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THE ALDRICH BILL will require careful consideration and amend-

ment before it is permitted to become a law. In his address
before the recent convention of the New York Savings Banks Asso-
ciation, Mr. HORACE WHITE called attention to a feature of the bill
that is open to criticism. Mr. WHITE said :

‘‘ The Aldrich bill deals with the bank-note question in still another
way. Itallows the Secretary of the Treasury to suspend and resume
the redemption of National bank notes at Washington at his own
pleasure. Under existing law a redemption fund equal to five per
cent. of its outstanding circulation must be kept in the Treasury by
each note-issuing bank. Anybody may send bank notes in bulk to
the Treasurer of the United States for redemption, and they must
there be sorted, redeemed out of the five per cent. fund and returned
to the parent banks. The cost of sorting and transporting must be
defrayed by the banks issuing the notes and each one must keep its
five per cent. fund replenished. The Aldrich bill does not propose to
stop redemption of the notes by the Government, but it provides that
the Secretary of the Treasury, after redeeming them, may pay them
out for Government dues instead of sending them home. One of the
chief defects of our present system is the sluggishness of the redemp-
tion of National bank notes. This section of the bill proposes to make
it still more sluggish, but that is its least objectionable feature, since
it would give the Secretary control of the reserve fund of every note-
issuing bank in the Union, and enable him to ‘ put the screws on’ and
take them off at his own will. Their redemption fund in Washington
is a part of their cash reserve. Ordinarily one-quarter of their circu-
lation will be sent to Washington for redemption each year. 1f the
Secretary can say to the banks: ¢ Until I give the word you need not
redeem any of your note issues except such as are presented at your
own counters,’ his powers, both financial and political, will be much
greater than they are now, or ever ought to be.”

1
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In the opinion of some careful observers the inelasticity of the
present currency of the country is due as much to the imperfect
methods of redemption as to any other cause. The anomalous posi-
tion of the silver coin and certificates, the volume of legal-tender notes
fixed by law at a sum which is neither increased nor diminished, and
the lack of a rapid commercial redemption of the National bank notes,
all tend to cause this inelasticity about which there is so much com-
plaint. There is, in fact, a growing feeling that the movement to
secure an elastic currency, which in itself is quite commendable, is in
danger of being subverted to meet the demands of those who simply
desire a greater volume of money. It is also alleged that under the
pretext of providing more money to move the crops an expansion of
the currency is to be brought about chiefly to sustain the inflated
values of the mass of ‘‘ undigested securities ” on the market. The
recent fall in the prices of stocks, particularly those known as ‘‘ com-
mon,” indicates that a number of these securities are in need of a
tonic. But it is substantial value that they require rather than such
‘temporary assistance as they might derive from an inflation of the
currency. ]

As THE BANKERS’ MAGAZINE has urged for many years, the
principle of an asset currency is sound enough, but the application of
that principle under all the circumstances at the present time is exceed-
ingly difficult, and if any provision for redemption is to be adopted
similar to that contained in the Aldrich bill, or in the Fowler bill as
finally amended, it would be better to postpone the whole matter until
public opinion can be brought to the support of a thoroughly sound
measure.

By providing for redemption in ‘‘lawful money ” the expense of
maintaining gold parity is shifted from the banks and those who deal
with banks—where it properly belongs—to the whole body of tax-
payers—where it does not belong. But the blame for the present sit-
uation does not rest with the banks, but with Congress for keeping
the legal tenders in circulation and in coining two kinds of full legal-
tender money of unequal value.

The gradual conversion of the legal-tender notes into gold certifi-
cates (which may be done without a bond issue and without contrac-
tion) is a step that should properly precede the introduction of an asset
currency, and when that is done some provision will have to be made
for keeping silver exchangeable with gold, as the legal tenders are
now practically the bridge that links the silver currency to the gold
standard.

Unless the prompt redemption of an asset currency is made cer-
tain, a large permanent addition to the supply of currency would ensue
and prices would be artificially buoyed up. The high level of prices
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and the large exportation of gold would seem to point to a present
redundancy in the volume of currency.

Mr. WHITE’S address, to which reference has been made, was
printed in full in the June number of the MAGAZzINE. Itis one of the
most lucid and thorough presentations of the principles of an asset
currency that we have seen, and is worthy of a careful reading by all
who are interested in the currency question.

THE INTEROCEANIC CANAL matter seems to be hanging in the
air, waiting for the action of the Congress of Colombia. If this is
delayed beyond reason, and it becomes impossible to secure the
Panama route, the President, under the terms of the law, will be
constrained to open negotiations with Nicaragua. There is undoubt-
edly a large faction who for various reasons prefer the latter route,
but the general sense of engineering opinion seems to be in favor
of Panama.

It is barely possible that the chaotic government of Colombia may
render this last-named route impracticable for the United States.
The probabilities are, however, that some way out of the present
muddle will be devised. Already there are rumors that the Panama
section of the Colombian Republic is inclined to secede and make
terms for itself with this and other countries, and intimations,
whether inspired or not, are being circulated in the daily press that
this country might be inclined to avail itself of such a situation. The
country has a precedent in the recognition of the secession of Texas
from Mexico. There is probably an opportunity for American
intriguers and ex-filibusters, who have always thriven to a certain
extent on the troubles and disorders of the States of Central America,
to do something with a secession programme. The Government of this
country would wish to avoid any course which could not be sustained
from an ethical or moral standpoint. A move for secession on the
part of Panama, whatever else its result, would tend to hasten action
by Colombia.

The interest from a financial and banking standpoint in the con-
struction of the canal comes in two ways. If Colombia accepts the
terms and the Panama route is finally acquired, there is the payment
of forty millions to France to be provided for, followed by extensive
bond issues for the construction of the canal. It makes much differ-
ence to the business public at what season and in what conditions of
the money market the payment for the canal properties of the
French company is made, especially under the present currency
and banking laws and customs. The remittance will have a greater
effect on business when the demand for money is great in the home



4 THE BANKERS' MAGAZINE.

market. If the settlement is delayed and made in the fall, when the
crops are to be moved, it may cause stringency in the money markets.
Such trouble in the autumn is always apprehended, and it has been
freely prophesied that the failure of Congress at the last session to
pass any measure of relief will be seriously regretted next fall. But
to a certain extent the hands of Congress have been withheld from
making any move, because of the extreme probability of bond issues
for canal construction. It must not be forgotten that this undertak-
ing, while an eminently peaceful one, will be as much of a drain on the
country’s resources as a very considerable war. It will cause a boom
in the furnishing of supplies and machinery and an opportunity for
contracts equal to the war with Spain. The hygienic conditions of
the route will require a maintenance of a discipline which will be
practically military. The country may find it necessary to maintain
all its reserves of credit. If Congress had abolished the bonded
bank-note system in favor of an asset currency, the price of bonds
would undoubtedly have fallen. If it should authorize the use of
State, municipal and railway bonds for public deposits, a similar effect
would follow. It is not necessary to consider the further effect of
such a measure in encouraging the extravagance of municipalities,
but it is not unreasonable to apprehend that if either of these measures
should become law it might be found impossible to sell the two per
cent. canal bonds at par. Moreover, a check might be given to the
sale of investment securities of all kinds were the United States
States bonds now held by the National banks to secure circulation
and public deposits thrown on the general investment market.

Until the construction of the canal is settled, either for or against,
it cannot be expected that radical changes in the monetary system
can safely be attempted. Furthermore, the issue of the canal bonds
will for a time, and perhaps for a number of years, give a needed
relief by extending the basis of the present National bank currency.
Government securities in all nations are not as superior to other
opportunities for investment as they once were, and nations may
see as much reason to nurse their credit in time of peace as they
formerly did under the pressure of war. If the Panama scheme
falls through there will be a longer period of uncertainty. Nicaragua
comes on the stage, and negotiations, the preparation of treaties and
their ratification all require time.

It is, therefore, not difficult to conclude that the prespective con-
struction of an interoceanic canal by the United States is having an
effect upon the business interests of the country. Itis the same as
if it was known to almost a certainty that the country within the near
future would be involved in a war of sufficient size to largely increase
the national debt. It is, however, contended by some that it is
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unnecessary to issue bonds for the construction of this canal, that the
Government should use its surplus revenues for the purpose. It is
possible that this might be done successfully, but there is an element
of uncertainty in such an undertaking. No one knows what may
take place to reduce the revenues or increase the expenses. Surplus
revenues now sooner or later go back to the country. Payments in
Panama or Nicaragua would not come back in the same degree. It
is much better to separate the funds for the canal from the other funds
and expenses of the Government. Confusion of the ordinary revenues
with the expenses of the canal might give rise to many opportunities
for misuse of funds. This would be in addition to the dangers caused
by the chance that there might not be a surplus revenue when it was
most needed.

On the whole, it is believed that the existing uncertainty as to
what will be done about the interoceanic canal has a depressing effect
on the business of the country in that it has prevented decisive action
for the improvement of the currency, and that thus indirectly appre-
hensions for the future are increased which chill the confidence with-
out which the most favorable material conditions invoke prosperity
in vain.

THE CROP PROSPECTS are not at this time as encouraging as they
were thought to be a month or two ago. The season has been cold
and backward ; in some sections drought has prevailed and in others
there have been floods. Winter wheat has been injured, and there
has not been the acreage of spring wheat that was expected. Corn
has been retarded in the planting by the bad condition of the ground
due to floods and cold weather. In fact, the present outlook is far
from good, and in so far as the future prosperity of the country is
dependent upon the crops there is some apparent ground for discour-
agement. Cotton prospects, as far as the season’s yield is concerned,
have been clouded by the weather in much the same manner as the
prospects for the cereals have been affected.

It is, however, the custom to discount every event in ad vance, and
traders who care little for anything except the immediate results of
their deals are not as yet much dismayed.

The bad outlook here for wheat has not raised prices, because the
reports from abroad are more favorable than they were earlier in the
year.

Those who attempt to predict a season’s outcome are apt to prove
mistaken in their prophecies, or if the results are as foretold they may
be convicted of ignorance because success or failure has not been the
consequence of the reasons alleged by the inspectors of the future.
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It is a fact that very few seasons progress altogether favorably.
There is a tradition among farmers that once in a while there arrives
what is called a lazy man’s year, when every crop grows and thrives
because all conditions are from beginning to end auspicious.. These
years do not happen very often, although patriotism may claim that
they occur oftener in the United States than anywhere else. This
season’s record so far points to the fact that this is not one of those
years of plenty, when bounteous Nature of her own free will relieves
the tired muscles of the agriculturist.

‘Whatever truth there may be in this theory of especial years of
plenty, it is usual for the weather to so average up throughout the
whole season as to enable farmers to obtain good crops even when
floods and droughts and lack of sunshine seem to hold back vegeta-
tion during the usual growing period. There is plenty of time yet
for a successful agricultural year. A late and backward spring is
often compensated for by a long continuance of summer into the
autumn months. Nature possesses vast powers of recuperation and
often more than makes good destruction that seems without a possi-
bility of reparation.

