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EDITOR’S PREFACE

Collegiate training for business administration is now so
widely attempted that the time has arrived when experiments
should be conducted looking toward the organization of the
business curriculum into a coherent whole. Training in scat-
tered “business subjects” was defensible enough in the earlier
days of collegiate business training, but such a method cannot
be permanent. It must yield to a more comprehensive organi-
zation,

There can be no doubt that many experiments will be con-
ducted looking toward this goal; they are, indeed, already under
way. This series, “Materials for the Study of Business,” marks
one stage in such an experiment in the School of Commerce and
Administration of the University of Chicago.

It is appropriate that the hypotheses on which this experi-
ment is being conducted be set forth. In general terms the rea-
soning back of the experiment runs as follows: The business
executive administers his business under conditions imposed by
his environment, both physical and social. The student should
accordingly have an understanding of the physical environment.
This justifies attention to the earth sciences. He should also have
an understanding of the social environment and must accordingly
give attention to civics, law, economics, social psychology, and
other branches of the social sciences. His knowledge of environ-
ment should not be too abstract in character. It should be given
practical content, and should be closely related to his knowledge
of the internal problems of management. This may be accom-
plished through a range of courses dealing with business adminis-
tration wherein the student may become acquainted with such
matters as the measuring aids of control, the communicating aids
of control, organization policies and methods; the manager’s re-
lation to production, to labor, to finance, to technology, to risk-
bearing, to the market, to social control, etc. Business is, after all,
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EDITOR’'S PREFACE

BASIC ELEMENTS OF THE BUSINESS CURRICULUM

ConTROL
1. Communicating aids of con-
_ trol, for example
a) English
b) Foreign language
2. Measuring aids of control,
for example
2) Mathematics
b) Statistics and account-
ing
3. Standards and practlces of
control
a) Psychology
b) Organization policies
- and methods

Of problems of adjustment to
physical environment
a) The earth sciences
‘b) The manager’s relation-
ship to these
Of problems of technology
a) Physicsthroughmechan-
ics, basic, and other sci-
ences as appropriate
b) The manager’s adminis-
tration of production
Of problems of finance
a) The financial organiza-
tion of society
b) The manager’s adminis-
tration of finance
Of problems connected with
the market
a) Market functions and’
market structure
b) The manager’s adminis-
tration of marketing (in-
cluding purchasing and
traffic)
Of problems of risk and risk-
bearing
a) The risk aspects of mod-
ern industrial society
b) The manager’s adminis-
tration of risk-bearing
Of problems of personnel
.a) The position of the work-
er in modern industrial
society
b) The manager’s adminis-
tration of personneél
Of problems of adjustment to
*social environment
a) The historical back-
ground
b) The socio-economic in-
stitutional life
¢) Business law and gov-
ernment
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a pecuniarily organized scheme of gratifying human wants, and,
properly understood, falls little short of being as broad, as inclu-
sive, as life itself in its motives, aspirations, and social obliga-
tions. It falls little short of being as broad as all science in its
technique. Training for the task of the business administrator
must have breadth and depth comparable with those of the task.

Stating the matter in another way, the modern business ad-
ministrator is essentially a solver of business problems—prob-
lems of business policy, of organization, and of operation. These
problems, great in number and broad in scope, divide themselves
into certain type groups, and in each type group there are certain
classes of obstacles to be overcome, as well as certain aids, or-
materials of solution,

If these problems are arranged (1) to show the significance
of the organizing and administrative, or control, activities of the
modern responsible manager, and (2) to indicate appropriate
fields of training, the diagram on the opposite page (which dis-
regards much over-lapping and interacting) results. It sets forth
the present hypothesis of the School of Commerce and Adminis-
tration concerning the basic elements of the business curriculum
covering both secondary school and collegiate work.

The present volume in the series is designed to give the stu-
dent an understanding of the financial institutions which the
manager utilizes and which largely condition his financial poli-
cies. It presents one phase of his social environment. :

L. C. MARSHALL



PREFACE TO THIRD EDITION

Important as were the changes in the second edition of this
volume, this third edition is a much more complete revision of
the text as a whole. Not only have the factual and statistical
data been brought up to date, but many significant changes have
been made throughout the volume, and discussions of numerous
recent developments have been incorporated.

Among the important features of the new edition, the follow-
ing require special mention: The theory of foreign exchange
has been thoroughly restated in order to take account of the sig-
nificance of credit operations and other factors which influence
the international movement of specie. A special chapter is devot-
ed to the Investment Trust, which has shown so remarkable a
development in the United States in recent years. The chapter
on “Commercial Paper Houses and Discount Companies” has
been reorganized in order to take account of the significant
changes that have occurred during the last five years, particu-
larly in connection with the discount companies. The chapter
entitled “Ten Years of the Federal Reserve System” is now
called ‘“The Federal Reserve System in Operation,” and includes
a critical discussion of Federal Reserve policies, particularly in
relation to the control of credit through open-market operations.
The chapter on “Raising Capital for Agriculture” incorporates
discussion of recent significant developments in connection with
the Federal Intermediate Credit and Federal Farm Loan sys-
tems. “Consumptive Credit Institutions” has been entirely re-
written in order to take account of the important developments
that have been occurring in this hitherto neglected field. The
chapter on “Financial Integration” is now entitled “Integration
and Consolidation,” and includes a discussion of chain or group
banking and the movement for the development of branch bank-
ing. The last chapter has also been reorganized, and now includes



xii PREFACE TO THIRD EDITION

a statement concerning the relationship of commercial banking
to capital formation and a discussion of the recently organized
International Bank. ‘

The charts for the revised edition have been prepared by
Ralph P. Ward, of the Brookings Institution. :
Harorp G. MouLTON

WasHINGTON, D.C.
March 1, 1930
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INTRODUCTION TO TEACHERS

This volume differs from the usual textbook in the field of
finance both in scope and in point of view. In the thought that
it may prove useful to teachers to know something of the evalu-
tion of a course and textbook entitled Tke Financial Organiza-
tion of Society, I present at this place an account of the develop-
ment of my own thinking on the subject.

