmental or public comtrol of the
banking mechanism it sets up. _

2. Its tendency to throw voting control into the hands of the larger
hanks of the system. '

3. The lack of adequate provision for protecting the interests of
small banks and the tendency to make the proposed institution sub-
serve the purposes of large interests only.

4. The mntricate system by which the reserve institution it created
was prevented from doing any business that might compete with that
of existing banks.
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5. The extreme danger of inflation of currency inherent in the
scheme.

6. The clumsiness of the whole mechanism provided by the measure.

7. The insincerity of the bond-refunding plan provided for by it,
there being a barefaced pretense that this system was to cost the
(Government nothing.

8. The dangerous monopolistic aspects of the bill.

ESSFENTIAL FEATURES OF REFORM.

The other plans before the committee or examined by it have like-
wise been found unsatisfactory -~ some for reasons analogous to those
which made the Aldrich bill unacceptable, others because of defective
detall, erroncous principle, or faulty construction.  An effort was,
however, made to ascertain the constituent elements of these meas-
ures amd of the Aldrich bill, common to all, which should be recognized
and provided for in any new plan because representing the funda-
mentals of Jegislation, It is believed that these are as follows:

1. Establishment of a more nearly uniform rate of discount through-
out the United States, and thereby the furnishing of a certain kind of
weventive against overexpansion of eredit which should be sunilar
1 all parts of the country,

2. General cconomy of reserves in order that such reserves might
be held ready, for use in protecting the banks of any section of the
country and for enabling them to go on meeting their obligations
mistead of suspending payments, as so often in the past.

3. Furmishing of an elastic curreney by the abohitton of the exist-
ing bond-secured note issue in whole or in part, and the substitution
of a freely issued and adequately protected systems of bank notes
which should be available to all institutions which had the proper ¢lass
of paper for presentation.

4. Management and commercial use of the funds of the Govern-
ment which are now isolated in the Treasury and subtreasuries in
large amounts,

5. General supervision of the banking business and furnishing of
stringent and eareful oversight.

6. Creation of market for commercial paper.

Other objects are sought, ineidentally, in these plans, but they are
not as basic ax the ehief purposes thus enumerated.

The first problem in developing a measure was, of course, the con-
sideration of various alternative courses which might be pursued.

CENTRAL BAXK QUESTION.

At the outset of the committee’s work it was met by a well-defined
sentiment in favor of a central Innk. This idea appeared to have
become rooted with a large section of the banking communtty, and
was the manifest outerowth of the work that had been done by the
National Moenetary Commission, and those who believed that the
recommiendations of that hody were well founded.  While the insti-
tution which would have been created by the National Monetary
Commission bill was not a central bank in the technieal sense of the
term, inasinuch as it did not do a general banking business, 1t was
a central bank in many of the aspects that are usually regarded as
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charncteristic of that term. The idea of the monctary commission
bill had been accepted with great fervor by those who believed that
the use of a centralization principle was necessary, as well as by others
who deemed that their own objects would be served by the particular
form t;::}f had beon given to the proposal of the monetary commission
in its hill.

Without allowing itself to entertain any prepossessions ecither for
or against the central bank idea, the committee carefully examined
this notion both at hearings and through private study. 1t reached
in general the following conclusions:

1. Tho idea of centralization or cooperation, or combined use of
banking resources, is the basic idea at the root of central banking
argument.

2. 1t is not necessary in order to obtain the bencfits of the applica-
tion of this idea that there should be one single central bank whose
activities should be coterminous with the limits of a nation’s ter-
ritory.

3. Equally good results can be obtained by the federating of exist-
'mfig banks and banking institutions in groups sufficiently large to-
afford the strength or cooperating power whicl‘; i3 the chief advantage
of the centralization.

4. In the United States, with its immense arca, numerous natural
divisions, still more numerous competing divisions, and abundant
outlets to foreign countries, there is no argument cither of banking
theory or of expediency which dictates the creation of a single central
banking institution, no matter how skilifully managed, how carefully
controlled, or how patriotically conducted.

5. It is therefore necessary to abandon the idea of a single central
banking mechanism for the United States unless it shall be found
that there are considerations of expediency which would dictate a
resort to this policy.

6. For reasons which will be stated at a later point the conviction
was formed not only that there are no such reasons of expediency,
but that every consideration of that character would lead to action
of an opposite nature.

It was therefore decided that throughout its efforts to formulate a
banking measure there should be no necessary attempt to base the
result of the bill upon the central banking idea. Only in so far as
that idea indicated an essy and natural adjustment to existing insti-

tutions and conditions was it to be given a place in the ultimate
findings.

BRANCH BANKING SYSTEM.

Many bills have been introduced into Congress from time to time
for the establishment of branches of existing national banks, and the
gystem has so widespread and respectable a support as to make it
apparent from the outset that this aspect of banking theory and prac-
tice should be considered. The eminent success of the Capadian
banking system and of others similar to it enforces upon the most
indifferent student of the subject the significance of branch banking
as & means of securing cooperation and the junction of resources in
support of any weak clement in a banking system that may have
been subjecte(i” to attack at a given moment. 1t is clear that Canada,
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for example, with her 27 banks and thousands of branch banks, rep-
resents a distinctly different ¢ pe of banking from that which is
exemplified by the national banking system with its 7,473 independ-
ent banks, none of which possesses a single branch formed under the
national banking act. THhe question was thus clearly to be considered
whether the bestowal of the branch power would in fact meet the
difhiculties of the present situation in the United States. Careful
study of the applicability of the Canadian banking system to Amer-
ican conditions convinced the committee that an adaptation of it
would not be feasible to-day. The successful introduction of the
branch system would ulmost necessarily have meant the abandon-
ment of the idea of free banking. While it would not necessarily
have been requisite to abandon free banking in theory in order to
introduce the Canadian principle, it would have heen {)ructically true
that the power of establishing branch banks, if wilely exercised by
large national institutions, woull have entailed the contracting of
the number of independent banks in the United States and a corre-
sponding limitation of the perfect freedom of competition which
exists to-day.  Certainly it would not have been possible to introduce
the principles of the Canadian system into American banking without
a very extensive and vital modification of banking legislation and
cohditions in the United States. That the country was prepared
for so profound a modification, not to say transformation, of the basic
ideas upon which the national banking system has been developed
the committee did not believe and it was therefore led to the aban-
donment 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
did not, of course, imply any belief that the adoption of other features
of the Canadian system which seemed applicable and could be easily
grafted upon our own system was undesirable. It was & conclusion
relating simply to one of the general ideas underlying the structure
of Canadian banking,

QUESTION OF NOTE ISSUES,

Very early in its inquiries the committee was necessarily con-
fronted with tho question whether a mere reconstruction of the note-
tssue system of the United States would suflice to furnish the basis
for banking reform. Ten years ago and earlier, the dominant note
in banking reform literature seemed to be that of elasticity in cur-
TCeRCy, amrit was frequentiy urged by men of widely different political
hcliefs and of totally varying views as to the theory of money and
banking that the whole problem was essentially o matter of currency
issue. The bankers who urged the ereation of an asset currencey and
the public men who recommended the issuance of additional United
States notes or Treasury notes, whether protected or unprotected,
were fundamentally aliko in their belief that the whole trouble with

xisting banking lay in a difficulty in securing proper supplics of
currency when needed and of withdrawing them when not needed.

