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PREFACE TO THE SIXTH EDITION

When we were requested by the publishers to undertake the
revision of Mr. White’s famous volume Money and Banking we
thought that we would merely bring the historical narrative up
t0 date, and we so planned our task. Some of our friends and col-
leagues in other universitics suggested, however, that we should |
do more than that. They thought that an effort should be made
to add enough new material so that it might be used as a text-
book. This advice we have followed, and we hope that our efforts
have not been unsuccessful.

In many ways it would have been easier, perhaps, to writc a
completely new volume. Those who know Mr. White’s book as it
appeared in carlier editions will, we hope, sympathize with the
great difficulties presented in reorganizing, revising, and enlarging
some of his chapters. Probably one third of the book remains as
Mr. White left, it in his last revision in 1914, Chapters III, IX-
X1, and XVI11-XXI remain practically as he wrote them. Chap-
ters V-VIII, XII-XIV, XXTII-XXX, and XXXIT are new.

The names of publishers of thosc bocks listed for reference
purposes which are still being printed have been supplied. Other
~ books, although out of print, are doubiless Lo be found in li-
braries, ete.

As the work of revision progressed, our respect for the industry
and scholarship of Mr. White increased steadily. How he man-
aged to keep =o closely in touch with what was happening in so
many portions of the world was a continual source of amaze-
ment to us. We have, therefore, endeavored not to modify his
major conclusions in any drastic menner. In some cases, how-
ever, it seemed necessary to do so, and we must agsume the re-
sponsibility and gracefully accept the criticism which may be
directed against us.

m



iv MONEY AND BANKING

Mr., White was an advocate of “hard money,” an ardent be-
liever in the gold standard, and the soundest of sound-money men.
Because we do not feel quite so certain or confident as he regarding
the meaning of “sound”” money and how to secure it, we hope that
were he alive today he would not be too critical of what we have
done. Most of us probably feel that we know less about monetary
and banking theory today than we thought we did in 1929. We
cannot but wonder what Mr. White would think had he lived
through the chaos of the past five years.

Yet, all was not quiet, secure, and peaceful in the realm of
money and banking during the years of Mr. White’s active work.
'We have reprinted the major part of the prefaces which he wrote
for the five editions through which this volume progressed. May
we ask you to read these prefaces carefully? They describe in &
brief form the monetary and banking perplexities of 1896, 1902,
1908, 1911, and 1914. We believe you will be impressed, as we
were, by the clearness with which they reveal that seldom in our
history have we been free from vexing problems of a monetary
and banking nature. No wonder that upon occasion Mr. White
expressed himself in no uncertain terms.

We deem it a rare privilege to have been permitted to under-
take this task. It has been a fascinating one and from our point
of view eminently worth while. We endeavored to make a revision
which we thought would interest our own students. Whether we

have been successful is not for us to decide. C.5.T
L A.F.
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PREFACE TO THE FIFTH EDITION

The fourth edition of this work was printed in 1911. It was occasioned
by the publication of the plan for currency reform proposed by Senator
Aldrich, chairman of the National Currency Commission. That plan
‘was not put in the form of a bill for enactment by Congress. Mr. Aldrich
himself soon thereafter ceased to be a member of the Senate; the Re-
publican party, in the elections of 1910, lost control of the House of Repre-
sentatives; and the plan slumbered. The national election of 1912 gave
the Demoeratic party control of both legislative and executive branches
of the government. Congress took up the banking and currency question,
and framed and passed the Federal Reserve Act of December 23, 1913.
The national banks of the country have accepted the plan, and the
process of organizing the new system is now on foot. It will doubtless
be in practical operation before the end of the present year,

In the movement of public opinion which has led to this action, three
significant steps have been taken. In the Aldrich-Vreeland Act of 1908
asset currency was authorized, although none has actually been issued.
IntheplanoftheNat!onal“ tary C a central bank sys-
tem was outlined and i d, although not distinguished by that
name, nnd provision was made for the eventual abandonment of bond-

urrency alt; In the Federal Reserve Act a series of
eentml'ba.nks lms been provided fm- and made compulsory, and the
same aband t of bond: y has been formulated. Fi-
nally, the government has taken supreme control of the Federal reserve
system by means of & board at Washington City, appointed by the
President of the United States. This does not mean control of the na-
tional banks in their separate capacity. Still less does it mean control
of the state banks and trust companies, which now constitute about
one-half of the banking power of the country. LW

Marcs, 1014

PREFACE TO THE FOURTH EDITION:

Dunngthepastthreeyeamn ked change in public sentiment re-

g the money question has forced its way into the national councils,

In the act of May 30 1908, the two houses of Congress, for the first

time gince the Civil Wu, agreed that a bond-secured currency was not

the only kind of bank paper fit to circulate in the community. Although
v
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no hank notes have been issued under the act, authority exists to issue
them on the security of commercial paper owned by the banks and
retained by themselves in associations formed for the purpose.

The preconceptions of the past having been shaken, other steps fol-
lowed. A National Monetary Commission was formed, which has col-
lected and published a mass of [acts, of legislation, and of historical and
general information on the subject of banking far exceeding in magnitude
anything ever brought together heretofore in the world’s history, Most,
if not all, of this compilation is well worth its cost, for although no person
can be expected to read the whole of it, all who are qualified to take part
in the discussion, and in the working of framing monetary legislation,
can readily find in it what they noed.

Another indication of the drift of opinion is found in the act of Con-
gress providing for the issue of bonds for the construction of the Panama
canal, which are not available for sceurity for national-hank circulation.
These are the first bonds so issued since the national banking law was
passed. It implies that the government now looks to the end of & bond-
secured currency.

‘What is to take its place has not yet been deeided. The chairman of
the National Monetary Commission has outlined a plan for a Reserve
Association of America, with & capital of $300,000,000, which shall be
the fiscal agent of the guvernment and be owned by the national banks
participating in proportion to their capital,— their shares not to be
transferable. The American Bankers’ Assovintion hag given a favorable
reception to the plen through its Fxecutive Council, Altogether there
i8 now o fair prospect of legislation in some form which shall give us a
flexible currency redeemable at all times in gold, and a loan market for
commercial paper of staudard grade which shall be available at a rate of
discount uniform in all parts of the eountry where participating banks

exiat, ) HW.
PREFACE TO THE THIRD EDITION

When the geeond edition of this work was published in 1902 the quos-
tion of the standard of vaiue, which had been in dispute for a quarter of a
century, had been definitely settled in favor of gold. This was a long
step toward stability in the medium of cxchange, but some unsettled
questions still remain.

There are $346,000,000 of legal-tender notes outstanding. Whatever
reagons thero might have been for their existence in 1862 have long since
passed away, They area to the busi interests of the country,
an expensive kind of circulating medium, and & stumbling-block to cur-
rency reform. Ap every panic or unusual pinch in the money market we
hear demands for fresh issues of legal-tender notes, and every moventent
in Congress for & more elastic bank-note system is met by similar de-
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mands. The greenbacks ought to be put out of existenve by redeeming
$150,000,000 of them with the gold now held for that purpose, and by
canceling the rest as fast as they come into the Treasury, or by funding
them in bonds to be sold at not less than par.

The Independent Treasury, established sixty years ago for the purpase
of divorcing the government from the money market, has worked contrary
to the intentions of its framers, and has resulted in abuses far greater
than those whieh it was expected to correct. Thus we have seen public
money, to the amount of hundreds of millions of dollars, deposited in
banks without interest and distributed and redistributed among them
according to the caprice or favoritism of the Secretary of the Treasury.
Abuses more flagrant than any that were charged against the Bank of
the United States in President Jackson’s time are of common occurrence
and pass almost unnotived. The excusc for these transactions is that the
keeping of public money locked up in the Tressury would be artifieial
contraetion of the currency, that it would bring on a panie, and that it
would be the greatest abuse of all. This plea is virtually an aceusation
against the government as a whole for looking at this growing evil su-
pinely and without remedial action for twenty years.

‘We have s bank-note currency invapable of adjustment o the varying
demands of trade. Tt is lackiuy in the element of elastieity which is the
raison d'dire of & bank's circulation. Such changes of volume as oecur
take place in long undulations, so that expansion does not become effec-
tive until after the immediate demand for it has ceased, and when the
demaud has ceascd and contraction ought to follow, it.is prevented or
retarded by law. Ta retire $100,000,000 of redundant notes requires
eleven months’ time under the present stalute. The alternative is the
exportation of gold or the heaping up of a surplus in the central reserve
cities, thereby promoting unhealthy stock speculations. Both of these
operations sre going on at the present time. There is also a gorge of
$60,000,000 of bauk notes in the Treasury now — notes sent in for re-
demption and actually redeemed, but which the eleriesl force nf the
department, although recently increased for this purpose, is inadequate
to handle and to return bo the issuing banks. This $60,000,000 represents
a call loan due from the banks to the government, a loan involuntary on
hoth sides, snd it has been growing for several months, although the
goverwmnent has been strugeling like Laocodn to cast off the incumbrance.

This ironbound currency would have come to a timely end by the
payment of the national debt had not its adherents devised a scheme for
cxtending, for some thirty years, $8600,000,000 of bonds maluring in
1904, 1907, and 1908, thus putting an unnecessary burden of interest on
the taxpayers and preventing the government frum using its surplus to
pay its debts. The existence of a growing surplus without such an outlet
i8 a prolific source of demoralization, Jeading to ruinous extravagance in
public expenditures. This is 80 grave a menace that one of the greatest
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blessings to the country possible at the present time would be a Treasury
deficit. This blessing we are likely to find soon.

The panic of 1907 brought the country to a realization of the fact
that there is something radically wrong in our banking system. Business
conditions in the United States in the period preceding the panic were
not unlike those prevailing in the cial world g lly.
resources were greater than those of any other country, yet ours was the
only one afflicted by a general bank suspenmon Why was the richest
country in the world d by the fi | gale, while all others
stood upright? Why did we two ths, struggling
desperately, with illegal shinplasters, to pay the wages of labor and to
carry on retail trade? This question needs an answer before the next
cycle of speculation comes to an end. AW

New York, Jung, 1908

PREFACE TO THE SECOND EDITION
Theﬁ!stedmonofthmworkwupubhshedsevenymago The

mter\remnghmeh.t\sl h ges in our fi legislation, but
still greater ones in public oplmon.

The Civil War left us a legacy of monetary problems which might
have received solution soon after the xestonuon of specie payments,
had not the silver ion been ipitated into the field of debate.
At bottomthlswasaquanon whether gold or silver should be our stand-
ard of value, and until it was settled no question of lesser importance
could gain the public ear. The election of 1896 settled it in favor of gold,
- a fact attested in the gold standard act of March 14, 1900. This act
nnolongercallequueshonexeeptbythoeewho'.hmkthatnhﬂs
somewhat short of its declared aims. Opposition to the principle em-
bodied in it is no longer heard. W

New Yorx, Marcr, 1902

PREFACE TO THE FIRST EDITION

On the 25th of February, 1862, the Government of the United States
made its paper evidences of debt legal tender between individuals. The -
mﬁonmthnsuntuponthemngroad,mdhubemwﬂinginn“
wilderness ever gince. In addition to the i ice which it ght, the
legal-tender act filled the public mind with m and dely
on the subject of money. Sonumem;nmthatnlthmgbnidopted
irredeemable paper with the greatest reluctance, we were willing to
flounder in it fourteen years after the supposed necessity for it had
passed away. Then, partly by design, partly by chance, we resumed
specie payments; but the people bad, to a large extent, lost sight of the
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fundamental principlm of money. The misconceptions and delusions

ined, the most dang and widely prevalent being the notion
that mere quantity is a desirable thing, and that the Government ean
produce quantity and ought to.

It is the aim of this work to recall attention to first principles. For
this purpose it has been deemed best to begin at the beginning of civilized
life on this continent and to treat the subject historically. The science
of money is much in need of something to enliven it. If anything can
make it attractive it must be the story of the struggles of our ancestors
with the same problems that vex us. The reader will find an abundance
of these in the following pages. Indeed, a eomplete and correct theory
of money might be constructed from events and experiences that have
taken place on the American continent, even if we had no other sources
of knowledge. This may be said of the science of banking also. All the
wisdom and all the folly of the ages, as to these two related subjects,
have been exploited on our shores within the space of less than three
hundred years.

Very few persons, if any, are with our
eondition. Whﬂelwntethmelmmamthdnwalofﬂ,:ﬁoooogoldhom
the Treasury esuses a fresh tremor and confusion of tongues. Everybody
assures everybody else, and tries to assure himself, that it is of no con-
sequence. Pmbablynnhxrmwilleumeoflt,butwhysbouldltbenoheed
at all, except by a few dealers in f ? Because the public
Trmsn'yunderta.kestommntamtheultumhegoldmveofﬂleeoun—
try, and because people doubt whether it can do so at all times. Are
these doubts unreasonable? Theonly law on the statute book really
efiective for the disch of this ion was passed in 1862 for a
different emergency, bad been forgotten a quarter of a century, and was
discovered by accident the last day in the afternoon. As regards the
act of 1875 (under which gold was twice procured last year for the re-
planshmmtofthe'huslry)lhsamuerofd:swtewhethulhsmll
in force, or whether it lapsed when specie payments were resumed. A
dispute on such a question is itself an incentive to panic. Moreover,
everything depends upon the mood and temper of the Administration
for the time being whether such powers as the law confers shall be exer-
cised wisely and promptly, or exercised at all.

Now suppose that the Government were out of the banking business
altogether, mﬁntmoneymuxed,nndthe'humrynstmtedkom
normal and proper busi bursing the public
revenue. Inthatmsthedutyofxedeunmgthepnpumhhon,md
maintaining a sufficient gold reserve for the purpose, would devolve on
the banks, and would be discharged automatically. The banks would
learn by experience how large a reserve is required generally. In emer-
gencies, when, for any reason, more should be required, they would obtain
the means from their maturing bills receivable. This would come to them

= fond "
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either in the shape of their own circulating notes, thus lessening the call
upon them for gold, or in gold itself, which the mercantile community
would be obliged to procure and send in to them. Of course this implies
& curtailment of di but rtailment is not avoided under the
t syst The curtailment in the panic of 1893 was as severe as
it could ever be if the banks were solely responsible for the pti
of the paper circulation. But probably there would have been no panic
at all at that time if the Government had been restricted to its proper
busmess, and had not been issuing fiat money in large quantities.

It is thus apparent that the first step toward a rational system is the

t and llation of the legal tender notes and the restriction
of the Treasury to the duties for which it was originally and eolely de-
gigned. When this is done the public mind will be so cleared that other
reforms, and especially banking reform, may be hopefully undertaken.

Although banking is here treated historically, this volume must not
be taken as a history of banking. I have merely selected such parts as
serve to illustrate the principles of the science, to show what should be
striven for and what avoided. The work of John Jay Knox, published
after his death in Rhodes’ Journal of Banking, was left in an unfinished
state. If his life had been spared to give it the completeness and finish
of his lesser work on “ United States Notes” there would have been little
left to be desired. Under the circumstances there is still room for such a
work, which should be a coérdination of facts and principles showing the
movement of ideas.

My opinion is that the Scotch bank gystem is the best in the world
and that we might borrow from it, as the Canadians have done, to our
advanf.uge There are only ten banks in ! Scotland, but they have pearly
one t g every hamlet in the nation. Deposita
are received and loans are made at each branch, but the branches pay
out only the notes of the bank, which are redeemable at the head office.
So it is necessary to have real money only in one place instead of perhaps
one hundred different places. At the branches the bank’s circulating
notes answer the purposes of retail trade, while checks drawn against
deposits answer all other purposes. Thus the maximum of business is
done with the minimum of eapital, which is the raison d’éire of banking.
In other words, credit has been systematized in Scotland to the last
degree, and is found to answer all purposes so long as the paper soverelgn
can be converted into the gold sovereign at some convenient commer:
center, at the pleasure of the holder.

1 have been writing on these subjects in lect: and i |
years. Thus the greater part of the chapters on the Gold Standard was
published in a pamphlet in 1893, but it has been rewritten and important
additions made. There may be some other passages that the reader has
seen before, but the text is my own except where credit is given to others.
New York, Avausr, 1805 . HW.

N
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MONEY AND BANKING

CHAPTER I

THE NATURE AND EVOLUTION OF MONEY

Definition of Money. Money is anything which is voluntarily
and widely accepted in exchange for commodities and services;
it is the generally accepted medium of exchange and passes freely
from hand to hand without any ref to the character or
eredit of the person offering it. Many authorities believe that
money must always be a commodity which has value for other
than monetary uses. This, they argue, is the only kind of real
money, When they obeerve the existence of & medium of exchange
whldxha.snoeommodxtyvalue,tbeyassertthatltmreeexvedon]y

it can be red d ultimately in a8 commodity which is
the real, or basic, money.! When a country is on a gold standard,
these authorities contend that the only real money is gold. All
other kinds of media of exchange will be accepted by the people
only because they know they can, in some manner, redeem them
in gold.

Originally Money Was usually a Commodity. It is true that
if we study ¢he history of money we find that until comparatively
recent times the only generally acceptable medium of exchange

1 Mr. White believed strongly that real money must always be a commod-
ity, something that was the product of labor. Our paper circulating media
and coins were, in his opinion, only prowises to pay money. Historically this
seems to have been true, but the definition given above is more in accord with
modern usage. lt-mmtomuthtmthoﬁxmedmm,mbhshdm
1895, Mr. White gave & hat ion: “Money is anything
that serves as a dium of exch and of value. It need
not be a good messure; it is only necessary that it should be the agreed
mmadmyﬁme,phee.orpeoph.;'




2 MONEY AND BANKING

was, in most cases, a commodity of some kind. This commodity
had some other use besides serving as money. It is also true that
it was usually the produect of labor. Some of the earliest forms of
money of which we know were salt, silk, furs, dried fish, wheat,
rice, olive oil, coconut oil, tea, cloth, tobacco, sea shells, and the
teeth of various kinds of animals. Sometimes the use as & com-
modity ‘'was for human consumption, but frequently it was for
personal adornment. Generally the commodity came to be used
as money only because it was highly desired for other purposes.
The monetary use, therefore, grew out of its commodity use. The
commodity came to have value because it was relatively scarce
and widely desired. Because it had value it would be received in
" exchange for other commodities and services and hence came to
be used as money.

Modern Money not necessa.nly a Commodity. In our modern
economic systems, however, to hold to such a narrow concept of
money does not seem to accord with the facts. Custom and tra-
dition play a large part in the monetary habits of peoples. A
curious example of this is the fact that certain tribes in Arabia
and Africa refused at one time to accept the Maria Theresa
dollar, which began to be coined in Vienna in the middle eight~
eenth century, unless certain dates were on the coin. The same
dollars with other dates were unacceptable. The last hundred
years are full of examples of cases where people gladly accepted
paper money that could not be redeemed in gold. During the
World War, and for several years thereafter, this was true. It
was also true from 1931 to 1935, when a large number of countries
were off the gold standard and operating on a paper-money basis.
When the United States suddenly departed from the gold stand-
ard early in 1933, Americans did not refuse to take paper money.
The fact that Federal reserve notes, national-bank notes, and
greenbacks could not be redeemed in gold made little difference in
ordinary trade. We had become accustomed to taking paper
money, and we kept on doing so. Why? Because we knew others
would take it. We knew we could pass it on to someone else. A
situation of this kind could continue for years; in fact, it has done
just that in many countries in times past. -
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Paper Money May Be Real Money. We are frequently told,
nevertheless, that the only reason people will take paper money
when it cannot be redeemed in gold is that they believe it will
again be redeemable at some not distant future. It is highly
doubtful whether the majority of people reason in this manner,
Most people know little or nothing about monetary theories or
monetary standards. They understand next to nothing concern-
ing monetary systems. England was off the gold standard from
1914 to 1925, France from 1914 to 1928; some other countries
have been on a paper standard for over twenty years; a number
have been on paper more years than they have been on gold or
gilver during the last half-century. Provided nothing happens to _
impair confidence in paper money, such as the fear that it may*
become worthless through a large increase in the amount out-
standing, it will continue to be an acceptable medium of exchange.
As Edie says:

Although gold has become the preferred standard money of most
countries, nevertheless it does not follow that other objects cannot serve
the same purpose. ... A paper standard is entirely conceivable. Indeed,
most countries during the World War abandoned & gold standard and

adopted paper standards. Such paper moneys were originally promises
' to pay gold to the bearer on demand, but when gold convertibility was
doned, these promises b ineffective. Of course, there was al-
ways the hope thnt some day the paper moneys would again become con-
vertible into gold, but in extreme cases this hope became so dim as to be
negligible. From these war-time experiences, it is necessary to admit that
it is possible to have a pure paper money without any reference to specie
backing. The unit of account would be a paper certificate, perhaps simply
stating, ** This is a dollar.” If custom and habit induced people to accept
these paper counters freely in exchange for commodities and if govern-~
ments declared them to be legal tender, they would serve the purposes of
a true money. . . . It is not being argued that this kind of paper instru-
ment would be a desirable form of money. It is merely being claimed that,
whether good or bad, it would at least be real money. ... From a purely
pragmatic standpoint the money works.!

1 Liouel D. Edie, Money, Bank Credit and Prices, pp. 3—4, 60. Harper &
Brothers,
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We must, therefore, conclude that money need not be a com-
modity. It need not be the product of labor, and it need not have
value in itself. As Edie says, money without these qualities may
not be the best money, but it is, nevertheless, real money.

Are Checks and Other Credit Instruments Money? In the
United States, England, Canada, and certain other parts of the
British Empire the great majority of transactions are accomplished
by means of checks and other credit instruments, such a8 notes, |,
drafts, and bills of exchange. A note is & promise to pay; a
check, draft, or bill of exchange, an order to pay. Are these
credit instruments to be included under our definition of money ?
It will be remembered that we stated that money must pass freely
from hand to hand without any reference to the character or
eredit of the person offering it, and be a generally accepted medium
of exchange. Therefore it is inadvisable to call these instruments
money. They perform a large and important service, without
which commerce and trade would be difficult ; but since in most
cases they do not circulate freely, we cannot call them real money.
They are rather promises or orders to pay money.

Since checks on bank deposits are used to pay for commodities
or to meet obligations, they may also be regarded as substitutes for
money. A number of writers refer to checks as deposit currency,
bank money, check currency, or a form of credit money. From
the point of view of actual usage there is some justification for
this terminology, since in the United States probably 90 per cent
of all commodities and services sold are paid for by checks in-
stead of actual money; but, strictly speaking, it is not accurate.

The Importance of Money. Our present economic system is
frequently described as a money economy. A large part of our
daily activities consist of the making and spending of money
incomes. Practically all articles that enter into trade are bought .
and sold for a price in terms of money. Most business transac- *
tions are executed on a monetary basis. Books and accounts of
large and small corporations and firms are kept in terms of
money. The value of stocks of goods, real estate, buman services,
debts, mortgages, and all kinds of securities are expressed in
money.
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During the last hundred years many of our most important
economic problems have been monetary problems. - During the
long depression beginning in 1929 statements were made on every
hand that many of its causes were of a monetary nature. In
fact, one important group of students of the business cyele elaim
that if we could manage our monetary systems properly our de~
pressions would be less severe. Insufficiency of buying power, or
& lack of money, has been offered as an explanation for the long
duration of the present depression.

