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

R E P O R T .  

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

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

A3IEXD3fENTS. 

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

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

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

DEMAND FOR ACTION 

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

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

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

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

REASONS FOR AClYON. 

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

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

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

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

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

and expen­

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

NATURE OF EXISTING CONDITIOXB. 

Turning from the general considerations which tend to prevent the 
acce tancc of existing banking conditions as satisfactory, there b 
neezof a recognition of the immediate status of the finuncial and 
business world at  the present day. There can he no doubt that for 
some time past tho national banks of the United States h a w  been in 
a dimcult situation. The comrnitt,ee has been amply wnrned tlncl 
advked of this state of things, and a general knowledge of it is coni­
mon to thc country at large certainly to all close or careful obseryers 
of exktin conditions. In  the reserve centers to-da banks nrc uriablr 
to extencPthe credit t,hat they would undcr normarcircumstances be 
disposed to grant, while merchants are frequently unuble to gct the 
accommodation to which their are entitlrd. .I gcneral tendency
toward stringency evitltmtly e-xist.q, and wliile this is not peculiar
to-day to the United States it should not be felt hcrc in anythiug
like its present sevnitp, inasmuch as t l l i  country has not had to bcar 
the burden of wurfare and destruction of ca ital that has been thrown 
upon the Europeun countries. All over tge westcrn world t,iicre is 
now a distinct shortage of capital, both fixed and floating, while our 
banking and rcscrve situtttinn is anything but reassuring. U nclcr 
such ckumstnnccs it is highly desirable that the utmost eflicirncy
shnuld he wen to the Iescrvc rcsources in the hnnds of t,hc bank3 
and that tw'eyshould be cnahled to do all that circumstances will 
perniit h entcntiinq to the business woIld the volunie of loans thnt it 
needs, so long as they maintain thcmselvea in position to piot,cct thc 
accommodation thus granted. Lrgislation which will relieve thk 
pending condition of pressure and possible panic, which will place 
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VALUE OF COMBfIISSION’8 WOBX. 

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

BRANCH BANKING SYSTEM. 

Many hills have been intro(lucet1 into Congrrss from tinic to timo 
for the establishment of brnnclies of eskting nnt'ionnl bnnks, nntl tho 
system hns so wirlesprcad nntl resprctablc! n support ns t,o mrke it  
npparent from tho uutset t,hnt this nspcct of banking throry ~rndprnc­
tice should be ronsitlcretl. The rniinrnt suc or tlir Cnntulitm 
bnnking systcrn and of otlirrs similnr to it enforc.cs upon tile most 
indifferent student of the suhject the significnnrr of 1)rnnch hnnking 
as a means of securing coopwit ion nntl the1 junction of rrsources in 
support of nn weak element in n bnnking systenb that r n t y  have 
been subjertecrto nttack at  n given moment. It iy clear thnt Csnada, 



CHASGES I S  THE BAXKIXG 4,UD CURREXCY SYSTEM. 13 

for example, with her 27 banks and thousands of branch banks, r e p
rme1Bt,g a distinctly different t pe of banking from that which is 
exempmed by the national banKmg system with its 7,473 iritlepend-
ent banks, norm of which [mssesses a single brnrich formed under the 
riational banking act. The question was thus clearly to be considered 
wlrcthcr the bestowal of the branch power would in fact meet the 
&fjculties of the present situation 111 the Uiiitetl Stntes. Careful 
study of tho applicability of the Canndiaii I~aiikiiigsystcm to Amer­
ican conditions convinced the coniniittee tlint an ntltrptation of it 
would not be fewible to-day. The succosuful introduction of the 
branch systeni would ulniost iiccessirrily have nitwit the abanclon­
niont of the idea of free botiking. While it would not nwewarily
have becn rcclukite to abt~ntlonf r m  b~tnking111 theory in order to 
introclucc the Caiitrtlian winciple, it would have Iwrn xactiraUy true 
that tho power of ostrrb\ishing branch hiinks, if wiclcdy esercisd by
large national iiistitutions, woukl have entniled the contracting of 
the iiumber of inclopenclcnt batiks in thc United St,atos and a corre­
sporidiiig limitation of tlie perfcct freedom of corn etition which 
exists to-thy. Ccrtninly it would not have bcen possibPe to introduce 
the principles of the Canadian system into Anrerican brrnkirig without 
a very extensive and vital niotlificnt.ion of banking logislation and 
cohditions in the United Statar. That thc country was prepared
for 90 profoulid a modification, not to say transformaiion, of the basic 
ideas upon which the national bankuig system has boen developed
the committee did not believe and it was therefore led to the aban­
itonment of all thought of attempting a plan of banking reform based 
upon the conception of large privately managed institutions operating
unrestrictedly and with great numbers of branches. This conclusion 
d'd not, of course, imply any belief that tho ado tion of other features 
oi the Canadian system whkh  seemed applicabro and could be ensily
ymftcil upon our own system was undrsirablo. It wns a conclrision 
rclnting sunply to one of tlic general itlcw underlying the structure 
of Caiiadian banking. 