A careful study of this phase of banking discussion convinced the
committee most unmistakably that those who would regard the
banking and credit problem as soluble through the proper treatment
of the paper currency quostion solely were accepting a superficial
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view of the real elements of the difficulty. As is well known, the
bank extends its credit in two forms, cither (1) by the granting of a
book credit or ““deposit” or (2) by tho issuing of notes. There is no
essential difference between these two forms of credit, if they are
Erotect.ed by similar reserve funds, cxcept that they are likely to

ave s different term of existence, tho deposit credit being ordinarly
redeemed much more rapidly and efficiently than even the most
elastic note issues. To provide therefore for a free issuc of note cur-
rency, whother by the Government or by the banks, would not meot
the need for a more effective supply of deposit eredits. In times of
stress the difficulty under which banks labor is not usually that of
lack of assets, but is that of inability to convert good asscts into a
medium that can be used in making paymenis. However desirable
it might be to be able to turn sound snd liquid contmercial assets into
a note currency payable to anyone witlling to reccive it, and however
desirable it might be to obtain a free issue of Government legal-tender
notes obtainable by any individual who might possess property of
specified classes, such notes would plainly not meet the needs of those
who desired the book form of credit. While they micht indeed be
converted into book credit by depositing them with the banks, such
a course would have entailed many ineidental consequences that
should not have been mado Frcroquisito to the obtaining of means of
psyment. 1t was felt therelore that a return to the older conception
of banking reform as being primarily a problem of securing easily
expansible supplies of wotes would not meet the needs of the situation
to-day, snd even though it should prove to be of some temporary
valuc in times of special stress would net constitute that permanent
and reliable support to business credit that was sought. It was.
therefore concluded that while a proper issuo of note currency should
necessarily be included as a feature in any measure to be Fecom-
mended it could not be taken as the solo or even the primary purposo
of such legislation.

CLEARING-HIOUBE OGRGANIZATION,

Another type of plan that has been froquently urged by students
of banking conditions in the United States is that of clearine-house
organization. It has boen suggested that inasmuch as the eloarine-
house associntions of the country represent a kind of voluntary
association among bankers  one, too, that has already been frogquently
and sueeessfully avatled of 1 time of stress - it would be well worth
while to endeavor to base such now organization as niight be favored
upon the clearing houses of the country. Various plans for this
purpose have been worked out with moro or less suceess,  The
Aldrich-Vreeland law, already fre-.(gu-ntfy roferred to, was a ;lmrt.iui
application of this idea although beforo the act was finnlly s¢ optedd
it Lud bocome necessary to modify in very great degree the original
elearing-house prineiples upon which the Elan was 1 the first instanco
founded. Most such plans have proceeded upon the theory that it
was entirely feasible to compel banks to join national elearmg-house
associations which should be incorporated and over which the Govern-
ment. should exercise a measure of control. To these 1micorporated
clearing lhiouses, it has been suggested.ﬂvouhi e {'()lllI]L‘IHv(‘l_ the fune-
tion of issuing “emergency curreney’ based upon the joint aseeis
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of the banks, thus providing for regular and authorized employment
of the method of credit extension which has been made use of in
times past when stringent conditions had developed themselves in
the banking community. It has not been deemed wise upon ex-
amination to attempt any device of this sort. If the clearing houses
as thus recognized and authorized perform their functions of credit
extonsion t:u'ﬁ;l occasionally and sporadically they remain an emer-
gency expodient. Tho committee is convinced that what is needed
13 not a moans of remedying emergencics after they have arisen but
a plan for guarding against the development of such emergencies
and for so protecting the community that it will not be under the
necessity of calling for the use of abnormal devices in its interest.
If the clearing-house associations referred to should be organized
upon a permanent basis with a view to making such extensions of
credit as a regular and normal incident of business, they would not in
any material respect differ from banking institutions. The retention
of the name ‘‘clearing houses” would then be misleading and could
not bo defended. Krom no point of view, therefore, has the -plan
suggested commended itself. This does not signify that the idea of
cooperative offort ombodied in the clearing-house plan is unsatis-
factory, but, as will be scen later, quite the contrary. It does moan
that the use of existing clearing-houso machinery for the purpose of
granting accommodation under exceptional conditions does not seem
to the committee to be a wise method of providing tho credit resources
that are needed in affecting a thorough reform of tho banking and
currency system of the country.

OTHER PLANS3 INADEQUATE.

Of the multitude of other plans, some beyond the confines of rea-
sonableness, others more or less conforming to actual necessities and
to legitimate principles of banking and currency legislation, nothing
needs be said except that none has been found which, in the opinion
of the committee, 18 at the same time feasible, available, trustworthy,
and sufliciently inclusive to afford a thoreugh basis of reform of the
present conditions. The committee does not feel that the legisla-
tion now to be adopted should scek to include within its scope all
the possible features upon which action is required, but rather that
it should attempt to fay a foundation for future development by
selecting those clements in the situation that are most in need of
attention and secking to deal thoroughly with the problems offered
in this more restricted field of action. It has therefore put aside
many schemes of reform which, however desirabio they might ab-
stractly be, do not conform to the standards already outlined. 1t
has limited itsclf to the fundamental necessities of the present situa-
tion as it views them and has sought to keep its recommendations
within narrow scope in order that no extrancous issues might become
involved with the general problem which lies at the base of further
improvement. It has deferred the thorough reform of the national-
bank act on its administrative side, and it has determined to post-
pone, in like manner, the question of long-term agricultural credit,
firmly believing that neither of these subjects can be adequately
dealt with until the substructure of banking organization has been
remodeled.
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FUNDAMENTAL FEATURES OF REFORM.

After looking over the whole ground, and after examining the
various suggestions for legislation, some of which have just been
cutlined, the Committee on Banking and Currency is firmly of the
opinion that any effective legislation on banking must incKlde the
following tundamental elements, which it considers indispensable in
any measure likely to prove satisf actor{ to the country:

1. Creation of a joint mechanism for the extension of credit to banks
which possess sound assets and which desire to liquidate them for
the purpose of meeting legitimate commercial, agricultural, and
industrial demands on the part of their clientele.

2. Ultimate retirement of the present bond-socured currency, with
suitable provision for the fulfiliment of Government obligations to
bondholders, coupled with the creation of a satisfactory flexible
currency to take 1ts place.

3. Provision for better extension of American banking facilities
in foreign countries to the end thut our trade abroad may be enlarged
and that American business men in foreign countries may obtain the
accommodations the{y require in the conduct of their operations.

Bc(?'ond these cardinal and simple propositions the committoe has
not deomed it wise at this time to make any recommendations, save
that in a few particulars it has suggested the amendment of existing
provisions in the national-bank act, with a view to strengthening that

weasure at points where expericnce has shown the necessity of
alteration.