One of the objects of the NRA (National Recovery Adminis-
tration) was to increase wages and employment so as to raise
the nation’s buying power. The AAA (Agricultural Adjustment
Administration) endeavored to do the same thing for the farmer
by reducing the supply of agricultural products and livestock
so that he could secure higher prices. We were told that the
farmer was getting too little money for his products or that
the manufacturer was getting too much. It was argued that the
prices of the things the farmer bought and the prices of the things
he sold were out of adjustment and must be brought into
equilibrium. .

Some people maintain that if the money in cireulation kept
pace with the production of commodities, we should never have
severe depressions. Others claim that if money only circulated
faster, more goods could be sold and depression would give way
to prosperity. Therefore they advocate a system of “stamped
serip” to speed up the velocity of the circulation of money.
They would require those who Libld money on & certain date —
every Wednesday, for example — to buy a two-cent stamp and
place it on the money. As a result, they argue, people would try
to spend their money quickly to avoid having to buy these
stamps.

Major C. H. Douglas, a British engineer, feels that depressions
are caused by a shortage of purchasing power. He has worked
out an intricate plan under which the government would issue a
form of check on a National Dividend Account to consumers so
that they could buy more. His system is called the Douglas Social
Credit Plan. Late in 1934 the Townsend Plan for paying every
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person over sixty years of age $200 a month, from funds raised
by a sales tax, was securing many adherents. We will discuss
some of these proposals at greater length in the following pages.

There are economists who claim that money is a comparatively
unimportant factor in modern life. But anyone who has lived
through the years following the war must labor long and diligently
if he endeavors to justify this position. Most of the important
countries of the world had painfully returned to some form of the
gold standard by 1928. But in September, 1931, many persons
were startled to learn that England had abandoned it again, an
example promptly followed by many other countries. Early in
1933 the United States joined the list of paper-standard countries,
but returned to a much modified form of the gold standard in
January, 1934, after reducing the pure-gold content of the dollar
from 23.22 to 13.71 grains. This is called devaluing the dollar.

The monetary chaos of “the dismal 30’s” lends strength to
the statement of the late Alfred Marshall, the distinguished
British economist, that money is the nucleus around which eco-
nomic science clusters.

The Evolution of Money. Aristotle gives the following defini-
tion of money and account of its origin :

Tt is plain that in the first society (that is, in the household) there was
no such thing as barter, but that it took place when the community
became enlarged: for the former bad all things in common, while the
Iatter, being separated, must exchange with each other according to their
needs, just as many barbarous tribes now subsist by barter; for these
merely exchange one useful thing for another, ss, for example, giving
and receiving wine for grain and other things in like manner., This kind
of trading is pot contrary to nature, nor does it resemble n ga.mful oc-
cupation, being merely the 1 t of one’s natural
From this, nevertheless, it came about logically that as the machmery
for bringing in what was wanted, and of sending out a surplus, was in-"
convenient, the use of money was devised as 8 matter of necessity. For
not all the necessaries of life are easy of carriage; wherefore, to effect
their exchanges, men contrived something to give and take among them-
selves, which, being valuable in itself, had the advantage of being easily
passed from band to hand for the needs of life — such as iron or silver
or something else of that kind, of which they first determined merely the
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size and weight, but eventually put a stamp on it in order to save the
trouble of weighing, for the stamp was placed there as the sign of its
value.!

According to Aristotle, then, money came into existence be-
cause of the difficulties which arose in carrying on trade by barter.
This point of view was formerly common. According to it the
development of money was due to a rational choice: men dis-
covered that commodities could not be easily exchanged in a
barter economy; therefore they devised a common medium of
exchange. Some ftreatises go at great length into the reasons
why barter was an unsatisfactory method of exchanging goods.
It should not be necessary to do so; we will merely summarize
them.

Under a barter system there i8 a lack of double coincidence in
exchange. For example, an individual wishes to trade hatchets for
a canoe. The difficulty may not be to find someone with a canoe,
but someone who will trade a canoe for hatchets. Again, i 4s
impossible to express values and prices accuraiely. Every article
must be quoted in terms of other articles, In certain parts of
the world intricate systems have been developed for comparing
values. In one such case six buffaloes were equal either to one
man slave, six large jars, twelve small jars, or twenty mats. It
can easily be seen lipw hard it is to secure an easy divisibility of
the various articles exchanged into desirable fractions for ex-
change purposes. There can be no extensive market for goods.

Barter still Exists. Although in most perts of the world
barter has been displaced by the use of some form of money, it
still exists among certain native tribes and in certain communities.
In some country districts in the United States it is still common,
especially in the South. In a number of these cases it is not pure
barter, inasmuch as the value of the commodities exchanged is
expressed in money. In central Earope for several years following
the World War many instances of this kind of barter appeared,
frequently between the countries themselves. It has again re-
appeared in many parts of the world since 1930.

1 Politics, I, 9.
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In the United States at the depth of the depression, in 1932,
there were established in a number of leading cities barter ex-
changes where certain commodities could be brought in and
others taken away. Among the most interesting of these projects
were the following: the Unemployed Citizens’ League of Seattle,
the Natural Development Association of Utah, the Los Angeles
Co-operative Exchange, the Unemployed ' Citizens’ League of
Colorado, the Organized Unemployed, Inec., of Minneapolis, the
Dayton (Ohio) Productive Units, and the Midwest Exchange,
Inc., of Yellow Springs, Ohio. The Emergency Exchange Asso-
ciation, Inc., with a large advisory staff, was organized in New
York City to give advice on the formation of barter exchanges.
It was estimated that well over three hundred of such barter
exchanges were in existence in 1933. Professor Frank D. Graham
of Princeton proposed in 1932 a plan for putting the unemployed
to work on a national basis on a program which resembled in
some aspects a barter system.! In 1934 Upton Sinclair proposed
his End Poverty in California (EPIC) Plan, also similar to a
widespread barter scheme; workmen in one factory were to
trade their products for those of workmen in other factories.

The large number of bank failures from 1930 to 1933 left
hundreds of towns and villages without any banking facilities
whatsoever. As a result barter became fairly common. Farmers
traded their products at the stores. There are many stories to
the effect that professional men, such as lawyers, doctors, and
dentists, received everything from foodstuffs to fuel and clothing
for their services. Painters, paper-hangers, carpenters, and others
in these communities frequently paid their debts by working for
their creditors.? It should be emphasized, however, that in most

1 ¥rank D. Graham, The Abolition of U / ¢. Princeton University

2 Mr. White gave the following as his opinion in the fifth edition of this
work (p. 10): “All trade is barter, or the exchange of property and service
for other property and service. This is true when wheat is exchanged for
gold, and gold for cloth, Here are two acts of barter to accomplish one result,
namely, the procuring of cloth for wheat. The word “barter” is commonly
used to signify the exchange of property without the use of money. It must
be borne in mind, however, that all trade is barter, even when the precious
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of these recent instances products and services were expressed
in monetary terms, although no money may actually have been
used.

The Origin of Money. We are frequently told that as man-
kind passed through the hunting and fishing, pastoral, and agri-
cultural stages of development, in each stage a particular kind
of commodity was used for money. For example, in the hunting
and fishing stage money was believed to have consisted of sea
shells, skins, furs, weapons, fishhooks, salt, dried fish, and ani-
mals’ teeth, At one time, in the Orient, a hundred thousand
dead shellfish were the symbol of great wealth. In the pas-
toral stage cattle, sheep, oxen, and other domesticated animals
were supposed to have been used for money. In the agricultural
stage olive oil, cocoa beans, eggs, fowl, and wheat and other
grains were, according to this explanation, widely used. In Inner
Mongolia today tea pressed into the shape of flat bricks is used
asmoney. These bricks are so constructed that they can easily
be broken into small pieces for change. Metals —iron, tin, cop-
per, and at last silver and gold —finally began to be used for
money in many parts of the world.

All these commodities have been used as money in times past,
but the order of development, it is now agreed, was not nearly
80 logical. No one knows what was first used as money, but it
is believed today that men did not introduce money primarily
b of the inconveni of barter. The rational explanation
is now regarded as inaccurate, just as many historians and
anthropologists now reject the sheory that mankind has arrived
at its present economic status through the various definite stages
previously described.

metals are employed 88 intermediaries — the latter being articles of barter
also, and possessing the same value as the things for which they are exchanged.
The whole science of money hinges on this facl.”

‘This statement of Mr. White's has been widely commented upon, both
with approval and disapproval. The opinion of the authors of this revisi
is that it must be medified in view of the manner in which commodities are
now bought and sold. Mr. White, it will be remembered, maintained that
real money must always be a commodity, and hence one commodity was
exchanged for another.
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In some early societies money was used as a gift before it
became a medium of exchange. The payment of indemnities by
defeated nations, the hiring of soldiers, offerings to the gods in
ancient countries, the collection of taxes, and various other
similar circumstances help to explain the origin of money.

One curious development must be mentioned. About two
thousand years ago in parts of the Orient there arose the practice
of using miniature models of various articles as money, instead
of the articles themselves. For example, in China, model or
miniature knives made of metal passed current in trade. In a
number of museums in the United States will be found examples
of this Chinese knife money. Replicas of bundles of cloth were
also used. Miniature hoes were at one time generally accepted ;
the same was true of minjature fishhooks in India and Ceylon.
In Africa axes were used as money, then miniature axes; in the
New Hebrides mats, then miniature mats.

Just when the metals came into common use is uncertain,
There is evidence that gold bullion was used as money in China
nearly four thousand years ago. Sparta had its iron money, and
ancient Rome its uncoined copper; but in Russia only two
hundred years ago leather money was still common. Most of the
early metallic money passed only by weight. In fact, many
modern monetary units derive their names from a weight, the
pound sterling, for example.

In the early Mediterranean countries values were expresssed
in terms of oxen, and when metals began to be used their values
too were expressed in terms of oxen. Metallic money frequently
appeared in the form of bars, rings, or uncoined lumps which
were stamped with the weight contained and some inscription of
the ruler. In the Mediterranean countries coins appeared first,
it is believed, in Lydia about 700 B.c. From there they spread
gradually to eastern Europe.

The choice of metals for monetary purposes was, therefore,
comparatively recent in the history of the human race. The
metals selected were generally those which were prized for other
purposes. Gold and silver, because of their attractiveness, relative
scarcity, and other qualities, gradually supplanted the other
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metals. They were highly desired, contained a large value in a
small bulk, and were therefore easily carried or transported.
Much of the monetary history of recent times eenters around the
important part played by gold and silver in monetary systems.

Money in the American Colonies. So many different things
have been used as money in historical times that it is difficult to
say what has not been used as money at some time or place.
Our own history furnishes an abundance of ecurious examples,
the most instructive being the tobaceo currency of the colonial
period. It may be said that Virginia grew her own money for
nearly two centuries, and Maryland for a century and a half,

Tobacco Money in Virginia. The first General Assembly of
Virginia met at Jamestown, July 31, 1619, and the first law
passed was one fixing the price of tobacco “at three shillings
the beste, and the second sorte at 18d. the pounde.” Tobacco
was already the local currency. In 1642 an act was passed for-
bidding the making of contracts payable in money, thus virtually
making tobacco the sole currency. The act of 1642 was repesled.
in 1656, but nearly all the trading in the province continued to
be done with tobacco as the medium of exchange.

In 1628 the price of tobacco in silver had been 3s. 6d. per
pound in Virginia. The cultivation increased so rapidly that in
1631 the price had fallen to 6d. In order to raise the price, steps
were taken to restrict the amount grown and to improve the
quality. The right to cultivate tobacco was restricted to 1500
plants per poll. Carpenters and other mechanics were not
allowed to plant tobacco “or do any other work in the ground.”
These measures were ineffective. The price continued to fall.
In 1639 it was only 3d. It was now enacted that half of the good
and all of the bad should be destroyed, and that thereafter all
creditors should accept 40 pounds for 100; that the crop of
1640 should not be sold for less than 12d., nor that of 1641 for
less than 28, per pound, under penalty of forfeiture of the whole
crop. This law was ineffectual, as the previous ones had been,
but it caused much injustice between debtors and creditors by
impairing the obligation of existing contracts. In 1645 tobacco
was worth only 13d. and in 1665 only 1d. per pound.
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These events teach us that a commodity which is liable to
great and sudden changes of supply is not a desirable one to be
used as money.

In the year 1666 a treaty was negotiated and ratified between
the colonies of Maryland, Virginia, and Carolina, to stop planting
tobacco for one year in order to raise the price. This temporary
suspension of planting made necessary some other mode of paying
debts. It was accordingly enacted that both public dues and
private debts falling due “in the vacant year from planting’
might be paid in eountry produce at specified rates.

Tobacco Riots in 1683. In 1683 an extraordinary series of occur-
rences grew out of the low price of tobacco. Many people signed
petitions for a cessation of planting for one year for the purpose of
increasing the price. As the request was not granted, they banded
themselves together and went through the country destroying to-
bacco plants wherever found. The evil reached such proportions
that in April, 1684, the Assembly passed a law declaring that these

.malefactors had passed beyond the bounds of riot, and that their
aim was the subversion of the government. It was enacted that
if eight or more persons should go about destroying tobacco plants,
they should be adjudged traitors and suffer death.

Tobacco Paper Currency. In 1727 tobacco notes were legalized.
These were in the nature of certificates of deposit in government
warehouses issued by official inspectors. They were declared by
law current and payable for all tobacco debts within the warehouse
district where they were issued. The tobacco notes were orders
payable to bearer for the delivery of this money. They were re-
deemable in tobacco of a particular grade, but not in any specified
lots. Counterfeiting the notes was made a felony. In 1734 an-
other variety of currency, called crop notes, was introduced.
These were issued for particular caska of tobacco, each cask being
branded and the marks specified on the notes.

Early Massachusetts Currency. The circulating medium of the
New England colonies was quite as fantastic as that of Virginia.

The first settlers of New England found wampumpeag, some-
times called wampum and someti peag, in use among the
aborigines as an article of adornment and a medium of exchange.
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It consisted of beads made from certain shells found in ses water.
The beads were polished and strung together in belts or sashes.
They were of two colors, black and white, the black being double
the value of the white. The early settlers of New England,
finding that the fur trade with the Indians could be carried on
with wampum, easily fell into the habit of using it as money.
It was practically redeemable in beaver skins, which were in
constant demand in Europe. The unit of wampum money was
the fathom, consisting of 360 white beads worth 60d. the fathom.
In 1648 Connecticut decreed that wampum should be “strung
suitably and not small and great vncomely and disorderly mixt
a8 formerly it hath been.” Four white beads passed as the
equivalent of a penny in Connecticut, although six were usually
required in Massachusetts and sometimes eight. In the latter
colony wampum was at first made legally receivable for debts to
the amount of 12d. only. In 1641 the limit was raised to £10,
but only for two years. It was then reduced to 40s. It was not
receivable for taxes in Massachusetts. The use of wampum
money extended southward as far as Virginia.

The decline of the beaver trade brought wampum money into
disrepute. When it ceased to be exchangeable in large sums for
an article of international trade, the basis of its value was gone.
Moreover, it was extensively counterfeited, and the white beads
were turned into the more valuable black ones by dyeing. Never-
theless it lingered in the currency of the colonies as small change
till the early years of the eighteenth century. While it was in
use it fluctuated greatly in value.

Merchantable beaver was legally receivable for debts at 10s.
per pound. In 1631 the General Court of Massachusetts ordered
that corn should pass for payment of all debts at the price it
was usually sold for, unless money or beaver skins were expresaly
stipulated. In other words, a debt payable in pounds, shillings,
and pence might be paid at the debtor’s option in any one of
three ways: in corn at the market price, in beaver at 10s. per
pound, or in the metallic money of England. For more than
half a century this order continued in force and operation, other
things being added to the list from time to time.
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In 1635 musket balls were made receivable to the extent of
12d. in one payment. In 1640 Indian corn was made current at
4s. per bushel, wheat at 6s., rye and barley at 5s., and peas at 6s.
Dried fish was added to the list. Taxes might be paid in these
articles and also in cattle, the latter to be appraised.

The need of metallic currency was severely felt. In 1654 it
was ordered that no coin should be exported, except 20s. per
person for traveling expenses, on penalty of forfeiture of the
offender’s whole estate.

The cost of earrying the country produce taken for taxes
amounted to 10 per ecent of the collections. A constable once
collected 130 bushels of peas as taxes in Springfield. He found
that he could transport this portion of the public revenue most
cheaply by boat. Launching it on the Connecticut River, he
shipped so much water on board at the falls that the peas were
all spoiled. Thus we learn that money ought to be easy of car-
riage and not liable to injury by exposure to the elements,

In 1670 it was ordered for the first time that contracts made
in silver should be paid in silver. In 1675, during King Philip’s
War, the need of metallic money for public use was so great that
a deduction of 50 per cent was offered on all taxes so paid.

Early New York Money. The first local currency of New
Netherland was wampum, but it was subordinate to the silver
coinage of the mother country; that is, it was reckoned in terms
of that coinage as fixed by the Dutch West India Company from
time to time. It was first fixed at six white beads for a stiver.
‘Wampum was not made in the province, but was imported from
the east end of Long Island, the principal seat of production. It
is mentioned in a letter from the patroons of New Netherland to
the States-General in June, 1634, as “being in a manner the cur-
rency of the country with which the produce of the country is
paid for,” the produce of the country being furs.

Beaver soon became current here, as in New England, and for
the same reason, its eurrency value being fixed by the company
at 8 florins per skin. As 6 wampum beads were equal to 1 stiver
and 20 stivers to 1 florin, and 8 florins to 1 skin, the ratio of
wampum to beaver was 960 to 1, The market ratio did not coin-
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cide with the legal ratio very long. Nor was the legal ratio of
either wampum or beaver to silver maintained; for, in 1656,
Director Stuyvesant wrote to the company urging that beaver
be rated at 6 florins instead of 8, and wampum at 8 for a
stiver instead of 6, as these rates were nearer the commercial
values. ’

Rice Currency. In 1719 the Assembly of South Carolina made
rice receivable for taxes, “to be delivered in good barrels upon
the bay in Charlestown.” In the following year s tax of 1,200,000
pounds of rice was levied, and commissioners were appointed to
issue rice orders to public creditors, in anticipation of collection,
at the rate of 30s. per 100 pounds, in the following form :

This order entitles ﬁe bearer to one hundred weight of well-cleaned
merchantable rice to be paid to the commissioners that receive the tax
on the second Tuesday in March, 1723.

Rice orders were made receivable for all purposes, and counter-
feiting was made felony without benefit of clergy.

In eastern Tennessee and Kentucky, early in the nineteenth
century, deer skins and raccoon skins were receivablé for taxes
and served the purposes of currency.

The Spanish Dollar. Fraudulent abrasion and elipping of eoins
were & great pest in the seventeenth century. The silver coins
circulating in the colonies were chiefly Spanish dollars — some-
times called pieces of eight, being of the value of eight reals —
and their fractions. They were brought in by trade with the
West Indies. Some were coined in Spain and others in the
Spanish-American colonies. At their best estate they were not
uniform in either weight or fineness, and they had been much
tampered with by sweating and elipping. The heavier ones were
constantly culled out to make remittances abroad, since they
were received in England by weight only. Those which re-
mained in the colonies grew lighter and lighter, until, in 1652, the
pieces in circulation had lost about one fourth of their original
weight.

Gresham’s Law. When two kinds of money, differing in value,
are equally current, the worse drives the better out of eirculation.
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The reason is that brokers, bullion desalers, jewelers, and others
who habitually make a profit from the use and handling of the
precious metals select the full-weight coins for melting or ex-
portation and pass the light ones into cireulation. The same
rule applies in a case where money of two metals, like silver and
gold, is coined without limit at the mint, and both kinds are
equally legal tender. If there is a slight difference in the metallic
“value of the different kinds of dollars, the more valuable ones
will be exported by bullion dealers and the less valuable retained
for domestic use. This is called Gresham’s law from Sir Thomas
Gresham, who explained it to Queen Elizabeth about the year
1559. The principles of this law were known to students of money
much earlier than the time of Queen Elizabeth, however.

The Pine-Tree Shilling. In order to correct the defects of a
constantly depreciating currency and to fix a standard of money,
the colony of Massachusetts, in 1652, decided to establish a mint
for the coinage of shillings, sixpenny, and threepenny pieces.
Conforming to the depreciation that already existed, she gave to
the shilling the weight of 72 grains, which was 22} per cent less
than that of the English shilling. The English standard of fine-
ness was preserved. The colony did not itself operate the mint,
but made a contract with one John Hull to do the work, requiring
him to receive and coin all the silver offered to him and authorizing
him to retain as his pay one shilling out of every twenty which he
produced. The mint was closed by order of the home government
in 1686.

These early Massachusetts coins had two different devices.
The first issues of the mint were plain circular disks bearing on
one face the letters “N E” (New England) and on the other face
“XII” for the shillings, “VI” for the sixpences, and “III” for
the threepenny pieces. These pieces, by reason of their plain-
ness, offered every facility to coin-clippers, by whom they were
speedily reduced in size and weight. In order to prevent such
fraud a change of design was adopted by which the figure of a
tree was stamped on one face and a row of dots and lettering was
placed around the margin of the other. This became known as

the pine-tree coinage.
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The Proclamation of Anne. The disorders of the currency due
to the clipping and sweating of coin led to different valuations of
the Spanish pieces of eight at different places. On June 18, 1704,
a proclamation was issued by Queen Anne on this subject. It
first stated the actual value of foreign coin circulating in America,
in terms of sterling money, according to the assays of the mint.
“Sevil pieces-of-eight old plate,! 17 pennyweight 12 grains,’”’ were
equal to 4s. 6d. The proclamation then says that “from and
after the first day of January next mo Sevil, pillar, or Mexico
pieces-of-eight shall be accounted, received, taken, or paid within
any of our colonies or plantations at above the rate of six shillings
per piece, current money, for the discharge of any contracts or
bargains to be made after the said first day of January next.”
Six shillings was considered by the home government a fair
average of the various colonial valuations of the Spanish dollar.
This valuation came to be known everywhere by the term
*“proclamation money”’ or “proc. money.” One hundred pounds
sterling was the equivalent of £133% proclamation money.

The proclamation was generally disregarded, because it inter~
fered with the habits of the people. Seeing that the proclamation
was not regarded, Parliament, in 1707, embodied it in a law and
decreed a penalty of six months’ imprisonment and a fine of £10
for each violation of it. This act was disregarded as completely
as the previous proclamation had been. Each colony continued
to keep its accounts in its customary pounds, shillings, and
pence, which were different from those of England and which
differed among themselves, Thus, in New York, the Spanish
dollar was rated at 8s. and in Pennsylvania at 7s. 6d.