It is doubtful whether predictions based on the reports which are
so carefully gathered from all parts of the world as to the condition
of the staple crops, are ever of any value except for the day. Those
who collect these reports and receive daily the news as to how the
crops look, and send out their abstracts of this news to the exchanges,
are perhaps like the fly on the chariot wheel, tempted to think that
they are the motor that makes all things whirl. The individual farmer
who inspects his growing crops every day and sometimes hourly and
constantly, can draw no sound prediction of what the end will be.
He can note changes for the better or the worse, but good fortune
may come in a chance shower, or bad in a blight or invasion of some
insect terror. On a large scale this kind of observation tells how de-
ficiencies and losses in one place are made up by favoring conditions
elsewhere. After all the report is but for a day. Till the season is
ended there is nothing to rely on, except for those who make the ru-
mors of the day the basis of their temporary speculation. The real
prosperity of the country depends not at all upon the passing opinions
of the bulls and bears who seek out of incomplete information to guess
whether prices will rise or fall a point.

The real value of these crop reports, like that of any information
lies in their completeness, and they are of great use in giving all pro-
ducers the fairest possible chance to receive correct equivalents for
their products. If too much relied on in speculation these reports of
a crop’s progress may prove very deceptive. Any one dealing in Ameri-
can securities who was led to optimistic views, and paid high prices
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because two months ago crop prospects were unclouded, and would,
now that floods and drought and lack of sunshine have clouded: these
prospects, be willing to sell at a loss, in each case would be equally
foolish. When the reports of each crop are complete with the re-
cord of the harvest, then alone can it be known what is added to the
real resources of the land. It makes no difference what the interven-
ing opinions have been or how prices have been affected by reports,
favorable alternating with unfavorable, the result in the aggregate
wealth of the country will be the same when the crop finally comes to
market. '

The general tendency of this daily forming of new opinions as to
prices in the grain exchanges based on daily reports from all agricul-
tural sections, is to equalize prices. No rumor or report can usually
continue long until it is contradicted or modified by another. Bad
reports from one section are checked by good ones from others. The
losses and gains which traders make by backing their temporary
guesses do not increase or diminish the resources of a country to any
perceptible extent. It is also doubtful whether speculation, even in
the most extravagant forms, is at all injurious to the real industrial
and agricultural interests. The realities remain little affected by it.

While as far as this MAGAZINE is concerned it was believed that
the crop reports of the earlier months of the year were likely to prove
too high colored and that the chances were against the continuance
of such bright prospects, it is now thought that opinions are swing-
ing too much to the other extreme. The wet weather of the present
season has not been nearly as unfavorable as that of last year. Rains,
where rains have prevailed, have been followed by more wind which,
with the absence of too great heat, has left plant life in a better con-
dition for future growth when the summer heat does arrive. There
has been little of the hot moist weather that did so much damage last
season. In fact, there is as yet no reason to seriously apprehend any
great falling off in the staple crops of the year from anything that has
yet happened.

THE BASIS OF ALL S8UCCESSFUL TRADE is honesty and fair deal-
ing; at least, this trite proposition is assumed to be true by all writers
on political economy. Moralists, while recognizing the weaknesses
of humanity as displayed in individual conduct, have fallen back with
confidence on the fact that the common sense of mankind recognizes
the advantages of fair dealing as a policy. ‘‘ Honesty is the best
policy,” is a time-honored proverb. Economists, in formulating the
natural laws controlling business, take little note of aberrations that
are caused by dishonest methods. They assume that such methods
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are sure to evolve their own cure. The developments of modern
business by corporations and combinations have shaken, if they have
not altogether overthrown, many economic theories, and the organi-
zation of labor on the large scale witnessed in modern times has simi-
larly upset many of the hard and fast assumptions in regard to the
effect of the laws of supply and demand on the labor market. Politi-
cal freedom enters into the problems with increasing importance.
Combinations, either of capital or labor, cannot attain any great
effectiveness where the powers of government can exercise arbitrary
control. Ancient monopolies were powerful because they derived
their strength from the support and backing of government. Modern
monopolies flourish because they are free from government control.
Individuals who possess political rights cannot be oppressed by arbi-
trary government. Modern combinations, either of capital or labor,
obtain most of their power and vitality from the political and legal
rights of the units of which they are composed.

Whether it be true or not, as is frequently alleged, that the powers
of combination are used for purposes of corruption, every thoughtful
person must recognize the fact that they afford opportunities for
accomplishing ends by bribery and receiving bribes upon which there
isat present no adequate check. Hitherto these charges of corruption
have almost invariably been made against the combinations repre-
senting capital. Also these charges have usually pointed at the cor-
ruption of those who could impose or withhold political restrictions.
Organizations of labor and their leaders have generally been assumed
to be more honest in their methods than combinations of capital.
The labor leader has been regarded as a man devoted to the welfare
of his class, who, though often fanatical, impracticable, and unneces-
sarily inclined to violence, was at least above the plane of those who
sell honor for money. Recent charges imply that the men to whom
labor deputes the management of its organizations, are learning the
ways of the wily capitalist, and are awakening to the existence of
opportunities for gain by the exploiting for money of the control of
labor deputed to them. If all that has been published as to the
ways and motives of the walking delegate be true, it would appear
that he has become exceedingly wise in regard to the powers of his
position.

In the days of innocence, when a strike was ordered, it was sup-
posed to be a remedy for some grievance of the workman. Now the
strike is called for the benefit of the labor leader. Rivalries and com-
petitions of employers in the same trade are studied, and the walking
delegate dispenses his favors to them for a consideration in precisely
the same manner as the political boss is accused of doing. One fur-
nishes or withholds labor, the other deals in legal privileges and
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reatrictions. One has a legislative body at his service, the other a
monopoly of labor of a particular trade. Employers of this labor,
rivals and competitors, are as quick to see the advantage of dealing
with the walking delegate as are rival corporations to perceive the
advantage of negotiating with the political boss. In fact, there are
greater possibilities of advantage to an employer of labor dealing
with a walking delegate than in the case of a corporation merely
warding off attack or procuring legislative favors. The employer
<an bribe, not only to obtain labor for himself, but at the same time
prevent a rival in business from obtaining the necessary workers.

With all the alleged corrupt practices of legislatures, there are
limits in the making of laws. The constitution compels equal treat-
ment of all individuals or corporations. No legislature, however
corrupt, could hope to make effective a law which would restrict one
corporation and grant a privilege to another corporation of the same
class. A walking delegate has no constitution to control him, and
can blow hot to one employer and cold to another. Employers, too,
learning the game by being sought for by the controller of labor
seeking his own emolument, as their education progresses, discover
how to conspire with the walking delegate against rivals. There are
1n fact no limits as yet to the use of that kind of corruption. Nor is
it difficult to imagine how dealings between organized capital on one
hand and organized labor on the other, cynically and scientifically
developed, in other words, guided by sagacity and intellect devoid of
moral scruples, may easily upset all calculations based on the laws of
supply and demand.

As aresult of these corrupt practices labor becomes more and more
under the control of capital. The workingman may seem to gain
some temporary advantage, but in the long run he becomes a mere
counter, as much the property of the labor leader as coins are the
property of the capitalist. Dealings of this sort eventually make the
workman the property of the class he is supposed to be making terms
with, Indications in corrupt proceedings of this kind point to a lack
of power both on the part of the employer of labor and the working-
man to view the matter from a moral standpoint. There seems to be
a degree of cynicism, of unconcern as to the right and wrong, on the
part of both. The laboring men still have faith in leaders who prac-
tice blackmail, and employers as a rule seem to regard blackmail, of
which they are the subjects, as only one moreincident necessary to the
successful conduct of business.

The only redeeming feature is that there is still some hesitation in
giving evidence and revealing the truth. This is the tribute that vice
pays to virtue. All pretext that the passing of money for calling off
strikes is regarded as legitimate business, is swept away by the aver-
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sion to give evidence and the euphemisms and excuses employed in
such explanations as are made.

It is impossible that such conditions, once known to exist, can con-
tinue. If employers all become cognizant of the manner in which it
is possible to avoid labor difficulties by purchase, they will begin to
bid against each other, and this will raise the demands of the walking
delegate. This will bring combination and resistance. On the other
hand, the workingmen will probably learn before long that orgauniza-
tions which merely fill the pockets of the leaders with money that
should go to the workers are directly opposed to labor interests.

GREAT INDUSTRIAL CORPORATIONS in their financial management
afford an interesting field for study, as is illustrated by the unpleas-
antness which has arisen between the shipyard trust and the Bethle-
hem Steel Works. This controversy seems likely to throw some new
light upon the character of the negotiations by which control of great
properties is sought to be gained and transferred.

Trust operations in their inception no doubt yielded profits to the
stock and bond holders of the corporations that were consolidated.
The greater share of these profits appears to have been absorbed by
those who were on the inside, by the promoters of the combinations,
but there was enough left to the outside holders to highly impress
the general public with the advisability of following the lead of the
men who conceived these schemes. Many holders of stocks and
bonds regarded as almost worthless were agreeably disappointed and
surprised at receiving high prices for their supposed hopeless invest-
ments. Faith in the supernatural astuteness and sagacity of the lead-
ers of the new school of finance was thus secured, and there seemed
at one time almost no limit to the successful outcome of every enter-
prise in which they might take a hand. The conviction grew that
the resources of these men were so great, and were wielded with so
much wisdom, that failure was impossible. By degrees, however,
doubts began to materialize—large blocks of the new stocks and bonds
began to hang heavy on the markets. There arose much talk of un-
digested securities. The belief begins to grow that the promoters
after all expected the public to furnish the pepsin which was to assimi-
late this great mass, extract its nutritive value and add it to the rich
circulation of confidence necessary to maintain the general prosper-
ity. The public have been relying on the financial leaders to evolve
wealth from these manipulations and at the same time the financiers
have been relying on the public.

The shipyard promoters came rather too late into the field. After
making the original shipyard combination, their ambition rose and
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they thought the process could advantageously be extended so that
they might themselves produce the material used in their construction
work. Then a negotiation was entered into with Mr. SCHWAB for
the Bethlehem Steel Works. The issues of stocks and bonds neces-
sary to satisfy Mr. SCHWAB were of such magnitude that by holding
them Mr. SCHWAB virtually obtained a controlling interest in the
whole combination. But evidently this was not his immediate
purpose, nor was it anticipated by those representing the shipyard
combination that he desired this control. The expectation on the part
of both was that Mr. SCHWAB would unload the securities he received
upon the general public. This expectation was not based on any de-
gire to deceive the public. It was no doubt believed, and even great
promoters deceive themselves by over confident expectations, that the
affiliation of the steel plant at Bethlehem would place the shipyard
combination in such an advantageous position to save all the profits
on the iron and steel work required in constructing their ships, that
they might safely count on general profits sufficient to meet the divi-
dend charges on the old and new securities. Theoretically, perhaps,
this should have been an almost certain result. If this had been real-
ized, the public demand for the securities would have enabled Mr.
ScHWAB to unload; the new issues would have been digested.