FROPOSED PLAN,

In order to meet the requirements thus sketched, the committee
proposes a plan for the organization of reserve or rediscount institu-
tions to which it assigns the name “Federul reserve banks.” It rec-
ommends that theso be established in suitable places throughout the
country to the number of 12 as a beginning, a.ndpthat they be assigned
the function of bankers’ banks. Under the committee's plan these
banks would be organized by exisuing banks, both National and State,
as stockholders. It believes that banking institutions which desire
to bu known by the name ““national” should be required, and can
well afford, to take upon themselves the responsibilities involved in
joint or federated organization. It rocommoends that these bankers’
{»anks shall be given a definite capital, to be subscribed and paid by
their constituent member banks which hold their shares, and that
they shall do business only with the banks aforesaid, and with the
Government. Public funds, it recommends, shall be deposited in
these new banks which shall thus acquire an essentially public char-.
acter, and shall be subject to the control and oversi J{xt which is a
necessary concomitant of such a character. In order that these
banks may be effectively inspected, and in order that they may pur-
sue a banking policy which shall be uniform and harmomnious for the
country as a whole, the committee proposes a genersl board of man-
rgement intrusted with the power to overlock and diwct the general
functions of the banks referred to. To this it assigns the title of
“The Federal reserve board.” [t further recommends that the
the present national banks shall have their bonds now held as security
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for circulation paid at the end of 20 years, and that in the meantime
they may turn In these bonds by a gradual process, receiving in
exchange 3 percent bonds without the circulation privilege, '

In lieu of the notes, now secured by national bonds and issued by
the national banks, and, so far as necessary in addition to them, the
committee recommends that there shall be an issue of “Federal
reserve Treasury notes,” to be the obligations of the Unmted States, but
to be pail out solely through Federal reserve banks upon the applica-
tion of the latter, protected by commercial paper, and with redemp-
tion assured through the holding of a reserve of gold amounting to
3314 per cent of the notes outstanding at any one time. In order to
meet the requirements of foreign trade, the committee recommends
that the power to establish foreign branch banks shall be bestowed
upon existing national banks under carefully prescribed conditions
and that Federal reserve banks shall also be authorized to establish
oftices abroad for the conduct of their own business and for the pur-
pose of facilitating the fiscal operations of the United States Govern-
ment. Finally and lastly, the committee suggests the amendment of
the national-bank act in respect to two or three essential particulars,
the chief of which are bank examinations, the present conditions
under which loans are made to farming interests, and the liability of
stockholders of failed banks. It believes that these recommendations,
if carried out, will afford the basis for the complete reconstruction
and the very great strengthening and improvement of the present
banking and credit system of the United States. The chief evils of
which complaint has been made will be rectified, while others will at
least be palliated and put in the way of later elimination.

FEDERAL RESERVE BANKS.

The Federal reserve banks suggested by the committee as just
indieated would be in effect cooperative institutions, carried on for
the benefit of the community and of the banks themselves by the
banks acting as stockholders therein. It is proposed that they shall
have an active capital equal to 10 per cent of the capital of existing
banks which may take stock in the new enterprise. This would
result in a capital of something over $100,000,000 for the reserve
banks taken together if practically all existing national banks
should enter the system. It 1s supposed, for a number of reasons,
that the banks would so enter the system. More will be said on this
point later in the discussion. How many State banks would apply
for and be granted admission to the new system as stockholders in
the reserve banks can not be confidently predicted. It may, how-
ever, be fair to assume at this point that the total capital of the
reserve banks will be in the neighborhood of $100,000,000. The bill
recommended by the committee provides for the transfer of the
present funds of the Government included in what is known as the
general fund to the new Federal reserve banks, which are there-
after to act as fiscal agents of the Government. The total amount
of funds which would thus be transferred can not now be predicted
with absolute accuracy, but the released balance in the general fund
of the Treasury is not far from $135,000,000. Certain other funds
now held in the department would in the course of time be transferred
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fo the banks in this saine wiay, and that would result in placing,
according to the estiprafes of pood authorities, an ultimate s of
from 200,000,000 to ¥250,000,000 i the Lands of the reserve banks.
If the former amount be qssumed {o be correct, it 1s seen that the
Feserve hanks would start shortly after their organization with a eash
resotrcee of at least 300,000,060, As will presently be seen in greater
detail, it is proposed to give to the reserve banks reserves now held
by individual banks s reserve holders ander the national banking
act for other banks, Coufining atiention to the national system, it
is probable that the transfer of funds thus to be made by the end of
a year from the date at which the new systemn would be organized
would be iu the neighborbood of 350,000,000, 11 State banks
entered the system and conformed (o the sane reselrve pequivements
they would proportionately inerease this amonnt, but for the sake of
conservatism the discussion may be properly confined to the national
banks., For reasons which will be Gtated at o later poiut, 1t seenis
likely that at least 250,000,000 of the reserves just referred to would
be transferred to the reserve banks i1 cash: and if this were dove the
fotal amount of funds wlich they would have in hand would be at
Jeast $550,000,000.  This would create a reservoir of Hquid fands far
surpassing anything of similar kind ever available in this country
heretofore. It would compare favorably with the resources possessedd
by Government banking institations abroad.

1t will be observed that in what has just been said the reserve banks
have been spoken of as if they were a unit. The connnittee, however,
recommends that they shall be individually organized and individu-
ally controlled, each holding the fluid funds of the region in which it
is organized and each ordinarily dependent upon no other part of the
country for assistance. The only factor of centralization which has
heen provided in the committee’s plan is found in the Federa] reserve
hoard, which is to be a strictly GGovernment organization creaied for
the purpose of inspecting existing banking institutions and of regu-
Iating relationships hetween Federal reserve hanks and between them
and the Government itself.  Careful study of the elements of the
problem has convinced the committee that every element of advan-
tage fonud to exist in cooperative or central banks abroad can be
vealized by the degree of cooperation which will be seenred through
the reserve-bank plan recommended, while many dangers and possi-
hilities of undue control of the resonrces of one section by another
will be avoided. Local control of hanking, local appheation of
resources to necessities, combined with Federal supervision, and Him-
ited by Federal authority to copipel the joint application of bank
resonrees to the relief of dangerons oy stringent conditions n oy
locality are the chracteristie features of the plan as now put for-
ward, . The limitation of business which is proposed in the sections
governing rediscounts, and the maintenance of all operntions upon
a footing of relatively short time will keep the assets of the proposed
institutions in a strictly fluid and available condition, and will insure
the presence of the means of qeconnnodation when banks zlpph‘ tfov
loans to enable them to extend to their clients Targer degrees of as-
cistance i business. 1t 1s proposed that the Governent shall retain
a sufficient power over the reserve banks to enable It to exercise a
directing anfhority when necessary to do so, bat that it shadl mopo way
attempt to earry on through 1ty own mechanisin the routine opers-
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tions of banking which require detailed knowledge of local and indi-
vidual credit and which determine the actual use of the funds of the
community in any given instance. In other words, the reserve-bank
Jan retains to the (Government power over the exercise of the
Lrouder banking functions, while it leaves to individuals and pri-
vately owned institutions the actual direction of routine.

TRANSFER OF RESERVES.

Reference has been briefly made to the fact that tho committee’s
ropousals provide for the transfer of bank reserves from existing
anks which hold them for others to the proposed reserve banks.

At present the national banking act recognizes threc systems of
TOSOIVES:

(1) Those in central reserve cities, where banks are required to
hold 25 per cent of their depusit liabilities in actual cash in the vaults,
while banks situated outside of such cities are allowed to make certain
deposits with them which shall count as a part of the reserves of
such outside banks.

(2) Those in reserve cities, 47 in number, which are roquired to
keep a nomiunal reserve of 25 per cent, 12} per cent of this being in
cash in their ewn vaults, while 12} per cent may consist of depuosits
with banks in central reserve cities.

(3) Thoso in the **country,” by which is meant all places outside
of central reserve and reserve cities, it being required that such banks
shall nominally keep 15 per cent of their doposit liabiities, of which
6 per cont is held in cash in their vaults and 9 per cent may be held
in the form of balances with other banks in reserve and central
resorve cities.