Money of Account. The phrase “money of account’” means
the money in which people keep their accounts and in which they
think, The money of account of all the American colonies was
pounds, shillings, and pence, but there were no such things in
circulation except a limited smount of the pine-tree coinage, The
money in actual use was the Spanish dollar and its fractions,
more or less clipped and abraded. The division of the dollar into

1The word *plate” (Spa.nislf@‘lata, “gilver ") is here used to signify
Bpanish silver money, not bullion, Old plagggneant old coinage.

-
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one hundred parts was not made till 1792, By a law of that
year Congress enacted that the money of account of the United
States should be dollars, dimes, ete., but it did not become so in
practice until after the Civil War. Before that era the price of
merchandise was quoted in dollars, shillings, and sixpences.

Early California Devices. When California was first invaded
by gold-seekers there were a few Mexican coins in circulation
there, but not nearly sufficient to answer the needs of the growing
community, The immigrants brought more or less metallic
money with them. The smaller coins were those of many different
countries, chiefly of Spain. For want of sufficient coins the first
trading wae done largely with gold dust, sometimes by weighing
it in scales, sometimes by guesswork. A pineh of gold dust about
as large as a pinch of snuff had a current value and was a common
measure in places where there were no means of weighing. At a
public meeting in San Francisco, September 9, 1848, it was
resolved by unanimous vote that $16 per ounce was a fair price
for placer gold. This rate was at once adopted in all business
transactions. By and by private coiners of gold came into the
field. The legislature was at first alarmed by the appearance of
these unaccustomed pieces, and passed a law to prohibit their
circulation and to close the shops where they were made. It was
soon found, however, that they were a great convenience, Then
the law was repealed. Several establishments immediately went
to work assaying and coining gold. One of these was at Salt Lake
City, whose productions were known as Mormon coins. Only
one of these establishments, that of Moffat & Co., of San Fran-
cisco, conformed exactly to the government standard of weight
and fineness. All the others, however, including the Mormon
ones, circulated freely, and were received on deposit by the bank-
ing houses until the government set up an assay office and began
to stamp octagonal pieces of $50, called slugs, and afterward
pieces of $20. This was done in 1851; the San Francisco mint
was not ready till 1854. The Moffat coins continued to circulate
after the mint had gone into operation, since everybody had
confidence in their goodness. It is estimated that $50,000,000 of
private coins were struck.
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We have now seen that after centuries of experience with
various commodities men finally came to the conclusion that gold
or silver contained the most desirable qualities for monetary use.
The history of the gold and the silver standard, and of the double
standard (bimetallism) will be treated in greater detail in portions
of the rest of this volume. When the colonists came to this
country, the silver standard and bimetallism were the common
monetary standards in the old countries. The gold standard had
not yet been adopted.!

Colonial Paper Money. No reference has yet been made to
paper money in early American history. In Chapter III we dis-
cuss the prevalence and extensive use of paper money in the
American colonies, and the unfortunate consequences thereof.
The first of these issues occurred in 1690 in Massachusetts, when

1 Mr. White’s views on the importance of metallic money are reprinted
herewith: “Money is & product of evolution, a result of the ages. The
better has gradually crowded the worse out of existence. Qur own history
forms no exception to this rule, for although our colonial ancestors for a time
went back t.o a uystem almost as rude a8 that of the Homeric period, they

doned it and d metallic money, which always served
as a mental standard even when it wag not a legal one. It is & fact of prime
importance — we meet it everywhere in colonial history — that in all trading,
whether the medium of h was p beaver, tob or what
not, there was a mental reference to metallic money, most commonly silver,
In other words, silver, although s latent standard, was the real standard at
all times and places.

“The question may be asked, Why did our ancestors endure the burden
of an inferior kind of money so long, when they knew that it was inferior?
‘The answer is that a metallic money is an expensive tool acquired by a com-
munity at a considerable cost and sacrifice. The early settlers had very little
capital, and preferred to put as little of it as possible into the shape of money,
and as much as possible into food, clothing, and implements. They could
not have both a metallic currency and an ax. They chose the ax as being
mwore important to them, and got along without the coin. Hence the preva-
lence of paper money. Moreover, the one form of ready capital which was
aceeptable to all, and therefore could be used as a medium of exchange, was
a ready article of export-— for example, in New York, beaver skins; in
Virginia, tobacco; in South Carolina, rice; etc. These were the natural
money in those sections. Silver could not be kept in circulation, as it was
inevitably exported to be exch d for more valuable kinds of capital (ax,
food, clothing). The faster it was éoined or imported from the West Indies,
the faster it left to buy goods abroad.”
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that colony paid soldiers returning from an expedition to Canada
in *bills of credit.” The practice spread rapidly to other colonies.
This money was made legal tender for the payment of publie
debts, taxes, and private debts by the various colonial assemblies.

These episodes were only the beginning of a number of tragic
experiences with both government paper money and bank notes
in the United States. As we unfold the monetary and banking
history of this country, we shall see that the issuance of unse-
cured, or inconvertible, paper money by the government has been
repeatedly advocated from time to time by certain groups as a
remedy for the troubles besetting the nation at those times.
Such paper money was proposed and used two hundred and fifty
years ago; it has been vigorously advocated again since 1932.
Whether the United States could avoid a period of bad inflation
from the issue of inconvertible paper was one of the most serious
economic problems confronting the nation in 1934-1935. Canada
also has been faced with the same problem, the inflationary
groups becoming highly voeal in the western portion of the
Dominion.
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CHAPTER II

THE FUNCTIONS AND CHARACTERISTICS OF MONEY

Functions of Money. Money performs a number of most im-
portant functions in modern economic life, serving as
LA dium of exch
2. A standard or measure of value.
3. A standard of deferred (debt) payments.
4. A store of value.
5. Bank reserves.

To serve as a common medium of exchange is money’s primary
function. All the others are secondary and are, in fact, derived
from the first, Some economists argue that money served as &
standard or measure of value before it became a common medium
of exchange. They point to ancient practices in which it seems
that values were expressed in certain commodities before these
commodities actually became money. But it would appear that
no commodity could really become a common measure of value
until it was widely accepted in exchange. The fact that it was
generally received in exchange led to its use as a measure or
common denominator of value.

Debts are expressed in terms of money ; money serves as the
standard by which deferred payments, or debts, can be determined
or caloulated. Money performs this funetion because it is &
common medium of exchange. Both creditors and debtors wish
an obligation to be in definite, certain terms, since they wish to
know exactly how much is to be received and how much is to be
paid. Contracts could be and have been 80 drawn that payment
is made in specific commodities or services, But, generally -
speaking, the thing which serves as the medium of exchange is
the thing which people wish to serve as the standard of deferred
payments. .

o
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Money serves as a store, or storehouse, of value because it is
a common medium of exchange. Hoarding is an example of the
use of money as a store of value. In ordinary times, except in
countries like India and China, where gold and silver are hoarded
in large amounts, this function is comparatively unimportant.
In ancient times money was a widely used store of value because
most transactions were accomplished by the payment of bullion
or coins, and there existed large stocks of precious metals in the
treasuries of the various rulers. Pocket money is temporarily
serving as a store of value. In times of crisis or financial panie,
such as the year 1932 and early in 1933, when people were
drawing money from the banks in large amounts, this function
becomes of great significance. It was the sudden desire for
money to hoard, because of distrust of the banks, that was largely
responsible for the “bank holiday’’ of March, 1933.

Sometimes a fifth function is added because of the structure
of the modern banking system. This function of money is to
serve as a bank reserve. With the growth of huge banking sys-
tems, especially of central banks which act as the guardians of
the ultimate reserves behind bank notes and bank deposits, this
may rightly be classed as important.

It should be noted at this point that money on deposit in a
bank is not, strictly speaking, hoarded. As soon as the money is
deposited, title to it passes to the bank, and a debtor-creditor
relationship is established between the bank and the depositor.
What the depositor has-is a legal claim to payment of so much
money from the bank, which takes the money so received and
invests it.

Classification of Money. In every modern monetary system
there exists a monetary unit, such as the dollar, the pound, the
mark, the frane, the lira, ete. When countries are on the gold
standard, the actual unit is a weight of gold, a dollar’s worth of
gold, for example. What a dollar is worth in gold is determined
by fixing a definite price for an ounce of gold. It can then easily
be determined how many grains of gold constitute a dollar.
From 1837 to 1933 the United States government fixed the price
of gold at $20.67 a troy ounce. A dollar was, consequently,
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23.22 grains of pure gold. In January, 1934, the price was raised
to $35 an ounce; the dollar thereupon became 13.71 grains of
pure gold.
Money may be classified in the following manner:
1. Standard money.
a. Commodity standard money.
b. Fiduciary (credit) standard money. N
2. Nonstandard money. i C
a. Fiduciary cofns and token money.
b. Fiduciary paper money.
(1) Representative money.
(2) Government paper money.
(3) Bank notes.

Standard Money. The kind of money which independently
embodies the unit and to which the values of other kinds of
money are assimilated or adjusted is called the standard money.
All other kinds of money are nonstandard and their value is
determined in part by the fact that they are convertible into
standard money on demand. Standard money may be either
commodity mopey or fiduciary money.

Commodity Standard Money. This is money whose value as a M
commodity is practically the same as its value as money. The = -
twenty-dollar gold piece is an example, containing twenty dollars’
worth of gold. When the United States was on bimetallism from
1792 to 1873 both the gold and silver dollars contained about a
dollar’s worth of metal. If we were on the silver standard, a
silver dollar would contain approximately a dollar’s worth of
silver. Some authorities describe standard commodity money as
full-bodied money, a truly descriptive term.

Fiduciary Standard Money. Fiduciary money has a money n
value which is greater than the value of the commodity or ma~- &
terial of which it is made, by more than enough reasonably to
cover the cost of making it. It is frequently contended that a
standard money can pever be fiduciary, that standard money
must always be full-bodied. There seems, however, to be no
other way of describing certain monetary standards used in the
past. When India closed her mints to the free ¢oinage of silver
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in 1893, for the next five years she was on a fiduciary silver-coin
standard. The Philippines were on a fiduciary silver-peso
standard from 1873 to 1898. The Philippine peso was worth
more as money than it was worth as silver, but it was the standard.
In Mexico and in Central American and South American countries
the same situation was true at various times in the past.

The standard need not be a fiduciary silver coin; it may be a
fiduciary paper unit. Examples of this occurred in England during
the Napoleonic Wars, in the United States during the Civil War
and until 1879 (the greenback period), in most of the major
nations during the World War, and in many countries from 1931
on for a number of years. )

This fiduciary (or credit) standard morey may have prospec-
tive convertibility into standard commodity money, During the
greenback period in the United States this prospect existed;
frequent examples of a similar character can be drawn from recent
European experience. But there -have been cases where the
standard has been a fiduciary one without prospective con-
vertibility. Professor Edwin W. Kemmerer of Princeton states
that this was true in Puerto Rico in 1898, in the Philippines prior
to the American occupation, and in India from 1893 to 1898.

Nonstandard Money. All other money except the standard
type comes under this heading.

Fiduciary Coins and Token Money. These are nonstandard
coins with a metallic content smaller in value than the money
value. Most coins of this type are called subsidiary money.
Frequently, the small ones are described as token money. All
American silver coins come under this classification. The value -
of the silver in them depends upon the price of silver in the
market. For a few months late in 1919 and early in 1920 the
price of silver rose so high that the silver in the silver dollar was
worth more than a dollar. This was exceptional, and, with the
fall in the price.of silver in the decade of the nineteen-twenties,
by 1932 there was less than twenty cents’ worth of silver in the
gilver dollar. Since the Silver Purchase Act of 1934 the price of
silver bas again risen, to nearly 80 cents an ounce. In practi-
cally all modern nations the silver coins are fiduciary.
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Fiduciary Paper Money. There are different kinds of fiduciary
paper money :

1. Representative money. There may be some doubt as to whether tlns
is the proper place to classify such money. Examples of
money in the United States are our gold and silver cerhﬁcam These
certificates are really warehouse receipts for gold and silver money
deposited in the United States Treasury at Washington ; hence the term
“representative,” because they represent an actual deposit of money in
the Treasury. The silver certificates, which constitute practically all our
one-dollar bills today, state that for every bill there has been deposited
in the Treasury an equivalent amount of silver dollars which will be
paid to the bearer on demand. It should be noted that this is an ob-
ligation to pay not a dollar’s worth of silver but a silver dollar. In the
case of gold certificates no such distinction is necessary. The new silver
certificates issued under the Silver Purchase Act of 1934 do, however,
promise to pay a dollar in silver.

The inscription on gold certificates is similar, but gold certificates
were called in from circulation shortly after the bank holiday in March,
1933, although some are still hoarded. Gold will not now be paid out
for them, since all gold has been withd from circulation. The Gold
Reserve Act of 1934 created a new kind of gold certificates to be held
only by Federal reserve banks in place of gold, which was turned in to
the United States Treasury.

2. Government paper money. Gover ts bave ti resorted
to the issue of paper money to meet their debts and other obligations.
This money takes the form of a promise to pay; it is really a promissory
note issued by the government for use as money. In certain instances
these notea have carried interest; in most cases, however, they have
been t-beari Frequently they are made full legal tender,
but oceasionally their legal-tender powers have been limited. Many such
issues have not, been redeemable in specie, but others have been so
redeemable, Sometimes this type of money, when not redeemable, is
called fial money. Since sep hapters in this vol treat various
types of government issues rather fully, — Continental currency and
greenbacks, for example, — we will not discuss them further here.

3. Bank notes. A bank note’is a bank’s promise to pay money, but
is usually regarded as money. In the early history of this country, when
banks were chartered by the vdrious states, with few restrictions, bank
notes were issued in large quantities and furnished a considerable part of

!
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the media of exchange. Most of these early issues were secured by little
or no specie and frequently depreciated or passed only at a discount.
They were widely counterfeited, and if the bank failed they were
worthless, .
Before 1865, when Congress passed a law taxing notes issued by state
banks 10 per cent, many attempts had been made to render bank notes
safe. When the national banking system was created in 1863, during the
Civil War, national banks were permitted to issue notes secured by
government bonds and a 5 per cent gold-redemption fund. At last bank
notes had been made safe. In addition to national-bank notes we now
have two other kinds of bank notes in the United States: Federal reserve
notes and Federal reserve bank notes. Banks chartered by the various
states still have the right to issue notes, but the 10 per cent Federal tax
makes it unprofitable to do so. In most foreign countries the central
banks have been granted a monopoly of bank-note issue. A specified °
amount of gold is now commonly required in many countries to be held
a3 a reserve against bank notes for safety and to prevent overexpansion.

Characteristics of Good Money. The essential qualities, or
characteristics, of a desirable type of money are as follows:

1. General acceptability. Unless people are willing to accept a
specified money in exchange for goods and services, it cannot be
regarded as desirable. Certain authorities regard this as the most
important attribute of money.

2. Stability of value. A rise or fall in the average prices of
commodities means that the value of money is changing. If
prices rise, the value of money (its purchasing power over com-
modities) is falling ; if prices fall, the opposite is true. Prices have
seldom been stable over a long period of time. When they rise
rapidly, as they did in the United States during the War of 1812,
the Civil War, and the World War, the cost of living increases,
which causes great suffering among those whose incomes do not
increase correspondingly. Rapidly changing prices create bavoe
in the relationship between debtors and ereditors. Rapidly
falling prices destroy profit-making opportunities, result in un-
employment, and make it difficult for debtors to meet their
obligations.

Examples of such troubles are to be found in the rapid fall of
prices following each of the wars mentioned above. Another
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catastrophic decline in prices began in 1929. The results are
still obvious to all; if money is to be good money, its value or
purchasing power should not be subject to sudden fluctuations.
Consequently many proposals for stabilizing the purchasing power
of money have been brought forward during the past twenty
years. Ever gold is not stable in value ; its purchasing power over
commodities has varied greatly from time to time. During certain
periods, surprising though it may seem, the purchasing power of
silver has been more constant than gold. How to prevent or con-
trol these sudden fluctuations in the value of money is one of the
greatest economic problems of modern times. We are still far
from golving it, but many economists are searching for a solution.

3. Portabilily. Good money must be easily transported from
place to place. This has been one of the great difficulties with
many types of commodities used a8 money in the past. Money
which is convenient to use should have a large value in a small
bulk. This is one of the reasons why, in many parts of the world;
gold and silver were finally selected as the best type of money.
The development of various forms of paper money has simplified
the situation, for even gold and silver payments of large sums are
difficult and costly to transport.

4, Uniformity. One of the great problems arising from the use
of tobacco money in Virginia and Maryland was that there were
different grades of tobacco varying greatly in value. Lack of
homogeneity, or uniformity, is a serious drawback for any medium
of exch No sub can be satisfactory for money unless
equal parte of it are worth the same amount.

5. Durability. Many things which have been used as money
have been of a perishable nature ; for example, cubes of salt in
Egypt, cubes of tea in the Orient, and tobacco in Virginia,
This is one of the reasons why the metals became popular,

6. Divisibility. Any satisfactory means of .exchange must be
capable of being divided into units small enough to make even
the smallest purchase possible, Skins and furs cannot be divided,
but gold and silver ean be.

7. Cognizability. Different denominations of money must be
quickly and easily recognizable as such,

-
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8. Sufficiency of supply. There must be enough money to meet
the requirements of trade. Sometimes this quality is described
as elasticity, which means that money should expand and contract
with the needs of business.

Defects of Colonial Money. Objections to tobacco money in
Virginia and to the variegated colonial currency of New England
are obvious. They were inconvenient in every way. In the first
place they were not easily portable. It cost £3 6s. in 1662 for
cartage of the proceeds of the tax levy of the town of Ipswich,
amounting to £70 6s. 8d. In Virginia there was a difference in
the value of tobacco notes according to the location of the ware-
house where the tobacco was situated. This amounted in some
cases to 10s. per hundredweight.

Another objection is found in the fluctuations in value of these
currencies, The range of tobacco prices in Virginia from 1619 to
1775 was from 3s. 6d. down to 1d. per pound. We have seen
what strenuous efforts were made by the tobacco-planting colonies
to restrict the production and what distress and disorder were
caused by their inability to do so.

Another inconvenience attending these media of exchange was
the difference in value between different;lots of the same article
at the same place. Tobacco, even when up to standard, was of
four different kinds, described in the.laws as sweet-scented,
oronoco, leaf, and stemmed. Then there were differences in the
inspection, some inspectors being more ‘skillful and more strict
than others, whereby their receipts or motes came to have a
higher price than others. There were differences also arising from
different seasons and different cultivators. A large part of the
legislation of both Virginia and Maryland was directed to the
suppression of “trash.” No substance can be considered suitable
for the purposes of money if different parcels of it are of different
degrees of goodness.

Want of durability was another objection to all these things.
There was so much shrinkage and deterioration in tobacco that
the notes issued against it could not be safely kept more than
one year.

Some of the articles used as money in the colonial period
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could be divided and subdivided without losing any part of their
value, while others could not. Grain and tobacco could be so
divided. Beaver skins could not. For the purposes of exactitude
divisibility is necessary. No article which does not possess fhis
quslity can be considered a good medium of exchange.

It is not absolutely necessary that the substance used as money
should be coined. Gold and silver were used as money before
they were coined, and passed by weight. All that coining does
i8 to save the trouble of frequent weighing and assaying. Accord-
ingly it is desirable that the substance of which money is composed
should be one which can receive and retain a stamp, None of
the substances which the early American colonies used in liew
of the precious metals answered this requirement. The putting of
wampum shells together in parcels equal to one penny and
higher denominations, easily recognized, was something akin to
coinage. So also was the marking of a hogshead of tobacco by an
inspector. When so marked it would pass without reweighing or
re-examination. The stamp had here become the sign of value,
but the tobacco itself could not be stamped because the substance
was not suitable for receiving and retaining an impression.!

1 With regard to these requisites Mr, White wrote: “Long experience
has taught mankind that these qualitiea are best embodied in the metal gold.

*“It must not be assumed that gold is absolutely atable in value. When we
speak of the value of one thing which measures all values, we mean its pur-

chasing power in terms of those commodities whose supply is unlimited or
not controlled by monopoly The value of gold thus measured is subject
to variati but it is imp them with , even when
we compare prices during long Intvervnla of time. We are concerned at present
only with the comparative steadiness of value of different things, aa, for

le, gold and tob If gold is subject to fewer ch of p

power than tobacco, it is better fitted to serve %he purposes of money and
will sooner or later supplant it in that function. If it is subject to fewer
changes than any other known substance, it will supersede all others, The
fact that it is not wholly free from variation iteelf will not prevent it from
becoming the sole and universal money of civilized mankind,

“The durability of gold is one of the most potent factors contributing to
ita stability of value. Gold does not deteriorate with age, and its loss by
abrasion i8 elight. The production of each year is added to the accumulations
of the past. Hence the mass in existence at any time is 80 great that ita
value is not perceptibly affected by any change in the output of a single year
or short series of years. This mass may be likened to the ballast which gives
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Coinage. Coinage is the process of identifying, by stamping, &
piece of metal intended to be used as money. Coins are of two
kinds:

1. Those made by the government for private persons, from
metal deposited by them, without limit as to quantity, and full
legal tender.

2. Subsidiary coins made by the government for itself, such
coins being restricted in quantity, sold to private persons at more
than cost, and being usually limited legal tender.

As regards coins of the first class the government’s stamp is
merely a certification of the weight and fineness of the metal
composing them. The prime requisites of such a coinage are

1. That the coins shall contain exactly the amount of fine
metal that the law preseribes.

2. That they shall be easily recognized.

3. That they shall not be easily counterfeited or altered.

4, That they shall not be easily abraded by ordinary use.

Subsidiary and Token Cotns. The word “subsidiary”’ is usually
applied to coins which constitute the small change of a country
and which are legal tender only for limited amounts. In the
United States the silver dollar must be classed as subsidiary also;
for, although it is full legal tender, the government does not coin
it for private individuals. It is subsidiary, or subordinate, to gold.
It passes for much more than the value of the metal contained
in it. Professor Taussig has fitly applied the term “large change”
to the silver dollar. Coins made of copper or other base metal are
called “token” coins. They are subsidiary coins for the smallest
transactions.

Subsidiary coins, however much their metallic value may fall
below their nominal value, may be kept at par either by restricting
' their quantity or by redeeming them on demand. ¥f the quantity

steadinese to a ship. Gold thus b a good standard of deferred 4
The desideratum here is that the value of the future payment nhall be a8
nearly as possible equal to that of a p payment,

equality cannot be

“'The durability of gold makes it also & convenient store of value. Gold
coins or ornaments that have been buried thousands of years are of no leas
value than gold fresh from the mine.”
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is restricted to the actual needs of the country for small change,
they will be at par because they are among the necessities of life.

Why Made of Metal. If subsidiary silver coins ecirculate at a
value which is largely imaginary, the question may be asked,
Why not make them of some other metal or even of paper?
There are no reasons except custom and convenience. A eoin not
heavier than a half-dollar is more convenient than a piece of paper;
it i8 cleaner, and in the long run is probably cheaper, as it does
not require frequent renewal. A cheaper coin might be made out
of some other metal, but it is generally best to conform to the
habits of the people. Since we have always been accustomed to a
silver subsidiary coinage, no good reason is apparent why we
should depart from it.