It might be of interest to consider- what were the reasons that this
plan, which seems to conform to all the principles insuring the suc-
cees of similar combinations, did not succeed. If the business of the
shipyard combination was calculated fairly, and the saving to be
effected in the material used by owning their own steel plant was
calculated correctly, the promoters ought to have known what they
could pay Mr. SCHWAB for the property desired. Probably all this
was sufficiently convincing to those engaged in the negotiations when
the bargain was made. That there was any desire to foist worthless
or overvalued stocks on the public is not to be believed. Mr.
ScHwAB’s interest did not lie in that direction. The reason of the
failure of these securities to command their expected value should be
looked for in other directions. There has undoubtedly been some
unexpected check to the progress of the business, either because more
time than was anticipated is required, or from some mismanagement
of the united plants. No one can blame Mr. SCHWAB for desiring to
correct faults which seem to block the prosperity of the combination.
He may see obstacles seriously blocking the success of the whole
business which correct management could remove. He seems to
have been fair in offering an alternative to those who represent the
opposing shipyard interests. Either let me take control presumably
to introduce such management as will insure the success of the origi-
nal calculations, or give me back the property you purchased of me



12 THE BANKERS' MAGAZINE.

and make good what I would have had if I had not turned the prop-
-erty over to you. This is not unreasonable.

The suits in court are not likely to be argued on the main princi-
ples involved. Each side, when engaged in a legal controversy,
‘seeks to put the other in the wrong. Public opinion is sought to be
invoked by chargesand countercharges that the opponent was desirous
of foisting worthless securities on trusting and innocent investors.
:‘So many quarrels of this kind have been aired in the courts, and
‘there have been so many accusations that the business of the modern
financier is to exploit the public, that really it begins to appear as if
‘this were true. But it is unreasonable to suppose that those who
finance the industrial interests are actuated by unworthy motives.
They desire first of all the success of these industries. They desire
to place them in a position to make the largest possible returns on the
-capital invested, or created by betterments of plant or organization.
‘They have to rely on the estimation of the public for the credit in
which they stand, and it is incredible that they should deliberately
-calculate on robbing investors. Constantly changing conditions in
the industrial world make it extremely difficult for the most conserva-
tive to avoid mistakes.

.

THE CONSOLIDATION of the Western National Bank with the
National Bank of Commerce in New York is to go through, making,
it is anticipated, one of the largest banks in New York city. The
-capital will be twenty-five millions, and by a late weekly report the
net deposits of the two institutions were over 118 millions. The
.available resources will therefore closely approach $200,000,000.

The National Bank of Commerce before it became a National
bank, in 1864, was doing business under the Banking Laws of New
York State. It was the only bank in the country having a capital
of $10,000,000. When the national system was put in operation, in
1863, the State banks were averse to becoming nationalized. In 1864
‘Congress taxed away their circulation privileges, and made it easy
for those desiring to do so to become National associations. It was
thought best to uffer a special inducement to the Bank of Commerce,
the largest bank then doing business in the country, to join the new
gystem, and section 60 of the act of 1864 provided that any existing
bank with a capital of 10,000,000 and a surplus of twenty-five per
-cent. on becoming a National bank would be relieved from the pro-
vision of the law imposing a double liability on stockholders. The
Bank of Commerce was the only bank to which this part of section
60 applied. The charter of the National Bank of Commerce, renewed
from time to time, contained this exceptional provision, and this, as

@
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well as its being historically the older institution, caused the decision.
that the National Bank of Commerce should swallow and digest the:
‘Western, rather than the reverse.

The new institution is still far behind the Bank of England in capitall
and deposits, and in its power to issue circulating notes. It will proba-
bly be as powerful an institution as the National City Bank, that is,.
if all the accounts of the Western National are conveyed to it.
There is still material among the associated banks for the making of
a larger institution, which would outdo even the Bank of England..
It is not impossible that the great central bank, refused by Congress,.
may grow up by natural development under present laws. Once in.
existence and strong against any possible shock, it is possible that
such a bank could be granted a currency privilege without exciting,
the jealousy of other institutions.

A CENTRAL BANK for issuing currency is occasionally suggested..
This bank would have the exclusive privilege of providing bank
notes to the existing institutions upon their putting up security satis-
factory to the issuing bank.

If the process of consolidation of the New York Clearing House-
banks continues as rapidly as it has during the last five years, it will
not be a lifetime before the whole association may be merged in one
overwhelming corporation, bigger than could be started from new
capital. Such an institution would be large enough and strong:
enough to furnish a safe currency if Congress should grant the
power. Until this consolidation occurs, the proposition for a great
central bank in this country will hardly be taken seriously. The
jealousy of all the existing banks would prevent Congress from tak-
ing any step to encourage de novo the organization of any bank on.
the lines of the former Bank of the United States. Of course, if
such an organization just grew, like ‘‘ Topsy,” as seems not unlikely
from the progress of consolidation, the thing being already to hand,.
Congress might recognize its value and the other bauks of the country
might not then oppose the utilization of it to furnish a currency
either in the form of promissory notes or its certified checks.

If such a consolidation should be formed it would necessarily fol-
low that the present clearing-house would be done away with or
rather absorbed by the colossus that was composed of the former
associated banks. In its dealings with the other banks outside of the
present clearing-house there would have to be clearings of some kind,
and probably a new clearing-house would be started which would be
under the direction and management of the great bank. Most of its
own payments would be arranged by transfers of accounts, as it.
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would hold the accounts of all the chief financial institutions in the
whole country.

As has been remarked before, centralization of industries and
properties is the order of the day. Banking has so far been less
affected by it than any other form of business. In New York city
the process seems to have begun.

THE DEMAND OF THE CLEARING-HOUSE BANKS of New York
city that the trust companies which enjoy the facilities of the clearing-
house shall carry additional reserve has been complied with by seven-
teen companies. Nine have withdrawn. The banks proper never
complained of the companies aslong as the latter confined themselves
to the business for which they were especially constituted. They
complained when the companies entered into competition with the
banks on the special field of the latter, using the facilities afforded by
the banks to compete with them.

The seventeen companies which have deemed it best to comply
with the reserve conditions required have shown by their action that
they were not willing to sacrifice their banking busiuess and depend
simply on the trust business. Apparently, the nine that have cut
loose from the clearing-house do not regard the banking business as
of sufficient importance to go to the expense of holding the cash
reserve required.

It is difficult to understand why a trust company having all the
business it needs in its legitimate line should wish to compete with
the banks in theirs. Probably more trust companies than were really
necessary have been organized because of the financial opportunity
to do a banking business as an auxiliary source of profit to their trust
business. Therefore, it seems likely that the trust companies which
still remain in the clearing-house will gradually withdraw as their
trust business increases. This view seems to be borne out by the fact
that the nine companies withdrawing from the clearing-house control
comprise some of the oldest and strongest of the whole twenty-six.

For years the banks have been grumbling about the competition
of the trust companies. They endeavored to equalize taxation and
to obtain legislation which would make them less formidable competi-
tors. Why did the banks not do before what they have done now?
This is probably to be explained by the immense increase in strength
and resources of the clearing -house banks during the last ten years,
and the greater compactness of the organization from the reduction
in numbers by consolidation. The larger banks undoubtedly exercise
a stronger control and make possible a stronger policy than could be
enforced formerly.



SYNDICATES AS PROMOTERS OF FINANCIAL
ENTERPRISES.

The syndicate as a financial contrivance is probably old in principle, but
it was new to the financiers of the United States when the name was first
heard in connection with the refunding operations conducted when Mr. Sher-
man was Secretary of the Treasury. Since then syndicates have been used
several times in floating loans of the United States. A notable one was the
Belmont-Morgan syndicate to protect the gold reserve during Cleveland’s Ad-
ministration.

A syndic was originally a sort of judge, and a syndicate a council com-
posed of syndics. The term was a high-sounding one and seemed especially
fit to designate a combination or affiliation of capitalists formed to conduct
some monetary operation in which profit was almost sure to accrue, but which
was on too large a scale for one single bank or capitalist. The name had a
sort of sacred sound and well conveyed to the mind of the great investing
public, which was the source from which the profits were to be derived, the
almost reverend and sacred character with which the syndicate sought to in-
vest its transactions. It at once suggested grave and reverend seniors, whose
word was their hond and whose wealth was beyond computing. No one but
bankers of world-wide renown could be supposed to be members of so august
a body, and it was seldom that occupation could be found for it outside of
governwent loans. It is only within the last decade that the syndicate has
been applied to baser uses.

The profits of the bankers concerned in these combinations, when Govern-
ment loans were involved, were not very astonishing. They were, however,
sure—and comparatively small as they were the mind of the average citizen
was eagily stirred up in envy. Much vituperation was spent on the Belmont-
Morgan syngicate because it sold bonds allotted toit at 104 at 112. The Gov-
ernment loan became such a good thing that the Treasury authorities did not
have to beg a syndicate to take the securities. They found it more profit-
able to solicit bids and allot the bonds to the highest bidders. Popular loans
succeeded, and syndicates having worked themselves out of a job on Govern-
ments, began to take up securities of large commercial and industrial enter-
prises.

With the inauguration of trusts, syndicates found a new fleld. These
billion-dollar capitalizations gave great opportunity for profits compared to
which the profits on floating Governient bonds were small indeed. But as
the profits increased so did the risks. A very few years ago when the syndi-
cate method of underwriting enterprises was in the first bloom of its success,
banks and financial institutions crowded one another in their desire to become
one of the favored syndics. Profits were sure and lurge and risk appeared to be
small. The money required in case the public did not take the securities was
easily promised and signed for. But as the best enterprises were by degrees
financed in this manner, others of less intrinsic merit came on the stage, or
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perhaps the investing public was glutted. The underwriters now began by
degrees to discover that it was not all of such an undertaking to take the
profits. Syndicates began to be left with securities on their hands which the
public did not ask for even when urged. The underwriters had to take these-
securities themselves and pay for them and then get rid of them as best they
could or hold them. Hence the undigested securities of which 8o inuch is
heard.

This result took off the fine eagerness with which capitalists once re-
sponded to the promoter of the syndicate. Formerly a great name in finance
carried through a proposition without question. But now underwriters have:
to be sought for. The promoter, too, has grown cautious and avoids respon-
sibility by inviting the fullest and most careful examination.

This course of events and change in syndicate business does not indicate
any serious falling off in the real value of the securities dealt in. It is natu-
ral that the surplus capital seeking investinent should have its periods of in-
crease and diminution, and that after changes in the form of investment have
been accomplished, periods of rest should ensue. The syndicates found a
harvest in the changes which the desire to cure the evils of excessive and
blind competition made necessary. Now that these changes have been gen-
erally made time is required to show how the productive industries will pro-
gress under the new conditions. In so many great transactions it was inevit-
able that some abuses should creep in. There are, however, still other flelds
in which capital has not yet been subjected to the consolidation process.

There are indications in the consolidation of banks heretufore regarded as
great into institutions of still larger power, that the syndicate itself will be
consolidated. How much better for the promoter to have at his command
one institution capable of underwriting capitalizations, which formerly he had
to offer to a dozen or more affiliated banks and financial institutions. But
even if the syndicate is thus rendered for a time unnecessary, it may appear
again in more gigantic form1 when two or more of these great banks join hands.
as the smaller ones did before.