The originad reasoa for creating this so-called “ pyramidal” system
of reserves was that inasmuch as central banking institutions were
absent, and inasmuch as banks outside of centers were obliged to
keep exchange funds on deposit with other banks in such centers, it
was fair to allow exchange balances with such centrally loeated banks
to count as resorves inasmuch as thoy were presumably at all times
available in cash. This is an absolutely anomalous and unique
system, found nowhere outside of the Unitod States, wid dangerous
in proportion as the number of the reserve centers thus recogmizod
increascs beyond a prudent number. The law has almost necessari
been liberal in recognizing the power to increaso the number of such
centers, with tho result that whereas but few existed just after the
organization of the national bank act, there being tiwn 3 central
reserve and 13 reserve cities, there are to-day 3 central reserve
and 47 reserve cities. Even had this oxtension of the number of
couters not occurred. the system established under the national
banking act would still have been unsatisfactory. As matters have
developed, it has been vicious in the extreme. Coupled with the
une[astlcity of the bank currency, the system has tended to creato
periodical stringencies and periodical plethoras of funds. Banks in
the country districta unable to withdraw notes and contract credit
when they have seen fit to do so, because of the rigidity of the bond-
secured eurrency, have redeposited such funds with other banks i
reserve and central reserve cities and have thus built up the balances
which they were entitled to keep there as a part of their reserves.




20 CBANGES IN THE BANKING AND CURBENCY SYSTEM.

Moreover, the practice of thus redepositing funds having been once
established, it has heen carried to extreme%angths, and at times hag
been decidedly injurious in its influence. The payment of interest
on deposits by banks in the centers has been used for the purpose of
attracting to such banks funds which otherwise would have gone
to other centers or to other banks in the same centers or which
would have been retained at home. The funds thus redeposited,
even when not attracted by any artificial means, have ofp course
constituted a demand liability, and have been so regarded by the
banks to which they were intrusted.

In consequence, such banks have sought to find the most profitable
means of employment for their resources and at the same time to
have them in such condition as would permit their prompt realization
when demanded by the depositing ganks which put them there.
The result has been an effort on the part of the national banks, par-
ticularly in central reserve cities, to dispose of a substantial portion
of their funds in call loans protected by stock-exchange collateral as
g rule. This was on the theory that, inasmuch as hstod stock-
exchange securities could be readily sold, call loans of this type were
for practical purposes equivalent to cash in hand. The theory is
of course close enough to the facts when an effort to realize is made
by only one or few banks, but is entirely erroncous whenover the
attermpt to withdraw deposits is made by a number of banks simul-
tancously. At such times, the banks in central reserve and reserve
cities are wholly unable to meet the demands that are brought to
beer on them by country banks; and the latter, realizing the difficul-
ties of the case, seck to protect themselves by an unnecessary asccumu-
lation of cash which t{m draw from their correspondents, thereby
weakening the latter and frequently strengthening themselves to an
undue degree.  Under such circumstances the reserves of the country,
which ought to constitute a readily available homogenenus fund,
ready for use in any direction where sudden necessities may develop,
are In fact scattered and entirely lose their efficiency and strengt
owing to their being diffused through & great number of institutidng
mn retl tively small amount and thereby rendered nearly unavailable.
This evil has been met in times past by the suspension of specie pay-
ments by banks and by the substitution of unauthorized and extra-
legal substitutes for currency in the form of cashiers’ checks, clearing-
house certificates and other methods of furnishing a medium of
exchange. Needless to say such a method of meeting the evil 8 the
:!mrst kind of makeshift and is only somewhat bettor than actual

isaster.

HOLDING OF FUNDS.

The committee belicves that the only way to correet this condition
of affsirs is to provide for the holding of rescrves by duly qualified
institutions which shall act primarily in the public interest and whose
motives and conduct shall be so absolutely well known and above
suspicion as to inspire unquestioning confidence on the part of the
community. Tt be{icves that the reserve banks which it proposes to
ysrovide for will afford such a type of institutions and t}_mt they may
Le made the effective means for the holding of the liquid reserve
funds of the country to the extent thet the latter are not needed in
tho vaults of the banks themselves. To meet this end it proposece
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that every bank which shall become a stockholder in the new reserve
banks shall place with the Federal reserve bank of its district a por-
tion of its own reserve equal ultimately to 5 per cent of its demand
deposits. Country banks would be required to keep 5 per cent in
their own vaults, while the remaining 2 of a required total of 12 per
cent might be at home or in the reserve bank of the district. In the
case of reserve and central reserve cities the committee has felt that
the change in their position as reserve-holding banks acting for other
banks called for a corresponding change in the cash to be held by
these banks. It has therefore reduced the gross reserve requirements
from 25 to 18 per cent of deposits and the cash in vault requirement
from 25 per cent in the central reserve cities to 9 per cent and from
124 per cent in the reserve cities to 9. This places the two classes of
rescrve cities on an equal basis, leaves each ultimately with 9 per cent
cash, requires each to keep 5 per cent in the reserve bank of the district,
and permits each to keep a final 2 or 4 per cent either there or in its
own vaults.

A period of three years is granted during which the deposits of
country banks may be kept with the present correspondent banks in
order that the latter may not be unduly embarrassed by sudden
withdrawals while the new reserve banks will not be as suddenly
compeled to provide for using a very large quantity of funds. The
committee is aware that the step t{ms recommended 13 of funda-
mental importance and will produce an extensive transformation in
present methods of national banking. It, however, believes that the
effects of this transformation will be aitogether beneficial and is
confident that the conditions under which the change i3 to take place
as provided in the new bill are such as to make the transfer not only
without suffering to the banks but under conditions that will actually
enable them to extend further loans to the community. The actual
effects of the operation proposed have been worked out in some
detail by the committee and are presented as a seties of computa-
tions in connection with the section of the proposed bill which pro-
vides for the revision of reserve requirements. Final analysis of tgeso
figures may be deferred until that point. It is enough to say at this
pojnt that a sufficient amount of reserve has been released, as com-
pared with present requirements, amply to provide for the actual
transfer of funds called for by the bill at the outset of the new system.
Subsequent transfers will amount only to about enough to place the
new system upon the same basis as the old in the matter of reserve
requirements, when a margin has been allowed for contributions of
capital and for possible accessions of State banks to the system.
Onr, to sum up, the new system will require less cash than the present
one in order to fulfill its reserve requirements and provide for the
payment of capital subscriptions. e margin between present and
proposed requirements which it 1s thought should be left in order
that State banks may come into the system without causing any
strain upon the cash resources of the country will probably be from
$100,000,000 to $150,000,000, & sum which 1s believed to be 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 cash to
the new system will be undesirable. In such an event it is, of course,
always open to the banks to establish their required reserve credit with
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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
st the outset they will be amply able to take care of many times the
amount of any such applications that are likely to be made to them.

RETIREMENT OF BOND-SECURED CURRENCY.