I should perhaps state at the beginning that my present form-
ulation of such a course is the result of many years of experi-
mentation. I can perhaps best make clear the reason for my pres-
ent views by relating my personal experience in teaching the sub-
ject. I was trained in the classical school of economics; and
accordingly, when early in my teaching career I was asked to
give a course in “Money and Banking,” I eagerly seized the op-
portunity presented to instruct my students in the accepted prin-
ciples of the science. In brief, on the money side I gave them the
functions of money, the history of bimetallism, and the regulation
of the various forms of metallic and paper currency; and on the
banking side I discussed the functions of commercial banks in
creating bank notes and deposit currency and the problems of
regulation in the United States, and made comparisons with Eu-
ropean central bank systems. Finally, I gave them the “true
theory” of the relation of money and bank currency to prices.

But I found the subject a somewhat difficult one to teach—
on the whole, rather dull and uninteresting to the students.
Whether this was attributable to the fact that in the elementary
course in economics they had already been set straight on the
functions of money, bimetallism, bank credit, and the quantity
theory, or whether the exposition of the inherently practical and
fascinating field of finance had fallen into an academic and un-
realistic form, I have never quite made up my mind. In any
event my students were never sufficiently interested in this course

xxi
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to cause me any regrets when in due time I was led to abandon
the course in money and banking and to undertake a new orien- -
tation of the entire field of finance.

My first experiment was an attempt to make a general course
in money and banking serve as a satisfactory prerequisite to ad-
vanced studies in the field, In brief, my experience convinced me
that many of -the specialized advanced courses in the field of fi-
nance could not well be built upon the traditional introductory
course in money and banking—because of its extremely limited
scope. Moreover, the traditional course seemed, to my students
at least, highly academic and without much practical relation to
real business and financial affairs, save here and there in par-
ticular sections, such as those dealing with the practical opera-
tions of a commercial bank and the nature and purpose of the
Federal Reserve System. So considerably has the scope of the
general-survey course been subsequently changed that I feel it
necessary to lay especial emphasis upon what I now conceive
to be the limitations of the traditional treatment of money and
banking.

I. SHORTCOMINGS OF THE TRADITIONAL
TREATMENT OF MONEY AND BANKING

The place of money and banking in the orthodox treatment
of political economy may be briefly set forth somewhat as fol-
lows: Economics is divided into the four broad divisions of con-
sumption, production, exchange, and distribution. Human wants
constitute the point of departure, the desire for consumptive
goods being the mainspring of human activity and productive ef-
fort. Then are discussed the fundamental factors of production—
labor, land, capital, and management. *After the goods are pro-
duced and on the market, the problem of evaluation for the
purposes of exchange arises, and this leads to a discussion of the
laws of value. In connection with exchange, one is reminded that
money serves as a standard ih which exchange values are ex-
pressed and as a medium by which the ownership of goods on the
market is transferred. And while considering money as a medium,
one must also note that there are various kinds of money, among
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them being bank money, both notes and deposit currency. Fol-
- lowing the discussion of exchange and currency, it is in order
to consider the division of the social dividend among the various
agents of production—land, labor, capital, and management, re-
spectively. In elucidating the principles of economics in accord-
ance with this division of the subject matter, most writers leave
the impression that money is largely, if not wholly, divorced from
the productive process.

Some writers, it is true, relate money to the productive proc-
ess by including in the classification of utilities, possession utili-
ties. As goods are not fully produced when they leave the factories
or the farms, they must be transported, hence place utility: they
must often be stored, hence ¢ime utility; and, finally, their owner-
ship must be transferred in the market place; hence possession
utility. Money as a medium of exchange——for the transfer of
ownership—thus serves in the final stage of the complex produc-
tive process. But the text which indicates that in this way money
plays a direct part in production still leaves the discussion of
money in relation to economic organization inadequate. The
* analysis would indicate that money is of service only in the last
stage of the productive process, in connection with the exchange
of finished goods between producer and consumer. What is not
deducible from such analysis is that money is also the means of
organizing production, of bringing together the various agencies
of production (land, labor, capital, and managers), and of fusing
them into a business organization that can turn out a product
capable of ministering to human wants.

Society is now organized on a pecuniary basis, and money is
the indispensable prerequisite to the assembling of the concrete
instruments of production. The business man uses money, or its
equivalent, to purchase materials for the construction of his fac-
tory; he uses his money in buying the supplies and materials nec-
essary for its equipment; he bids competitively in the markets of
the world for the raw material used in the process of manufactur-
ing; and he employs money as a means of attracting to his organ-
ization the requisite labor force and corps of administrative offi-
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cials. In short, every act of the productive process itself revolves
about the use of money. There is, of course, nothing particularly
new in this statement of the case. What is interesting is that the
writers of general treatises on economics have usually regarded
it as unnecessary to make any mention of the part that money
plays in the organization of productive activitie$, thereby giving
the whole subject a very imperfect as well as unrealistic presen-
tation.

The special treatises on money and banking which follow the
traditional conception laid down in the general texts—that money
is used in exchanging goods produced through the united effort of
land, labor, capital, and management—in similar fashion make
no reference to the part that money plays in the organization of
productive activities. In connection with the function of money
as a common denominator of value, the current statement is that
the existence of a common denominator or standard of value saves
the individual the necessity of burdening his weary mind with in-
numerable exchange ratios. This method of stating the signifi-
cance of the common denominator of value results from the tradi-
tional practice of discussing money only under the heading of
“exchange.”

But when attention is shifted from the significance of money

in exchanging consumptive goods that have already been pro-
duced to the part that a common denominator of value, or pecu-
niary unit of calculation, plays in the organization of productive
activity, it becomes readily apparent that money in this capacity
also plays an extremely important rle in the field of production.
The truth is that without a common denominator of value—or
pecuniary unit—it would be impossible to keep financial account
or to give commensurability to unlike units of consumptive
goods, capital goods, labor power, what not. Without the pecuni-
ary unit all other units of measurement would be valueless for
the purposes of business. Asa qualitative unit of measurement,
the dollar serves as a guide to the business man in the develop-
ment of new methods and new techniques—in a word, in the
making of the innumerable decisions which are referred to him
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from day to day. The price-and-profit system based on the
pecuniary unit serves as a guide in the directing of labor and capi-
tal from place to place and from industry to industry. Accounting
systems based on the dollar unit also make possible governmental
supervision and control of industrial affairs (see chap. i). All
this finds no place, however, in the traditional discussion of the
rdle of money in economic activity, despite the pretension that
the analysis is disclosing the way in which society has organized
itself for the production of wealth.