The shape of coins is usually circular, but some are square,
others oblong, others cubical. Many ancient coins were dish-
shaped; others were in the form of rings. The first coins struck
by the government in California were octagonal. The copper
coins of China, called cash, have square holes in the center by
which they are strung on a wire and hung round the owner’s
neck, The objects to be aimed at in determining the shape of a
coin are freedom from abrasion, exemption from alteration, and
convenience in handling. Modern commerce tends to minimize
the use of gold except to settle international balances. For this
purpose fine gold bars are best, as they are subject to hardly any
abrasion and are much more convenient to bankers than ordinary
coins.

Coins have been made, at different times and places, of iron,
lead, tin, brass, copper, nickel, platinum, silver, and gold. There
were coins of electrum in the ancient world. This was a mixture
of silver and gold found in & natural state in the Bos Dagh, a
range of mountains in Asia Minor, and elsewhere. Specimens
found in this range in modern times have yielded 73 per cent gold
and 27 per cent silver. Electrum was also produced artificially,
with a larger proportion of silver, in order to debase the currency.

Weight Coins. In early Rome small payments were made by
tale (that is, by counting) and large ones by weight. The Latin
word pendo, from which our words “compensation,” “expendi-
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ture,” and “stipend’’ are derived, means “weigh.” The shekel,
the talent, the drachma, the pound, the penny, the peso, the livre,
the franc, and the mark were originally the names of weights.
They are instances of the transference of the name of a weight
to a coin,

Seigniorage. Under a system of free coinage the government
receives all the gold deposited at the mint by private individuals
and converts it into coin or bars free of charge. All silver, nickel,
and copper coins are made by the government from ita own
metal and are sold to the public. The profit which the govern-
ment makes on such sales is called seigniorage. It is the difference
between the cost of the bullion and the price received for the
coins. The same term is applied to any charge which a govern-
ment makes for coining & metal for private persons. Formerly
the seigniorage on silver subsidiary coins was only 5 to 7 per cent.
When the great decline in the price of silver took place, it became
more than 100 per cent.

Deposits of Gold Bullion. Although the law contemplates the
deposit of gold bullion at the mint or assay offices of the United
States, practically the Treasury buys the bullion and pays for it.
The practice of the assay office in paying for gold varies according
to the kind of bullion in the deposit. A depositor of bars from
known assayers or smelters, or of foreign coin of which the fineness
can be readily approximated, is allowed at once 90 per cent of the
value ascertained by weight and caleulation of the fineness. The
balance is paid after melting and assaying. When the deposit
is small, or when bullion is tendered without well-known “ear-
marks,” no advance payment is made, but the full payment is
made after assaying. A certain portion is always converted into
“fine bars”” for commercial use, the remainder into mint bars
(1% fine) suitable for coinage.

The successive steps in the making of coins are (1) assaying,
(2) refining, (3) alloying, (4) coining. The bullion is first melted
in a crucible. While in the molten state it is stirred until thor-
oughly mixed. It is then allowed to cool in the form of a brick.
Small pieces are clipped from two corners of the brick most dis-
tant from each other and given to two different assayers to test
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the fineness of the metal. If their tests do not agree within &
certain fraction, the brick is returned to the melting pot and
the process repeated. When the test is satisfactory and the
amount of foreign substance is known, the whole of the impurity
is removed by chemical means. Then the requisite amount of
alloy is added, by remelting and mixing, to harden the mass,
Thus to nine pounds of pure gold one pound of copper is added,
so that the eoins shall be nine-tenths fine,

Coining. The bullion is rolled into strips or ribbons a little
wider than the coin to be struck, Itisthen “drawn’’ in a machine
which reduces it to the thickness of the coin. The strips are then
passed through another machine, which cuts out of them eircular
pieces, of the proper size, called blanks. Each blank is examined
by an expert both by weighing and by sounding. If one is found
too light, or if it does not “ring true,” it is returned to the melting
pot. If it is too heavy, the excess of metal is removed by filing,

The blanks are sent to a machine by which a slight rim is
raised around the edge of the piece on both sides, so that its
weight shall rest on the rim and not on the whole surface of the
coin, in order to minimize abrasion. This process is called milling,
The blanks are then put in a cylindrical case and sent to the
coining machine. At each revolution of the machine one blank
drops from the bottom of the cylinder, is seized, and conveyed to
a sunken steel bed which contains a die that prints one surface
of the coin. This bed has a serrated edge, or “collar,” Directly
above this sunken die is a steel stamp containing a die which
prints the other surface of the coin. This stamp descends on the
blank underneath with sufficient force to impress upon it the
letters and figures of both surfaces of the ¢oin. The pressure also
squeezes the coin against the serrated collar, producing an
indentation on the edge of the coin, the object of which is to
prevent any clandestine removal of metal. If a piece were clipped
from the edge, or if any portion were removed by filing, the
fraud would be detected by the absence or irregularity of the
indentations.

Private Coining Inadmissible. Experience has shown that the
work of coining cannot be safely entrusted to private enterprise,
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Between the years 1830 and 1860 there were numerous private
manufactories of gold coins in the United States. They were
situated in Georgia, North Carolina, California, Oregon, Utah,
and Colorado. They turned out coins of varying goodness, all
purporting, however, to be of the weight and fineness of the
government’s coins. They were not counterfeits. They did not
imitate the designs on the coins of the United States. Many of
them bore the names and places of business of the manufacturers.
They were ingots purporting to be worth the number of dollars
stamped on them. The value of these five-dollar pieces ranged
from $4.36 to $5. The people who took them in trade could not
distinguish between them and were therefore liable to be cheated.
The government did not forbid the private coining of gold until
June 8, 1864.

The Mint Price of Gold. Until the United States stopped the
coinage of gold in 1934, the weight of a new gold eagle or double
eagle was not permitted to vary more than half & grain from the
standard weight fixed by law. That of the smaller gold coins
was not permitted to vary more than a quarter of a grain, This
allowable variation is called “the tolerance of the mint.” The
mint price of gold is the amount of money which a given weight
of standard gold will produce. Before 1934 an ounce of gold nine-
tenths fine would produce approximately $18.604. .The fine ounce
was worth $20.671. Since the gold dolldr contained 23.22 grains,
the twenty-dollar piece contained 464.4 grains, The troy ounce_
contained 480 grains, or 15.6 grains more than $20. In 1934 the
price of an ounce of fine gold in the United States was raised
to $35. Before 1934, coinage in the United States was free; that
is, without expense to the depositor of gold bullion, but he was
required to deposit also the alloy used in making the coins or to
pay the cost of it.

The mint price of gold in England was £3 17s. 104d. per cunce
when that country was on the gold standard. This was the exact
amount of money which an ounce of gold of the English standard,
eleven-twelfths fine, would produce. In order that the holders
of gold should not lose time waiting to have it coined, the law
required the Bank of England to buy all the gold offered to it at
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the price of £3 17s. 9d. per ounce. The difference between this
price and the mint price (14d.) was compensation to the bank
for interest and for the labor of weighing, assaying, etc. England
stopped the coinage of gold in 1925, and the United States in
1934. If England, which abandoned the gold standard in 1931,
returns to it again, it will probably be at a new price for gold,
gince it is generally expected that England will devalue the
pound.

Legal Tender. Anything which can be lawfully used in pay-
ment of a debt expressed in terms of money, and which ereditors
are required to accept, i8 called legal-tender currency or simply
legal tender.

The principle of legal tender did not have its origin in an act
of conscious legislation. The government begins, at a time when
metal is circulating by weight, to certify the weight and fineness.
It stamps small ingots in order to avoid the necessity of frequent
weighing. This is coinage. Then people make contracts in terms -
of the government coinage, and the government enforces-the
contracts. Under Roman law the creditor was obliged to take
in payment whatever the government was coining,

Origin of the Modern Law of Tender. The origin of legal tender
in the modern world is connected with the re-establishment of
the double standard of gold and silver in western Europe in the
thirteenth century, in place of the single silver standard which
previously prevailed. The double, or bimetallic, standard means
that debts may be paid at the debtor’s option with either one
of two metals coined into money according to a ratio fixed by
public authority — providing, for example, that one pound
weight of gold shall be the equivalent in law of fifteen pounds of
silver, the mints coining both metals without limit for private
persons. The establishing of such a ratio was considered, from
very early times, an attribute of sovereignty, and in monarchical
countries a prerogative of the crown. Each proclamation of the
ratio was virtually a legal-tender act. Debts had to be paid in
one or the other of two metals. Consequently any man or body
of men who could fix the ratio eould decide how much of either
should be paid.
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From the analytical point of view a legal-tender act is nothing
but an act of legal force, establishing a new definition of an old
term — for instance, “‘dollar’”” — which has been customarily
used in making contracts. It is essentially ex post facto legislation,
binding the courts to a new interpretation of existing contracts,
and incidentally inflicting various degrees of injury on those
whose position is such that they cannot take advantage of cir-
cumstances to modify existing contracts — as for wages, Extreme
cases may be imagined where such action might be needful in the
interest of the general welfare, but with very few exceptions the
passage of such an act is a subterfuge of a government for giving
to itself or to some favored class immediate advantage over part
of the community eoncerned.

Our First Coinage Act. Gold and silver were made full legal
tender by the Congress of the United States at the ratio of 1 to 15
in 1792. The coinage act was based upon a report of Alexander
Hamilton, Secretary of the Treasury. Hamilton examined the
question of the standard with great care, and although the con-
clusion he reached was erroneous, it is interesting to observe how
near he came to the truth. He thought that gold was better
fitted to be the standard than silver because it was less lisble to
fluctuations of value and 2lso because it was the standard de facto.
He observed that the silver dollar of Spain in actual circulation
had no standard value by weight and fineness, but circulated by
tale, “very much as a mere money of convenience,” whereas gold
money had a fixed weight by the custom of merchants. This fixed
weight was 241 grains of fine metal per dollar,! While this con-

L Hamilton here perceived the fact that a standard of value may exist, and
have controlling force in mercantile circles, without any statute law and with-
out. any conscious acuon on the part of merchants themselves. The gold

dard was in practi peration in his time, just as the silver standard
was in tion in the colonies when tob: and other forms of barter
currency were used. The mind of the trader was fixed upon and governed
by a standard different from the one that moet commonly passed from hand
to hand. In a book of merit and originality, entitled The Evolution of Modern
Money (The Macmillan Company), Mr. W. W. Carlile has traced the existence
of what we may call the "laten'. guld mndani” in Europe for a long period
before gold b the
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gideration favored the adoption of the single gold standard,
Hamilton says that “‘to annul the use of either of the metals as
money fof full legal tender] is to abridge the quantity of circu~
lating medium, and is liable to all the objections which arise
from a comparison of the benefits of a full with the evils of a
seanty circulation.” He thought also that a country could draw
to itself a greater quantity of the precious metals in international
trade by means of the double than of the single standard. This
coneeption was erroncous, but it was the common belief of the
time.

Hamilton accordingly recommended the double standard at
the ratio of 15 to 1. He had not failed to note that the Spanish
silver dollars in circulation were of two different coinages, varying
slightly in weight. He decided to take neither of them as the
exact bagis of our coinage, but to take instead the average of the
dollars in actual circulation. By reason of abrasion they were
somewhat lighter than the new coins then issuing from the
Spanish mints, With these facts before him and having regard
also to the market ratio of the two metals in Europe, he decided
that the ratio of 15 to 1 would be not far from the true metallie
equivalent. Taking the gold valuation of the dollar (243 grains
of pure metal) as the starting point, and multiplying by 15, the -
product, 371% grains of pure metal, was adopted for the silver
dollar, The smaller ¢oins were to be of proportionate weight and
full legal tender. Congress followed these recommendations in
the coinage act of 1792,

The mint began to coin silver in 1794 and gold in 1795. It
was supposed that there would soon be a plentiful supply of
coins of both metals; but, in order to prdvide for the interval
while the mint was in course of erection and equipment, Congress
passed a law making certain foreign coins, of both gold and silver,
legal tender in the United States according to their weights
respectively. This act was to remain in force three years after
the starting of our mint and no longer, but by reason of the
difficulty experienced in retaining our own coins in circulation the
legal tender of foreign coins was kept in force by repeated re-
enactments for more than sixty years. We did not bave any
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settled money of our own until after the passage of the act of
1853, providing for a subsidiary coinage.

Its Failure. The first silver dollars turned out by our mint
were a little lighter than new Spanish dollars, but they passed in
trade for the same value, both here and in the West Indies,
Brokers began to collect and export them to the Spanish colonies,
where they were exchanged for Spanish dollars, and the latter
were brought back for recoinage at our mint. There was a profit
of 1 per cent in the operation. As coinage was free, the govern~
ment was working for bullion brokers without pay, and was
not accomplishing the end aimed at. It was not supplying the
American people with American money. Accordingly President
Jefferson, in 1806, gave an order to the mint to stop the coinage
of silver dollars altogether. This order remained in force for
thirty years.

The legal ratio of 15 to 1, although pretty close to the market
ratio at the time when the coinage act of 1792 was passed, did
not long remain go. In 1797 the market ratio in Hamburg was
15.47. Gresham’s law asserted itself. American gold coins began
to grow scarce. They were melted or exported because they were
worth more for that purpose than for debt-paying at home. As
early as 1817 they had entirely disappeared from circulation,
although the coinage of them continued at the usual rate.

Our Second Coinage Act. In 1834 the market ratio in Hamburg
was 15.73, and gold bore a premium in brokers’ offices in the
United States of 44 per cent over silver. Congress had had the
subject of a change of the legal ratio under consideration since
1818. In 1834 it passed the Gold Bill, so called because it was
intended to bring gold again into cirf steston. The ratio adopted
was approximately 16 to 1. The amiount of pure metal in the
silver dollar remained unchanged. That of the gold dollar was
reduced from 24.75 grains to 23.2 grains, but was increased in
1837 to 23.22 grains, at which weight it stood until early in 1934.
This made the gold dollar 2 per cent less valuable than the silver
one at that time. It was a debasement of the currency to that
extent. There was strong opposition to the bill, on the ground that
it would drive our silver coins out of circulation. Nevertheless
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the majority in favor of the bill was very large in both branches
of Congress, about four to one in the House and five to one in
the Senate.

When the law of 1834 was passed, the premium on gold in the
market was 43 per cent. Anybody having $100 gold eould buy
$104.50 silver to pay his debts with. The government had never
promised to hold the market ratio of the metals steady at 1: 15.
This had come in the course of time to be 1:15.625. Under the
new law anybody having $100 silver could buy $102 gold to pay
his debts with. In other words, the standard was debased 2 per
cent. The law of 1834 ought to have provided that pre-existing
contracts should be settled on the pre-existing basis.!

Silver Coins in the United States before 1863. There were no
silver dollars in circulation, since the coinage of them had been
discontinued by order of President Jefferson, as already stated.
As our smaller silver coins were of full weight, they were melted
and exported, and their place in the circulation was taken by
light-weight foreign coins, principally Spanish and Mexican.
Two halves or four quarters, if new and full weight, were worth
about two cents more than a gold dollar. Consequently they were
collected by brokers and exported. But two halves or four quarters
that had lost two cents’ worth of silver by abrasion would eir-
culate, because there would be no motive to melt or export them.
From 1834 to 1856 the silver money of this country consisted,
to a large extent, of foreign coins, more or less worn, chiefly
Spanish and Mezxican, but with a considerable sprinkling of

1 Thig statement of Mr., White's is of great interest in view of the recent
debate over the abrogation of the “gold clause” in existing contracts and
bonds by C in 1933. A Mr, White would have thought
such an abrogation indefensible. " The gold clause required payment in gold
of the present weight and fineneas or it equivalent. Suits were brought to
test the ionality of this , the plaintiffs claiming that, since
the dollar was devalued, they were entitled to receive $169 for every $100
in such contracts. In February, 1935, by a five-to-four decision, the United
States Supreme Court upheld the aet of Congress abrogating the gold clause
in “private” contracts, because under the Constitution Congreas had full
power 80 to act. It said the government had no power to do this with regard
to its own bonds, but a plaintiff must prove actual damages in order to
recover. In the case at issue no such damage was shown.
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English, French, German, and Scandinavian pieces. Every mer-
chant kept a coin-chart manual for handy rcference to determine
the value of these pieces a3 they were offered in trade.

Our Third Coinage Act. Tn the act of 1853 we adqpted the
principle of the British act of 1816, The debates in Congress on
this bill show that it wus the fixed intention of its promoters to
establish thc single gold standard, and that there was searcely
any opposition to the project. They failed to carry out this in-
tention, however, since they left the silver dollar in the list of
coins to be struck at the mint if anybody should choose to deposit
silver bullion for that purpose. Our silver dollar was still a favorite
coin in China, where it passed hy weight. This was probably the
reason why it was not treated like our other silver coins in the
act of 1853, 'T'he silver dollar was worth four cents more than
the gold dollar in the bullion market. Consequently none were to
be found in circulation, although upwards of $5,600,000 were
coined between 1853 and 1873. All these mus(t have gone to
China except a few which were retained in coin collections and
ag euriosities. The act of 1853, however, accomplished its main
object. It gave the ocountry an abundance of new and bright
half-dollars, quarters, dimes, and half-dimes that would stay at
home and serve the purpose of small ehange. The weight of the
half-dollar was reduced about 7 per cent, that is, to 192 grains,
and that of the smaller coins in the same proportion. Conse-
quently there was mo longer any motive to export them. In
1857 the legal-tender faculty was taken away from all foreign
coins, both gold and silver, and they very rapidly passed out of
circulation.

The act of 1853 is famous for having given us our first sub-
sidiary coinage. Formerly all silver coins had been [reely coined,
but after that date the only silver coin freely coined was the sil-
ver dollar.

11 1873, when the next change took place in our eoinage system,
the country was under the regime of irredcemable paper. Neither
gold nor silver was in circulation. Practically the silver dollar
had never been in circulation. To Americans it was an nnknown
coin, From 1797 to 1806 it had been sent out of the eountry by
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speeulators to be exchanged for Spanish dollars. From 1806 to
1836 the mint had ceased to coin it altogether. After 1836 its
circulation was rendercd impossible by reason of ils premium
over gold in the bullion market.

Our Fourth Coinuge Act. In 1869 the Treasury Department
undertook a revision of the coinage laws. Mr. Boutwell, the Secre-
tary, placed the work in the hands of Mr. John J. Knox, who
prepared a bill which made the silver coins of the United States
legal tender for only 85 in one payment. This included a silver
dollar of 384 grains, but it was omitted by Congress, and the
“trade dollar,” of 420 grains, intended for ecirculution in China,
was substituted. The bill provided that no silver coins exoept
those enumerated should be struck at the mint and that none
except lrade dollars should be coined for private individuals,
The silver dollar at thal time was worth about two ecnts more
than the gold dollar. The bill made the guld dollar the unit of
value, and ended free coinage of the silver dollar.

Mr. Knox’s report and the accompanying bill were sent by
the department to chambers of commerce throughout the country
and to persons interested in monetary science, in order to get
their opinions and adviee. They were sent to Congress in April,
1870. The bill passed the Senate on January 10, 1871, but was
not reached by the House in time for passage by that Congress.
It came up in the next Congress, and after debate in the House,
in which the poliey of discontinuing the silver dollar was speoially
diseussed, it passed that body, May 27, 1872, by a vote of 110
to 13. Ii passed the Senate, January 17, without a division,
and became a law on February 12, 1873, The United States thus
adopted the single gold standard.

The Trade Dollar, Private persons were allowed to deposit
gilver bullion at the mint and have it coined into trade dollars for
their own aceount. It was never intended that the trade dollar
should circulate in the United States at all, but it was inadvert-
ently placed iu the list of coins which were legal tender for $5.
As soon as the price of silver fell so that 420 grains were worth
less than a dollar, it became profitable for owners of silver to have
these dollurs coined and put in circulation at home, Straightway
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they began to fill the channels of retail trade. They became so
great a nuisance that Congress, in 1876, took away their legal-
tender quality altogether. This led to a dispute, with a charge of
bad faith. So Congress, in 1878, discontinued the coinage of
trade dollars entirely. This only aggravated the dispute. Specu-
lators bought up the trade dollars with the expectation that
the government would eventually redeem them at par. Nearly
$2,000,000 of them were reimported from China for that purpose.
Finally, in 1887, Congress passed a bill to redeem at par all that
should be presented within six months, and President Cleveland
allowed it to become a law without his signature. The number of
trade dollars so redeemed was 7,689,036.

Our Fifth Coinage Act. In January, 1934, the United States
Congress passed a historic measure which put an end to gold
coinage. Under this act, known as the Gold Reserve Act of
1934, the weight of the gold dollar was reduced to 13.71 grains,
which meant that the price of gold was raised to $35. In the
future gold was no longer to be in eirculation. After the bank
holiday of 1933 all gold had been called in from circulation. The
act of 1934 transferred all gold to the United States Treasury.
The Federal reserve banks were given a new form of gold cer-
tificates for the gold held in their vaults. A stabilization fund
of $2,000,000,000 for controlling the dollar in the foreign-exchange
markets was established by the government out of the profits
from raising the price of gold. The value of the gold stock in the
country was raised instantaneously from over $4,000,000,000 to
over $7,000,000,000.

REFERENCES

BarBoUR. The Standard of Value. The Macmillan Company.

BrovcB. Naiural Law of Money.

CarLiie. Evolution of Modern Money.

CaRroTHERS. Fractional Money. John Wiley & Sons,

DunBar. Currency, Pinance and Banking (laws of the United States).

FaLENER. Article, “The Private Issue of Token Coins,” in the Political
Science Quarterly, June, 1901.

GrereN. The Case against Bimetallism,

Hamuron. Report on the Mint,



FUNCTIPNS AND CHA.RACI‘ERISTICS OF MONEY 43
Hulary of the Coinage Act of 1873, published by the House of Repmsentahvm,

szom;. Money and the Mechanism of Exch D. Appl and C
Laveeran. History of Bimelallism in the Umled States.

LiINDERMAN. Money and Legal Tender.

MumLEMAN. Monelary Systems of the World.

SNOWDEN. Coins in the Cabinetl of the United States Mint.

UprroN. Money in Politics.

WALKER. Inlernational Bimetallism. Henry Holt and Company.
WALKER. Money.

WarsoN. History of American Coinage.

Kinps or MoNEY IN CIRCULATION

(Outside the Treasury and the Federal Reserve Banks)
November 30, 1934

Metallic Money
Standard silver dollars
Subsidiary silver
Minor coin
Total . . . . . ... v v vv .
Paper Money
Gold certificates* . . . . . ... .. ... 133
Silver certificates . . . . . . . .. .. .. 558
Treasurynotesof 1890 . . . . . . .. .. 1
United Statesmotes . . . . . .. ... .. 273
Federal reservemotes . . . . . . .. ... 3176
Federal reserve bank notes . . . . . . . . . 107
National-banknotes . . . . . . .. .. .. 853
Total . . . . . . .. ... ... ... 5101
Grandtotal . . . . . ... ... ..... 5548

Total gold stock, under control of the Treasury, $8,132,000,000
Total silver stock (as of November 12, 1934), under control
of the Treasury, 659,000,000 ounces

1 These are illegally in circulation.



CHAPTER III

COLONIAL AND REVOLUTIONARY BILLS OF CREDIT
CoLon1AL Biris oF CREDIT

Government paper money is usually a promise to pay coined
money. Such paper is of several different kinds. We will here
consider chiefly the kind which does not bear interest, which is
payable at no fixed time, and which is made legal tender between
individuals.