There are scveral important reasons for the retirement of bond-
sccured currency. The most obvious is that bond-secured notes are
not ‘‘elastic.”” By this is meant that the necessity of purchasing
bonds to be deposited with a trustee for the protection of note issues
prevents banks from issuing these notes as freely and promptly as
they otherwise would, while it also prevents them from retiring or
contracting the notes as freely and promptly as would otherwise be
the ease. There is little or no disagreement at present among stu-
dents of the banking and currency problem in the United States that
the retirement of the bund-sovurct? notes 18 essentially necessary if
suceess is to be had in restoring elasticity to the cireulation nng n
making the national banking system really responsive to the needs of
business. For that reason every plan of currency or banking reform
that has been put forward during the past 15 yvears has contained as
an important factor some provision for getting rid of the bond-secured
notes. ‘The basie criticism on the present system of notes already
indicated is reenforced by the fact that ithe supply of United States
bonds available for use in protecting note issues is likely to be limited,
as was the case in the panic of 1907. Then the national banks were
not able to enlarge their issucs beeause of their inability to obtain
further bonds, until they had been aided by the action of the Govern-
ment in issuing additional bonds for the very purpose of furnishing
a backing for currency, notwithstanding that at that moment there
was a very large surplus in the Treasury. Over and above this con-
sideration has been the fact that the formalities and technicalities
connected with the issue of bank notes based upon bonds have been
so great and troublesome as to preclude the easy and prompt supply-
ing of curreney, even when there wete enough bonds in the market
to furnish all the backing for notes that might be desired. This shows
why, apart from the special and peculiar difficulties that attend any-
thing of the sort, the substitution of bonds other than national for
the national bonds now used will not help the situation. The only
way to relieve the bad conditions that have developed in connection
with national-bank curreney is, therefore, generally admitted to be
the abandonment of the bond-security plan and the introduction of
something clse in its place.

DIFFICULTY OF BOND HOLDINGS.

The first difliculty in passing from the bond-secured system of
note issues to anvthing that might be devised to take its place is the
fact that even i all had been satisfucterily arranged with reference
to the new svstem, its soundness, ete., the diIIicuﬁ,y of dealing with
the bonds would remain.  The aet of March 14, 1900, provided for
refunding the outstanding bonds into the 2 per cent consolidated debt
and these 2 per cent bonds were subsequently sold at premiuins
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which once ran as high as 8 or 9 per cent and have regularly been 2 or
3 per cent or more. Primarily as a result of general depreciation 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 cents are
now below par. The ownership of bonds has thus inflicted a severe
loss upon holders already, and something like $30,000,000 has, ac-
cording to the Comptroller 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 in use. There is general agreement that if the
circulation privilege were to be taken from t' e 2 per cent bonds or,
what is the same thing, if & new system of note issue werg to be
established which would practically displace the present systom, the
twos would deteriorate to a price not 5)1 her than 80. This would
mean & shrinkage of one-fifth of the par value of the bonds and would
inflict upon the banks an aggregate loss of nearly $150,000,000.
Alternctive to this s the idea of providing for a refunding of the
bonds. Experience, as well as computations made in the Treasury,
indicate that 3 per cent is now about the level of the Government's
resent borrowing power. The $50,000,000 Panama bonds last sold
grnught s premium of between 2 and 3 per cent, but 3 per cent
interest without the circulation privilege represents the minimum
interest that must be paid (in round numbers) upon any future issue
which is to be floated upon an investment basis. In order o safe-
guard the banks against loss, therefore, a plan of refunding into 3
per cent bonds would have to be followed. The banks might be
offered cash payment for their bonds at par, and the new securities
might be sold for what theg would bring, or an exchange of 3 per
cents for the old twos might be ordered. The latier would be simpler,
and the former would Erobably cost a little more. Either plan would
entail an increase in the present interest burden nearly amounting to
1 per cent sunually on at least $740,000,000, or $7,400,000 a year.
‘Lemporary alternatives for the retirement of the bonds are, how-
ever, proposed here and there. The most familiar and perhaps the
mauost avallable plan of the sort is that which proposes to require banks
to have outstanding & certain percentage of notes based on bonds
belore they become eligible to take out notes without bond security.
This would mean that an inflexible volume of bank notes was kept
outstanding, or at all events that an inflexible volume of bonds was
held by the banks to protect such outstanding notes in case they
should be issued, and that whatever new form of currency might be
provided for would come out in excess of or in addition to the basic
volume of notes and bonds already referred to. The plan would
partially destroy the possibilities of elasticity in tho note currency
system, but at the same time it would operate to keep up the value
of the existing bonds for the time being. The question would then
be whether the effort to sustain the value of the bonds in this manner
during the remainder of theirlife was not too great to be compensated
for by the saving in interest thereby effected. The general opinion
of students of the subject undoubtcd{y is that this temporary method
of sustaining the value of the bonds Is undesirable, and that it is far
better to recognizo the facts in the case and take up the sccurities
in stich & way as to relieve the banks from any danger of further
loss, the Government bearing the increased interest charge and leaving
the banks to turn'in their securities st will.
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What has been thus far said has been founded upon the assumption
that agreement had been reached with reference to the method of
note issue to be followed when once a plan for retiring the old notes
and disposing of the bonds had been agreed upon. While no such
agreement has ever been arrived at, it is true that substantial agree-
ment, has been reached with refercnce to the basis on which the notes
which are to supersede national-bank issues shall be put out.

Another phase of the note-issue question is seen in connection with
the problem by whom the notes should be issued. The current
assumption is that in the event of the creation of any cential or
cooperative institution the note-issue power now exercised by the
several banks should be transferred to and vested in this new oreani-
zation. There has been a tendency to overestimate the importance of
the note-issue function and to treat it as if it were the chief object to
be attained in banking legislation.  This idea may be attributable to
the belief that “*emergency currency’” is what is needed in order to
relicve panics and stringencies, whereas what is actually needed is
fluid resources of some kind, whether notes or not. The belief that
the notes arc very important has also been stimulated by the expe-
rience in this country with clearing-house certificates, which are often
spoken of as if they were notes. The fact is that they are merely
evidences that the hanks that have gone into the clearing-house
arrangement are witling to accept a credit substitute for money in
settling their balances with one another. It remains true that the
provision of a satisfactory note currency would be a long step in
advance, as compared with existing conditions. With proper con-
trol and restriction it would, however, supp!y a means of nLtaining-
additional circulating media in time of panie or stringency when there
was a tendency to hoard money, and would to that extent relieve the
danger of collapse due to inability to convert assets into fluid resources.
It is therefore a eardinal element in currency and banking reform and
should be provided for.

COMMITTEE'S NOTE PLAN.

After reviewing all of the different factors in the situation, the
Banking and Currency Committee has reached the conclusion that the
issueof national-bank notes now current should, for the reasons glready
surveved, be retired despite the serious difliculties that have been
skotched, and that in their L)lace a new issue of notes put out by the
Government of the United States and closely controlled by it should
be authorized. This issue of notes it is proposed to entitle ““ Federal
reserve Treasury notes.”  In its essence the plan now recommended
by the committee for a new note issue contains the fullowing points:

1. Ultimate withdrawal of the circulation privilege from the Gov-
ernmment bonds of all classes.

2. Issue of notes by the Government through Foderal reserve banks
upon business paper held by such banks, )

3. Redemption of such notes and regulation of their amount out-
standing at any moment through Federal reserve banks.

The ultimate withdrawal of the circulation privilege means that
some provision of proper character must be made for the existing
bonds. It is suggested that, first of all, this should mean the pay-
ment of the bonds at maturity and a definite statement to thay elJf')ect.