In connection with the standard of deferred payments, some-
what more attention has been given to the relation of money to
business activities in the field of production. For it is not infre-
quently pointed out that a poor standard of deferred payments is
a great deterrent to business enterprise, owing to the increased
business risks that result therefrom. But even in this case the
relation of the standard of deferred payments to the conduct of
business is usually treated as an incidental matter; the emphasis

" is placed rather upon the relation of the standard of deferred pay-
ments to prices. And in discussions of the price level the emphasis
is placed upon the equities between debtors and creditors'in con-
nection with long-time borrowing operations and upon the effects
of changing prices upon the various classes. of the community.
The question of just distribution is apparently the primary con-
sideration, while the importance of a stable standard for the pur-
poses of production is scarcely noted.

The problems of securing a stable standard of deferred pay-
ments and of maintaining the various forms of token and repre-
sentative currency at a parity with this standard, have been
among the most fascinating inquiries in the whole realm of politi-
cal economy and by many have come to be regarded as the only
really significant financial issues that need concern the economist.
As a professional friend of mine once said: ‘“The economist’s
problem is the price problem. Why should he therefore concern
himself about other financial issues?” The obvious answer is that
it is only one of the many problems of vital interest to the econo-
mist who would understand the significance of monéy in indus-
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trial society. The perennial controversies that have raged about
the relation of money to prices have, however, tended to shift the
emphasis away from other important monetary considerations
and to obscure the réle that money plays in connection with the
organization of economic activity.

So much for the shortcommgs of the traditional dlscussmns
of money. My efforts to organize a general-survey course in mon-
ey and banking revealed an even greater difficulty or weakness on
the banking side. For, as already indicated, the emphasis upon
money and its relation to prices has led to confining the discussion
of banking to commercial banking only—this for the reason that
commercial banking alone provides, in bank notes and deposit
currency, media that are acceptable in exchanging goods. In con-
sequence, the whole discussion of banking, with the exception of
a brief section devoted to financial panics, has usually centered
around the maintenance of the parity of bank currency with gold,
the function of bank currency in exchanging goods, and the rela-
tion of bank credit to prices. I trust I shall not be understood as -
objecting to such discussion; my point is merely that this narrow-
ing of the scope of banking has rendered the traditional treatment
of finance quite inadequate for the purposes of the business cur-
riculum or, for that matter, for the purposes of the general eco-
nomics curriculum. For example, one repeatedly finds the doc-
trine that the commercial bank should (properly) function only
in connection with commerce—with the marketing process, where-
by the economic gap between producer and consumer is bridged.
This is not only inadequate theory; it embodies a fundamentally
erroneous conception of the nature of the modern business and
financial organization.

II. SHORTCOMINGS OF A COURSE IN
“FINANCIAL INSTITUTIONS”

The numerous financial agencies and institutions other than
the commercial bank which are found in modern economic society
did not naturally fall within the scope of this traditional theory
of the role of money and banking in the economic system. Ac-
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cordingly, we usually find only incidental reference to them, in
either the general texts on economics or in the special works in the
field of money and banking.! It was not surprising, therefore,
that one should find, as I did, that the traditional study of com-
mercial banking did not serve as an adequate basis for a survey
course in the financial field. Somehow or other, the large number
of other financial institutions and agencies which had grown up
in modern times and which are made use of by the business man
of today must be brought into the picture. I therefore conceived
the idea of a general-survey course which was designated “Finan-
cial Institutions.”

In brief, the idea of the course on “Financial Institutions”
was to disclose to the student the nature and the functions of all
the financial agencies and institutions that exist in'the modern
world. Money, in its various functions, was considered—as was
also the work of commercial banks, savings banks, investment
banks, insurance companies (in their banking aspects), the stock
exchanges, etc. But the difficulty here was that one was tempted
either to include within a single course everything that had been
discussed in the whole series of specialized courses in the various
divisions of finance—a task to be despaired of—or else to make
the course a very elementary one, designed merely to give the stu-
dent a bird’s-eye view of financial problems and of the financial
system in general. There was, indeed, grave danger that it would
be of so elementary and fragmentary a nature as to be sadly
wanting in genuine intellectual content.

Experience showed that what was really needed was not a
series of discussions of the several financial institutions in turn,
but an analysis which would reveal the broad outlines and the
significance of the financial system conceived as a unit and as an
integral part of the general economic organization. The individu-
al financial institutions all needed to be related in some fashion as
parts of a general financial structure. The tie that binds must

* In recent years, however, there has been a tendency for writers of spe-

cial treatises to devote some attention to savings and investment institu-
tions.
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somewhere be found if a general-survey course in finance were to
be worthy of the name. This development explains the subse-
quent change of emphasis from financial institutions to financial
organization.

III. THE DIFFERENCE BETWEEN FINANCIAL
ORGANIZATION AND FINANCIAL
INSTITUTIONS

In a treatise on financial organization the various financial
agencies and institutions are still described; but their relations
one to another as parts of a general financial structure, and the
general setting of this financial system within the larger economic
organization, are also disclosed.. A diagrammatic presentation of
that portion of the financial structure which is related to corpo-
rate enterprise is shown on the accompanying page. While the
chart is more fully discussed in the text, a brief statement is made
here also in order to indicate clearly my point of view.

The purpose of this diagram is to indicate that in a capital-
istic, pecuniary society all of the financial institutions and agen-
cies which exist have been developed for the purpose of facilitat-
ing the raising of the capital (funds) required by modern business
enterprises. For purposes of exposition this capital is divided into
fixed and working capital. The fixed capital is raised through the
sale of stocks, short-term notes, and bonds—the funds being de-
rived from the ultimate purchasers of these securities, that is,
from the rank and file of individuals and investing institutions.
Sometimes the purchaser of securities is reached directly, without
the help of any financial intermediary; sometimes he is reached
through promoters and dealers in Jow-grade securities; and some-
times through investment banking institutions dealing in high-
grade issues. These institutions in turn utilize salesmen, news-
paper advertising, circulars, etc. And in so far as securities are
purchased by insurance companies, investment trusts, savings
- . banks, trust companies, and commercial banks, these institutions
serve as secondary intermediaries between the furnisher of the
funds and the borrowing corporation.