First Bills of Credit. The first government paper to circulate
as money in this country was issued by the colony of Massachu-
setts in 1690, in order to pay soldiers who had returned from an
unsuccessful expedition against Canada. The public treasury was
empty, and the soldiers eould not or would not wait for the collec-
tion of taxes to meet their demands. The General Court accord-
ingly issued £40,000 in bills of credit which were made receivable
for taxes and exchangeable for any commodities in the treasury.
These were issued to the soldiers in anticipation of the tax collec-
tions; they were not payable at any particular time; they did
not bear interest; and they were not legal tender. They did not
pass for more than twelve or fourteen shillings in the pound. The
soldiers lost two fifths of their dues. In 1692 the bills were made
legal tender in all payments and receivable for taxes at 5 per cent
better than silver and redeemable in silver at the end of twelve
months. These provisions made them equal to silver.

Yet this was a fatal experiment. Its apparent success as a
means of postponing taxes led to disorders far worse than the
commodity currency of the earlier period, It spread to the other
colonies like an epidemic. Nearly all the colonial governors were
at variance with their legislatures concerning bills of credit.
Acting under instructions of the Lords of Trade, they repeatedly

44
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vetoed the paper-money bills, Then the legislatures refused to
provide for the support of the local governments. They stopped
the salaries of the governors and allowed the public buildings and
barracks to go to decay. This source of irritation agsinst the
mother country has been grossly neglected by historians in general,
but not by Mr. Felt, the historian of Massachusetts currency,
who assigns it its proper place among the causes which led to the
separation.

In South Carolina in 1719 the people deposed the proprietors’
governor, because he would not assent to bills of credit, and the
king connived at this act of insubordination in order to get the
province under his own authority, At a later period the legislature
of this eolony, being at variance with the royal governor on the
same subject, adjourned for three years, making no provision for
the support of the government meanwhile. The same thing
happened in New Hampshire. Her representatives for five years
preceding the year 1736 refused all supplies. New Jersey did
the same for four years, for the same reason. The governors
complained to the home authorities; and the latter insisted that
the colonies should provide a permanent instead of an annual
support for the local governments, which the colonies refused to
do because they were not allowed a free hand in issuing bills of
credit. In almost every case the governors were at last worn out
and compelled to yield. AsMr, Felt says, “The Briareus of paper
money was too strong for them.”

Petitions against bills of eredit, from the mercantile classes in
the colonies and from London merchants, at last prevailed on
Parliament to take action. In 1751 a bill was brought forward
to prohibit paper money in the four New England provinces
where the trouble was greatest, but before it was passed the agents
of the colonies managed to get exceptions in case of great emer-
gencies and of war. Even in these cases the bills were not to be
legal tender between individuals. In 1763 Parliament passed
another act much more stringent, and applicable to all the
colonies. This struggle over the right to issue paper money should
be instructive to those Americans who are advocating such issues
in 1935.
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A pamphlet of 1743 ! speaks of the bills of credit in New
England issued on loan

to th lves, Members of the Legislature, and te other Borrowers, their
Friends, at easy and fallacious Lays, to be repaid at very long Periods ;
and by their provincial Laws made a Tender in all Contracts, Trade
and Business, whereby Currencies, various and illegal, have been intro-
duced which from their continued and depreciated nature in the Course
of many Years have much oppressed Widows and Orphans and all other
Qeditors.

This writer gives special attention to the colony of Rhode Island,
which had

defrauded more in a few years than any the most wicked administrations
in the several nations of Europe have done in several centuries. A con-
tract made 30 years ago for £100 sterling in value (that is, silver at 8s.
per oz.) is at present reduced to a nominal 32s., per oz ... This ex-
pedient of depreciating their Government bills, by their Laws made a
Tender and Currency, is promoted by the fraudulent Debtors and
desperate part of the Colony in order to pay former contracts with a
much less value than was contracted for, and more especially to defraud
British merchants in their outstanding debts. The paper-money pro-
moters are the desperate and fraudulent, these being vastly the Ma~
jority in the colony, carrying all elections; both legislative and tive
parts of their government are annually elective. Thus Government is
perverted and become worse than a State of Nature. If by chance
any of the elected opp the emission of any of those fraudulent bills
he is drop’d next election as & professed enemy to the Interest of the
Colony. . .. This poor small colony, from a late exact Perlustration,
contains not exceeding 20,000 men, women and children, whites, Indians
and negroes, have extant about £400,000 paper money. And of this
about three quarters is in the Possession of people of neighboring Colonies.

“All our paper-money-making legislatures,” says the con-
temporary writer, Dr. Douglass, “have been legislatures of
debtors, the representatives of people, who for incogitancy, idle-
pess, and profuseness have been under the necessity of mort-

'Quotedm"AIettafmmsGmtlemmmBoswnwhanmdm
Conunecticut,” in the New York Public Library.
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gaging their lands.”” To the same purport writes Hutchinson
in his History of Massachusetls, 1628-177}.

Thomas Paine has drawn the portrait of the group. Writing
in 1786 he tells us how the speculators and debtors were then
working for bills of credit. He says:

There are a set of men who go about making purchases upon credit,
and buying estates that they have not wherewithal to pay for; and
having done this their next step is to fill the newspapers with paragraphs
of the scarcity of money and the ity of a paper emission, then to
have legal tender under the pretense of supporting its credit, and when
out, to depreciate it as fast as they can, get a deal of it for a little price
and cheat their creditors; and this is the concise history of paper-money
schemes, !

Loans from the Treasury. Usurers were then, as now, un-
popular. Any means of circumventing them was hailed with
satisfaction, and no method was more obvious than that of fur-
nishing loans at the public treasury to those who could not borrow
elsewhere, or who wanted to borrow at less than the market rates,
or who wanted to borrow from the colony at low rates in order
to lend again at high rates. Anybody who had influence could do
this. In Rhode Island it was the custom of the favored ones to
sell their privileges. The first issue of bills of credit for a loan was
in South Caroling in 1712, From this example, says Bancroft,
“the passion for borrowing spread like flame on a dry prairie.”

Other Pretexts for Bills of Credit. There were three main
causes or excuses for the issue of bills of eredit: (1) war expenses;
(2) loans to individuals; (3) ordinary expenses of government.
There were also other minor pretexts. One of the most commmon
ways of inereasing such issues was the alleged replacement of old
and worn bills, which often meant an issue so large as to leave a
margin over for general expenses, and sometimes a very large
margin, Thus, of £46,000 Connecticut bills authorized for this
purpose between 1713 and 1732, £29,885 went to the payment
of colony debts. In this case the General Court did not wait to
see what margin would be left after replacing the old and worn

1 Writings, Vol. §, p. 178.
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bills, but dipped into the reservoir to meet current charges.
Similarly Maryland once issued bills of credit as a sheer gift toa
portion of the inhabitants, “the taxables.”

Reports were made from time fo time to the home government,
in response to inquiries as to the amount of bills outstand-
ing. Often these were ingeniously prepared to convey false im-
pressions, To avoid discovery the New York Assembly repealed
all safeguards against the reissuing of bills of credit that had been
redeemed. When the governor disallowed the act, the treasurer
reissued the bills nevertheless. The governor so reported to the
Lords of Trade, and added that the treasurer refused to let him
know the amount of bills outstanding when requested to do so.

In addition to legal-tender acts there was a great variety of
laws to compel people to sell their property at the same price for
bills of credit as for silver. The “debtor class” were not satisfied
with forcing depreciated paper upon creditors for past obligations,
but insisted that they ought to be able to buy as much property
with the paper as with specie. Those who had been forced to take
the paper for past debts naturally joined in this demand, and the
legislatures agreed with them. Hence we find in nearly all the
colonies severe penalties on those who charged more for their
goods, lands, or services in bills of c¢redit than in money. In
some cagses the penalty was a fine, in others imprisonment, in
others confiscation of the property offered.

Usual Career of Bills of Credit. The usual course of events
where bills of credit were issued was as follows: (1) emission;
(2) disappearance of specie; (3) counterfeiting; (4) wearing out
of bills; (5) calling in and replacing worn and counterfeited issues
with new ones; (6) extending the time for old ones to runm,
especially those which had been placed on loan; (7) depreciation;
(8) repudiation of early issues in part and the emission of others,
called “new tenor.” Dr. Douglass says that Massachusetts had
at one time “old tenor, middle tenor, new tenor first, new tenor
second.” Rhode Island had an indefinite number of tenors.

In all cases, except where the bills were placed on loan, taxes
were laid to sink them at some time, near or remote. This was
necessary to give them any credit at all, but it was very easy to



BILLS OF CREDIT 49

extend the time. Consequently postponements were frequent.
When Parliament took hold of the subject, it prohibited all
extensions and deprived the bills of their legal-tender character
after the allotted time had expired. This was regarded as a great
grievance. The New York legislature even resolved that bills
not tenderable were useless.

Counterfeiting and wearing out were invariable and very trying
evils. The former was punishable with death in all the colonies
except one or two, — Bronson says in all except Connecticut, —
but, although there were many convictions, the extreme penalty
was hardly ever enforced. The expulsion of specie which followed
after the first emission of bills of credit usually left the people
without small change. Then the practice of halving and quartering
the bills came into vogue, and this opened a new door to fraud.
The counterfeiters halved and quartered their own bills and
united the parts to the corresponding parts of genuine ones and
sometimes attached the half of a five-pound note to the half of
a ten. There was, indeed, no end to their tricks. Some bills of
small denominations circulated after they were known to be
counterfeit, because there was no other small change. )

‘Worn-out bills likewise were an ever-recurring nuisance. All
sorts of opprobrious epithets were heaped upon them. They
were called, in various statutes, old, worn, torn, tattered, shat-
tered, ragged, mutilated, defaced, obliterated, illegible, and
“unfit to pass.”

The depreciation of the colonial bills varied in the different
colonies. In Massachusetts the maximum depreciation was 11
for 1 (the standard being “proclamation money’”). In Con-
necticut it was 8 for 1. In 1763 the value of the New Hampshire
shilling was a little less than a halfperny; in 1771 it vanished
altogether. Rhode Island old-tenor bills in 1770 were worth
26 for 1. Those of North Carolina were 10 for 1; of South
Carolina, 7 for 1. The bills of the middle colonies were kept
within reasonable bounds, a result due mainly to the stubbornness
of their governors in resisting the legislatures and keeping the
issues of bills within limits. The maximum depreciation in New
York was only 25 per cent below proclamation money.
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The pamphlets and records of the colonial period are filled
with accounts of the distress and demoralization caused by de-
preciated paper made legal tender. As all loans were o payable,
the accumulations of age and the inheritances of orphans dwindled.
So, too, did the earnings of the wageworker. In order to avoid
the losses from a depreciating standard of value, resort was had
by workingmen to “store pay,” and here they were generally
cheated. Trustees and executors who had money in their hands
which belonged to other people, and who saw how things were
going, often postponed payment on frivolous pretexts, since each
delay enabled them to settle their accounts with less value, thus
“devouring widows’ houses.” Not only was bad blood stirred
up by the resistance of the royal governors, but a spirit of law-
lessness was engendered against the local assemblies if they
showed a disposition to resist the demands of the greenbackers
of that day. Even after the Revolution the legislature of New
Hampshire was mobbed because it refused to issue legal-tender
bills. One of the demands of Shays’ Rebellion in Massachusetts
was for more paper money. In Rhode Island after the Revolution
a general system of repudiation of debts, public and private, was
undertaken and carried through by means of legal-tender paper,
in spite of the decisions of the courts.

Economic Effect of the Loan Bills. Now it may be asked what
happened when colonial bills of credit were issued as loans to
private individuals. What the borrowers wanted was circulating
capital. They borrowed the bills in order to spend them for
store goods, provisions, building materials, labor, ete. The
wages they paid to laborers were expended for store goods, pro-
visions, etc. So we may say that the borrowers of the bills of
credit aimed to get control of the useful things that were on sale
in the community, and that they succeeded in doing so. Now,
whether the bills depreciated or not, it is evident that the bor-
rowers got an advantage over their neighbors, because they ob-
tained control of this circulating capital at lower rates than others
had to pay. This was precisely the reason why they wanted the
loan bills to be issued. If they eould have borrowed at the same
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rate in the open market, there would have been no reason for
borrowing from the government. But the injustice did not stop
there. Whatever they took out of the loan market in this way
caused a scarcity and a rise of the rate of interest for other bor-
rowers. One of the most observing pamphleteers of the day tells
us that the rate of interest on “natural loans” always advarfted
after a public loan. This was due in part to the withdrawal of
loanable capital, and in part to the fear of lenders that the bills
would depreciate in consequence of the new emission. Most
commonly they did depreciate. The borrowers were for the most
part landowners. Only two kinds of security were allowed by law,
land and bullion. Very little bullion was ever offered at the loan
offices. The landowners controlled the legislative assemblies every-
where. Thus the emission of bills of credit on loan was, in effect, a
conspiracy of needy landowners against the rest of the community.

REVOLUTIONARY BiLis or CrEpIT

Bad as the colonial bills of credit were, those of the Revolu-
tionary period were worse. Our ancestors went to war without
any preparation. They had no money. They had no system of
taxation. They had no central authority capable of enacting
and enforcing one, and — what was even worse — they objected
to being taxed either by Great Britain or by their own local
governments. All the separate colonies began to issue bills of
credit, even before the Continental Congress assembled.

Franklin’s Wamning. Nevertheless the experience of the past
had not been wholly forgotten. Even Franklin, who had been an
advocate of government paper in earlier times, now recoiled.
When the first paper money was proposed in the Continental
Congress (June, 1775), he urged that the bills should bear interest,
in order to prevent depreciation, When the second issue was
proposed, he urged that Congress should borrow on interest the
bills already authorized. Both these plans were rejected. The
third issue bore interest, and now Franklin urged that the interest
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should be payable in “hard dollars.” This was voted to be
impracticable.

First Issues. There was much confusion of ideas concerning
details. While taking time to consider them, it was voted in July,
1775, to issue due bills for two million Spanish milled dollars, to
be Sunk by taxes in four successive years, beginning November 30,
1779, the taxes to be levied and collected by the states in pro-
portion to their population. The bills were not legal tender.
The Congress had no power to make them legal tender, but in
January, 1777, it recommended that the states should do so;
and this they did, one after another, in one way or another.
Before the two millions were issued, another million was wanted
and was authorized, together with three millions more before
the end of the year. Nine millions more, or fifteen in all, were
out before independence was declared. This was called Conti-
nental currency, to distinguish it from the issues of the separate
states,

From this time the demon of fiat money had possession of the
country and worked its will on the inhabitants, The issues ran
on, in an increasing volume, till they amounted to $242,000,000
in the year 1779. In 1781 the whole mass became worthless.
On this subject the essays of Pelatiah Webster have become
classic. Mr. Webster was a merchant of Philadelphia and an
ardent patriot. He wrote while the paper-money experiment was
going on. We can readily believe him when he says, * We have
suffered more from this than from every other cause of calamity ;
it has killed more men, pervaded and corrupted the choicest
interests of our country more, and done more injustice than even
the arms and artifices of our enemies.”

Early Depreciation. In his first essay (October 5, 1776)
Mr. Webster says that he cannot discern any depreciation as yet,
or any advance in the prices of goods beyond what a state of war
would occasion, even if the currency consisted of gold and silver
exclusively. On the other hand, Professor Sumner had eollected
evidence showing that at some places goods were sold at lower
prices for silver than for bills, even before the Declaration was
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signed.! It is certain that committees were at work early in
1776 attending to the cases of persons who discriminated against
paper money. The most common punishment for this offense was
seizing some portion of the offender’s goods and declaring him
an enemy of his country. That this was no trifling penalty is
attested by the fact that nearly every one recanted and promised
amendment. Nevertheless the number of offenders increased
. continually, In Philadelphia, in the latter part of 1776, one of
the penalties was the closing of the shops of the guilty parties.
This caused prices to rise by giving a monopoly to the others;
80, when this effect was observed, the first culprits were allowed
to reopen.

Early in 1777 the depreciation had become too great to be
ignored. Committees were appointed insnearly all the states to
prevent engrossing and forestalling.? One way to do this was to
buy all the goods of & particular kind in sight for the army and
to require the owners to accept Continental money for it. This
involved the necessity of deciding how much the owners were
entitled to retain for their own use or to meet engagements
previously made. It was necessamy also to fix the rate of wages
of labor for reproducing the goods. At a later period the deprecia-
tion was so rapid that Professor Sumner says a man might lose
his whole wages while earning them.

Price Conventions in New England. Price conventions were
the next resort. The first one, held at Providence, was composed
of delegates from the four New England states. It fixed the prices
at which imported goods might be sold, but an exception was
made of arms and ammunition in order to encourage their jm-
portation. Retailers were not to charge more than 20 per cent
advance. The regulation of prices of domestic products was left
to the states, as was also the penalty for overcharging. Rhode

1 There are several hi of the Continental . That of Pro-
fessor Sumner, in his Pinancier and Finances of the American Revolution, is
one of the best. Mr. A. 8. Bolles, in his Pinancial History of the United States,
was an industrious collector of facts.

2 Forestalling is buying goods before they reach the market, in order to
sell them at & higher price. Engroasing is similar to monopolizing.
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Island enacted, in addition to other penalties, that if anybody
withheld from sale any goods required for the army or navy, the
state officers might seize them and, if necessary, break open
buildings. A little later it was enacted that buildings containing
any goods needed by the community and withheld by the owners
might be broken open and the contents sold at the statutory
prices. An exception was made of salt, as being, like arms and
ammunition, an indispensable article. The effect of these laws
was to discourage importation. Nobedy would bring in goods to
be exposed to legal pillage. Accordingly the Rhode Island laws
against engrossing were repealed after a few months. The course
of proceedings in Connecticut was substantially the same, This
state, however, had a law to prohibit persons from buying any
more goods than the selectmen should judge to be necessary for
the use of their respective families. Anything like prudence in
laying in supplies was thus forbidden.

Price Convention of the Middle States. A price convention of
the six middle states was held at York, Pennsylvania, in March,
1777, but was unable to agree upon a single point. Three states
voted that maximum prices should be fixed, that sales by auction
should be forbidden, and that importation (which had fallen off,
in consequence of the disorderly proceedings of committees)
should be encouraged by counties. Three voted against these
propositions, believing that they would only aggravate the evils.
The subject was accordingly referred back to the states, but the
execution of the price-limiting laws was oftener carried out by
mobs than by the constituted authorities. In Albany two persons
who had sold rum for more than the established price were taken
to the market place and put on a scaffold, when they fell on their
knees, acknowledged themselves guilty, and promised to observe
the Jaw and help to enforce it upon others. Every method of
evasion, such as trade by barter, subjected persons to suspicion.
Thus Richard Henry Lee, who commuted his rents to payment in
produce, was denounced as a Tory and left out of Congress at
the next election.

Washington’s Views. Mr. Webster, in one of his essays, said
that not more than one man in ten thousand was capable of
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understanding the subject. The greatest man of the period did
not understand it; for Washington wrote to Reed, the president
of Pennsylvania, December 12, 1778, commending his zeal “in
bringing those murderers of our cause, the monopolizers, forestall-
ers, and engrossers, to condign punishment. It is much to be la-
mented,” he continued, “that each state, long ere this, has not
hunted them down as pests to society and the greatest enemies we
have to the happiness of America. I would to God that some
one of the more atrocious in each state was hung in gibbets upon
a gallows five times as high as the one prepared by Haman.”
Yet he had written, more than a year earlier (September 28, 1777),
to John Parke Custis, directing him to see that the rent of certain
land and slaves should be so arranged that the payments should
have a value relative to the currency. *J do not mean by this,”
he says, “that I am unwilling to receive the paper money. On
the contrary, I shall with cheerfulness receive payment in any-
thing that has currency at the time of payment, but of equal
value then to the intrinsic worth at the time of fixing the rent.”
Only two months before he wrote to Reed about hanging monopo-
lizers, forestallers, and engrossers, he wrote (October 10, 1778)
to Custis, advising him not to accept money for s piece of land
he was about to sell, but to take other land in exchange for it,
because the money might lose its value. This was just what the
monopolizers, forestallers, and engrossers apprehended.

Washington was an honest man. It never occurred to him
that he was doing with his land and slaves exactly what the
others were doing with their provisions and store goods. But, a
year later, his eyes were wide open. In August, 1779, he wrote
to his agent, Lund Washington, that he would no longer accept
Continental money on contracts made before the war, unless
other people did the same. *The law,” he says, “undoubtedly
was well designed. It was intended to stamp a value upon, and
to give a free circulation to the paper bills of credit, but it never
was nor ¢ould have been intended to make & man take & shilling
or sixpence in the pound for a just debt, which the debtor is well
able to pay, and thereby involve himself in ruin.”

When the Father of his Country could make such mistakes,
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we need not wonder that the common people were befogged.
Washington here says that it was merely intended by Congress
to “stamp a value” upon certain pieces of paper. If value can be
stamped upon paper, it is obviously useless to work for a living.
All that is required to insure plenty and prosperity is to pass a law,
and then set a few printing presses at work. If Congress attempts
to stamp a value upon a thing that is intrinsically worthless and
fails in the attempt, its intentions may form a subject of curious
interest, but they are of no practical importance. .

After the Revolution and to the end of his life, Washington
was an inflexible opponent of bills of eredit, and he had need to
use all his influence against that form of debauchery in Virginia.

The Final Cataclysm. With the mass of the people nothing
could be done. All of them, the wise and unwise together, were
hurrying to a cataclysm. Says Pelatiah Webster:

The fatal error, that the eredit and currency of the Continental money
could be kept up and supported by acts of compulsion, entered so deep
into the mind of Congress and all departments of administration through
the states that no considerations of justice, religion, or policy, or even
experience of its utter inefficiency could eradicate it. It seemed to be a
kind of obstinate delirium, totally deaf to every argument drawn from
justice and right, from its natural tendency and mischief, from
sense and even common safety. This ruinous principle was continued in
practice for five ive years, and appeared in all shapes and forms,
that is, in tender acts, in limitations of prices, in awful and threatening
declarations, in penal laws with dreadful and ruinous punishments, and
in every other way that could be devised, and all executed with a re-
lentless severity, by the highest authorities then in being, viz., by Con~
gress, by assemblies and conventions of the states, by committees of
inspection (whose powers in those days were nearly sovereign), and even
by military force; and though men of all descriptions stood trembling
before this monster of force, without daring to lift a hand against it,
during all this period, yet its unrestrained energy ever proved ineffectual
to its purposes, but in every instance increased the evils it was designed
to remedy, and destroyed the benefits it was intended to p te; at
best, its utmost effect was like that of water sprinkled on a blacksmith’s
forge, which indeed deadens the flame for & moment, but never fails to
increase the heat and force of the internal fire. Many thousand families




BILLS OF CREDIT 57

of full and easy fortune were ruined by these fatal measures, and lie in
ruins to this day, without the least benefit to the country, or to the great
and noble cause in which we were then engaged.