What enterprise is there that will demand the services of so much capital,
it may be asked. It is not difficult to guess that consolidation of the railroads
of the country will be a work worthy of the greatest financierigg power and
skill. This process of railway consolidation has hardly begun, and yet such
combinations as have already been made have been looked upon as startling
in their magnitude. The National Securities decision has caused promo-
ters to review the ground and to seek for methods which do not infringe ex-
isting law and constitutional provisions. Just as in other industries there
were some corporations that paid and others that did not, so to-day there are-
railways that pay and those that do not. Any one who examines the lists of
railway bonds and stocks at once notices the great diversity of prices. If
consolidation has done so much for many industries, there is every reason to
believe that the railways afford a still greater field for the trust remedy. If,
for instance, all the roads in the country were under one management, by
judicious arrangement of the business of the various lines, by the cessation
of injudicious competition, and by establishing new connections, it is almost
certain that the poorest paying roads could be greatly improved not only for-.
the benefit of their bond and stockholders but also of the resources of the:
territory through which they run. Socialists would bring this about by Gov-
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ernment ownership, but how much more cheaply and thoroughly it can be
done by private effort. The largest capital will be none too large to bring
this about. There is no end to the financial gamé. The largest ideas of one
period are speedily outdone by those of the succeeding period. The syndi-
cate has perhaps more than any single instrumentality enlarged financial
ideas. On the other hand the experience of syndicates has shown that in
large as well as in small undertakings there must be the same care that the
basis on which the greatest structure is raised must be sound in all its lesser
units. In all enterprises there must be an income-earning power. Better
management may conserve and increase it. Over-capitalization will not di-
minish it, although such over capitalization may chunge its distribution and
interfere with proper management.

NEW YORK’S FINANCIAL PRIMACY.—The fact that New York city is soon
to have the largest bank in the world need not surprise anybody. New
York is the second of the world’s cities in size and the first in the amount of
its business. The total of its bank clearings has led that of London for
several years. The gap between them must grow wider and wider as time
passes. More millionaires reside in New York than in London and Paris
together. Within a quarter or a third of a century New York, at the present
relative rate of increase of the two towns, will lead London in population.
Long before that time the world’s financial center will be on this side of the
Atlantic. That $100,000,000 bank which is soon to be established in the
American metropolis will probably have many counterparts within the next
ten years.—S8t. Louis Globe-Democrat.

A BANKER HONORED.—At the Republican State Convention, held at
Columbus, June 4, Hon. Myron T. Herrick, President of the Society for
Savings, Cleveland, and former President of the American Bankers’ Associa-
tion, was nominated for Governor of Ohio. The following was adopted as
the financial plank of the platform : ‘‘ The Republican party, having restored
the national credit after it was nearly destroyed by the Democratic party,
and having maintained, defended and advanced it to the highest in the
world, with every dollar of full value, and having given to the people the
only banking system that operates uniformly everywhere without loss and at
lowest cost, should now endeavor within safe lines to stimulate local bank
circulation, thus securing an elasticity of currency supply commensurate
with business demands ; and we favor well guarded legislation to this end.”

SENATE COMMITTEE ON FINANCE.—The following is a list of the Finaunce
Committee of the Senate: Nelson P. Aldrich, Rhode Island; William B.
Allison, Iowa; Orville H. Platt, Connecticut; Julius C. Burrows, Michigan;
Henry C. Hansbrough, North Dakota; John C. S8pooner, Wisconsin; John
P. Jones, Nevada; Geo. G. Vest, Missouri; John W. Daniel, Virginia; Henry
M. Teller, Colorado; Hernando D. Money, Mississippi.

A sub-committee, including Senators Aldrich, Platt and Spooner, have had
charge of the drafting of a new financial bill which will be laid before Con-
grees at its next meeting.

2



THE HISTORIC FAILURE OF BIMETALLISM.

[Interest in the subject of bimetallism has been revived by the movement to adjust the
‘monetary systems of Mexico and China—the last of the great silver-using nations—to the
gold standard. Mr. Charles A. Conant, the author of the following article, is now in Europe
.as a member of the Commission on International Exchange, conducting negotiations on
behalf of the United States, Mexico and oriental countries looking to the establishment of
more stable relations between the currencies of countries on the gold basis and those still
using silver as the standard. Preliminary to a consideration of the work of the commis-
slon, it will be interesting to study the historic failure of bimetallism.—Editor BANKERS’
MAGAZINE.]

The theory of a bimetallic currency has had for many able minds a pecu-
liar charm, which has made them the willing chainpions of a monetary system
avowedly supported by others on grounds far from scientific or well-reasoned.
Biwetallism in its proper sense means that the mints shall be open tothe free
coinage of two metals, like silver and gold, at a ratio fixed by law and that
the coins of these metals shall be legal tender without distinction and with-
out limit in amount. Any other method of employing two metals together
as money—such as the control of the output of the coins of one metal by the
Government or the limitation of the amount for which one of them is a legal
tender—may fall within the etymology of the term bimetallism, but hardly
within its proper economic meaning. Such monetary systems fall properly
under the classification of a limping or composite standard. Thus France,
when she closed her mints in 1873 to the coinage of silver bullion at the will
of the owner of the bullion, ceased to be under the régime of bimetallism.
She passed under that of the limping standard. Her act of legislation made
at the given moment no change in the concrete composition of her currency;
but it signitied that thereafter the elastic element of her metallic money, which
might come and go, at the will of its holder, through her mints into and out
of the channels of her circulation, should be the single metal, gold, and not
the two wetals, gold and silver.

Biwetallisin has found scientific defenders upon the ground that it affords
distinet advantages as a monetary system over monometallism. Few have
denied that it would have such advantages if the ratio fixed by law between
the two metals could be maintained in the bullion market. Upon this point,
the contention of the advocates of bimetallism was thus set forth with clear-
ness and precision, by the British Gold and Silver Commission: *

“If the possessor of any quantity of silver could, by taking it to the mints, have it con-
verted into coins available as legal tender at a fixed ratio with gold, he would never part

with it except at a gold price closely approximating to the value represented by that ratio.
The variations in the gold price of silver would, therefore, be scarcely appreciable.’’

Whether this statement is supported by facts and sound reasoning is the
crux of the dispute regarding the practicability of bimetallism. Two ques-
tious are raised by the position of the bimetallists: (1) Whether the adoption

* Senate Misc. Doc. No. 84, 50th Congress, 2nd Session, p. 60.
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of a bimetallic coinage system would modify the relations of value which
would otherwise exist between gold and silver; and (2) whether, if such mod-
ifying influence is granted, it would be of such a character as to give absolute
fixity to the relationship between the two metalst Towardsa correct solution
of these questions it will be necessary to consider such historical facts as are
available and afterwards the reasoning based upon these facts and upon
abstract theory.

THE FRENCH TEST OF BIMETALLISM.

The most conspicuous test of the system of keeping gold and silver in cir-
culation side by side was made in France from 1803 to 1873. The legal ratio
between the two metals was fixed in 1785, upon the recommendation of
Calonne, the Minister of Finance, at 15} to 1, which has been so much dis-
cussed by the advocates of bimetallism. In 1785, however, the free coinage of
gold was not established in France, but such old gold coin as was then in cir-
culation was recoined at the new valuation. It wasin 1803, when the admin-
istrative and financial system of France was being reorganized by Napoleon,
that the French bimetallic system, so-called, was adopted. The ratio of 15}
to 1, chosen by Calonne, was then retained, and provision was made for the
coinage of both metals. The French law, however, was not so clearly a
bimetallic law as most of the advocates of the system in modern times have
maintained. Gaudin, the Minister of Finance, did not apparently have any
inkling of the modern bimetallic theories, that opening the mints to both
metals would tend to maintain their relative value by affording an unlimited
outlet for the cheaper metal when the dearer ceased to be brought to the
mints. He adopted a ratio which was nearly the market ratio of silver and
gold, but which slightly undervalued gold and would therefore tend to make
silver the standard in use and keep gold out of circulation. The new law,
moreover, by no means consciously adopted the bimetallic system in the
sense in which it is now generally understood. The law simply declared:

‘‘Five grains of silver, nine-tenths fine, constitute the monetary unit,
which retains the name of franc.”

The unit of the French monetary system, therefore, was a silver coin. It
was simply provided that gold was to be coined in twenty and forty-franc
pieces at the fixed ratio of 154 to1l. Gaudin had heard so little of the modern
bimetallic theory that his first project contained an explicit recognition of the
probability that the rating of gold to silver might require to be altered from
time to time; but this was stricken from the plan in the course of discussion.*

These facts are important, not as weakening the force of any abstract
arguments for bimetallism, but as tending to show from the actual record of
events that bimetallism hardly existed even as an abstract conception among
the statesmen of 1803. If true bimetallism resulted from the operation of the
French coinage law, it was the result of the evolution of events, and this
would be in some senses a more important evidence than academic theories
of the utility of such a system, by showing its adaptation to actual conditions.
We shall see, however, that the plan of 1803, although adopted in Belgium
in 1832 and later by Switzerland, Italy and Greece, did not maintain among
the money changers the concurrent estimation of gold and silver at the valu-

* Walker, p. 88. A provision of this character was preserved in the Belgian Law of 1833.—
Vide Ansiaux, ** La Question Monétaire en Belgique,”’ p. 8,
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ation given by law. On the contrary gold flowed into the country and came

-to the mints when gold was worth less than the mint rate in relation to silver;
gold flowed out of the country and was not brought to the mints when it was
worth more than the mint rate in relation to silver.

Examination of the coinage and the foreign trade statistics will illustrate
these tendencies. From 1803 to 1848 the circulation of France was almost
entirely of silver. From 1795 to 1847 gold formed 22.9 per cent. of the coin-
age of the two metals, silver 77.1. From 1830 to 1848 gold was only 10.9 per
cent. and silver was 89.1.* The movement of foreign trade showed that up
to 1837, so far as the flgures are available, there was a slight excess in exports
of gold over imports, while the net imports of silver amounted to 1,032,000,000
francs ($200,000,000). It cannot be assumed, however, that the absence of
heavy net exports of gold from France indicates the continuance of the use
of gold in currency. France was not a gold-producing country and it is not
an unreasonable assumption that for thirty-five years her consumption of gold
by jewelers and by other artisans equalled 10,000,000 francs a year or 350,-
000,000 francs ($69,000,000) in thirty-five years.t Obviously such a use of
gold made a material deduction from the stock in use as currency.

The question whether gold disappeared from circulation in France during
the period ending with the great gold discoveries about 1850, and thereby
demonstrated the breakdown of the bimetallic system, has been warmly
debated, but it appears to be largely a question of opinion as to what consti-
tuted a gold circulation. Gen. Walker endeavors to show that ‘‘ although
silver was being imported to an enormous extent, because overvalued in the
coinage, gold still remained money in France in appreciable quantities.”
‘Whether ¢ appreciable quantities” remained or not seems to be somewhat
apart from the question whether concurrent circulation was successfully
maintained. It was declared by a French official report in 1872 that up to
1850 ‘‘silver was our sole monetary circulation.” Another report, made in
1869, quoted Gaudin as estimating that in 1803 one-third of the metallic cir-
culation of France was of gold, but declared that in 1848 almost all of this
gold had disappeared and out of 53,000,000 francs then possessed by the Bank
of France, only 1,000,000 francs was in the yellow metal. It was customary
in those times, that ‘‘ when one was paid even 8o small a sum as 1,000 francs,
he received this bulky and heavy money in a canvas bag and had to hire a
porter or a cab to carry it home.” §

EFFECT OF THE GOLD DISCOVERIES OF 1848,

‘Whatever happened in France prior to the gold discoveries of 1848, there
is little dispute as to what occurred afterward. Gold, by reason of the large
amount produced in California and Australia, fell below silver in value at the
French coinage ratio and began to pour into the French mints in a golden
torrent. Silver ceased to reach the mints, and was largely exported, but at
a rate which did not entirely offset the influx of gold. This was due to the
fact that the increase in the world’s supply of metallic money permitted a

¢ Willis, p. 5.