53 irFae, B
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This the committee has included in its bill. The bonds now have
no due date, and while the Government may redeem them after
1930, they are not necessarily payable at that period. If the bonds
are to be continued outstanding, it would seem to be an essential
feature of their composition that they shall be allowed to retain the
circulation privilege. To get rid of this, it is only necessary to declare
them due and payable as soon as the Government has the right to
a,pply that principle. But, in the second place, it would appear that
the reform of the currency along the lines proposed, if it is ever to
make & fair start, should proceed from the abolition of the circula-
tion requirement in the case of banks either organized or to be
organized. The committee has, thercfore, proposed to repeal that
provision of the existing law which requires the deposit of Londs by
every bank in stated amounts. This means that banks may, if they
choose, entirely free themselves from circulation.  In order to enable
them to do this, and at the same time to supply the place of the small
but steady demand for bonds which was afforded by the purchases
made by newly organized banks, the committee proposes to allow a
voluntary refunding process to be carried out over a period of 20
years at the rate of not to exceed one-twentieth of the circulation
outstanding at the time of the passage of the act. It is probable
that if this provision were fully availed of it would mean an annual
refunding of 2 per cent bonds amounting to about $37,500,000. In
consideration o}) the action of the banks in surrendering the circula-
tion privilege on the bonds which they thus voluntarily present for
refunding, it is proposed to give the banks a 3 per cent bond without
the circulation rivilege. This is believed to be an excellent business
policy for the Government, as it could scarcely borrow at a lower
rate than 3 per cent to-day. What it will be able to do’at the end
of 20 years 1s entirely problematical, but it is a fact that the circu-
lation privilege is worth at least 1 per cent, and in surrendering 1t the
banks get no undue consideration from the Government. They do,
however, materinlly facilitate the process of converting the old
national-bank notes into the proposed new issue of Federal reserve
Treasury hotes.

COST TO THE GOVERNMENT.

That the cost to the Government of this conversion will be 1 per cent
on the amount converted, or in the last analysis very near $7,500,000,
if all the bonds should thus be surrendered 18 obvious; but it is also
clear that the change would, for reasons stated, be an excellent invest-
ment for the Government, The committee has arrapged to give the
proposcd Fedoral reserve board power to tax the new currency at such
rate as it might deem best, and should it impose a tax of 1 per cent
the Government would be reunbursed for any excess interest payments
which it might be required to make on the new bonds. Over and
above this plan of recouping itself for any losses 1s the fact that the
Government is to receive a substantial share of the earnings of the
proposed institutions of rediscount. 1f the plan of the committee
should be accepted and carried through in complete form, the result
would be a profitable one for the Government.

Whatever may be the ultimate earnings of the banks, however,
the committee is convinced that the conversion of the bonds and the



26 CHANGES IN THE BANKING AND CURRENCY SYSTEM,.

retirement of the present notes, followed by the issue of new notes,
ought to be effecteg at all hazards and at any cost, as a fundamentally
desirable public reform. It believes that the change should be carried
through upon a frank, open, and direct basis, and that no effort
shoulg be made to mask, as was done in the Aldrich bill, proposed by
the Monctary Commission, the real nature of the process or the burden
and distribution of its cost.

The cornmittee is of the opinion that in order to have the new cur-
rency at once satisfactory and effective, it must be (a) sound and (b)
efastic. The soundness of the new notes will, in its judgment, be
amply secured by the fact that they are made obligations of the
Government and a first lien on the assets of the Federsl reserve banks
issuing them, while they have also been immediately protected by the
hypothecation of firsticlass commercial paper in the hands of an
agent of the Federal reserva board at each of the banks. Their
elasticity depends entirely upon two fundamenta) elements ~ (1) the
provision of an adequate money fund for their redemption and (2) pro-
vision for the prompt presentation of the notes.  The money fund is
provided by the requirement that no notes shall be issued by a Federal
reserve bank unless 331 per cent of money shall have been segrogated
in the vaults of the issuing institution for the purpoese of paying such
notes upon presentation by any holders.  The banks aro left to pro-
vide this fund, and are both vested with the duly and equipped with
the power to obtain it and hold it. either by withdrawing it from
domestic channels or importing it. They are required to redeem the
Federal reserve Treasury notes, both of their own issuo and those
issued by other Federal reserve banks, whenover the notes may be
presented to them from any source; while, as a central point of redemp-
tion, it is provided that the Treasury Department shall pay the notes
out of a fund of money (constituting part of the 3334 per cant referred
to) which shall be pliced in their hands by the several banks. This
means that the Fm)cm] reserve Treasury notes will be redeemablo in
money at each of the 12 banks and at the Treasury, while the require-
ment that the notes shall be payable to the Government and to any
bank for deposit purposes wiii be tantamount to a quasi-redemption
at every pont where banking is earried on.  In order to insure the
prompt presentation of the notes for redemption, thereb avoiding
danger Jmt they may accumulate in the banE vaults, the bill refuses
to authorize their use as reserve money by member banks, while of
course they will be excluded from the reserves of Federal reserve
basiks.

Provision is also made whereby they will be prevented from acecy-
mulating in the Treasury or any of its subtreasuries even in small
quantities. It is believed that these provisions will insure the
prompt return of the notes, thereby producing genuine flexibility
in the curreney. The notes will be taken out whenever husiness
paper eligible for presceotation to Federal reserve banks for rediscount
18 created; and as such paper matures. is paid off, end shrinks in
volume the basis for the notes will correspoudingly shrink, and either
the notes themselves or an equivalent amount of lawful money will
be withdrawn from circulation. It is an undoubted feature of the
measure g8 now drafted that it will furnish an amyle mechanism for
insuring the cancellation of the notes s well as for their ssuance.
While this process i9 going on, thére will have been an active re-
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demption of the notes, owing to the operation of the provisions {for
axchanging them for money already sketchaed.

U8E OF GOVERNMENT FUNDS.

One feature of the preposals for legislation contained in the com-
mittoe’s bill is the recommendation that the funds of the Government
of the United States received by it as & result of current business
transactinns and heretofore held in the Treasury shall thencelorward
be deposited with the Fedoeral reserve banks, the latter institutions
to net s {iseal agents for the Government 1n all of its transsctions
theteeforward.  This recommendation s of fundamenial importanes
The Independent Treasury system of the {nited Siates ungv.r winch
the Tropsury Department now carries on its operations dates from
15346 wnd 1= the result of the legislation thon urged and adopted for
the purpese of putting the country upon a so-called hzm{‘-nmnpv
basis,  vhatever may be thought of the ides of actus! specie pay-
ments and of segregation of Government eash, both when it comesinto
and when it goes out of the Department of the Treasury, experience
has shown that the system 8 not feasible. It was necoessary to sus-
pend the Independent Treasury svstem, practieally speaking, when
the Civil War broke out: and upon every subsequent occasion uf stross
or difliciiity w the market a repetition of this suspension has become
practically unavoldable. Tt has been necessary on those oceasions
to redeposit the funds of the Governmont in banks in order that the
commereial community need not be deprived of the uss of them even
for a short tiine., At times it has been found expedient, if not abso-
lutely necessary, to temporize with the law and with the technical
requirements of the Tressury system, and practically to wbandon
the plan of requiring cash pavments even when that was theoreticaliy
lived up to—this again in order to avoid any withdrawal of urgently
needed funds from the business community.