The stock exchange appears at one side as a great, central
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market place, alike for securities that have once passed through
the hands of financial middlemen to purchasers, and for securities
that have not been finally absorbed by the investing public but
are still being carried in the speculative market, The transverse
lines connecting the stock exchange with the purchaser of securi-
ties and with other financial institutions are designed to suggest
that interrelations exist between these institutions. It will be
noted, also, that the diagram indicates that some of the funds de-
rived from the sale of stock, short-term notes, and bonds are used
for working-capital purposes. (Note the dotted line through the
working-capital side of the chart.)

On the working-capital side, the chart indicates that corpo-
rations borrow funds for operating expenses from commercial
banks—much of it directly, but some of it indirectly through the
intermediation of commercial paper houses and commercial cred-
it or discount companies. The transverse lines connecting the
commercial banks and the Federal Reserve institutions with in-
vestment banking institutions and the stock exchange are de-
signed to indicate interrelations in the financial system, some of
which will presently be discussed.

For the moment, what needs emphasizing is that these finan-
cial institutions are all engaged in a common task of transferring
the funds of the ultimate savers of society listed at the bottom of
the diagram to the borrowing corporation which is placed at the
top! Together these institutions constitute a financial structure;
they make up the component parts of the modern financial system

" about which all economic activities center~on the basis of which
industrial society is organized.

The advantage in organizing a survey course in finance
around this central problem of raising fixed and working capital
for busintss uses is that one may thus see at a glance that the indi-
vidual business is connected with each and every part of the finan-

.cial system. The modern business enterprise has its setting in the
midst of a financial system upon which it is at all times and in
many ways dependent; and a sound financial policy can be form-
ulated only in the light of knowledge of the services rendered by
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each of the financial agencies and institutions and of the working
of the financial system in general.

In such a survey course I have found it possible to show the
functional origin of the various separate financial institutions,
and their interrelations one with another as parts of a financial
system, without exhausting the subject matter in any particular.
division of the field. For example, while the course touches upon
the problems of corporate finance, in so far as it discusses the
forms of credit instruments and the financial institutions that
may be utilized by a business man in raising capital, it makes no
attempt to discuss in detail the best method of financing for par-
ticular corporations under specified conditions. It does, on the
other hand, make possible the giving of an advanced course in
corporation or business finance where the instructor may take it
for granted that every student in the class knows the general
distinction between fixed and working capital, between bonds and
the various types of stock, and, more important, knows some-
thing of the services that are rendered by the numerous types of
financial institutions upon which the financing of business is de-
pendent. < , _

Similarly, a course on the stock exchange or on brokerage
may proceed from the assumption that the students already have
some knowledge of the organization of the stock exchange and
the place that it occupies in the general financial system. And
so, also, in each of the advanced courses in finance it will be found
that the students have a common background of information and
a general view of the relation of the particular part of the financial
. system which they are to study in detail to the financial system
in general.

From the point of view of advanced courses in economics,
as distinguished from those in business administration, the same
consideration holds. If all the students have had a general-survey
" course in finance such as is here suggested, it is no longer neces-
sary to spend several weeks in each advanced course on elemen-
tary topics in order that the discussion may not be found unintel-
ligible by a considerable portion of the class,
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Quite as important is the elimination of duplication that is
made possible in advanced courses. Who of us has not, either as
student or teacher, in the field of finance as well as in other divi-
sions of the economic and business curriculum, been appalled by
the amount of duplication that occurs? All will of course agree
that some duplication is both inevitable and desirable. But the
recognition of this fact by no means warrants more than a mere
fraction of the duplication of effort that has characterized instruc.
tion in economics ever since the multiplication of courses began

For example, as a student I took a course in money, whict
of course included a discussion of the controversial issues on the
relation of money and prices. Such a discussion inevitably raisec
the question of bank credit and thus required on the part of the
instructor a more or less detailed discussion of banking opera:
tions and the phenomenon of credit currency. Then later I took
a course in banking, where special emphasis was placed upon the
problem of banking reform. So far as I was concerned, there wai
no need in this course of discussing again the details of banking
operations and the phenomena of bank credit. But about 50 pei
cent of the class had not had the course in money, just as when ]
took the course in money about 50 per cent of that class had not
previously had the course in banking. In consequence, it was
necessary for the instructor in both courses to discuss the genera
principles of banking and credit. Still later I took a course ir
crises and depressions. In the course on banking I had of course
studied in some degree the problems of financial crises and panics;
but since a considerable percentage of the class had not had the
course in banking, their minds were a complete blank as far as the
phenomena of the business cycle were concerned. Thus here, as
in each of the other cases, the level of instruction had to sink t¢
the level not of the minimum intelligence but of the minimun
previous training of the members of the class. I think it is no ex.
aggeration to say that one-third of the time of the class was
wasted in needless duplication which could have been avoided by

_a’general-survey course embodying material common to each o
the courses appropriately lying in the field of more advancec
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study. A general-survey course makes it possible for the ad-
vanced courses to be really advanced.

IV. THE RELATION OF FINANCIAL ORGANIZATION
TO ECONOMIC ORGANIZATION

In the foregoing discussion reference has been repeatedly
made to the relation of the financial system to the general eco-
nomic organization, and the statement has been made that mod-
ern industrial society is financially organized and g:ohtrolled.
How, specifically, is the modern financial structure linked up with
the general economic organization, and how, concretely, does it
control the economic system? One answer to this problem has
already been suggested in connection with the rdle that the pe-
cuniary unit and the price system play in the organization of eco-
nomic activities. Another is to be found in the interrelations of
finance with the problems of the business cycle.