+** There is, furthermore, reason 1o believe that the exports of gold consisted chiefly of
coin, while the imports of gold were largely of bullion.””—Willis, p. 4.

$* International Bimetallism,” p. 128,

8 Report of U. 8. Monetary Commjssion of 1876, p. 146.
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larger distributive share to fall to France, but much more than the net
increase was in gold. The contrast between the amount of coinage of gold
and silver at the French mints before and after the opening of the California
amines is thus graphically presented by M. Arnauné:*

Average com- Gold coined, Silver coined,

PERIOD. mer: ratio. Jrancs. Jrancs.
1821-1850.. .0 cevvrinrennnnns 15.76 453,174,270 38,190,918,487
1851-1870.....cc00v venvnnnns 15.44 6,436,080,610 528,138,619

Thus, with a change of little more than two per cent. in the average ratio
of the two periods, the percentage of gold coinage to silver coinage changed
from about one in eight parts of value to about twelve parts in thirteen.
The experience of France under this avalanche of gold is one of the argu-
ments most dwelt upon by the bimetallists to prove the value of a double or
bimetallic standard. They maintain that if the French mints had not been
thrown open to gold, and the laws of France had made silver the sole legal
tender, the new gold would have been pent up in the old gold countries,
would have produced by its increase of volume a disturbing rise of prices, and
would have cheapened the yellow metal to a point which would have carried
it very far below the ratio of 154 to 1. There is some force in these argu-
ments. .

The outlet afforded by France for the new gold undoubtedly contri-
buted to widen the circle of demand for the metal and thereby to maintain
its value. The effect of the depreciation which would have fallen upon gold
without the French mint laws, however, and the disturbing effects upon
values and prices which was actually felt, were greatly exaggerated at the
time and have been greatly exaggerated since. Chevalier, although fully
cognizant of the French bimetallic law, anticipated that the new gold would
raise prices by fifty per cent. and Prof. Jevons estimated a rise of thirty per
cent., by the simple operation of the increase in the quantity of money in
relation to commodities.t Nothing of the kind oceurred or probably would
have occurred even if the French monetary laws had been different.

The essentinl weakness of the reasoning of Prof. Jevons was that he
ignored the operation of one of those economic laws of which he was himself
a leading exponent—the law of marginal utility, or the natural selection by
men of the most efficient and economical tools for accomplishing the maximum
of results. Gold was generally recognized before the discoveries of 1848 as
the most efficient mmoney of modern commerce. It was relatively scarce, how-
-ever, and therefore difficult to obtain except at a high price in other capital.
This being the case, even wealthy nations hesitated to adopt gold as their
sole standard. When gold became relatively plentiful, a demand which had
before been ineffective because of the high price of gold, and had been simply
lying in wait for a fall in its price, came into play to meet the increased sup-
ply. A desire which had not reached the character of an effective demand
and could, therefore, according to economic reasoning, be ignored, thus
became an effective demand. It is plain, therefore, why France absorbed
more gold than she exported silver. She needed a larger medium of exchange,
especially in her rural districts, to meet the expansion of commerce which

_ * La Monnaie, le Crédit et le Change, p. 172.
+** Investigations in Currency and Finance,” p. 74
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was beginning with the development of new means of production and trans-
portation.*
FORMATION OF THE LATIN UNION.

In Switzerland the attempt to adopt the French silver system, which was
made by the law of 1850, was defeated by the fall in the value of gold. French
gold coins flooded the country, the silver five-franc pieces first disappeared
and then began to follow them the subsidiary pieces of one and two francs.
Switzerland by a law of 1860 saved her subsidiary circulation by reducing it
from the fineness of nine-tenths to eight-tenths. These coins were introduced
across the French frontier as substitutes for the French coins, which by rea-
son of their greater flneness, were melted up and sold as bullion.t Italy
adopted the French system of coinage, but with subsidiary coins of the ine-
ness of 0.835, by the law of August 24, 1862, and got in circulation more than
100,000,000 francs in the new pieces while France hesitated.; At length, so
manifold were the dificulties caused by the undervaluation of silver in all
the countries where the French decimal system prevailed, that an interna-
tional conference was summoned, on the motion of Belgium, for considering
some method of arresting the loss of silver. This conference, held during the
autumn of 1865, resulted in the convention known as the Latin Union. The
parties to the union were France, Belgium, Italy and Switzerland. Greece
soon signified her adhesion to the convention, and the coinage system of
Spain after 1868 was modeled on the French system, although Spain did not
become a member of the Union.

The essential result of the conference was to reduce the metal in the sub-
sidiary silver coins of the countries of the Union to a point which would carry
them below their face value in gold and prevent their exportation. The for-
mation of the Latin Union was, in the language of Mr. Shaw, ‘‘a measure of
defense against the action of the bimetallic system in those countries which
had adopted the monetary system of France, and lay exposed to all its disas-
trous fluctuations.”§ The idea has grown up among careless observers that
the Latin Union was a convention for the promotion of bimetallism and a
cominon coinage system among the countries taking part. The fact was sub-
stantially the opposite. The countries which took part had already adopted
the French monetary systemm and the conference was called for the purpose
of guarding against the difficulties which had developed under its operation.
The convention of the Latin Union practically adopted gold as the standard
of the countries taking part. The mints were left open to the free coinage of
both metals, but silver was too much undervalued at the coinage ratio to be
presented for coinage and it was not then anticipated that this condition
would change. In order to avert the melting down of the subsidiary silver,
the fineness of the coins was reduced from nine-tenths to 0.835, and in order
to prevent excessive coinage the quota for each country was fixed at six francs
($1.158) per head of the population.

The conditions which attended the formation of the Latin Union in 1865
changed radically within the next three years. The production of silver

* Prof. Jevons notes the influence of * the extension of the currency of the world, caused
by the spread of commerce,” but expresses the opinion that ** most writers have over-esti-
mated the consumption of gold "™ due to this cause.—* Investigations in Currency and
Finance,” p. 69. + Laughlin, p. 147, 3 Willis, p. 88,

§ * History of Currency,"” p. 120,
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throughout the world in proportion to gold greatly increased, the output of
gold slackened, and silver fell to a bullion value in 1867 of 15.57 to1. This
made it more profitable to present silver to the mints for coinage than gold
and changed entirely the nature of the problem confronting the countries of
the Union. Then came the war with Germany, which greatly impaired the
financial as well as military prestige of France, and the adoption by Germany
in 1871 of the gold standard, followed in 1872 by the monetary treaty between -
Norway and Sweden and Denmark, establishing gold as their monetary
standard. The current of gold which had fiooded the French mints dried up
and the channel was refilled by silver from the American mines. The coinage
of silver at the French mints, which had been practically nothing for a dozen
years, rose to 129,445,268 francs in 1868 and to 156,270,160 francs in 1873.
The mint of Belgium was besieged by the owners of silver bullion and 111,-
000,000 francs in five-franc pieces were coined in 1873. Even in Italy, although
the country was on a paper basis, it was found profitable to present silver for
coinage to the amount of 42,000,00Q lire.

Action to avert the flight of French gold and the reduction of the country
to a single silver standard was felt to be urgently required. The French mint
took the first step in extending the time within which silver coins were deliv-
ered to the depositor of the bullion from which they were to be coined. The
usual term of these receipts, which had been ten days, was extended from
time to time, until in 1874 the period reached nine months.* More drastic
measures than mint regulations were required, however, to effectively check
the flood of silver and save France from silver monometallism. The conven-
tion of the Latin Union was called together annually for the four years begin-
ning with 1873, the free-coinage of five-franc pieces was suspended, and the
maxiinum coinage to be allowed for each country was fixed by agreement.t
Finally, in 1878, the free coinage of five-franc pieces was absolutely suspended,
and the issue of the token coins of silver was strictly limited by various con-
ventions of the States of the Union. The five-franc pieces already coined
remained legal tender without limit; but gold was henceforth the standard,
and the silver coins were kept at par with the standard in spite of the steady
downward plunge in their bullion value, by the limitation of their quantity
and the fact that they were received at par for public dues.

EXPKERIENCE OF THE UNITED STATES.

The experiment of bimetallism in France was thus abandoned after par-
tial enforcement for seventy years, by the deliberate closure of the mints to
silver. In the United States also, at nearly the same date, the free coinage
of silver ceased to be lawful, under conditions which have been the subject
of prolonged and bitter controversy. The monetary system created by
Hamilton in 1792 established the ratio of 15 to 1 between silver and gold.
The mint was open to the free coinage of both metals and it has been con-
tended by many American bimetallists that the system of 1792 established
bimetallism in the United States. Upon this point, however, so intelligent
and careful a bimetallist as Gen. Walker declares: §

¢ Walker, p.172.
+ Absolute suspension might have been decreed but for the desire of Italy, which was on -

a paper basis, to hold silver in her bank reserves.— Vide Willis, pp. 184, seq.
$* International Bimetallism,” p. 112.
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“* A fair trial of bimetallism, under reasonably favorable conditions, could not possibly,
in the nature of the case, have been conducted herc. The people of this country, through-
out the period under consideration, habitually used so small an amount of either or both
or the precious metals, in comparison with other nations, and in comparison with the stock
of these metals throughout the world, that a bimetallic law here instituted could not have
afforded a fair trial of bimetallism.’’

Gen. Walker further declares that ‘‘ The manner in which bimetallismn
was put into operation here, by the act of 1792, on the one hand, or by that
of 1834 on the other, was such as necessarily to bring about an early failure,
even though the principle of bimetallism were admitted to be perfectly
sound.” He bases this statement partly upon the selection by Hamilton of a
ratio which was different from that of France and was different from the
market ratio.* This ratio, as established by the act of April 2, 1792, was 15
to 1. Gold was undervalued, with the result that little was brought to the
mints and much was exported. It had been the intention of Hamilton to
establish the double standard, because he did not believe that the United
States were rich enough to retain a gold currency. The fall in the value of
silver, however, caused it to be used in paying debts and made it practically
from 1792 to 1834 the standard of monetary transactions.t

A new policy was adopted in the United States by the act of June 28, 1834.
This act changed the ratio between gold and silver from 15 to 1 to 16 to 1.
This change was accomplished by lowering the weight of the gold eagle from
270 to 258 grains of standard gold.f The weight of the silver dollar and the
amount of silver which it contained were left unchanged, but the dollar was
practically discarded by giving it a lower value at the mint in relation to gold
than the value of the bullion which it contained. The change of the ratio
from 15 to 1 to 16 to 1 was made with the scarcely concealed purpose of
favoring the coinage of gold. The market ratio, it was declared by Thomas
H. Benton, was about 1 to 154, and the adoption of a higher mint value for
gold would tend to bring it to the mints and keep away silver. There were
several political motives for seeking this end.§ Gold had been discovered in
North Carolina; the hostility to the Bank of the United States was cleverly
directed against its paper issues and in favor of a gold currency; and Presi-
dent Jackson desired to make the public revenues of coin rather than of
bank paper. The act of 1834 was known, while pending, as ‘‘ The Gold Bill,”
and the ratio of 16 to 1 was adopted for the purpose of putting the United
States on the single gold standard.| Its influence was so powerfully felt that

*** International Bimetallism," p. 114.

+ Mr. Gouge declared that **gold is, in the spirit of our laws, a subsidiary currency, its
value being computed in silver dollars.”—** A Short History of Paper Money and Banking in
the United States,” p. 107.