QUESTION OF NOTE ISSLTES. 

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

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

currency system of the country. 

OTHER PLANS INADEQUATE. 

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

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

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

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

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

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

PROPOSED P WN. 


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

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

FEDERAL RESERVE BAh-KS. 

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

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

TRANSFER OF RESERVES. 

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

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

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

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

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

The original reason for creating this so-called ‘’ pyraniiclul” system 
of rcscrvw waa that  inasniuch as central banliiiig iiistitutioits were 
fibsriit, and inasmuch as banks outside of centors HCR obligcvl to 
koop rsrhunge funds on deposit with other bsnks in such crnttvu, it 
was fuir to allow exchango balmccs wit,h such centrally loratcd I I H I I ~ S  
to COllllt R9 r c s o n w  inasMUCh as thoy wero prosUllltl~J~yat 1111 ti l l ltY 
available in cash. This’ is an absolutely aironialous ant1 unique 
system, found nowhere outside of the Lhi;tetl Stutrs, tuid tliuigcrous
iU proportion as the number of the reserve criitcrs t hus  rtwigiii;..nd
ixmwwts beyond a prudrnt nunilior. Tho  law has nlniost nectwiril 
btcii lilmral in recognizin tho owcr to incrcnso thc number id  suerI 
centen, with tho rcault ta twrw but few cssisted ‘ust after theat H 
organization of the national bnnk act, thrrcr lwiijg t h n  3 rriitrul 
rc3ervo mid 13 roservc citits, thero are to-tluy :{ central restwe 
and 47 rwrrve citirs. Evrn had this oxtcnsirm ( i f  the nunii)cr of 
corltera not occurred. tho system rstublishcti ui i t lw tho nfitiorial 
banking act would st ill havo bcon unsutisfiictory. AY inuttcrs Iruve 
devc4opntl, i t  hns hcen vicious in tho cxt rrinc. Coupltd with tho 
inelwticity of the hank currency, tho systrni h a  tcnilnd t o  crrnto 
periodical stringniicirs and periodical plvthorns of  f u n d s .  Thinks in 
the country districts unable to withdraw mtcs aird C o I i t r w t  credit 
\\-lltlir they Iizive seeit tit, to do SO, becziust. of tlie rigidity 0.f tiit? h i i t l ­
se(!xiretl txrrenry, have retlrpositetl wc i i  fiiiitls w i t h  otlrer h z i i i l e  i n  
~ ‘ ~ e r \ - ea t i d  central reserve cities : ~ i i r lhave t h u s  built i i p  tire t)al:iiiws 
w i i i d i .  they w e i ~entitled to  Irc.rp tliert, as ii p:wt o f  their reserves. 
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Moreover, the ractice of thus redepositin fun& having been once 
ostablished, it !I99 been carried to extreme5engths, and at timea has 
been decidedly injurious in its inffuence. The pa mrnt of interest 
on deposits by banks in the cent,ers has been used 9or the urposo of 
attracting to sucli banks funds which otherwise would Rave y
to other-centers or to other banks in t,he same centers or w ich 
would h a w  been retained a t  homr. Tho funds thus redo o d c  1, 
even when not' att.racted by any artificial means, hnyo o� course' 

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

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

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

U O W I N G  OF FUNDS. 