Until recently courses on money and banking have charac- °
* teristically attached relatively little importance to the business
cycle. True, there has usually been a chapter devoted to a dis-
cussion of the events of a financial panic and the devices that are
necessary to prevent the periodic breakdown of the financial
machinery. But there has seldom been any attempt to link up
the whole problem of banking and finance with the phenomena
of the business cycle, conceived as the normal condition of in-
dustry. Financial theory, like general economic theory, has usu-
ally been based upon the assumption that there is commonly full
employment of labor and capital and that the industrial machine
runs with relatively little friction—save when some panic or
financial cataclysm, like an earthquake, breaks out and rudely
shakes the foundations of the whole financial structure, We shall
not get very far toward an understanding either of the financial
or the economic system until we recognize, with Mitchell, that “in
the real world of business, affairs are always undergoing a cumu-
lative change, always passing through some phase of a business
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cycle into some other phase. . . . . In fact, if not in theory, a
state of change in business conditions is the only normal state.”
The truth is that the entire economic system is inextricably
tied up with the general financial and tredit system. Borrowing
corporations not infrequently find that the supply of credit for
both fixed and working-capital purposes is inadequate for their
requirements—because of an insufficient volume of money sav-
ings, an outflow of reserve funds from the country, an increase in
the volume of business beyond the credit capacity of the banks,
or a rising price level which requires a steadily expanding volume
of liquid capital with which to effect a given volume of produc-
tion. And because of the phenomena of the business cycle there
‘are times when the entire business and credit structure is com-
pletely disrupted, resulting in unemployment for millions of per-
sons and financial failure for thousands of business concerns
whose only fault lies in being unfortunately placed in the econom-
ic system. »

Business corporations and individual workers are dependent
upon the smooth functioning of the credit system not merely for
the regularity of profits and wages; as investors in corporate se-
curities they are also dependent upon it for the safety of their
savings and the continuity of interest payments. Literally almost
every individual and every institution is, under modern condi-
tions, vitally interested, as an investor, in the efficient working
of the financial system. Corporations and other business concerns

- are obliged to invest reserve and sinking funds in the securities of
other corporations; banks, insurance companies, clubs, educa-
tional and charitable institutions, labor-union organizations, and
trust estates—all are of necessity holders of corporate securities;
and, under a pecuniary order, the individual laborer or salaried
man can effect the savings required for sickness and age only
through the investment of pecuniary income, directly or indi-
rectly, in the bonds and shares of corporate enterprises. To a
greater or less degree all classes of society are thus dependent
upon the efficient functioning of the pecuniary mechanism. And
the entire financial and economic system is bound up with the
phenomena of the business cycle, which is itself a result of the
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evolution of the modern pecuniary credit system. An adequate
discussion of either the modern financial system or the modern
economic system must therefore be based upon and constructed
around a discussion of the business cycle.

V. SOME PEDAGOGICAL ISSUES

Some teachers may at first thought feel that this volume
should have included a thorough discussion of so important and
vital a subject as the relation of money and credit to prices. A
word of explanation is therefore in point. In chapter ii there is
presented a very brief statement of the relation of money and
. prices. The emphasis is not, however, placed upon the causes of
price changes; it is merely pointed.out that the values of goods
are expressed in terms of money and that these money prices
fluctuate widely and more or less continuously. Now the reason
for not discussing the causes of price changes at that point in the
analysis is merely that the price question cannot be intelligently
discussed until an analysis of the commercial banking system has
been made; and by the time the analysis.of the commercial
banking system, including its relation to other financial institu-
tions and to the general business organization as conditioned by
the phenomena of the business cycle, was completed, limitations
of space did not well permit an adequate discussion of this most
vital aspect of the modern financial system. The controversial
issues with reference to the relation of money to prices are there-
fore necessarily left for consideration in advanced courses. It is
believed that enough data bearing on the price question are pre-
sented in the treatise for the purposes in hand. If, in the view of
any teacher, such is not the case, the text material may be readily
_ supplemented by lectures and by collateral reading. .

< Another and more general pedagogical issue may be raised
in connection with this general-survey course. Is it possible in a
survey course in finance to give more than a smattering of factual
material with reference to each part of the financial system and
other than a confused picture of the system as a whole? And
-would it not be better to give, first, a series of special courses in
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each division of finance, rounding out the curriculum at the end
with a course broadly conceived and designed to tie together the
various financial courses previously studied, and to afford the
student a clear understanding of the nature of the modern finan-
cial system and its relation to the general economic organization?

With reference to the first question, it will be noted that it
is the question that has so often been raised in connection with
the general-introductory course in economics. Can one thus give
anything besides a modicum of unrelated factual material? Does
the student come out of the introductory course in economics with
any real appreciation of the nature of the modern industrial sys-
tem? Would it not be better for him to take, first, a series of spe-
cial courses in each of the various fields of economic inquiry? It
is quite unnecessary for me to discuss these time-honored issues.
The fact that practically all American institutions still hold to
the practice of giving a general-introductory course—of one sort
or another—is sufficient to indicate where the consensus of opin-
ion still lies,

Now, if it is possible in the introductory course in economics
to give the student a general survey of the economic system, it
should be considerably easier to give him a significant view of
the financial part of the economic system before he has taken
detailed courses in the various divisions of the field. My experi-
ence in giving a general-survey course in finance has been that
there are no serious difficulties involved.

With reference to the second question, whether a general .
course in finance should not be given at the end of the student’s
training in that field, it seems to me that there is sound argument
for such a procedure—not, however, in lieu of a survey course at
the beginning, but as supplementary to such a course; just as I
feel that there is sound argument for a correlating course in eco-
nomic theory and another in business organization at the conclu-
sion of one’s general training in either economics or business.

Vi. SOME BY-PRODUCTS FOR THEORY

In conclusion, it may be-of interest to know in what ways the
development of a course and treatise on Tke Financial Organiza-
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tion of Society has modified my own views about certain theo-
retical issues. Space does not permit more than a mere outline of
certain conclusions.

In the first place, I have come to believe that the traditional
distinction between fixed and working capital, while pedagogical-
ly valuable as a point of departure, has little fundamental valid-
ity. Funds derived from the sale of stocks and bonds are used for
working-capital purposes, as well as for the creation of plant and
equipment; and funds derived from the sale of promissory notes
and bills of exchange are often used for fixed capital purposes.
Moreover, it is not merely the funds derived from the sale of
stocks and bonds that are used permanently or continuously in
business; a large portion of the funds borrowed through the use
of promissory notes and bills of exchange is also used perpetually
by businesses—since any going concern must have a continuous
supply of working or operating capital, much of which, under
modern conditions, is borrowed continuously from commercial
banking institutions. The only significant distinction therefore is
between the constant capital of a business—including both the
fixed capital and that used for operating purposes—and the vari-
able supply, that is, the supply which fluctuates with seasons and
with cycles of business. Moreover, the traditional theory that
commercial banks do (or should) furnish funds only for peak
loads appears quite unsound.