1 By the act of 1834 the amount of pure gold in the eagle was fixed at 232 grains, or a
ratio almost exactly 16 to 1; but by the act of January 13, 1837, the amount of pure gold was
raised to 232.2 grains without changing the gross weight of 268 grains, in order to make the
fineness exactly nine-tenths. This made the ratio about 15.98 to 1. Con. Laughlin, p. 78,

§* The ultimate object proposed to be accomplished by Mr, Calhoun in this process of
‘unbanking the banks,’ was to arrive eventually, and by slow degrees, at a metallic currency,
and the revival of gold. This had been my object, and so declared in the Senate, from the
time of the first opposition to the United States Bank.”—Benton, * Thirty Years' View,"” I,
P. 485,
I'This is admitted by Gen. Walker, who declares that the influence of the United States,
* instead of being used to sustain bimetallism, was practically exerted against it.”—* Inter-
national Bimetallism,” p. 117,
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in the autumn of 1834 gold began to move towards the United States in such
volume that alarm was created for a time in London for the reserves of the
Bank of England. *

It was after the gold discoveries of 1848 that the most serious difficulties
began to be encountered in the United States in retaining silver in circula-
tion. The great increase in the output of gold tended to lower its value in
relation to silver and made it profitable to melt up the silver coins and export
them. The operation of Gresham’s Law under such conditions is well set
forth by Prof. Laughlin: t

¢ In 1834 an ounce of gold bought about 15.7 ounces of silver in the bullion market (but
sixteen ounces in the form of coin). In the period we are now considering, however, since
gold had fallen in value, one ounce of gold could buy 15.7 ounces no longer, but a less num-
ber, which in 1853 was about 15.4 ounces. It will be seen at once that this widened the
difference between the mint ratio of 1:16 and the market ratio, and so offered a greater profit
to the watchful money brokers. Being able to make legal payment of a debt either in silver
or gold, a man having 1,600 ounces of silver could take only 1,540 of them to the bullion
market and there buy 100 ounces of gold, which would by law be legal acquittal of his debt.
He would thus gain sixty ounces by paying his debt in gold rather than silver.”’

The gold standard was further confirmed and established by the act of
February 21, 18563, which was passed to arrest the disappearance of the sub-
sidiary silver coins. No provision was made in this act in regard to the silver
dollar, because none had been coined for many years; it was above the gold
dollar in bullion value, and it was not then anticipated that silver bullion
would ever again be offered at the mints on private account for coinage into
dollars. The Chairman of the Committee of Ways and Means, Mr. Dunham,
in speaking upon the bill in the House, declared:

‘‘ We propose, 80 far as these coins are concerned, to make silver subservient to the
gold coin of the country. We intend to do what the best writers on political economy have
approved ; what experience, where the experiment has been tried, has demonstrated to be
the best, and what the committee believe to be necessary and proper—to make but one
standard of currency, and to make all others subservient to it. We mean to make the gold
the standard coin, and to make these new silver coins applicable and convenient, not
for large, but for small transactions.’’

The act of 1853 reduced the number of grains of pure silver in two balf
dollars from 371.25 to 345.6 and reduced the standard weight from 412.5 to
384 grains, equivalent to a reduction of 6.91 per cent. The privilege of free
coinage of these coins on private account was withdrawn, and their legal
tender power was limited to five dollars. By these provisions the United
States deflnitely adopted the policy of the single standard of gold, with sub-
sidiary token coins of silver, the latter maintained at parity with gold by
Government control of the output and by the limitation of their legal tender
power.

THE So-CALLED CRIME OF 1873.

From 1853 to 1861 the standard of the United States was gold, so far as it
was not impaired by excessive issues of bank paper and by the suspension of
cash payments in the crisis of 1857. From 1861 to 1873 the country was upon
a paper basis, in which the specie value of legal-tender money was determined
by the quantity in use and the credit of the general Government. This paper

* Laughlin, p. 66, +* History of Bimetallism in the United States," p. 76.
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money, by its depreciation in gold value, first expelled the standard coins of
gold and then dropped so low that it became profitable to melt up and export
the subsidiary coins of silver. The scarcity of small change was supplied by
the issue of private tokens and finally by the issue of Government notes for
denominations as low as three cents. The question of the metallic standard,
therefore, was not a practical one until preparations began for the resumption
of specie payments. When it became necessary to prepare for the coinage of
metallic money for the resumption of specie payments, it was deemed advis-
able by the Treasury Department to revise and codify the coinage laws. In
the course of this codification demonetization of the standard silver dollar,
already accomplished in fact in 1834 and confirmed in 1853, was legally recog-
nized. The act of February 12, 1873, ‘‘ revising and amending the laws rela-
tive to the mint, assay offices,.and coinage of the United States,” provided
for certain coins, among which the standard silver dollar was not included,
and then in a subsequent section provided:

‘ That no colns, either of gold, silver or minor coinage, shall hereafter be issued from
the mint other than those of the denominations, standerds and weights herein set forth.’’

Such silver dollars as were in existence, however, still retained their full
legal-tender quality until the enactment of the Revised Statutes in June, 1874,
which contained the following provision:

‘Section 3586. The silver coins of the United States shall be a legal tender at their
nominal value for any amount not exceeding five dollars in any one payment.’’

It was this legislation of 1873 and 1874, in its relation to subsequent events,
which led to the charge that the silver dollar had been surreptitiously
demonetized and that this action by Congress constituted the ‘‘Crime of
1873.” The act of 1873 was passed, however, after a report made to Congress
by the Secretary of the Treasury as early as April 25, 1870, after being
reprinted as many as thirteen times in the course of its consideration, and
after special attention had been called in several reports to the fact that the
silver dollar was discontinued and that it was the purpose to continue and
confirm the gold standard.* It was proposed in the original bill sent to a
committee by Comptroller Knox, that there should be a silver dollar of 384
grains standard silver, instead of the standard coin of 412} grains, but that
the new dollar should be coined by the Government and circulate as a token
coin of limited legal-tender power. This provision, however, was not retained
in the final draft of the act.

RESUMPTION OF THE COINAGE OF THE SILVER DOLLAR.

It was after the fall in the gold value of silver had changed seriously the
relations between the two metals that agitation began for the remonetization
of the standard silver dollar of 412} grains at the ratio of 16 to 1 which had
been fixed by the act of 1834, and for the free coinage of this dollar on private
account with full legal tender power. It was then that the advocates of this
policy expressed surprise that the silver dollar had been discontinned by the
act of 1873, and that the more hot-headed among them attributed this action

*It does not fall within the scope of this work to analyze further the evidence on this
subject ; it is set forth by Prof. Laughlin, ** Bimetallism in the United States,” ch. VII, and
by Mr. Watson, * History of American Coinage,” ch. VIII. Senator Sherman declares that
** There never was & bill proposed in the Congress of the United States which was so publicly
and openly presented and agitated.”—** Recollections of Forty Years," I, p. 467,
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to conspiracy on the part of the advocates of the gold standard. It was
emphatically declared by the gold men that the free coinage of silver under
existing conditions would drive gold from circulation, injure the public credit,
and result in a dishonest readjustment of debts which had been incurred
under the gold standard. Notwithstanding these protestations, the economic
conditions of the country and the scarcity of money were such that the House
of Representatives, in the autumn of 1877, passed a bill reported by Represen-
tative Bland of Missouri, for opening the mints to the free coinage of the sil-
ver dollar. This bill was amended in the Benate so that the privilege of free
coinage on private account was eliminated, but the Secretary of the Treasury
was authorized and directed to buy not more than four million ounces and
not less than two million ounces of silver bullion per month, and to coin such
bullion into standard silver dollars of 412} grains. This measure was known
as the Bland-Allison Act, because Senator Allison was the author of the
modiflcations made in the original Bland Act with the purpose of preventing
free coinage. In spite of the veto of President Hayes, the bill was passed by
the two-thirds vote in each House necessary to override a veto and became a
law February 28, 1878.

RESULTS OF THE BLAND-ALLISON AND SHERMAN LAws.

The act of 1878 did not have the expected effect of raising the price of
silver bullion or seriously staying its fall. A new agitation for the free coin-
age of silver, which came to a head in the fifty-first Congress, resulted in the
passage (July 14, 1890,) of the so-called ‘‘ Sherman Law.” Senator Sherman
was responsible for this law in the same sense as Senator Allison for the act
of 1878—that he presented it as a substitute for a bill for the free coinage of
gilver.* The act followed in part the recommendations of Secretary Windom,
in his annual report for 1889, that silver bullion should be purchased monthly
by the Treasury and should be paid for in notes issued by the Government.
The House of Representatives passed a bill conforming in some degree to the
recommendations of the Secretary, but providing that the proposed notes
should be redeemable in coin instead of silver bullion.t The Senate substi-
tuted a bill for the free coinage of silver. In Conference Committee a modi-
fied bill was adopted requiring the Treasury to purchase four and a half mil-
lion ounces of silver per month and to issue Treasury notes, which the
Secretary of the Treasury was directed to redeem ‘‘in gold or silver coin at
his discretion.”

The cumulative effect of the coinage under the Bland-Allison and the
Sherman acts soon proved disastrous. It became evident that the circulation
was surcharged with silver to an extent beyond the capacity of trade to absorb

* Benator Sherman afterwards declared: * The silence of the President on the matter
gave rise to an apprehension that if a free coinage bill ehould pass both Houses he would not
feel at liberty to veto it. Some action had to be taken to prevent a return to free silver
coinage, and the measure evolved was the best obtainable. I voted for it, but the day it
became a law I was ready to repeal it, if repeal could be had without substituting in its place
absolute free coinage.”—** Recollections of Forty Years," 11, p. 1070.

* The essential recommendation of Secretary Windom on thissubject was to ** issue Treas-
ury notes against deposits of silver bullion at the market price of silver when deposited,
payable on demand in such quantities of ailver bullion as would equal in value at the date of
presentation the number of dollars expressed on the face of the notes at the market price of

ilver, or in gold, at the option of the Government ; or in silver dollars at the option of the
holders."—** Finance Report, 1889," p. 1xxiv.
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it, and the influence of Gresham’s law began to be clearly manifest. The
fact that the volume of money was excessive tended to drive the surplus
abroad, and the only money which would be accepted abroad was gold.
Hence the constant tendency of the excess of silver issues above the needs of
‘trade was to deteriorate the average quality of the currency by increasing the
ratio of the silver, all of which remained at home, to the gold, much of which
went abroad. Gold exports began in large volume the month the Sherman
law was approved. The flscal year ending June 30, 1891, witnessed net
exports of gold from the United States to the amount of $68,130,087; 1892,
$495,873; and 1893, $87,506,463. The small net exports of 1892 were due to
the unusual movement of American crops, which brought a considerable
-current of gold into the country to offset that which was lost under the pres-
sure of the Sherman law. There was a remarkable coincidence between the
issues of Treasury notes under this law, the net exports of gold, and the
reduction of the gold holdings of the Treasury. The Treasury notes issued
from the date of the passage of the law up to June 30, 1893, were $147,190,-
227; net exports of gold for the three years ending June 30, 1893, were §156,-
132,423; and the net reduction of the gold in the Treasury was $133,156,991.