In normal times the withdrawal of these funds has, of course, been
far less noticeable in it influence upen the business world, although
at all tiines it has been a fact that the withdrawals did disturb in a
measure the natural balance and distribution of funds between
different parts of the country and did thereby tend to embarrass
some paris of the couniry much more than others, owing to the
fact ﬂlmt. withdrawals of eash due to the payment of iaxes were
neither identical in amount nor proportiopate in importance in these
several sections.  The inadequacy of the Independent Treasury sys-
tem and of the present method of making puhfic deposita has indeed
been fully recognized by Congress when it provided that all such
deposits in banks should be made oaly upon security of United
States bonds, & requirement which means, if 1t means auything, that
the bLanks called national and under congressional supervision,
althougli deemed safe enough for the use of the publie, are not safe
enough to serve as depositaries of public funds—a situation which,
if actually what it seems to be, is both ridiculous and disgraceful.
This condition of affairs would, however, be greatly aggravated and
would become even more anomalous if (ongress were to authorize
the ersation of a new set of banks intrusted with the power of hold-
ing reserves snd acting as tho intermediaries through which a new
currency i8 issucd, yeu unable to bo trusted ns custodians of Gov-
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ernment funds. Both for economic reasons and because of considera-
tions of the logic and dignity of the situation, it is desirable to have
the current receipts of lﬁ-ll:; overnment deposited in the new banks
and its disbursements made by drawing upon these institutions.
The Treasury is in no way interfered with !? this process save in
8o far a8 it 18 relieved of some routine duty. Tt is left to manage the
fiscal affairs of the Government in precisely the way that is now

racticed, but the actual funds are placed with the }‘Yederal Fe8erveo

anks, where they will continue to be available for the banking needs
of tho community which created them and which is responsible for
the solvency and activity of the business processes that afford the
basis of taxation and thereby supply the fundamental resources of
the public Treasury.

BENEFIT FROM DEPOSITS.

Too much can not be said of the benefit that will be derived from
the continuous depositing and withdrawing of public moneys through
the Federal reserve banks, as compared with the present artificial
system of periodically contracting currency through heavy with-
d)xr':.wals due to large payments for customs and internal revenue
and of periodically expanding the currency through deposits in the
banks, which, however wisely selocted, can never restore the funds
to exactly the same channels from which they were drawn. A very
large share of responsibility for the past panics and crises of the
United States must undoubtedly be assigned to the Treasury system
which has been responsible for this sporadic and spasmodic movement
of funds. In unskilled or selfish hands, the power thus bestowed upon
the executive branch of the Government may be, as it has at tiizes
become, most dangerous to the public welfare, while it is always a
source of grave responsibility and danger scarcefy to be overestimated
in its importance. The usual consideration against placing Goverm
ment funds in the banks has been that by so doing certain banks were
favored at the expense of others while tﬁe Government was deprived
of its legitimate return upon the moneys that it furnished. Under
the proposed plan, no such danger exists. Power is given to the
Federal reserve board and to the Secretary of the Treasury, jointly,
to establish a rate of interest upon public deposits, thereby rendering
it possible for the Government, if it chooses, to assure 1itself a fair!
adequate return for its funds from the very time that they are placed
in the banks. Under the section of the proposed bill which provides
for a distribution of earnings the Government of the United States is
given 60 per cent of all net income after the banks have received
5 per cent upon their invested capital. The Government is therefore
in position to get its full and due return for every dollar that it places
in the hands of the banks, while the commmunity has the use of the
money thus left subject to the disposal of trade and commerce accord-
ing to their necessities. This is as it should be, since it amply pro-
tects the Government, safeguards the public interest, and assures the
returns of the profits from the use of the funds to the Government
after the banks have received the fair going rate of return for carryin
on their business and performing the routine operations connecte
with their duties as fiscal agents of the Treasury.
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There is another aspect of this Treasury deposit system that de-
serves mention in this connection. The bill provides for the depositing
of funds not in any one bank, and not in accordance with any systemn
that would place the moneys in any particular group of banks, but for
the depositing of the _fumfs m such banks as from time to time may
be deemed wise, having due regard to an equitable distribution of
these moneys among the different sections of the country.  The power
is, however, retained to make redistribution whenever deemed best,
and this means that the provision is important as an adjunct to the
ower of the Federal reserve bpard over rediscounts and rates of
wtercst as well as over reserves.

EQUALIZING RESERYE FUNDS.

It is ovident that the Federal reserve board and the Secretary of
the Treasury could, by shifting the deposits of the Government from

laco to place as occusion demanded, mecet conditions of stringency
and difficulty in the market, or furnish exchange funds as occasion
appeared to require. The power would naturally be exerted beforo
any resort was had to any method of interfering with the loaus of the
banks or with their reserves, and would of course be fur more satis-
fuctory as a means of equalizing resources than tho exercise of the com-
pulsory rediscount power. What has been done by various Secretaries
of the Treasury in times past, and has been successfully done, toward
the readjustment of banking acconunodation, by the making and
withdrawal of public deposits in different parts of the country, with
comparatively meager lunds, under the present Treasury system,
gives a faint suggestion of what might be accomplished in the way
just indicated. %Vt" have stated that in our judgment the use of the
ﬁ‘rcasury funds for deposit purposcs in the manner referred to has
never been desirable and has frequently resulted in leading, through
long—continued employment, to panic or to artificial and injurious con-
ditions of various kinc?s. What has just been said does not in the least,
weaken the forco of the general observation thus restated. The
harm resulting from past cfforts of this kind has arisen primarily
from the fact that they were necessarily carried out without intinate
knowledge of or close association with the bunking mechanism of the
country.

The evil which came from these efforts was due to the lack of
adaptation to existing conditions. Under the proposed plan the
funds of the Government will never be removed from the uses of
the commercial community, but they will continue in the genoral
regions of the country where they originated, whilo those who are
to bo charged with the duty of overseeing the managemoent of Gov-
ernment funds will have at their disposal the information that is
needed to enable them to readjust deposits or to grant temporary
relief througzh the shifting of Government resources should conditions
suddenly require action of that kind.  The situation will not only be
stich as will put an end to tho vicious and wholly artificial state of
things existing under the present type of Treasury organization, but
will substitute for it a helpful system whereby definite governmental
anthority, closely informed concerning banking conditions and
constantly in touch with the development of eredit in all parts of the
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country will be in control of an enormous mass of tluid resources
which it can transfer by normal methods through the ordinary chan-
nels of trade from one part of the country to another, as conditions
warrant; or, better still, can direct the flow of this mass of resources
now here and now there, as circumstances call for it. The process
will be conducted with knowledge of the highest order and will be
freo of the difheulties which+have heretofore beset the making of
Treasury dﬁs)osits. It will be simmlar in operation to the function that
is performed by the central banking institutions of foreign countries
and will be carried out by exactly sunilar methods save that, because
the authorities In charge of 1t are not hampered by commercial
motives and are not interested more in one part of the country than
in another, they will be able to do ihe work without any of the
interfering considerations of private profit which frequently prevent
the operations of & central banking mmsutution from being carned on
solely 1n the public interest. In the best sense of the word, the
Government will be completely “out of the banking business” and
in the best and proper sense of the word 1t will be 1n that business,
neithier under the necessity of Interfering with normal trade opera-
tions nor of artificially interposing t bolster up weak banks in any
part of the country.