In the second place, I have been forced to conclude that the
conception of commercial banking which assumes that the func-
tion of the commercial bank is only to create media of exchange
for use in the marketing of goods is altogether inadequate and
misleading. The fact is that commercial banks extend credit for
the producing of raw materials and the manufacture of them
into finished commodities as well as for the exchanging or market-’
ing of finished goods. But even more significant is the fact that
the commercial banking system occupies a dominant position in
the entire financial and business structure. Bond houses, insur-
ance companies, savings banks, and trust and mortgage compa-
nies, alllook to the commercial banking institutionsforaccommo-
dation in case of need; they are dependent upon the solvency of
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the commercial banking system for the safety of their deposited
funds; and they are dependent upon. the lending power of the
commercial banking institutions for the conduct of their business
from day to day. An inadequacy of commercial banking funds
means a direct lessening of the underwriting activities and other
" operations of investment bankers; it means an impairment of
the ability of the savings institutions and of the insurance com-.
panies to meet their financial engagements and obligations; and
whenever there is a breakdown of the complicated commercial
banking mechanism the entire financial system is thrown com-
“pletely out of gear.
Not only does the commercial banking system constitute the
center of the entire financial structure, but it lies as well at the
base of all modern business operations. Every business concern,
practically speaking, is dependent directly or indirectly upon the
commercial banks both for the safety of deposited funds and for
a continuous supply of borrowed capital—both fixed and working
capital. Any failure of the commercial banking system to func-
tion normally, therefore, has its direct effect upon every phase of
financial and business activity. Commercial banking thus does
something more than to supply exchange media and to facilitate
the marketing of goods without the use of money. It controls and
conditions all business activities; it is the foundation of the whole
complex financial and economic organization of modern society.
Finally, the conception of commercial banking in its relation
to the entire economic system that has just been outlined has led
to a very considerable modification of my views in the matter of
price theory. When one conceives the price problem as merely
one of comparing the total quantity of goods in the market with
the quantity of circulating media available for exchanging them,
he arrives at certain conclusions. When one considers the rela-
tion of commercial banking to productive and financing activities,
to the rest of the financial system, and particularly to the phe-
nomena of the business cycle, he is, I believe, certain to find that
new light will be shed upon all the controversial issues of mone-
tary theory. :
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chap. on, 678-98
Contingent liabilities, 352
Co-operative credit associations, ag-
ricultural, 626-27; chart, 607.
Corporate reorganizations, 284
Corporation: as capital raising de-
vice, chap. on, 162-72; “close,”
159; relation to financial struc-
ture, chart, 158 :
Correspondent banks, 433-39
Country banks, meaning of term,

343

Credit: basis of, 97-99; book, 115;
chap. on, 93-103; commercial,
06; consumptive, 97, and chap.
XXIX; investment, ¢6; kinds of,
9497 ; significance of, gg9-101

Credit analysis, 350-55

" Credit currency. See Deposit cur-

‘rency

Credit department, 350

Credit instruments: as media of
exchange, 123~24; chap. on, 104~
37; commercial, 115-23; illustra-
tions of, r11-14, 117, 118-20; in-
vestment, 104-15

Credit unions, 609, 686-88

Creditor nation, United States as,
231-32

Crime of 1873, 67, 70

Crises. See Business cycles

Curb market, 256-58

Currency Act of 1900, 75; banking
provisions of, §26

Custodian of Securities, 287-93

Cyanide process, 70

Cycles. See Business cycles

Debenture bond, 107

Decentralized banking, 482-83,
718-20

Deferred payments. See Standard
for

Demand loans, definition of, 347.
See also Call loans .

Department-store finance. See Fi-
nancial integration
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Deposit currency: elasticity of un-
der Federal Reserve System, 550~
§I, 592; increasing importance of,
344; origin of, 338-41; reasons
for clasticity, 460-61

Depositary banks, for government
funds, 345, 462

Depressions. See Business cycles

Discount companies, 406-419; chart,
158

Discount market, nature and func-
tions of, §59-62

Discount rates, control of, 552, 556—
57, 587-90, 598

Discounting receivables. See Assign-
ing accounts

Dollar drafts: export, 383 ; import,

390
Double liability of bank sharehold-

ers, §I2

Draft. See Bills of exchange, Trade
acceptance, Bank draft, Accom-
modation draft

Edge Act, 233-35; and direct financ-
ing of exports, 391—92

Elastic currency under Federal Re-
serve System, 537-48. See also
Inelastic currency

Equalization of reserves, 493-97

Equipment trusts, 107, 280

Escrow, meaning of, 276

European debt to United States, 230

Exchange, foreign, See Foreign ex-
change

Farm mortgage broker, 630; chart,
607

Farm mortgage companies, 631-34;
chart, 607

Farm indebtedness, 610

Federal Advisory Council, 536

Federal Farm Loan districts, map
of, 639

Federal Farm Loan System, 634-52;
chart, 607; criticisms of, 650~-52;
loans of, 645, 647; results of,
648-50

Federal Intermediate Credit Banks,
623-28; chart, 607; rediscounts
and loans of, 627

Federal Land banks: chart, 607;
636-43; loans outstanding, 645,

647 -
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Federal Reserve Act, evolution of,
525-32

Federal Reserve agent, 535, 540

Federal Reserve bank notes: amount
of, 91; legal tender of, 548; regu-
" lation of, 38

‘Federal Reserve banks: chart of
earning assets of, 595; financial
statement of, 571; open market
operations of, 557-58, 594-98

Federal Reserve Board: general
powers and duties of, 535-36;

power of over economic system,

598, 734

Federal Reserve districts: map of,
533; size of, 532

Federal Reserve notes: amount of,
o1, legal tender of, 548; regu]a-
tion of, 530-46

Federal Reserve System: chaps on,
525-77, §78-604; and export
financing, 381-91; and foreign
branch banks, 391; position in
financial structure, charts, 156,
158, 607

Fiat currency, 8o

Finance companies.
companies

Financial consolidation: Congres-
sional investigation of, 722; in
Germany, 723; in Great Britain,
723; in Japan, 724; in New York,
722-23

Financial crises. See Business cycles

Financial integration, 699-707

Finlancial panics. See Business cy-
cles

Financial reorganizations, 28483

Financial stabilization, international
aspects of, 151-52, 508, 737-41

Financial statement, illustration of,
353

Financial structure, 15§-61; charts
of, 156, 158, 204, 607

Financial system and the general
economic organization, chap. on,
727-42. See also Pecuniary system