‘While the United States thus appeared in the markets of the world, by
the laws of 1878 and 1890, as greater purchasers of silver in a single year than
the entire coinage of silver in the country during any previous period of a
generation, or the entire imports of silver into France in any year prior to
1873, these laws failed to restore the parity of silver with gold at the ratio of
16 to 1, and still less at the European ratio of 154 to1. The purchases of
silver under the act of 1878 were 291,272,018 ounces, representing a cost of
$308,279,260. This represented an average price per fine ounce of silver of
$1.0583 and gave an average bullion value to the silver dollars of 81.85 cents.

The Sherman law produced temporarily an influence on the price of silver.
The average monthly price at New York in January, 1890, was $0.9751; the
average price in June was $1.0575, which rose in July to $1.08942; in August
to $1.16995; and in September to $1.1656.* The effect of this enhancement
of the price was to draw silver from every quarter of the world to the United
States. The silver pesos of Mexico, the worn Spanish and local coins of
South America, and the rupees of India flowed to New York, where they were
melted into bars and offered to the Treasury as bullion. This appearance of
old hoards inevitably produced a reaction in the price of silver. The average
price in October, 1890, dropped to £1.10315. From that time onward, with
trifling fluctuations, the course of prices was steadily downward, until the
average London price was only $0.988 per ounce for the calendar year 1891
and %0.87145 for 1892. Then came the decision of the British Government to
close the mints of British India to the free coinage of silver, and a panic in
the United States resulting in part from the revelation which this incident
afforded of the weakness of silver as a basis of circulation. The provision of
the act of 1890 for the monthly purchase of silver bullion was repealed by the

* The highest price reached was $1.21 on September 8. Mr. Noyes accounts for a part of
the rise by declaring that ** The speculators promptly put their machinery in order, and by
way of affording every possible facility to a speculative craze, the New York Stock Exchange
arranged for the deposit of silver bullion and the issue, against such deposits, of negotiable
certificates which could be bought, sold and delivered on the Exchange like any other secur-
ity.”—* Thirty Years of American Finance,” p. 158,
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act of November 1, 1893, passed at a special session of Congress called by
President Cleveland for the purpose.

The total purchases of silver under the act of 1890 were 168,674,682.53 fine-
ounces, representing a cost of $§155,931,002.25. The last figure represents the
amount of the issue of Treasury notes in payment for the bullion purchased.
The average price paid per fine ounce for the entire amount, in spite of the
high prices of the autumn of 1890, was only 92.44 cents, representing an aver-
age bullion value for the silver dollars of 71} cents.

The operation of these two acts of Congress was a disappointment in every
respect to the advocates of bimetallism. They contended, by way of expla-
nation, that these laws were less influential upon the price of silver than
would have been the opening of the mints to the free coinage of the metal.
While this contention may have had some force, it was evident that the-
United States were incapable of raising silver under any circumstances to a
parity with gold at a ratio of 16 to 1, since purchases of silver larger than the-
aggregate production of the world in any year prior to 1890 had done little
more than afford a temporary parachute to break the accelerating fall in the
value of the metal.

ABANDONMENT OF THE BIMETALLIC SYSTEM BY FRANCE AND THE
UNITED STATES.

France and the United States thus afford in their monetary history the
nearest approach to the successful operation of the bimetallic system. The
fact that the system broke down in both countries and had to be abandoned,
in order to avoid the loss of gold and the prevalence of the single silver stand-
ard, seews to demonstrate historically that it is not in the power of a single
nation to give rigidity of relationship by its laws to money of two different
metals when it is optional with the owner of bullion of either metal to have
it converted into legal tender money. The same experiment on a smaller-
scale in other countries has been equally disappointing. Even before the
theory of bimetallism was conceived of as a definite economic policy, the-
attempt to float coins of two metals with full legal-tender power had been
defeated in a manner often mysterious to the public authorities by the
instinctive promptings of self-interest among individuals. Thus, S8ir Thomas.
Mun declares* regarding the English legislation of Elizabeth:

‘“ We have seen by experience that the late raising of our Gold ten in the hundred, did
bring in great store thereof, more than we were accustomed to have in the Kingdom, the
which as I cannot deny, 8o do I likewise affirin, that this Gold carried away all or the most
part of our 8ilver, (which was not over-worn or too light) as we may easily perceive by the
present use of our Moneys in their respective qualities : and the reason of this change is,
because our 8ilver was not raised in proportion with our Gold, which still giveth advantage -

to the Mercbant to bring in the Kingdom’s yearly gain by trade in Gold rather than in
8ilver.”

Governments themselves in those early days acted from the same motives,
in preferring the cheaper to the dearer metal, which acted upon the minds of
the merchants and money changers. Mints open to the public are a compar-
atively modern phase of Government coinage.t As Prof. Thorold Rogers

¢ ** England’s Treasure by Forraign Trade,” p. 42,

+ The English free coinage act was passed in 1608. The text Is given in the Report of the
International Monetary Conference of 1878, Sen. Exec. Doc. 58, Forty-fifth Cong., 3d Session, .
P. 800,
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declares, the English mint was looked upou as a department of the Exche-
quer. It received money in payment of taxes and dues and in coining what
it needed for the expenses of the Government, ‘‘it coined, we cannot doubt,
that metal which it could procure at the cheapest rate, in preference to that
which cost more.”* Fourteen times as much gold was coined as silver from
1701 to 1724, by reason of the overvaluation of gold by the English coinage
ratio. Such silver as remained in circulation consisted of the worn pieces
which lacked the value as bullion belonging to the pieces of full weight.
Nowhere did the two metals circulate long side by side where both were freely
coined. In many cases restriction of the coinage of one metal or the other
changed the relations which they might have had as bullion under the policy
of free coinage, but wherever the actual bullion value of a coinage was above
its exchange value, it tended to disappear from circulation under the manip-
ulation of the money changers almost as quickly as under modern conditions
of organized markets and telegraphic and cable transfers. Bimetallism, con-
tinuously and successively operative, is not to be found in economic history,
ancient, medisval or modern. It will remain to discuss in another article
whether it would be possible by the concurrent agreement of many nations.
CHARLES A. CONANT.

* ** The Industrial and Commercial History of England,” p. 325.

NEw MEXICAN BANK.—New York and other capitalists are reported to
be organizing a Mexican banking company which will have control practically
of the finances of that country. In addition, there are to be a number of
branch banks in the United States. The Mexican bank has been named the
Pan-American Bank and Trust Company.

The capital is $15,000,000. The concessions received from the Mexican
Government permit the issuing of bonds to the extent of twenty times the
amount of this capital, making a possible working capital of $300,000,000.

GoLD STANDARD IN PERU.—The State Department has been notified by
United States Minister Dudley that Peru has successfully put in operation
the law passed two years ago providing for the adoption of the gold standard
on March 1 of this year. The unit is a Peruvian pound, identical in weight
and fineness with the British pound. It is to be kept at a parity with ten
silver soles. The country is said to be in splendid financial and industrial
condition.

BraNcH BaNKING.—Although branch banking is not permitted under the National
Banking Law, a number of the States allow branches of State institutions, and there are
also in the country a number of branches of foreign banks. In the absence of State pro-
hibition of branches of foreign banks, there does not seem to be any obstacle to the forma-
tion of a great central bank in a foreign country, like Canada or Mexico, for instance,
which could establish branches all over the United States. It is probable, however, that if
the branches of foreign banks should ever become sufficiently numerous to compete ser-
fously with existing banks, State or National, they will er counter legislative hostility.
Heretofore, the branches of foreign banks have been too few to attract much attention,
and as a rule, they have engaged chiefly in dealing in foreign exchange instead of doing a
discount and deposit business,



PROVIDING A MARKET FOR UNDIGESTED SECURITIES.

Although the prospects of legislation for the reform or modification of the
bank currency at the next session of Congress do not appear to be very bright,
it looks now as if a great effort would be made to secure authority for the use
of State, municipal and railroad bonds, as an additional basis of security.
It seems impossible as yet to bring about that state of public opinion neces-
sary to successful legislation, which will abandon the principle of bonded se-
curity of some kind.

While there may be a wise conservatism in an attitude averse to the
abandonment of the security principle in bank circulation to install what is
known as asset currency, yet it would be unfortunate if this attachment to
the security principle be used to exploit all kinds of State, municipal and
railway bonds. The present National bank note owes its one acknowledged
excellence, viz., security, to the fact that United States bonds only have been
" used as the basis of the issues. The banks receive their notes from the Uni-
ted States Government and they place in the hands of the Government bonds
representing the indebtedness of that Government. In return the Govern-
ment engages to pay the bank notes if the bank fails to do so. For this guar-
antee the Government has its own debt. If a bank fails its notes are pre-
sented for payment at the Treasury of the United States. The Treasury re-
imburses itself for the payment by selling the bonds. But even if the bonds
were unsalable the Government could reimburse itself equitably by cancel-
ling the bonds.

When the United States Governwment grants its guarantee for the payment
of bank notes, and relies for security on State, municipal and railway bonds,
the case will be very different. Even if these securities should be looked
upon by the general public as equal to United States bonds, although this is
highly improbable, yet there would be several reasons why the Government
might be in danger of loss if securities other than those representing its.own
indebtedness were accepted. There is, first, a more universal knowledge
about the bond issues of the United States; they cannot be increased or di-
minished without the widest possible publicity. On the other hand, State,
municipal and railway bonds, placed together in a general class, might be in-
creased under circumstances that might not insure public knowledge. Con-
gress would be very unlikely to authorize issues of bonds simply that they
might be used as a basis of bank-note circulation. But it is to be feared that
if the principle of using securities other than national as the basis of Na-
tional bank-note issues be adopted, the issue of such securities would become
liable to abuses which would never occur with United States bonds.

If this new principle be adopted the banks will naturally select the cheap-
est securities they can be sure will be accepted by the Treasury. No doubt
at first only the better securities will be selected, but by degrees the Treasury
authorities will be brought under a political pressure which will surely if not
swiftly deteriorate the security. United States bonds are United States bonds,
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and there was no way by which any advantage could be secured in their de-
posit. They were an indebtedness of the United States, and even if their
market value had depreciated the Government was still secure, as in paying
the bank notes guaranteed, the Government cancelled its own debt. With
State, municipal and railway bonds, it would be altogether different. Sup-
pose the market value of bonds of this class should be practically wiped out,
the Government would have no way to reimburse itself for payment of guar-
anteed notes. But it may be said that the Government will not guarantee notes
based on State, municipal and railway bonds as it guarantees notes based on
United Statesbonds. If it does not a change in the system will be effected al-
most as radical as if a change were made from a circulation secured by bonds
to an asset currency. Under the present system the public looks directly to
the Government, which promises to pay the bank notes, and further says, ‘I
have secured myself by taking my own bonds, of which the value to me is
always the same as announced on their face.” If State, municipal and rail-
way bonds are accepted as security for bank notes, and the Government does
not assume absolute responsibility for the payment of the notes, its relations
with the general public taking the notes would be entirely different. The
Government could under such circumstances only say that as trustee it would
sell the securities for what they might bring and guarantee that the proceeds
were applied to the payment of the bank notes, to the greatest extent possi-
ble. It would probably be unconstitutional for the United States Govern-
ment to guarantee a payment for which it was not absolutely secured.