Social Terrorism. When the price conventions failed of their
object, new ones were held fixing new limits, — as, for example,
fourfold the prices of 1774, then eightfold, then tenfold, then
twentyfold, — terrorism being applied in each case to enforce
the decrees. Country folks accused town folks of extortion, and
threatened to come in and take what they wanted by force.
Town folks accused country folks of withholding their produece.
Ldws were enacted against withholders. Anonymous handbills
and broadsides were circulated, threatening vengeance on mer-
chants. Turmoil was everywhere. Society was like a train of
Eskimo dogs when the driver hits with the whip the leader, which
turns and falls upon the dog behind him, and presently the
whole pack are piled together in battle, not one knowing what it
.is all about. As a result of such irrational business disturbances
Boston was, in October, 1779, on the verge of starvation; money
transactions had nearly ceased, and business was done by barter.

Mutiny of Soldiers. In May, 1779, two regiments of Connecti-
eut troops revolted on account of their bad pay. In January,
1781, the Pennsylvania line broke into mutiny for the same
reason and killed a eaptain who tried to bring them to submission.
A soldier’s pay had dropped by depreciation from $7 per month
to 33 cents, although it had been twice raised by Congress.
Washington could not move his soldiers to Yorktown till Robert
Morris, the financier of the Revolution, had borrowed hard money
from -Rochambeau for their back pay.

“New Tenor.” In March, 1780, Congress tried the colonial
experiment of “new tenor” in a very awkward and roundabout
way, and declared old tenor to be worth 40 for 1, the actual
depreciation being 60 for 1. As it was supposed that $200,000,000
of Continental money was now out, this was a repudiation of all
but $5,000,000 of it. The depreciation then went on more rapidly
than before. The new-tenor bills started at a depreciation of 2
for 1, which became 3 for 1 before they reached the army and
dropped to 6 for 1 in a few months. Old tenor went at a galloping

Fon
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pace down to 500 for 1 in Philadelphia, when it ceased to circulate,
In the remoter districts of the South it continued in circulation
nearly a year longer, and until the depreciation had reached
1000 for 1. The Southern people, when they learned that they
had been using the stuff long after it had become worthless in the
North, thought that they had been cheated by the Yankees; this
intensified the sectional distrust which was already so dangerous,

Counterfeiting, Counterfeiters had been at work all the time
and with so much success that Congress was obliged to call in the
entire issues of certain dates and declare them uncurrent after a
fixed period. The issues thus branded fell 25 per cent as com-
pared with those not branded. Still counterfeiting only hastened
the impending crisis, and in that respect it was a public advantage;
for, as soon as paper money was dead, hard money sprang to
life, and was abundant for all purposes. Much had been hoarded,
and much more had been brought in by the French and the
English armies and navies.

Specific Supplies. When the paper had become clearly un-
manageable, early in 1779, Congress bethought itself of specific
supplies as a means of feeding the army. Under this plan requisi-
tions were made upon the states for beef, pork, flour, corn,
forage, etc. Contrary to expectation, this was found to be the
worst device of all, since it called for a vast new system of trans-
portation, warehousing, and accountablity, and opened the door
to innumerable frauds. Robert Morris, the Superintendent of
Fi , protested against it in the beginning as the most wasteful
method of supplying the army, but his protest was unheeded.
Nothing would open the eyes of Congress but an experiment.
Instantly there was a tangle of the public accounts which nobody
could unravel, In some cases flour collected for the army was
not forwarded because there was no money to pay teamsters,
but it remained at the place of collection till it was spoiled.
Other consignments which were actually sent arrived too early
or too late and were left on the ground exposed to the weather.
Cattle forwarded for beef were allowed to wander away. Col-
lections were made and not reported. In August, 1780, Washing-
ton was obliged to send word to a body of militia, who were
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about to march to his aid, not to come, because he could not feed
them. Communicating this fact to Congress, he said, “The
present mode of obtaining supplies is the most uncertain, expen-
give, and injurious that could be devised.”” He said that it had
made impressment necessary, and that impressment could not
last long. Many of General Greene's soldiers could not leave
their tents because they had no clothes. This experiment of
specific supplies was an attempt to carry on government without
any medium of exchange. It was a complete failure.

Impressments. Impressment, somewhat disguised, had been
resorted to from the time when Continental money began to
depreciate. To seize a man’s goods and tender him irredeemable
paper, at a rate which would not enable him to replace the goods,
was confiscation of the diff between the value of paper and
that of specie. All the price conventions were, in fact, impress-
ment conventions under another name. Congress recommended
the impressment of horses and wagons “at a reasonable rate”
as early as 1775. This method of securing ‘supplies was not
unknown to the colonies. New York had resorted to it in the
old French wars, and South Carolina in her Indian wars. Lists
of articles impressed, with the prices attached, are of frequent
occurrence in colonial statutes. These, however, implied payment
in full measure, not long deferred.

When the Continental money began to depreciate rapidly,
impressments became more frequent. In Pennsylvania so many
horses and wagons were impressed that the country people
stopped bringing fuel to the towns. This led to an exception, by
the Council of Safety, of teams engaged in hauling wood or
provisions. In Virginia impressments were so numerous that the
people sent their teams over the mountains or into North Carolina
for safety. Others made a practice of removing and hiding a
wheel or some other indispensable part of a wagon, so that it
might be useless when the impressing officers came. When
‘Washington arrived in camp at Yorktown, ample supplies of
bacon had been collected and stored for the army, south of the
James River, but they could not be moved because the impressing
officers could not find any teams to haul them, in the oldest
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settled part of America. Teamsters who had been impressed
threw out their loads at the wrong places, Others ran away with'
them and did not return. Hamilton wrote to Greene that public
credit was so totally lost that nobody would furnish aid, even in
the face of impending ruin. All this was at the very crisis of the
war, while the fleet of De Grasse was sailing into Chesapeake Bay,
But for that fortunate conjuncture the war could not have been
continued, so greatly had the people been alienated by bad
money and the harsh treatment which it led to.

**Scales of Depreciation.” In May, 1781, Congress recom-
mended that the states should repeal their legal-tender laws, Some
of them had already done so, and now the rest followed suit. All
of them adopted “scales of depreciation” for the settlement of
debts. These were tables showing how much the money was worth
in specie at various times and how disputed accounts should be
settled. The tables were notoriously incorrect. The one recom-
mended by Congress placed the currency at par in September,
1777, whereas it was worth at that time only 33 cents on the
dollar. Of the resulting confusion Professor Sumner said :

The courts could not do justice, b depreciation introduced a
fraud into the very essence of the case, and the agent of the fraud was
almost always innocent, eo far as his intention was concerned. If, there-
fore, the court undertook to release the victim of the fraud from all effect
of the fraud, the injury was simply thrown back on the perpetrator,
who, being innocent, suffered as much wrong as the victim would have
suffered if nothing had been done.

* Not Worth a Continental.” Continental money was now an
object of execration and afterward of derision. “Not worth a
Continental” became a synonym for absolute worthleseness. In
the act of Congress approved August 4, 1790, authority was
granted for funding the bills in 6 per cent bonds “at the rate of
one hundred dollars in the said bills for one dollar in specie.”
Only $7,000,000 turned up to take advantage of this provision.

Continental Money Considered as a Tax. When the final ca-
tastrophe came, some of the wise men of the period exclaimed
that the Continental money was simply a form of taxation, and
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that it had been paid and canceled. Franklin consoled himself
with this idea, saying that the bills clothed and fed the army
and that they operated as a tax, bearing most heavily on the rich,
as was proper, since the rich had the most money. Strange that
80 great & man could have been so deceived! If the Continental
money was a tax, it did not bear heaviest upon those who had
the most, but upon those who kept it longest. Those who had
money due them at fixed times and could not hasten the payment
were lazed, not in proportion to their wealth, but in proportion
to the time the debts had to run. All who depended upon regular
interest payments — and most of the charitable and educational
institutions of the day were in this eategory — were taxed at
various rates up to 973 per cent of their entire income. It is a
complete subversion of ideas to eall this a tax.

The word “tax” is from the Latin tazare, “to value” or “to
appraise.” It presumes a methodical arrang t of the taxabl
persons so that justice shall be done and each shall know what
he has to pay. Taxation is the opposite of confiscation. It was
adopted in order that confiscation might be avoided. Confiscation,
however, has the merit of enabling the government and people
to know how much has been taken, and from whom, so that when
more propitious times come or a higher sense of justice prevails
restitution may be made. The kind of confiscation or taxation
that Continental money produced was hurly-burly. The govern-
ment plundered right and left, and, instead of keeping an account
of persons and things, it told the victims to rob the next ones they
came to.

A euphemism which still lingers is that ** the Continental money
fell gently asleep in the arms of its last possessor.” A truer figure
of speech would be that it passed out of the world like & vietim
of delirium tremens. )

The Alternative. It may be asked what else eould bave been
done. If the Continental money was a disguised tax, certainly an
undisguised one would have been better. What the government
required was army supplies. These were partly the products
of the country and partly imported, the latter being paid for with
the products of the eountry. The people did not avoid the neces-
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sity of parting with their products by the device of issuing paper
money. Except what was borrowed and begged abroad, the whole
cost of the war was paid by the thirteen states out of their annual
produce. Therefore it was a question merely of how the contribu-
tions should be levied. Regular taxation is always better than
confiscation, because it is more economical and because it con-
serves the public morals, the confidence of the citizens in their
own government, and the respect of the world. Perhaps, how-
ever, under the circumstances regular taxation was impossible.
Some authorities have reached the conclusion that the use of
Continental currency was unavoidable.

Display of Luxury during the War. One of the striking phe-
nomena of the Revolution was the great display of luxury. Frank-
lin wrote in 1779, “The extravagant luxury of our country in the
midst of all its distresses is to me amazing.”” Another writer says,
“Every form of wastefulness and extravagance prevailed in town
and country, nowhere more than in Philadelphia under the very
eyes of Congress — luxury of dress, luxury of equipage, luxury of
the table.” 1

This is not hard to understand. If a man owed $1000 gold
value and was enabled to pay it with $100, he had $900 disposable
for other purposes. As this money had not come by hard labor,
he would naturally be somewhat free in spending it. He would
give good dinners, drive fast horses, and buy fine clothes and
jewelry for his family. It was the transfer of property from frugal
persons to spendthrifts. While it continued, it gave a deceitful
appearance of prosperity. Like conditions prevailed during the
Civil War, in both the North and the South.

Post-Revolutionary Bills, After the war seven states (Rhode
Island, New York, New Jersey, Pennsylvania, the Carolinas, and
Georgia) plunged into paper-money debauchery afresh. There
were also severe struggles over the question in New Hampshire,
Massachusetts, Maryland, and Virginia.?

1 Greene’s Historical View of the American Revolution. Houghton Mifflin
Company.

2 See the first volume of McMaster’s History of the Pwpkaﬂhe Umlod Slala
(D. Appl Century Company), where these
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CHAPTER IV

GOLD: MINING AND PRODUCTION
MinNeg

The metal gold occupies & unique place among the substances
of which the earth is composed. It is accepted by civilized man-
kind without compulsion and without limit in exchange for all
other kinds of property and for all the services that men render
to one another for hire. For this reason it is an object of universal
desire. As a mineral it is sought for with greater eagerness than
any other substance in or upon the earth.

Gold is yellow in color in the natural state, and is the only metal
that is so. Its atomic weight is 197.2, that of hydrogen being
reckoned as 1. Its specific gravity is 19.3, being exceeded only by
that of platinum, iridium, and osmium. Its melting point is
1945° F., at which temperature there is no perceptible loss by
volatilization, even when long continued and often repeated. It
is the most ductile of the metals. It can be beaten into sheets
suorovs of an inch in thickness. A single grain can be drawn into
a thread five hundred feet long. As a conduetor of electricity it is
inferior only to silver and copper.

Where Gold is Found. Gold is found in placers in the beda of
existing rivers, or in those of past geological ages, which are now
dry or uplifted or buried under new strata. It isalso found in veins
of rock formation. It has been found in the United States in rocks
of all geological ages. Some geologists believe that gold in fissure
veins was deposited there from chemical solutions forced up-
ward from deeply buried rocks of various kinds, from which the
gold had been leached under great pressure and heat. Gold is
found also in bedded veins of sedimentary rock in conjunction
with silver, iron, lead, and other metals, It has been found in

. 64
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common clay, and also traces of it in sea water. Placer gold has
been separated from vein formations and conveyed by running
water, in conjunction with gravel and other detritus, to the places
where it is found.

The majority of the stock of gold in existence in 1890 had been
obtained from placer deposits. For the last thirty years most of
it has come from veins in rock formation. For example, most of
the South African gold in the Transvaal occurs in this form. Some
of the veins in that region are now being mined at a depth of eight
thousand feet. This gives rise to a serious problem, since the heat
at that depth is very great. Various air-cooling devices have been
installed in order to permit the working of the deep veins. It is
estimated that great deposits of gold exist at even lower depths,
Unless improvements in air-cooling can be developed, much of
this gold may never be mined.

Its Affinity for Quicksilver. Gold does not suffer any change
by exposure to the air or by being buried in the earth. It is rapidly
dissolved in quicksilver at ordinary temperatures, and forms with
it an amalgam, either fluid or pasty or solid, according to the
proportions of each metal present. The quicksilver can be dis-
tilled from the mass by heat and recovered by condensation, the
gold being left solid. It thus becomes an agent of supreme im-
portence in the production of gold. Its use was known to the
ancients. Pliny says with truth that if gold mixed with impurities
is shaken in a vessel containing quicksilver, the latter will absorb
the gold and reject the impurities, and that the quicksilver can
then be squeezed through a skin, like perspiration, leaving the
gold pure. Quicksilver has the same affinity for silver as for gold.

Placer Gold. Placer gold is of various sizes, ranging from dust
up to nuggets weighing many pounds, and of va.riousfglegrees of
purity. That of Australia averages 950 in 1000, being pufer than
any gold coin now in use; that of California averages 884 ; that:
of Montana 895. Native gold is almost always associated with
gilver. In 1000 parts of placer gold of California, 112 are com-
posed of silver and 4 of base metal.

Methods of Collection. The most common method of obtain-
ing alluvial, or placer, gold is by washing river sands. *Panning”
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was practiced by the Egyptians in prehistoric times. This process
consists of stirring with the hands a quantity of gold-bearing sand
in a hollow vessel filled with water. The gold, being heavier than
the other material, sinks to the bottom. The earthy matter is
spilled over the top of the vessel from time to time as the stirring
proceeds. When the panful has been thoroughly washed most of
the gold contained in the mass will be found in the bottom of the
pan. As there is always some sand and gravel left, it is customary
to collect the gold by means of quicksilver.

Sluicing is the method by which auriferous (gold-bearing) sands
and gravels are now attacked in places where water can be ob-
tained in sufficient quantity. In the ancient world water from
gold-bearing mountains was made to flow over sheepskins and
other hides, in which the particles became entangled, Thence,
probably, came the legend of the golden fleece.

Sluicing is performed by shoveling gold-bearing earth into
running water, which is made to pass through a wooden conduit,
on the bottom of which are fastened a series of “riffles,” or ob-
structions, against which the heavier portion of the material
lodges. Quicksilver is fed into the stream at various places in the
form of a fine rain, being squeezed through chamois leather or

" canvas to give it dispersion. It passes down the inclined surface
and lodges with the other heavy material against the riffles, where
it collects the gold by amalgamation, When the first riffle is full,
the material suspended in the water passes over the obstruction
and is caught in the next one, and so on till all are filled. Then the
“cleanup”’’ begins, The gold is \yfound amalgamated with the
quicksilver.

Hydraulic mining is sluicing on a large scale, in which the
force of a jet of water is used, instead of shoveling, to break down
the bank and move the earth and gravel to the entrance of the
sluice. For this purpose a powerful head of water is required,
from one hundred to three hundred feet higher than the ground
to be operated on. The water is collected in mountains, some-
times at long distances from the works, and brought in ditches
which follow the contour of the country, often crossing valleys on

 high trestlework or by inverted siphons. Sometimes the “pay
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gravel”’ is found where there is insufficient drainage, and it be-

-comes necessary to excavate tunnels to carry off the “tailings.”
One such tunnel in California was 7874 feet long. The water
is delivered against the bank through an iron nozzle with some-
thing like the velocity of a cannon ball. It soon excavates a hole,
which is gradually enlarged until the superincumbent mass falls
down. Then this is attacked by the same means, and the whole
mass begins to dissolve and follow the drainage line, which brings
it to the sluices, constructed like those already described, but on a
much larger scale. They are operated on the same principles as
the smaller ones. Hydraulic mining is the most economical of all
methods of obtaining gold.

The disposition of the tailings has been the most serious prob-
lem of hydraulic mining in California. Not only is the natural
drainage of the country altered by these operations, but stupen-
dous quantities of earth are carried down and deposited in the beds
of the rivers, which are caused to overflow their banks and spread
the detritus over the adjoining lands, to the ruin of agriculture.
A vast deal of litigation ensued, and the state legislature was com-
pelled to intervene for the protection of the farmers.

Dredging bas come into common use in many parts of the
world where beds of present rivers and lake bottoms are known
to contain gold. Much New Zealand gold is secured in this man-
ner, some dredges operating on the seacoast.

Quartz-Crushing, Gold existing in rock formation is either
free-milling or combined chemically with other substances. Often
both are found in the same mine. Free-milling ores are treated
by crushing and then amalgamating with quicksilver. In reaching,
the metal and tearing it from the rock, man accomplishes with his
own hands what nature has done for him in the case of placer gold.

There are numerous methods of crushing free-milling ores, the
'one most largely used being that of the stamp battery. The ore
is first reduced to the size of a walnut by a stone-breaker. It is
“then put into an elongated mortar made of cast iron, which bas a
series of iron pestles arranged side by side, so as to be lifted, one
by one, by a revolving wheel and allowed to fall. Water is sup-
plied to keep the mass in a splashing state, and also quicksilver
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to amalgamate the gold as it is released from the pulverized rock.
Sometimes the sides of the mortar are lined with copper plates
which have been previously amalgamated with quicksilver, as the
amalgam produced in the mortar tends to adhere to the surface of
such plates. The contents of the mortar are thus reduced to a
pulp, which is allowed to flow slowly over a series of amalgamated
copper plates, by which still more of the gold is amalgamated and
retained, the remainder passing off as tailings. The tailings con-
tain some gold, and are subjected to further treatment. The ex-
cess of quicksilver in the amalgam is recovered by squeezing it
through filter bags of chamois leather or buckskin, which leaves a
solid amalgam. The remainder is evaporated by heat and the
vapor condensed by passing through pipes which are submerged
in cold water. The solidified gold remains.

Chlorination. There are two important chemical processes for
the extraction of gold from sulphides and other refractory ores:
one by chlorine, the other by sodium, potassium, or calcium eya~
nide. By the former the ore is first reduced to sizes small enough to
expose all the gold contained in it to contact with chlorine gas.
It is then roasted, either in a reverberatory or a revolving furnace,
in order to expel sulphur, arsenic, and other impurities which
would impede the action of the chlorine. The charge is then drawn
from the furnace and sllowed to cool, after which it is shoveled
into a vat and impregnated with chlorine gas. Then it is leached
with water, as wood ashes are leached for making lye. The result~
ing liquor contains chloride of gold, which is usually precipitated
by adding to it a solution of sulphate of iron, the gold falling to
the bottom in the form of a powder, and usually in a very pure
state, sometimes as high as 990. Precipitation can be effected
also by passing the solution over charcoal, to which the gold ad-
heres, the charcoal being afterward burned and the gold recovered.

The Cyanide Process. The cyanide process was discovered in
1888, and first used in New Zealand. A solution of eyanide of
potassium or sodium will dissolve metallic gold. This affinity is
now the basis of great industries and has enabled mankind to
save large quantities of the precious metal that would otherwise
have been lost. The process is substantially like that of chlorina-
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tion, except that roasting is not generally required. The ore is
first comminuted, as in chlorination, and placed in large vats,
where it is leached by a dilute solution of cyanide, the liquor being
allowed to remain until all the gold has been extracted. It is then
drawn off by a stopcock into a box under the vat. The gold is
precipitated by zinc shavings, and falls to the bottom of the box
in the form of a slime. Another method of precipitating the gold
is by electrolysis. A current of electricity is passed through the
solution, and the gold is precipitated on thin sheets of lead sus-
pended in it and to which it adheres. These are melted in order
to recover the gold. More recently sheets of aluminum have been
used instead of lead, as the gold can be removed without injury
to the sheets. The cyanide process has added largely to the pro-
ductiveness of the gold fields of South Africa and elsewhere, and
has made the accumulated tailings of past years a source of profit.
It has made many mines profitable that could not be worked be-
fore. There are also many methods of extracting gold by smelting,
from other metals associated with it.

In the United States today the gold extracted by the following
methods is approximately as follows : cyanide, 30 per cent ; placer,
25 per cent; amalgamation, 24 per cent; smelting, 20 per cent;
chlorination, 1 per cent.

ProbucTION

It is only during comparatively recent times that we have accu-
rate figures on world gold production. It is estimated, however,
that from 1493 to 1600 something over 24,000,000 fine ounces were
produced in various parts of the world. From 1600 to 1700 an-
other 29,000,000 ounces were added. The eighteenth century
showed an increase; during that century over 60,000,000 ounces
were extracted. Production was increased only slightly during
the first half of the nineteenth century, amounting to about
38,000,000 ounces. From 1493 to 1850, therefore, total world
preduction was only about 150,000,000 fine ounces. At $20.67
an ounce this amounted to slightly over $3,000,000,000.

The production for the first half of the nineteenth century, as
computed by the Director of the Mint, is the following :
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Pzriop ANNUAL AVERAGE ToraL ror Pesiop
1801-1810 . . . . . . ... .. $11,815,000 $118,152,000
1811-1820 . . . . . .. .. .. 7,606,000 76,063,000
1821-1830 . . . . ... .. .. 9,448,000 94,479,000
1831-1840 . . . . . . .. ... 13,484,000 134,841,000
18411850 . . . . . ... ... 36,393,000 363,928,000
Halfcentury . . . . ... .. $15,749,200 $787,463,000

-Gold ‘Production, 1850-1934. After 1850, however, owing to
the discoveries in California and Australia, gold production in-
creased with startling rapidity. The next fifty years saw more
than twice as much gold added to the world’s stock as had been
produced during the preceding three and a half centuries. The
total came to nearly 340,000,000 ounces, with a value somewhat
under $7,000,000,000.