First Bank of the United States,
462, 508

Fiscal agency, 285-87

Fixed capital, 5, 154; charts, 156,
158, 607

Flow of money, chart, 46

Foreign branch banks, 391

See Discount

FINANCIAL ORGANIZATION

Foreign debt to United States, 230

Foreign exchange: chap. on, 138-
§4; during the war, 147-$0; fluc-
tuations of, 148; pegging of, 147

Foreign financing, chap. on, 380-93.
See also Investment trusts

Foreign investments: and free sil-
ver agitation, 23; of United
States, 232; of Great Britain, 230

Foreign securities: chap. on, 230-
37; listing requirements for, 235-

6

3

Fractional silver eoins: amount of,
o1; legal tender of, 76; redemp-
tion of, 74

Franc, chart of fluctuations, 149

“Free banking” law of New York,

(3384

Free silver agitation: and domestic
finance, 23-24; and international
finance, 21-23

German mark, post-war deprecia-

_ tion of, 24-26

Gold: commercial ratio to silver,
73; durability of, 16; holdings of
leading nations, 151; internation-
al flow of, 144-46; production of,
72; relative stability of, 17; why
chosen as standard, 16-18, 72-73;
world-supply of, 17

Gold certificates, 88 ; amount of, 91;
exchanged for Federal Reserve
notes, 545-46; legal tender of,
90; redemption of, 89

Gold clearance. See Gold settlement
fund

Gold coin: amount of, 9r; legal
tender of, 75; weight of, 1, 63

Gold dollar, definition of, 18

Gold exchange standard, 68

Gold points, 139

Gold settlement fund, 565-66

Gold standard, history of, 64~67;
law of 1900, 68; restoration of,
151-52

Govermment regulation of banking,
chap. on, §06-24

Greenback currency: amount of,
o1; and debtor class, 30; legal
tender of, 89; purpose and nature
of, 88; redemption of, 89

Gresham’s Law: and defective coin-
age, 60; and bimetallism, 64-70
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Group banking, 718-21

Highsgrade securities,
190229
Hoarding, and financial panics, 486

chap. on,

Independent treasury, 462. See also
Depositary banks

Index numbers, 18~20

Industrial banks, 688-89 .

Inelastic currency: and financial
crises, 484-86; under national
banking system, 457-60

Inflation: in Revolutionary France, "

21; in Germany, 24-26; in post-
war Europe, 147-50; process of,
82-86

Instalment sales, financing of, 408-
14

Insurance companies: and bond dis-
tribution, 214; as savings institu-
tions, 315-19; charts, x58, 607

Integration. See Financial integra-
tion

Interbank borrowing, 441

Interest rates: in New York City,
chart, 365; on deposits, 436. See
also Discount rates

Interlocking directorates, system of,
declared illegal, 722 )

Intermediate credit, agricultural,
616~28; chart, 607

Intermediate Credit system. See
Federal Intermediate Credit banks

International bank, 739-41

International finance. See Foreign
exchange, and International bank

Investment banking: and economic
organization, 222-25; chaps. on,
191-237; function of distribution,
211-15; function of investigation
and analysis, 199-205; function
of underwriting (see Underwrit-
ing) ; functional chart of, 198; in-
terrelations of, with financial sys-
tem, chart 158; regulation of,
220-22 )

Investment credit, 96

Investment loans, nature of, 347,
360-62

Investment trusts, 233; chap. on,
238-51; of Europe, 238-42; 243,
249
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Joint-stock land banks, 643-44;
chart, 607 ; loans outstanding, 647

Labor banks, 692-96

Latin monetary union, 67

Legal tender: of Federal Reserve
bank and Federal Reserve notes,
547-48; of government paper
money, 80-¢o; of metallic money,
75—-76; of national bank notes,
343; purpose of, 75

Letter of credit, 384—g0; illustration
of, 389

Letter of credit agreement, illustra-
tion of, 388

Limited Lability, advantages of,
164—66

“Living trusts,” 277

Loan sharks, 680-81

London stock exchange, 253

Low grade securities (see Specula-
tive securities), and stock ex-
change speculation, 268-69

McFadden Act, 514, 700, 713, 716

McLean Act, 233

“Margin” trading, 259~62

Medium of exchange: and capital-
istic production, 39—40; function
of, 36-38

Mercantilism, 53-54

Metallic currency: chap. on, 50~78;
legal tender of, 75—-76; subsidiary
forms of, 74-76

Minor coins, amount of, 74, 76, 91

Mint, charges at, 64; of United
States, 6263 ; tolerance of, 64

Monetary unit. See Pecuniary unit

Money: and peace finance, 44-47;
and war finance, 41-44; as a store
of value, 38; and business organ-
ization, 30—40; confusion of with
wealth, 52-55; and distribution
of productive energy, 45; flow of,
chart, 46; quantity of, required
by nation, 55-57; regulation of
metallic, chap. on, 50-78; regula-
tion of paper, chap. on, 70-92;
stock of, and kinds in United
States, 91; use of in production,
39-41

Money rates. See Interest rates

Money trust. See Financial consoli-
dation
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“Morning” loans, 366

Morris Plan bank, 689

Mortgage, “old line,” 663-66

Mortgage security, 105 ; trustee for,
279

National Bank Act, passage of, 507

National bank notes (see Bank
notes), amount of, gr; declining
importance of, 344; inelasticity
of, 457-50; legal tender of, 342;
regulation of, 342; under Federal
Reserve System, 537-38

National banks: failures of, 713-
15; growth of, 330-31; invest-
ments of, 373; loans of, 349

National Citizens’ League, 529

National Farm Loan associations,
637; chart, 639 )

National Monetary Commission,
528

Negotiability: versus salability and
transferability, 124—25; of bonds,
133; of checks, bank notes, and
drafts, 132; essentials of, 127-28;
legal procedure with, 128-32;
principle of, 125; of stock, 133

Negotiable Instruments Law, 126

New York Curb, 257-58

New York Produce Exchange, 256

New York Stock Exchange: history
of, 252-53; listing requirements,
23536, 255

Note brokerage. See Commercial
paper houses .