BAXKING FACILITIES FOR FOREIGN THRADE,

1t has long been & ground of complaint that the national banking
svstem provided no adequate means for the cstablishment of Ainerican
hanks 1n foreign countries. ‘This eriticlsm has had some warrant, and
in view of the rapmly expanding foreign trade of the United States
it is deemed wise to make H)m&wr provision for banking machinery
in foreign countries which shall be closely eontrolled by home in-
stitutions. The hill proposed by the National Monetary Commission
sought to accomplish this end by providing for the creation of a specisl
tyvpe of institarions to be organized by national banks as stockholders
and to engage i operations abrosd. The committee 1s of the opinion
that ne such elaborate mechanism 8 necessary, but that every good
purpose of the monctary cominission plan can be at{ained by the
adoption of the plan it has proposed, which consists essentially of
provisien for the establishment of foreign branches by existing
national banks when such banks have an adequate capital for the
kind of work i which they propose to engage and are found by the
Federal reserve boord to be in proper condition for undertaking such
an enterprise.  The proposed plan s simple and, it 18 bclicws, suf-
fictently effective for the purpese. Under it nationsl banking institu-
tions will be in pesition to create branch offices at such foreign points
as they may decin best, assigning 1o them a due share of capital and
conducting their affairs separate from those of the home office in
order that there may be no difliculty in sseertaining at any moment
the distribution of the business of the institution. It 1 believed
that with the extension of nationai-bank powers which 18 provided
for in the present act, such branches of national banks would be
amply able to meet the requirements of their clientele wherever it
might be necessary for them to operste.
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times a year, are not additional to the two examinations of every
natlonal banking association described i the first paragraph, but
include themi. In other words, banks ranked as country banks are
to be examined at Jeast twico and all others at least four times a year
by the Federal reserve board, while, if desired, the reserve bank of
each district may have a system of its own for keeping advised of the
affairs of member banks--a plan employed by clearing-house associa-
tions to-day. The specifications with reference to the items o be
shown in the reports of examination of national banks in reserve
eities cover items that have been, it is thought, neglected under past
legislation.

In genoral the purpose of this section 13 to convey all reasonable
and necessary power of bank cxamination, to place it where it can be
most effectively used, and to ascume that the power is to be used for
the purpose of strengthening, protecting, but certainly not of annoy-
ing or crippling the banks to which it is applied.

BECTIOR 24.

In this section it is sought to correct a bad practice, sll too preva-
lent, of paying {ees (o bank examiners in order that they may make
a favorable report upon the condition of a bank; and further to end
the illegitimate practice whereby officers of nations! banks have here-
tofore profited at the expense of borrowers by charging a commission
or broEera.ge for the obtaining of loans. The extent of these prac-
tices can not be stated, but that they prevail is certamn; and it is
equally clear that they sre opposed 1o public welfare and to sound
banking, besides being wholly at variance with fundamental principles
of honorable personal conduct.

SECTION 25,

In this section it is endeavored to overcome the practice which has
sprung up on the part of dishonest or cowardly national bank stock-
holders of evading the double hability provision when they have
been informed of the failure of a hank in which they hold shares, by
transferring such shares to some “dummy” who 18 immune from
recovery under the double-liability provision. It is believed that by
making stockholders who have transferred their shares 60 days before
a bank failure equally as liable as if they bad not made such transfer,
the needs of the situation will be met. Some have alleged that the
requirements should be that stockholders be liable whenever and so
Jong as it could be proven that they had knowledge of the impending
bank failure, but that they should not be liable if in good faith they
transferred their shares within 60 days before a fatlure.  This soumﬂ%
plausible but is at varisnce with the facts of experience.  The process
of proving that a stockholder had knowledge is difficult and expensive,
if not impossible in many cases, and it is believed that the 60-day
provision 18 entirely equitable and far mwore workable.

SECTION 26.
Loans on improved farm lands sre provided for in this section under

strict limitetions as to the value of the seourit{v and the simount of
the loan 4s compared with the face of the bank’s capital. The losns
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are limited to a period of {welve months, and are permitted only in the
case of country banks. This provision has not geen made, as seems
to be supposed in some quarters, for the purpose of furnishing a
means of su plym% farmers with working capit;—{). It has been made
upon the advice of practical bankers, in recognition of the fact that
m many parts of the country the principal or almest the sole business
of national banks is found ip making loans to farmers, and that while
these loans are in every sense commercial in that they are to be paid
back out of the proceeds of a business process then going on—the
rasing and marketing of a cror—«t—he only actual security Sxe farmer
can offer is a lien upon his land and its products. To allow the bank
to take this lien enables it to do frankly and truthfully, with due pro-
tection to itself, business that it will probably do in some way, even if
not thus authorized, inasmuch as the well-being of the community
and the transaction of its business calls for the extension of loans to
farmers who are engaged in the process of growing and marketing
consumable articles and who need working capital in order to facilitate
their operations. The total amount of such loans which could be
made under the provisions of this seetion might run as high as
$150,000,000, but 18 not likely to approximate that sum,

BECTION 27,

Permission to national banks to open departments specifically
designed for the reception of savings deposits and conducted with a
view to the separate investment and protection of such savin
deposits is granted in section 27. For a long time national banks
have found their business encroached upon by the growth of savings
banks and trust companies, and in several hundred instances they are
now found evading the law by the organization of allied concerns
which are carried on as trust companies or savings banks under
technically separate organization, Eut really under an 1identical
cofrol. The committee, while strongly believing in the principle of
a corps of commercial closely restricted banks as the basic clement in
the country’s credit system, believes that with the added stren%th
afforded by the new Federal reserve banks, Congress may reasonably
relax some of the restrictions now surrcunding the business of national
banks and allow to national institutions the savings bank and limited
trustee functions recognized in this section without unduly straining
the essential structure of the national banking system, provided that
savings departments if organized shall be conducted upon an entirely
separate basis from the commercial departments of the national
banks creating them, with secregated reserves and strictly segregated
assets.  Some further restrictions have been laid down in the section
which sre largely self-explanatory.

SECTION Z8.

There has long been a demand for an extension of the powers of
pational banks which would permit them to facilitate foreign trade
and do business abroad. The plan upon which the committee has
determined after much consideration and comparison of various
competing propositions calls for permission to national banks having
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& capitsl of §$1,000,000 or over to establish branch banks in forei
countries whenever they may deem best, subject to regulations to
prescribed by the Federal reserve board. 1t is, however, required
that due application shall be made to the reserve board for permis-
sion to esteblish such branches and that in establishing them the
bank in question shall set aside & specified amount of its capital for
use &t the said brenches and shall submit to suitable examinsation of
the sffsirs of the branches. A separate accounting system is ordered
to be maintained at each branch in order that it may be known
exsctly how successfully each such independent institution is bein
carried on, and in order to prevent unsuccessful operations eng
in st one point from being covered up in the affsirs of the institution
as & whole. Inasmuch as the requirements concerning the creation
of these branches are necesearily general in terms, section 28 natu-
rully specifies that & power of further regulstion from the adminis-
trative standpoint shell be ledged with the Federal reserve board
in order that Lhe said board may exercise a suitable control over the
deings of the banks which spply for such permission, and of their
branches.

SECTION 29,

Section 29 is merely the ususl provision for repesl of inconsistent
statutory requirements, whatever they may be, thet might conflict
with the terms of the legislation now proposed for adoption.

SECTION 30
Section 30 specifies that Congress retains the right to amend, alter,

or repeal the act—a power reserved, no duubt, in any event, Lut
which it has been deemed best to express in specific language.