Statistics of the world’s production of gold in the second half
of the nineteenth century, as published in annual reports of the
Director of the Mint, are as follows:

Pzriop . ANNUAL AVERAGE Toras ron Pexmiop
1851-1855 . . . . . . . .. .. $132,513,000 $662,566,000
1856-1860 . . . . . . .. ... 134,083,000 670,415,000
1861-1865 . . . . . . . . .. . 122,989,000 614,944,000
1866-1870 . . . . . . . .. .. 129,614,000 648,071,000
1871-1876 . . . . . . ... .. 115,577,000 577,883,000
1876-1880 . . . . . . ... .. 114,586,000 572,391,000
1881-1885 . . . . . . ... .. 99,116,000 495,582,000
1886-1890 . . . . . . ... .. 112,895,000 564,474,000
1891-1895 . . . . . .. . ... 162,947,000 814,736,000
Forty-fiveyears . . . . . . . $124,892,000 $5,621,602,000
SmvoLe YEaRs
1896 . . . . . . ... e . $202,251,600
2. 236,073,700
8- - 286,879,700
1899 . . . . . ... e e . 306,724,100
L 1 e 254,576,300
Second halfcentury. . . . . ... ... ... .. $6908,107,400
First halfcentury . . . . . . . . .. ... ... ‘787,463,000

Century (at $2067anounce) , . . . . . ... .. $7,605,570,400
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Probably 10 per cent of the world’s gold production escapes the
notice of statisticians altogether.

Still gold production did not slacken ; instead, during the first
fifteen years of the twentieth century it showed a spectacular
gain, resulting from the extension of operations in the Rand and
the new discoveries in Alaska and the Yukon, The cyanide proc-
ess and other efficient methods added to the volume of the golden
stream. From 1901, in which year the output came to 12,625,527
ounces, with a value of $261,000,000 (at $20.67 an ounce), the total
rose to 22,737,520 ounces in 1915, with a value of $470,000,000.
During these fifteen years approximately $6,000,000,000 in gold
was mined. In the decade ending with 1915 more gold was pro-
duced than had been extracted from 1493 to 1850. Then, because
of rising costs of production, owing to inflation in the warring
countries and most of the neutral nations, production began to
decline. But the next five years, 1916-1920, were still responsible
for nearly $2,000,000,000 more. The amazing fact is that the first
twenly years of the twentieth century brought more gold to the world’s
stocks than had been added in the preceding one hundred years.

An interesting fact should be noted bere. Since in gold-
standard countries the price of gold has, in the past, been defi-
nitely fixed at a certain sum, rapidly rising prices will increase costs
of production and destroy a large portion of the profits from gold-
mining. The miners can get only so much for their product, re-
gardless of their costs of production. In this country from 1837
until February, 1933, the miner could get $20.67 a fine ounce, no
more and no less, since the government stood ready to buy all
offered at that price, and sell to all buyers at the same figure.

By 1922 world gold production had decreased to 15,576,000
ounces, the smallest figure since 1902. With lowered costs due to
the great price decline in 1920 and 1921, following the war, pro-
duetion again increased, until by 1929, the last predepression
year, an annual figure of almost 20,000,000 ounces, with a value
of $400,000,000, had been reached. The collapse of world prices,
beginning in 1929, brought in its train much lower costs, with the
result that in 1932 the previous peak (1915) was left behind. The
two years 1932 and 1933 brought about 50,000,000 ounces into
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world markets, with a value of approximately $1,000,000,000 (at
$20.67 an ounce). In 1934 production again increased.

How long such a high figure can be maintained cannot be fore-
told. The last three years have seen reopening of old mines, ex-
ploitation of poorer veins, a rebirth of prospecting all over the
world, and a boom in gold-mining stocks. When, early in 1934,
the United States increased the price of gold to $35 an ounce, it
really gave a tremendous subsidy to owners of gold mines, in-
creasing their profits tremendously. Prices and costs of produc-
tion may increase considerably before this additional profit of $15
an ounce becomes impaired. If other nations follow the example
of the United States and set a new and higher price for gold, it
may be years before we again see a decline in gold production.
At $35 an ounce nearly $1,000,000,000 was produced in 1934.

Since 1920 gold production by years has been as follows :

Ymazr (el ) 4 Varoet
1921 . . ... L. ... 15,976,000 $330,232,000
1922 . . ... ... ... 15,452,000 319,420,000
1923 .. ... ... 17,791,000 367,764,000
1924 . . ... ... 0., 19,031,000 303,406,000
1925 . . . ... ... 0. .. 19,026,000 393,301,000
1926 ... ... ... ... 19,349,000 399,982,000
1927 . . . ... . 0. 19,431,000 401,678,000
1928 . .. .. L. ... 19,700,000 407,236,000
. 19,500,000 403,104,000
1930 . .. ... ... 0. 20,836,000 430,725,000
D 2 22,940,000 461,592,000
1932 .. ... ... ... 24,154,000 499,241,000
933 .. ... ..., 25,280,840 522,650,000
1934 . . . ... L. 26,910,000 556,229,700

During the past sixty years the Director of the Mint estimates
that over 800,000,000 fine ounces of gold, with a value of nearly
$17,000,000,000, have been produced.

Gold-producing Centers. The chief gold-producing centers at
the beginning of the nineteenth century were Mexico, Colombia,
Brazil, Peru, and the province of Buenos Aires in the Western

1At $20.67 an ounce,
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Hemisphere, and Russia and Hungary in the Eastern Hemisphere.
Small quantities were obtained also from the East Indies and from
Africa. From 1801 to 1810 the average annual yield from all coun-
tries was about $12,000,000, two thirds of which came from Amer-
ican mines. Revolutionary disturbances in Mexico and South
America, which broke out in 1810 and continued till 1824, caused
a great reduction of their output of both gold and silver. The
world’s production of gold declined to an average of $7,600,000
per year, which was not sufficient, in the opinion of Mr. William
Jacob, a leading authority for that period, to supply the amount
used in the arts and make good the loss by abrasion, shipwreck,
and other accident. After the restoration of peace in those coun-
tries there was a gradual gain in their production of gold. That of
Russia increased also, her average output from 1837 to 1848 being
$12,500,000 per year, or more than that of the whole world at the
beginning of the century.

California and Australia. On January 19, 1848, James Wilson
Marshall found a small lump of gold in the tailrace of Sutter's
sawmill in El Dorado County, California. This discovery led toa
search in the bed of the stream, and also in the adjoining ground,
which was found to contain rich deposits of the precious metal.
The news spread like wildfire throughout California and the
Pacific coast of North and South America, and later to the At~
lantic states, and all civilized countries, leading to a great immi-
gration of gold-hunters. The production of the metal in California
alone in 1850 was $36,000,000, being equal to the annual average
of the whole world during the preceding decade. It reached
$56,000,000 in 1851. In the latter year a similar discovery of
placer gold was made in New South Wales, Australia, followed by
a still more important one in the colony of Victoria. These dis-
coveries were also attended by public excitement and heavy im-
migration. The production of gold in Australia and New Zealand
rose to $65,000,000 in 1854. Concurrently with these discoveries,
there was a considerable increase of production in Russia, which
reached $25,000,000 per year.

The Comstock Lode. The next great discovery of the precious
metals was that of the Comstock lode in Nevada. This was &
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fissure vein four miles long in rock of the Tertiary period. It was
situated at the base of Mt. Davidson in the Virginia range, an
offshoot of the Sierra Nevada. In the central part of the fissure
its width was about three thousand feet. The gangue, or vein-
stone, was quartz, not uniformly distributed in the fissure, but
coagulated in large bodies called “bonanzas.” The magnitude of
this deposit may be inferred from the fact that, since 1861, when
it was first worked scientifically, it has yielded over $350,000,000
of bullion, and that one hundred and ninety miles of shafts and
galleries have been excavated in it. Forty per cent of the bullion
produced was gold, and 60 per cent silver. By 1882 the richest
ore bodies of the Comstock lode had been exhausted, and the
annual yield had fallen to $1,333,000, from which point, however,
there was a recovery to $7,000,000 in 1887, owing to the working
of low-grade ores that had been previously neglected.

South Africa. In the meantime (in 1884) a discovery had been
made in South Africa that was destined to surpass in magnitude
the Comstock and every other deposit of the precious metals that
the world had ever seen. This was in the Witwatersrand of the
Transvaal. Here the country rock is a bed of sandstone, inter-
laminated with deposits of conglomerate, which the Dutch call
“banket.” This conglomerate carries the gold, the average being
ten pennyweights per ton of material. ' Borings to the depth of
many thousand feet have found the gold-bearing reef undimin-
ished. The outcroppings of the reef have been traced for a dis-
tance of forty miles. The production of the Transvaal in 1898
was $78,070,761. There was an interruption of the working of the
Rand mines in the latter part of 1899 and in 1900 by reason of the
war with Great Britain. In the latter year the production fell to
less than $10,000,000, but after the war it rose, in 1903, to
$59,000,000.

The Klondike. One of the most surprising discoveries of
modern times was that of the gold placers of the Klondike in the
Yukon Territory of Canada. These are deposits underneath
ground which is perpetually frozen. The early method of obtain-
ing the gold was to sink a shaft through the frozen ground by
means of hot boulders. Then a drift was run by building a fire
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against the face of the ground. The gravel was thrown out and
left till surmer, when it thawed and was washied by panning. All
the gravel thrown out by two men in eight months of winter could
be washed in two months of summer,

Changing Sources of the World’s Gold. In 1909 the United
States produced approximately $100 000,000 in gold. By-1931,
in spite of some increase in the preceding two or three years,
the total had fallen to less than half of the 1909 figure, to be ex~
act, $45,762,000. Other nations were likewise shifting their posi-
tions. The output of Australia had risen to nearly $90,000,000 in
1903; by 1932 it had sunk to $20,000,000. In 1900 Canada was
responsible for almost $28,000,000, but by 1908 she was producing
less than $10,000,000 a year. However,-the rebirth of gold-mining
and new discoveries have placed our northern neighbor in second
place among the gold-producing nations. In 1931 the output of
Canadian gold had risen to $55,715,000, placing the United States
definitely in third place, with Russia not far behind, with a total
of $35,162,000 for 1931. In 1932 Canada again showed an in-
crease, to $63,000,000. The United-States showed little change,
but Russia had jumped to $41,000,000, which was much less far
behind the United States than in the previous year.

The following table reveals the changing souroes of the world’
gold between 1908 and 1932:

Couxray | 1008 1032
Africa. . . ... ... ..., $166,520,500 $263,276,000,
United States . . . ... ... 94,560,000 45,877,000
Australia . . ... ...... 78,327,300 20,561,344 "
Russia . ........... 28,052,200 41,139,000 -
Mexico . . .......... 22,371,200 12,082,419
BritshIndia . . . ....... 10,598,500 | . 6,814,000
Canada . . . ......... 9,842,100 63,061,000 -
Japan . . . ... ..., .. : e 9,000,000

Shift in Gold Centers in the United States. The centers of
gold production have shifted in the United Sta.bes, as follows (m
thousands of fine ounces) :
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DE::::::“ 1010 1920 1925 1628 1930 1033
Colorado . . 993 (1) 363 357 259 218 270 (4)
California . . | 989 (2) 716 642 513 450 | 670 (1)
Nevada . . . [913(3) 176 180 178 140 128 (7)
Alaska . . . 787 (4) 413" 301 331 407 433 (3)
South Dakota | 260 (5) 210 288 318 406 479 (2)
Utah . . . . |209(6) 103 181 211 209 146 (6)
Montana . . [180(7) 92 84 60 47 38 (10)
Arizoba . . . | 165 (8) 240 204 190 149 67 (8)
Idabo. . . . | 50(9) 23 20 20 21 41 (9)
Philippines . 7 (10) 62 92 89 185 230 (5)

For years Cripple Creek, Colorado, was the source of a great part
of American gold, but now the center has shifted to other regions.

During the past six or seven years nearly 50 per cent of the
annual production has come from the Transvaal. Other portions
of the British Empire, especially Canads and Australia, are re-
sponsible for another 20 per cent, The recent gold-mining boom
in Canada is a matter of common knowledge, Canadsa having now
displaced the United States as the second largest producer. Re-
cently, extensive new discoveries have been made in Kenys, a
British colony, just south of Ethiopia (Abyssinia). It is expected
that exploitation of these new fields will yield remarkable results.!
» Effect of New Gold on Prices. It was the opinion of Cairnes and
Jevons of England, of Levasseur of France, and of Soetbeer of
Germany, eminent economists and statisticians of the nineteenth
century, that the great output of gold in the fifties and sixties had
caused an average increase of the prices of commodities equal to
about 20 per cent. In some cases tha, increase was greater than
the average, in others less, and in still others it counteracted a
decline of price which would ordinarily have taken place by reason
of new inventions and improved processes of production. The
four authorities named, working independently of one another,

1 A recent volume of great value and wid d interest is a collection of
articles appearing originally in the London T'imes, but now published in &
gingle volume entitled Gold. This may be obtained from the New York
office of the London Times,
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reached this opinion about sixty years ago, and it may be accepted
as one of the established facts of statistical science.

The way in which new supplies of gold operate on prices will
now be considered. The essential quality of gold is that it con-
stitutes purchasing power. It is per se a demand for goods. People
do not mark up the prices of the things they offer for sale merely
because new gold mines have been discovered, however rich they
may be. If a portion of the community (gold-miners or others)
should find two dollars in their pockets where there had been only
one dollar before, prices would not rise in consequence merely of
that fact. Tradesmen would ask the same prices for their wares,
laborers would work for the same wages as before, buyers would
expect to receive the same quantities of goods for a dollar as
before. But the possession of double the quantity of money by
the fortunate persons would double their demand for goods, and
this increase of demand would cause an advance of prices. The
attempt to supply the demand would call for more labor and cause
an advance of wages. Then the advance of wages would enable
the wage-earners to improve their style of living by buying more
goods, and there would be a further advance in prices unless it
should be counteracted by new facilities of production and
transportation.

It was in this way that the new supplies of gold operated to
cause the advance of both prices and wages in the twenty years
succeeding the great gold discoveries of California and Australia.
The community was not made richer by using two dollarsinstead of
one to transact a given amount of business, but an advantage was
given, as Professor Cairnes showed at the time, to wage-earners
over reniiers and others having fixed incomes. The former had
steadier employment and better pay and a fairer chance to rise in
the world, while the latter were obliged to pay higher prices for
consumable goods without any enlargement of their income.*

1 As a result of the rapid increase in the output of gold, Mr. White prophe-
sied in his second edition, published in 1902, ““The new supplies of gold in
the last decade of the century appear to have caused an advance of prices,
which seems likely to be progressive for some years to come.” The truth of
this prophecy was borne out by subsequent developmenta.
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Gold Reserves. The gold reserves of central banks and govern-
ments for selected years from 1913 were (in millions of doliars) :

1013 1920 1926 1029 1933 | 19341

United States . . . . | 1,200 | 2,451 | 3,985 | 3,900 | 4,012 | 8,002
Framece . . .. ... 679 686 711 | 1,633 | 3,022 | 5,468
England . ... .. 165 754 695 710 928 | 1,682
Spain. ... .... 92 474 489 495 436 740
Belgium. . . .. .. 48 51 53 163 380 609
Switzerland . . . . . 33 106 90 115 386 621
Netherlands . . . . . 61 256 178 180 371 601
Italy . . . ... .. 265 204 219 273 373 541
Germany . . . ... 279 260 288 545 92 33
Russia . . ..... 872 105 20 147 416 716
Others . . ... .. 1,149 | 1,885 | 2,167 | 2,136 | 1,514 | 2,672
Total . . . .. .| 4933 7,231 | 8,965 |10,297 |11,930 (21,585

During the twenty-year period 1913-1933 the gold reserves
of central banks and governments increased about 140 per cent.
‘The increases in the relative and absolute amounts beld by the
United States and France are especially noteworthy. Aside from
the fact that an alleged scarcity of gold may bave, it is argued,
helped to bring about the world-wide depression which began in
1929, the table would seem to indicate clearly that the amount
~of gold which was in existence was much less evenly distributed
among the nations in 1933 than in 1913.

Continued Popularity of Gold. We were told many times in
the years before the depression that a severe gold scarcity was
unavoidable. When England left the gold standard in 1931, and
many countries followed her example, we heard that gold had lost
favor, that it might never again be a universal standard. But all
_over the world men are searching for and digging gold with more
energy than has been exhibited before in modern times. Perhaps
gold has not become 80 unpopular after all ; it seems to have lost
little of its charm for human beings. If there was an actual scar-
city of gold, it appears to be on the verge of being remedied.

1 As of October 31, and at $35 an ounce. Previous figures are at $20.67
an ounce.
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Distribution. of Gold. The present great maldistribution of
gold reserves in the important countries of the world remains,
however, & serious problem. No adequate solution has yet been
presented to solve this great obstacle to a return to a period of sue-
cessful functioning of the gold standard. In 1933, of a total of
about $12,000,000,000 in monetary gold held by banks through-
out the world, over $4,000,000,000 was in the United States, over
$3,000,000,000 was in France, and nearly $1,000,000,000 in
England.” These three countries, therefore, held three fourths of
the world’s monetary gold. At one time in 1931 the United States
held approximately $5,000,000,000, but lost over $800,000,000 in
the last three months of 1931 and the first half of 1932, owing to
the fear that the United States might leave the gold standard.
India, to the world’s amazement, during 1931 and 1932 disgorged
several hundred millions in gold. A tremendous amount of gold-
hoarding has been going on throughout the world since 1930.
Some authorities estimate that universal conditions of panic have
led to enough hoarding to offset all the new production since that
year, Devaluation of the dollar on January 31, 1934, led to a
tremendous increase of nearly 70 per cent in world gold stocks
expressed in dollars. After the dollar was devalued early in 1934,
the flow of gold to the United States again increased, nearly
$2,000,000,000 having been added to our stocks gince that time.
By the summer of 1935 the total gold holdings of the United
States reached an all-time high point, even at the old price of
$20.67 an ounce. At the new price of $35 our gold supply is now
over $9,000,000,000.

Ons of the chief reasons for the fear of -a severe eredit infla-
tion, rather than a currency inflation, which is becoming so gen-~
eral throughout the United States is that this vast amount of
gold will, if used to support the amount of bank credit pt:oslsi'b]‘e\k
make & great rise in prices inevitable.



CHAPTER V
MONETARY STANDARDS

In the previous chapters we have made oceasional references to
the gold, silver, and bimetallic standards. It is now necessary
that we explain what is meant when we say that Germany aban-
doned the silver standard for gold in 1873, that England adopted
gold in 1816 and remained on it until the beginning of the World
War, that the United States was legally on bimetallism from 1792
to 1873, and that during the World War most of the world was
off the gold standard but later returned to some form of it.
During the past three years many arguments have been ad-
vanced in favor of a return to bimetallism, What, therefore,
are the characteristics of these various standards?

The Gold Standard. When a nation adopts a single metal as
its monetary base, it is on a monometallic, or “single,” standard.
We find, in describing the gold standard, that there is no one single
type, however. There are various forms of the gold standard ; in
prewar days there was more uniformity regarding it than since
1924. The type of gold standard in vogue throughout most of the
world in 1913 is sometimes referred to as the true, real, full, or
complete gold standard. Sometimes it is called the prewar gold
standard, although this is not strictly accurate, since in pre-
war days several countries had what we call the gold-exchange
standard.

The characteristics of the full, or complete, gold standard are as
follows: .

1. The actual monetary unit is a weight of gold. For example,
in England there were 113.0015 grains of pure, or fine, gold in the
pound sterling. In the United States there were 23.22 grains of
pure gold in the dollar. We arrived at this figure by setting & price,
$20.67 an ounce, at which the government would buy gold. There-

80
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fore one dollar would buy 23.22 grains. To find how much the
British pound was worth in American dollars we divided the num-
ber of grains of gold in the dollar into the number of grains of gold
in the pound. The result is the well-known figure of $4.8665, which
is termed the mint par of exch Since J y 30, 1934, the
price of gold in the United States has been $35 an ounce. An
American gold dollar, therefore, now means 13.71 grains of fine
gold.

2. There is free and unlimited coinage of gold. Anyone with
gold can bring it to the mint and have it coined, receiving in re-
turn, if he chooses, gold dollars. In most countries, however, the
practice is for the mint to buy at a fixed price all gold offered.
The mint also stands ready to sell gold to all who wish to buy at
the same price. The gold dollar under this system containg prac-
tically a dollar’s worth of gold, being what was previously de-
scribed as a commodity standard, or full-bodied money.

3. There is free movement of gold into and out of the arts.
‘What this means is that since gold has two uses, monetary and in-
dustrial, there should be no restrictions on the free movement
from one use to the other. In the United States gold coins could
be melted down for industrial purposes, such as the manufacture
of jewelry, fountain-pen points, gold leaf, ete.

4. All other kinds of money are redeemed freely on demand in
gold. By the Gold Standard Act of 1900 the Secretary of the
United States Treasury was required to maintain all forms of cur~
rency at a parity with gold. Free redemption was the method
" used to comply with the law. In most gold-standard countries
gold coins were in actual circulation, passing from hand to hand ;
most gold in the United States, however, circulated in the form of
gold certificates. . .

5. There are no restri¢tions upon the exportation or importa-
tion of gold from or into a country. As we shall see later, in the.
chapters dealing with foreign exchange, when exchange rates be-
tween the United States and England rose to what is called the
gold-export point, gold flowed from the United States to England.
‘When exchange rates fell to the gold-import point, gold flowed in.
The difference between the mint par of exchange and the gold
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points was determined by the cost of packing, transporting, and.
insuring the gold. Consequently, when a country prohibited the
exportatxon ‘of gold, by declaring an embargo, we said that eoun-
try was no‘longer on the gold standard, at least internationally.

If it also refused to redeem its currency in gold, it was off the gold
standard internally as well.

6. Gold is generally full legal tender ior all debts, public and
private.

The Silver Standard. If we substitute the word “silver” for
“gold” in the paragraphs above, we have a statement of the
characteristics of the silver standard.

‘7 Historically nations have been on gold or silver without fulfill-
ing all the requirements which have just been outlined. Aside
from the maintenance of a fized price of the metal, the most im-
portant characteristics of the full, or complete, standard are that
gold or silver reserves shall be used to maintain free redemption
and that there shall be no restriction on their international move-
meénts. We repeat that it must not be thought impossible to have
a gold or a silver standard without the presence of all these char-
acteristics. "The United States was the only major nation whose
postwar gold standard was similar to the one just described. Most
of the countries had returned to gold following the war, but in dif-
ferent forms. The only places actually on silver today are China,
Hong Kong, Eritrea, Ethiopia (Abyssinia), and possibly Persia.
Frequently we are told that India, the Orient, Mexico, and South
America are on silver. This is not true. Just because a country
has a large amount of silver in cu-culat)on is no sign that itison a
silver standard.