Open accounts. See Accounts re-
ceivable

Open market operations. See Dis-
count market, 557-38, 594-98

Overcapitalization, 110

Overcertification, 366

Overdrafts, 303

Panic: of 1907, and savings banks,
307 :

Panics. See Business cycles

Paper currency: chap. on, 79-92;
convertible or fiduciary, 8o0; form
of, 87-88; German, 84-83; illus-
tration of, 85; inconvertible or
fiat, 8o; irredeemable, 81; legal
tender provisions, 8g—9o; regula-

- tion of, 86-8%

FINANCIAL ORGANIZATION

Par collections, 566—68

Par of exchange, 141 .

Partial payment plan; sale of real
estate mortgage bonds on, 671-72

Partnership, chart, 156

Pawnbroking, 682-84

Pecuniary system and economic and
social standards: advantages of,
728; chap. on, 49-58; disadvan-

- tages of, 729-30

Pecuniary unit; a language device,
1-2; and apportionment of ex-
penditures, 8-10; and business ad-
ministration, 3-8; definition and
origin of, 1-3; and economic or-
ganization, 10-12

Postal savings, 306~10

Preferred stock, 108, 163; illustra-
tion of, 113~14; “modern,” 108-9

Price changes: after Civil War, 30;
after 1896, 32; and creditor class,
31-32; and debtor class, 31-32;
and fixed incomes, 34—35; and so-
cial maladjustments, 28-33 ; causes
of, 20; chart of, 27; economic
consequences of, 20-28; in Unit-
ed States, 1849-1929, 27

Price level: control of, 503, 730;
definition of, 19. See also Price
changes

Prices, relation of money to, 18-20

Private banks, 329, 506

Promissory note: definition of,
115; illustration of, 116 ; similari-
ty to trade draft, 121-23

Promotion, methods of, 174-79

Prosperity, periods of. See Business
cycles

Pujo investigation, 722

Real estate, financing urban, chap.
on, 65777

Real estate bond houses, 672-74

Real estate exchange, 674-46

Real estate loans, controversy over,
514~16; of national banks, 35%;
of state banks, 357

Redemption fund for national bank
notes, 342 ,

Registrar of securities, 28384

Reichsbank note, illustration of, 85

Remedial loan societies, 684-86

Reorganization agreement, and trust
companies, 28485
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Reserve cities, meaning of, 343

Reserves: and deposits, 1897-1907,
480; and financial panics, 486-88;
equalization of, 493-94; net in
banking system, 445; of commer-
dal banks, chart, 443; of savings
banks, 312-13; redepositing of,
445; regulation of, §16-17; re-
quirements for Federal Reserve
notes, 547; till money, 444; ulti-

. mate, 444-45
Rural credit. See Agricultural credit

Safekeeping, of securities, 276

Safety deposit vaults, 287

Savings banks: and agricultural
credit, 606-8; chap. on, 298-326;
departments in commercial banks,
306; “guaranty,” 304; manage-
ment of, 310-14; mutual, 303-5;
postal, 306~10; profits of, 314-15;
school savings, 310; stock, 299~
303; with commercial accounts,
700

Scandinavian monetary union, 67

School savings banks, 310

Seasonal variations in demand for
currency, 456—61

Second bank of the United States,
462, 508-9

Second mortgage company, 66668

Secondary reserves in time of panic,
490-01

Serial note, See Short-term notes

Sherman Silver Purchase Act, 68;
repeal of, 88

Short-term note, 107-8

Silver: commercial ratio to gold,
73; fractional coins, 76; produc-
tion of, 72; regulation of subsidi-
ary, 7475

Silver certificates, 83; amount of,
91; legal tender of, 9o; redemp-
tion of, 8¢9

Silver dollar: amount of, 91; coin-
age of, 74; legal tender of, 75;
method of maintaining parity, of,
75; now a subsidiary coin, 75

Single name paper, 348-51; used in
stock exchange speculation, 365~
66

Speculation: in 1688, 167-68; in
1719, 165; in 1919, 586-87; in
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1929, 508-99; on “margin,”
62, 364. See Stock exchange

Small Toan companies, 684-86

Standard for deferred payments:
importance of, 15; why gold was
chosen as, 16—17

Standard of value. See Pecuniary
unit

State banks: growth of, 330-31;
and Federal Reserve System, 712—
13; investments of, 373; regula-
tion of, 518-21

Stock: advantages of, 162—64 ; with-
out par value, 109. See also Pre-
ferred stock

Stock exchange, 155; and capital
raising, chap. on, 252-72; and dis-
tribution of mpxtal 267-68; and
marketing of low grade securities,
268-70; chart, 158; economic
functions of, 265~71; of London
(see London stock exchange);
listing requirements, 255; of New
York (see New York Stock Ex-
change; and Brokers)

Stockholders’ rights, 110

Subtreasury system, abandoned, 576

Suburban clearings, 425

Surplus, accumulation of. required,

259-

513
Syndicate. See Underwriting

Token coins, 74

Trade acceptance: definition of,
117; illustration of, 118; similari-
ty to promissory notes, 12123

Trade credit, in agriculture, 610-12

Trade drafts. See Trade acceptance

Transfer agent, 281-83

Treasury notes of 18g0: difficulties
with, 22; amount of, 91; legal
tender of, 90; redemption of, 89

Trial of the Pyx, 64

Trust companies: and bond distri-
bution, 217; and corporate reor-
ganizations, 284-85 ; and corpora-
tion finance, 278-87; as custodian
of securities, 287-93; as fiscal
agent, 285-87; as registrar, 283;
as transfer agent, 281-83; chap.
on, 273-97, chart, 158; commer-
cial banking, features of, 702-3; .
growth and importance of, 330,
331; regulation of, 193-94, 521
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Trust receipt, 390, 410; and bank
acceptance, s6o; illustration of,
387

Two-name paper, 355-57

Underwriting: function of, dia-
grams, 198, 205~10; joint account
arrangement, 206—7; participa-
tion, 213-15; relation to stock
market, 267-71; syndicate, 209-

13

Unit banking, 720

United States deposits, 345

United States notes. See Greenback
currency

FINANCIAL ORGANIZATION

United States Treasury: and bank
note issues, 342; and Federal Re-
serve System, 568-70; and finan-
cial crises, 490; relation to money
market, 461-64

Warehouse Act, of United States,
37t

Warehouse receipts: illustration of,
372; loans on, 369 :

Working capital, 5, 159, 164 ; charts
on, 156, 158, 607; effect of depre-
ciation of currency upon, 26

World financial stabilization, 739-41
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