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

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

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

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

RETIREMENT OF BOND-SECURED CUBSENCY. 

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

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

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

I
i 

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

DIFFIC’ULTY OF ROSD �IOl,nIsaS. I 

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

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

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

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

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

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

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

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

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


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

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

mwt nvaiiablr plav of the sort is that which proposcs 

to tiavr outstanding 8 certain percentage of notes 

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

Thin would mean that an inflexibldvolume of bank notes \VMkept

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

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

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

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

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

part ially tlcstrop the possibilities oTelytieity in the note currency 

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

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


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

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

COMMITTEE’S NOTE PUN. 

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

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

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

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

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

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

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

COST TO THE WVERNMENT.  

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

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

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

BENEFIT FROM DEP08KT8. 

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

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

EQUALIZING BESEKVE FUNDS. 

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

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

sucl~lrnlyrwlitircr nrtioii of t l ~ a tkirrtl. Tho sitiintioii will not o d y  Iio 
siwh w wili  put  ur! end to tho  vicious and wlrolly artificiul statcr of 
t h inp  csistiiig undcr t,hc prcsrnt type of 'l'rt.tisurv orptnizntion, hut 
will substit~it.ofor i t  a hdpful  syst,rtn whtrrctiy dcllnite goycmmetit~al
:iiithrit>-, closely iiiforiiietl wiiceriiiiig txitikiiiy wnditioiis and 
(,t)list;kiitly i n  t o r i c i i  w i t h  tlie developriirrit of cwxlit  i t i  :ill parts of the 
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tinies i i  yr,:ir, :ire iwt :iiitlirioiinI to the tivo rx:tiiiiJiiitiw!’; of e\-e13; 
ii;itioii:iI I x ~ n I i i ~ q  ~ I Itile tirst 1 j : t ~ ~ g ~ : t ~ A .: i soc i a t io~ ictrs(*riI>e(i h ~ i t  
iiicIiidr tIw!i.,. i l i  other v n r  haiiks laiiketl :is cunn !  I,? b;rnlw i i l ’ r  

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

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

BCCTION 24. 

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

BECTI(IN 25. 

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

EGCTXON 28. 

Loans on inprored farm lands are provided for in thii section under 
strict limit,ations as to t.he d u e  of t.he security and the waount. of 
the Iosn &a compared with Lho fw.e af Lhe bank 8 capital. The b ~ n 3  
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ere lmitad tn speriod of twelve months, and are emitted only in the 
case of country banks. This provision has nr)t  teon made, ~ - 9seems 
to be supposed in some quarters, for the pu ose of furnishing a 
means of su plyin farmers with working c a p i t 3  It hw bcen made 
upon the a& vice o9 practical hankers, in recognition of the fact that 
in rnany parts of the country the principal or almost the side business 
of national banks is found in making loans to fanners, and that while 
these loans are in every sense commercial in that they are to be paid
bark out of the proceeds of a business procesu then goin on-the 
raking and marketing of a cro the only actual secunty t5ie farmer 
can offer iy a lien upon his Inn(r-and ‘its products. To allow the bank 
to take this lien enables it to r l o  frankly and truthfully, with due pro­
tection to itself, businrss that it will roba!dY d o  in some way, even if 
not thus authoriml, inasniuch m t , r  wcIl&cing of the ronmiunity
and the transaction of its husinrss calls for the extension of loans to 
farnien who arc cngawd in the process of growing and marketing
Consumable articlrs an3 who nrwl  ncirking r a  1-talin o n l c r  to facilitilte 
their operations. The totd amount of succ ,loans which could be 
mncle under thr provisions of this section might run ns hgh as 
$150,000,000, but IS not likely to approximate that SUN, 

0ECTlQX 27. 

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

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

SECTION 23. 

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

SECTION 29. 

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

'iwriox 30. 

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

i 