Another consideration pointing to the insecurity of State, municipal and
railway bonds is the great diversity of their character. It is sought to over-
come this objection by requiring in the bonds accepted by the Treasury a
conformity to certain conditions. In this way a sort of artificial unity of
character is sought to be established. But where there is diversity in the
character of securities there will be great differences in price. The bonds of,
each State are issued on the credit of that State, and there will always be
variations in the credit of forty-five States. The municipalities of the
country are almost without numnber, and the railways are almost as numerous.
In all these municipalities and corporations there is ample scope for the
manufacture and sale of securities for circulation purposes that will conforn
to the letter of legal requirement, and yet not warrant public confldence.
The banks will buy the cheapest securities they can obtain, so long as they
are acceptable under the Treasury requirements.

It is no new thing in the financial history of the country for the promoters
of enterprises and those who have loaded up with securities which do not as
yet command public confidence, to appeal to the Government to aid them.
When Nicholas Biddle found the Bank of the United States swamped by the
securities taken for loans and debts, he appealed to the Government to invest
its surplus in these securities, and attempted to show what a revival of
business would follow if the Government would only carry the securities
which the public stomach was too feeble to digest.

The persistence with which this plan for permitting securities other than
United States bonds to be accepted as a basis of National bank notes is urged,
seems to suggest a similar desire at the present day to have the Government
boom the prosperity of the country by affording a market for undigested secu-
urities. The modern plan is as much in advance of the crude suggestions of
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Biddle as the electric car is superior to the omnibus. It is more plausible, and
takes advantage of a strong public sentiment for a bank-note circulation se-
cured by bonds and averse to the alternative of an asset currency. The sug-
gestion is like that of the storekeeper who, while he is out of the exact article
required, has something just as good. The public recognizes that the
country is out of the United States bonds necessary as the basis of bank
notes. It looks with suspicion on a bank note based on assets. Then come
the advocates of State, municipal and railway bonds. The public is likely to
be deceived and think these bonds are just as goods as United States bonds,
when they are not. The holders of the so-called undigested securities, if
they are not directly behind this proposal, have every inducement of private
interest to look favorably upon it. The State, municipal and railway securi-
ties unce absorbed by the banks, the general public will have to look for other
investments, and thus a market will be made for the securities now oppress-
ing the markets with their lack of buoyanacy.

Of course, if the use of bonds other than United States bonds was
intrinsically a sound proposition, there could be no objection to it, because its
inflaence would be favorable to other securities. But it is in reality a plan
fraught with greater dangers than any asset currency plan yet propounded.
A plan that affects to give absolute security and does not in reality do so is
more dangerous than a plan like that for asset currency, of which certain
risks are recognized and provision made to meet them. If banks as insti-
tutions are primarily intended to uphold the credit of investment securi-
ties, then circulation on bonded security ought within limits to be encour-
aged. But if the chief function of banks is to effect exchanges, then circula-
tion based on other principles is better calculated for the purpose.

To continue a system of secured circulation by the use of State, munici-
pal and railway bonds, will impair the usefulness of the banks of the country
to the buasiness public for many years to come.

ONE oF THE BEsT.—H. A. McKenzie, Cashier of the S8ecurity State Bank,
8t. Cloud, Minn., writes under date of June 8: *‘I havenot received my May
number of THE BANKERS' MAGAZINE, and wish you would look it up, as I
cannot possibly get along without it. It is one of the best publications for
bankers that I have ever seen.”

GROWTH OF INTERNATIONAL BANKING.—AS was expected, the extension of American
banking enterprise is following the territorial expansion of the country. Several large
banking corporations have been organized already, the latest to be announced being the
Pan-American Bank and Trust Co., an Ohio corporation, with a capital of $15,000,000.
According to newspaper reports, it will absorb the business of a large Mexican bank.

It has been repeatedly urged that an international bank should be chartered by Con-
gress, as National banks are not permitted to have branches. Doubtless such an institu-
tion would have some prestige ; but it seems that the institutions formed under State laws
are capable of meeting all the requirements of international banking without a grant of a
monopoly charter by Congress. Necessarily, such banks must be strong and of large
resources to compete successfully with existing institutions.

That our commerce with other countries will be greatly benefited by the introduction
of American banking facilities in the principal trading countries of the world seems to be
admitted by those who have carefully studied the subject. Banking in the Orient, espec-
ially, has generally yielded substantial profits. Although the returns may decline some-
what with the increase in competition, the field must remain an inviting one for some
time to come.

3



GOLD-RESERVE NATIONAL BANK NOTES.

[Addrees of Hon. WM. BARRET RIDGELY, Comptroller of the Currency, delivered before
the Georgia Bankers' Convention at Atlanta, Ga., Wednesday, June 17, 1903.]

For more than forty years we have had in operation without essential or
‘radical changes a national system of banks with the power of issuing circu
dating notes. The systemn has well answered all expectations and accomplished
the purpose for which it was designed. The notes issued have in all respects
-save one been most admirable. No holder of a National bank note has ever
Nost a dollar except by its accidental loss or destruction, and they have been
.as free from forgeries and counterfeits as is possible with any issue of paper
«currency. It was a decided advance and improvement over all previous bank-
note currency to provide that the National bank notes should be printed and
furnished by the Federal Government, and that they should all thus be made
aniform in design, quality and workmanship, and issued under the same laws
and regulations. Our people have become so accustomed to these notes, uni-
form both in appearance and in value and so perfectly reliable, that they will
refuse to consider any change which will in any way impair them in these
respects.

There has, however, been one vital and serious defect in the system since
its very beginning, and that is the entire lack of any elasticity in the volume
of the circulation. This was predicted when the act was being considered
and debated, and the prediction was fulfilled soon after the establishment of
the national system. It is an unavoidable defect in any system of currency
entirely secured by bonds. Such a systemn cannot be made elastic or in any
way responsive in its volume to the factors and conditions which should
determine such volume. Its changes are necessarily too slow and complicated
by too wany other considerations, such as the price of bonds, which may have
no relation whatever to the supply of and demand for circulating notes. The
advantages of basing these notes upon United States bonds at the time of the
passage of the bank act were so great that it probably was the part of wisdom
to waive the question of elasticity for the sake of the greater advantage. At
the present time, however, with the experience of forty years to guide us, and
the necessity of providing a market for bonds almost removed, it is certainly
wise to try to make such changes as will introduce as much proper elasticity
as is possible, if it can be done without in any way impairing the good quali-
ties of the notes.

There are several special and very important reasons why such elasticity
is very necessary to our currency system. There is no other country where
there is such a great variation in the amount of currency needed for current
cash transactions, owing to the vast extent of our territory, our varied inter-
ests and enormous business, and the great value of crops and products which
have to be moved at certain seasons, calling for very large and varying
amounts of cash. There is no other way so good; in fact, there is no other
gool way to provide this needed elasticity but by means of bank notes if
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they can be made quickly available when and where needed, and as quickly
redeemed and retired when the work is done and the demand for them ceases.

In our system all the elasticity must be supplied by the bank notes. There
is and can be no periodical variation in the amount of coin and coin certifi-
cates in circulation which can in any way respond to variations in demand.
The volume of our Government legal-tender notes is absolutely fixed by
statute and cannot be varied to meet changing conditions. Since all the elas-
ticity in our supply of currency must come from bank notes, it is therefore of
vital importance that they be given this quality in the highest degree possible
consistent with safety. This should be done with the greatest possible care,
in order that the essential qualities of safety and uniformity in value which
our bank notes have always had in so marked a degree shall not be lost or
impaired, but if this currency can be made more elastic without danger of
losing these qualities it should be done at once.

In any plans for making this exchange it is necessary to utilize the present
bond-secured currency. We should not, if we could, attempt now to radi-
cally change or do away with the present notes. The most conservative and
practical suggestion seems to be to make no change in the present bank cir-
culation, but to allow the banks to issue in addition to the present notes a
certain percentage of notes uncovered by any bond deposit, but against which
the banks should be required to hold in gold or its equivalent the same
reserves as against deposits, and at the same time to so add to the laws and
regulations in regard to redemption as to provide very ample requirements
and means for redemption and retirement. This redemption machinery can
and should be made so complete and effective as to lead to constant and fre-
quent redemption of these notes. It is also part of this plan to provide a
guarantee fund for the payment of all these uncovered gold-reserve notes.
Each bank will be required to pay into this fund five per cent. of its uncov-
ered notes before they are issued, and this fund is to be maintained by a tax
on thiscirculation. The proportion of uncovered gold-reserve notes proposed
varies from twenty-five to fifty per cent. Fifty per cent. could be permitted
with safety, but twenty-five is enough to supply a considerable element of
elasticity, and it may be well to begin with the sinaller amount.

UNQUESTIONED SAFETY OF THE PROPOSED NOTES.

It has been frequently shown, from the flgures based on the experience of
forty years, that a comparatively small tax will produce a guarantee fund
which will make every bank note absolutely safe in the hands of the holder.
No one need ever know the name of the bank issuing a note or whether it is
solvent or insolvent. He may be sure it will be redeemed for its full face
value in gold or its equivalent. These figures have been published so often
it hardly seems worth while to repeat them, but there have been so many
objections, based on the possibility of impairing the safety of the notes, that
I give some of them again. The notes of all National banks which have
ever failed amount to about twenty million dollars, while the banks have
paid in taxes on circulation over ninety million dollars. If there had been
no bond security and no assets in the banks, these taxes would have paid
about four and one-half times the amount of all the notes of these insolvent
banks. For the whole period from 1863 to 1901, inclusive, a tax of twenty-
two hundreths of one per cent. (0.22 per cent.) on the outstanding circulation
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of all the banks would have paid off the notes of all the insolvent banks if
there had been no bond security and no assets in the banks which failed.

If, as the present law provides, the notes were a first lien on all the assets,
a tax of eight-one-thousandths (0.008), or one one hundred and twenty-fifth
of one per cent., would have paid all the notes which could not have been
paid out of the assets. The five per cent. guarantee fund which it is proposed
to provide before any uncovered notes are issued would on this basis pay all
the notes above the value of the assets of the insolvent banks for six hundred
and twenty-five years if the proportion of failures remained the same. But,
it is argued, conditions may vary, and these figures are based on experience
with entirely different bank notes. It is not conceivable that conditions can
so change that these most extraordinary margins of safety will not be ample.
The figures are so conclusive that the question of the safety of the notes in
the hands of the public may be taken as established. The swmallest tax which
is proposed for the guara