The Gold-Bullion, or Gold-Bar, Standard. This is a gold stand-
ard of a different type from the one previously described. Under
it gold is not freely coined, but the mint or the eentral bank still
buys gold bullion at a fixed price. There is also no restriction on
the exportation or importation of gold. The important point is
that currency is redeemed not in gold coin, but in gold bars. This
is the form of the gold standard adopted by England in 1925 and
by France in 1928. Between 1925 and September, 1931, when
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England again suspended gold payments, anyone wishing gold
had to bring enough Bank of England notes to that bank to equal
the value of a bar of gold weighing four hundred ounces, approxi-
mately $8000. The Bank of France still redeems its notes in gold
bars, since it is one of the few major nations still on gold. The
act of July 3, 1934, establishing the Bank of Canada, the new
central bank, provides for redemption of that bank’s notes in gold
bars, upon re-establishment of the gold standard.

The chief reason for selecting the gold-bullion standard is to
economize on gold. For years it was felt by British monetary
students that no nation could really be on gold unless gold coins
were in actual circulation. During the war, however, gold was
called in by the government, and, when the question of returning
to the gold standard arose, it was realized that the British gold
reserves were not sufficient to permit gold again to circulate freely
as before the war. It is more difficult for the average individual
to hoard gold under this system. The French peasants, however,

found a way around this obstacle by co-operating to gather to-
gether enough notes to secure a gold bar. Then the bar was sawed
into sections proportional to the amount each had contributed.

If those countries now off gold again return to that standard, it-
will probably be to the form just described or a modification of it,
or to the gold-exchange standard, which will be described shortly.
The last country holding to the full standard was the United
States, but it suspended in March, 1933. On January 30, 1934,
the United States devalued the dollar, reducing its content to

* 13.71 grains, and announced that gold coins and gold certificates:
would not again be permitted to circulate. Redemption was not
freely maintained in gold bars, but gold could be secured for ex-
port if the government adjudged the need to be legitimate.

Some authorities declared that the United States had, there-
fore, returned to gold in a modified form of the gold-bullion stand®
ard. Others doubted whether or not we had actually returned to
gold. T. E. Gregory, the distinguished British economist, called
it & de facto gold standard.! The difficulty is that it cannot be

1T, E, Gregory, “Twelve Months of American Dollar Policy,” Economica,
May, 1934, p. 141.
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compared with or tested by the characteristies of any other gold
standard, since there has been none just like it. It might be de-
seribed as an ¢nternational gold-bullion standard, since the chief
use of gold is to make payments to other countries. Gold could
not be secured freely for export until recently, the movement
being controlled by the government. Late in 1934 the govern-
ment announced that gold could move freely out of the country.
Since that date it is possible to say that we are again on a gold
standard. Gold was always available for industrial purposes.

The apparent purpose of a close control of gold movements is to
prevent such sudden flights of it as occurred late in 1931 and the
first half of 1932, There is no doubt that if a form of the gold
standard is to be successfully administered in the future, some
system for the control of international gold movements will have
to be adopted. In the tremendous flow of gold from Great Brit-
ain, preceding her suspension of gold payments in 1931, it was
seen that a country might be forced off the gold standard almost
overnight., Short-time capital and deposits kept in banks abroad
are extremely “jumpy’’ and are likely to be withdrawn suddenly.
The exchange rates rise to the gold-export points, and gold flows
out in large volume. Whether the United States has found s
partial solution to this problem cannot yet be decided.

In the early months of 1935 France was still on the gold-
bullion standard. Her stock of gold, over $3,000,000,000 (at
$20.67 an ounce), is extremely large, but rumors are constantly
recurring to the effect that she may be forced off. If she does
suspend, it will probably be not because of a loss of gold but be-~
cause gold-standard countries are finding it most difficult to in-
stitute a sustained recovery from the depression.

The Gold-Exchange Standard. The outstanding characteristic
of this form of the gold standard is that it provides for the re-
demption of the various kinds of money in circulation in drafts on
bank deposits abroad which are payable in gold.! Contrary to
popular opinion it is not a recent innovation. We will shortly de-

1 The information contained in this section has been drum hrgdy fmm
“The Gold Exchange Standard,” by E. W. K. a chap
Essays in Honour of Gustay Cassel.
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seribe how the world turned toward the gold standard in the years
from 1850 to 1900, a number of the countries adopting the gold-
exchange standard. Kemmerer states that over a century ago
there were standards closely akin to it. When the World War
broke out in 1914, this standard was in force in the following
places, among others: Indis, Java, Nicaragua, the Philippine
Islands, and the Straits Settlements.

As Kemmerer says, * The gold exchange standard is essentially
& mechanism for providing s gold standard without a gold eur-
rency. Usually in gold exchange standard countries the money in
circulation is mostly paper and silver.”’ A country wishes to tie up
its currency with the currency of gold-standard countries, but it
cannot afford to secure sufficient gold to redeem internally either
in gold coin or gold bullion. It consequently builds up, frequently
by floating a foreign loan, & bank deposit in a country which will
redeem in gold coin or bullion, and stands ready to sell drafts
against this deposit. The buyer of the draft can secure gold for it
abroad, therefore, if he wishes.

Under this standard, though the basic monetary unit is still a
weight of gold, there is no free coinage of gold. One of the purest
forms of the gold-exchange standard was that adopted in the
Philippines in 1903. The chief circulating medium was silver, and
when it was paid in to purchase drafts on gold funds abroad, it was
withdrawn from eirculation. The foreign deposit was drawn down
when the draft was paid abroad. When persons living abroad had
payments to meet in Manila, they would buy a draft and send it to
the Philippines. The money paid for the draft would build up the
deposits maintained by the island government abroad. When
the draft arrived in Manila, it would be paid in silver, and thus
the silver would again enter circulation. Exchange rates on these
drafts were carefully controlled between what would have been
the gold-export and gold-import points had gold actually beén
moving. In this way exchange stability, the desired objective, was
maintained.

In the postwar period this standard became popular, with many
variations. Among countries selecting it were Germany and Po-
land, and Peru, Colombia, and several other South American
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countries. Because of the differences between the systems adopted
it is now difficult to speak of the gold-exchange standard. Some
of these countries maintained actual gold reserves within their
borders and, under certain conditions, would pay it out. Some
countries gave the control of the standard to the central bank;
many of these held bills of exchange payable abroad. When gold
was needed abroad, these bills of exchange could be sold in the
world market.

After the breakdown of the gold standard in 1931 the gold-
exchange standard came in for severe criticism. Many of the
foreign deposits against which drafts were sold were located in
London. One reason why there was such a huge drain of gold from
England in the summer of 1931 was that countries on the gold-
exchange standard were trying to get their deposits out in that
form when rumors spread around the world that England might
be forced off gold. When England suspended gold payments,
some of these countries suffered a considerable loss. Consequently
many of the gold-exchange nations also promptly abandoned gold.
Those who still clung to the gold-exchange standard received
another blow when the United States gave up gold. early in 1933.

Another criticism has been that, under this system, a pyramid-
ing of large amounts of bank credit was possible on gold reserves
which were subject to sudden call from abroad. The same gold
reserves might be supporting the deposits of & number of gold-
exchange-standard countries. Obviously they could not all with-
draw their funds in gold at the same time.

As a result of these experiences it may- be difficult to persuade
many countries to readopt the gold-exchange standard and build
up foreign deposits to such an extent again. Danger of war is
again entering the picture, and this is very likely to make nations
reluctant to leave their foreign gold reserves under the control of
others. The future of this standard is therefore problematical. In
the present state of monetary chaos throughout the world it is
hard to tell what will be the most popular standard in the years
to come.

Bimetallism. Under the double, or bimetallic, standard both
gold and silver are freely coined at a fixed mint ratio. The mone-
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tary unit is a weight of gold or a weight of silver. Both metals are
full legal tender, redemption may be in either, and both may be
freely exported and imported. The bullion and monetary value
of gold and silver dollars are approximately the same.

Bimetallism has had a long history. Previous to about 1870
most of the nations of the world were on either bimetallism or
silver. It has been shown in Chapter IT why Alexander Hamilton
decided in favor of bimetallism for the United States at the ratio
of 15 to 1. This meant that at the mint fifteen ounces of silver
were required to equal one ounce of gold. There were fifteen times
as many graios of silver in the silver dollar as there were grains of
gold in the gold dollar. The silver dollar, in 1792, was given &
content of 371.25 grains of pure silver. This has never been
changed. The original content of the gold dollar was 24.75 grains
of fine gold.

We have described how this original ratio proved to be un-
satisfactory, as it undervalued gold and overvalued silver. What
this means is that gold was worth more elsewhere, primarily in
foreign countries, than it was at the mint. Consequently silver
flowed in, and gold went out of circulation. To remedy this, in
1834 we changed the mint ratio to 16 to 1 by devaluing the gold
dollar to 23.2 grains. In 1837 we again changed the content
slightly to 23.22 graips. Again, this did not coincide with'the
values of the metals set in other countries, and silver went out
and gold came in, until we were practically on a de facto gold
standard.

Frequently it is stated that there is a market ratio which may
vary from the mint ratio in the same country. It is difficult to see
how this can be true, since both metals are bought and sold by the
government at a fixed price. Why, then, should the internal mar-
ket price vary from the mint price? Under bimetallism what has
actually happened is that countries have set different mint ratios,
Therefore what has actually caused the flow of gold or silver from
one country to another has been a difference in mint ratios. Gold
and silver have moved to the country in which they were worth
the most at the mint. This would seem to be the real explanation.

How this works may be observed from the following example :
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Suppose that the United States and Germany were both on bimet-
allism, but the American ratio was 15 to 1 and Germany’s 16 to 1.
Americans could trade fifteen ounces of silver for one ounce of gold,
send the gold to Germany, and get sixteen ounces of silver for it.
The sixteen ounces of silver could be brought to this country and
fifteen of them used to obtain another ounce of gold. The trans-
action could be repeated, leaving one ounce of silver each time as
a profit.

This process might continue until all the gold was driven out
of the United States. Many bimetallists used to claim, however,
that the compensatory principle would come into play before this
oceurred. They argued that as gold left the United States, its
value there would rise and its value in Germany fall, until the
values of gold and silver were the same in both countries and the
movement stopped. This would be true if there were a real mar-
ket for the metals other than at the mint. If there is, equilibrium
will eventually be re-established, if the United States does not run
out of gold before the values have come into balance again.

If, however, the only market is at the mints, it is hard to see
how any equilibrium can be attained until one country or the other
changes its mint ratio. If the United States were the only country
on bimetallism, then a different commercial value might exist be-
tween the two metals elsewhere. There would then be a market
ratio abroad and a mint ratio here. The same would be true if
two or three countries were on bimetallism and the rest were
not. The market ratios in the nonbimetallic countries could be
different from the mint ratios in the others. )

With the enactment of the act of 1873 stopping the free coinage
of the silver dollar (the “Crime of *73’") the United States defi-
nitely gave up bimetallism. In the eighties came a concerted at~
tempt to restore it, culminating in the famous campaign of Bryan
in 1896. Bryan wished to restore “free silver” at the old ratio of
16 to 1. The United States would have been the only country on
bimetallism. The market ratio of the metals had changed to about
30 to 1. Had Bryan been successful, gold would have moved in
large quantities from this country, and silver come in. As a result
we should have found ourselves actually on a silver standard.
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The support of Bryan came largely from the debtor classes and
the farmers, who were suffering because of the long fall in prices.
Prices in this country had fallen rapidly after the peak of Civil
War inflation. In 1873 prices in all gold-standard countries
started down and continued declining for about twenty-five years.
In the nineties the effects had become severe, and there was an
insistent demand that something be done to increase prices, espe-
cially of agricultural crops. All the arguments and the situation
itself have been repeated to a high degree in this country during
the past four or five years.

There had been attempts before the nineties to revert to bi-
metallism, Chapter XI, “Silver Dollars and the Panic of 1893,”
describes the forces which gave rise to the Bland-Allison Silver
Purchase Act of 1878 and the Sherman Silver Purchase Act of
1890. The long depression beginning in 1893 gave impetus to the
movement, and Bryan took advantage of the widespread discon-
tent in his campaign for the presidency in 1896. Had it not been
for the increased production of gold owing to new methods and
new discoveries of the metal which started the price level upward
in 1897, it is barely possible that, although defeated in 1896,
Bryan might have been ful in 1900 instead of suffering an-
other defeat. Then, instead of passing the Gold Standard Act of
1900, the United States might have reverted to the double
standard,

One of the usual arguments advanced in behalf of bimetallism
was that it would offer a broader base for currency and bank
eredit and prevent a scarcity of one metal or the other, The com-
pensatory principle would, it was argued, prevent undue fluctua-
tions in the value of gold and silver and tend to bring price stabil-
ity. Some of the propositions p ted in the nineties were rather
erude but similar to many offered today. One of these was that
the chief cause of the financial troubles of the time was a lack of
money, which could be rectified by again permitting the free coin-
age of silver, The view that the widespread adoption of the gold
standard and the demonetization of silver, after 1870, were
partly responsible for the long price decline between 1873 and 1897
had a large element of truth in it. There had been a rapid increase
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in the demand for gold, which had raised its value and lowered
prices, as country after country adopted the gold standard.

Because of the fact that the world ultimately adopted gold, it
has frequently been asserted that bimetallism was a failure and a
standard which was economically unsound. It should be realized,
however, that no final judgment can be passed on bimetallism
until it has been tried by all the leading nations at the same time
with the same mint ratio in each country. That condition did not
exist in the nineteenth century. We can agree that it would be
most difficult for any ope nation alone to make a success of bi~
metallism unless it constantly shifted its mint ratio.

It must be concluded that international bimetallism has no$
been tried on a sufficiently broad scale under conditions which
permit the passing of a verdict of success or failure upon it. When
England turned to gold in 1816 and refused to consider bimetal-
lism further, it meant that the echances for any successful inter-
pational agreement became very small indeed. If the present
monetary chaos continues for several years, we may again find
bimetallism attracting more and more support as a substitute for
the single gold standard.

Contrary to a frequently expressed opinion, there-is today,
probably, no actual scarcity of gold throughout the world. The
trouble is that most of it is now-concentrated in the United States,
France, and Englapd. Germany has practically no gold left. It is
not easy to see how gold is to be again successfully distributed
among the nations; and until this is done, it is likewise difficult
to bring about a successful restoration of the gold standard. In
this impasse the cause of bimetallism has again attracted many
prominent, sponsors. The growing desire to increase the monetary
use of silver may eventually culminate in the remonetization of it
in many countries. Devaluation is a remedy for gold scarcity in
some countries, but would not be of much assistance to Germany.
That there is widespread sentiment for remonetization of silver
cannot be denied. Various bills tending in this direction have,
during the past three years, received a surprisingly large number
of votes in Congress.

Senator Key Pittman of Nevada sponsored a plan to increase
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the monetary use of silver at the World Monetary and Economic
Conference at London in the summer of 1933. Several nations
agreed to increase their buying of the white metal and not to dis-
pose further of their present holdings.! On December 21, 1933,
President Roosevelt ordered the purchase of silver at the rate of
not more than 24,421,410 fine ounces annually. This was to be
coined with a seigniorage of 50 per cent (at a coinage value of
$1.29 an ounce). The purchase price was, therefore, 643 cents an
ounce. In 1934 tbe United States, by Congressional enactment,
began to buy silver at 64} cents an ounce until that metal should
form one fourth of its total metallic reserves. On August 9, 1934,
President Roosevelt nationalized all silver stocks, except coins, at.
a price of not more than 50.01 cents an ounce. Just as in 1878 and’
1890 bimetallists were forced to be satisfied with silver-purchase
acts, so far they have had to be content with the President’s
Proclamation of December 21, 1933, the Silver Purchase Act of
1934, and the President’s Proclamation of August 9, 1934, nation-
alizing silver. Apparently it is unwise to predict that the silver
question is settled. Contrary to the prophecies of its sponsors the
Silver Purchase Act of 1934, by raising the price of silver, did not
help our trade with the Orient but launched China into a severe
erisis. In April, 1935, Mexico also experienced a crisis.

The Theory of the Automatic Gold Standard.” It was custom-
ary for many years to assert that the gold standard tended to
operate in an automatic manner, David Ricardo, a famous Brit-
ish financier and economist, who published a work in 1817 entitled
Principles of Political Economy and Tazation, is usually given the
eredit for having developed the theory of the automatic gold
standard. .

The theory runs as follows : Countries A and B are on the gold
standard. Country A has had an addition to the supply of gold

1 During the last quarter of the nineteenth century there were three in-
ternational conferences to restore bimetallism, in 1878, 1881, and 1892. The
first and third were sponsored by the United States, the second by the
United States and France. They sall failed to agree. As a result, Mr. White,
in his second edition, 1902 (p. 10‘2), wmtg, “There is little reason to expect
that there ever will be another i % eatablish bimot
lism.” Who would dare to make such a prophecy now?
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in its bank reserves. Since the banks do not wish to keep a part of
their reserve idle, they will promptly begin to expand their loans
and investments. Deposits and bank-note issues will likewise
increase. Since these constitute the chief means of payment, and
an increase in deposits and bank notes means an increase in buying
power for the community in general, the prices of commodities in
country A will be gradually forced up in response to the stimulus
of the added demand.

Prices in country B have remained more or less stationary, in-
asmuch as there has been no addition to its gold reserve. There-
upon citizens of country A begin to buy more from country B
because of the lower prices there. This will continue until the
foreign-exchange rates in country A are forced upward to the gold-
export point and gold flows from country A to country B.

The banks in country B now have a larger reserve upon which
to expand bank credit, and they proceed to do so. The export of
gold from country A has drawn down its bank reserves; banks
there must consequently contract bank credit, and prices fall. But
in country B, because of the expansion based on its additional gold
reserves, prices begin to rise. Citizens of country B then begin to
buy more in country A, since prices are lower there, and gold flows
from country B back to country A. The process is then repeated,
gold moving back and forth as an automatic corrective force and
preventing any undue rise or fall in prices in one country or the
other. i
The automatic gold standard, deseribed above in perhaps an
oversimplified form, depends for its successful operation upon
certain conditions. These are as follows:

1. A reasonable degree of freedom in international trade. If,
for example, an increase in exports from country A to country B
were met by an increase in tariffs in country B, the restoration of
equilibrium would not come about so quickly. A high degree of
international competition is, therefore, necessary.

2. A state of relative equilibrium in the balance of payments
between the two countries. If country A were lending heavily to
country B, or country B paying large sums in interest to country
A, the flow of gold from one eountry to another might not be so
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quickly checked and turned in the opposite direction. If country
A had, for example, been an ally of country B in & war and bor-
rowed heavily from B, an attempt by A to meet its obligations to
B might keep gold moving steadily in the direction of B for some
time, unless, of course, B bought an increasing amount of goods
from A.

3. A high degree of currency stability. Fear of the effects of
instability may cause a flight of short-time capital, speculation, or
withdrawal of bank deposits, any of which may cause large move-
ments of gold.

4, An equitable distribution of the world’s gold supply. The
world’s gold supply should not be concentrated largely in two or
three countries. If distribution is more or less even, and other
conditions -are favorable, a movement of gold into or out of a
country should soon bring about a flow in the other direction.

During the seventeen years since the conclusion of the World
War it has been evident that the conditions for a free functioning
of an automatic gold standard have not been present in a large
portion of the world. The rapid and general increase in the num-
ber of tariffs and other barriers to the movement of goods was one
obstacle. The existence of vast debts was another. In fact, even
before the World War it had ceased to be an automatic standard
and was becoming & “'managed” standard, managed largely for
the purpose of preserving a sufficient gold reserve. Central banks,
especially those whose reserves were in a somewhat delicate posi-
tion (with little excess) and subjected to sudden drains, did not
feel that they could permit gold to move out until automatic re-
adjustments occurred.

Attempts were often made to check continued gold exports
by raising the rediscount rate at the central banks, so as to re-
strain domestic bank-credit expansion and increase the earnings
of short-time-capital funds at home. This discouraged investment
abroad and encouraged an inflow of funds from other countries
seeking a higher rate of return. The movement of short-time
eapital from one country to another has frequently, during a short
period, been a more important factor influencing exchange rates
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and gold movements than the exportation or importation of com-
modities. *“Management’’ for the purpose outlined above has
become of more and’more importance.

‘Why Equilibrium Is Hard to Restore. According to the auto-
matic theory gold exports could not continue indefinitely. But it
has become clear that the necessary conditions for the restoration
of equilibrium have seldom been present since the World War.
The various treaties drafted at the end of the war, the burden of
reparations laid upon Germany, the existence of the international
war debts, large private loans abroad by Americans following the
war, and the growth of national and international agreements and
cartels controlling the produetion, sale, and prices of numerous
commodities and raw materials have prevented any prompt
restoration of an equilibrium. The injurious effect of tariff bar-
riers has already been mentioned.

The popularity of the gold-exchange standard following the
war itated greater nent. Central banks interfered
in the foreign-exchange markets by buying and selling exchange
for the purpose of holding exchange rates within narrow limits.
After England departed from gold in 1931, exchange-rate control
became general throughout the paper-standard countries. Eng-
land set up a huge equalization, or stabilization, fund which has
been used to prevent wide and sudden fluctuations in the pound
sterling. Other countries have done the same. The United States,
under the Gold Reserve Act of 1934, created an equalization fund
of $2,000,000,000 from the profits derived from devaluing the dol-
lar. Germany remained nominally on gold during 1933 and 1934,
but had practically no gold left in the reserves of the Reichsbank.
Only by carefully controlling the buying and selling of the mark in
foreign-exchange markets was Germany able to hold the mark at
the mint par established in 1924.

Under postwar conditions large gold exports, instead of causing
& normal readjustment, have brought high discount rates, con-
traction of bank credit, a collapse in prices, and a depression.
Large gold exports preceded England’s suspension of gold pay-
ments in 1931 ; she could not allay fears by borrowing $650,000,000
abroad and using this large sum to meet her obligations. Inshort,
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before an equilibrium can be restored under such conditions na-
tions find themselves faced with financial and banking crises. The
shock is too great, and international banking and financial centers
collapse under the sudden strain. Management of the standard
either was not of a sufficiently intelligent type or was impossible.

The recent financial history of China is a case in point: When
the United States, under the Silver Purchase Act of 1934, began
to buy silver, it forced the price of that metal up. The effect was
to lead to an export of silver from China, which decreased bank
reserves and forced a withdrawal of silver from circulation. The
ensuing contraction of bank credit and money caused a sudden
fall in prices and launched China into a severe crisis, during which
a number of banks failed.

Advantages of the Gold Standard. There were at least four
great advantages of the old gold standard. The first was that it
maintained exchange-rate stability. Solong asgold could be freely
exported or imported, exchange rates could fluctuate only be-
tween the gold-export and gold-import points. This was, obvi-
ously, a great benefit to countries to which international trade was
of large importance. Exporters and importers and others who had
business dealings abroad could always be sure that exchange rates
would never vary by more than 2 small amount. Certainty was
therefore assured. In decided contrast were the wide fluctuations
in such rates following the war until the world again returned to
gold, and again since 1931. It is therefore easy to understand why
so much emphasis has been placed upon the necessity of again
securing stability in the foreign-exchange field. It was on this
point that the delegates to the World Monetary and Economic
Conference at London in the summer of 1933 were unable to agree,
because the United States refused to place exchange stability
ahead of other desired objectives, such as an increase in prices fol-
lowed by stabilization of those prices.

- A second advantage of the old gold standard was that it set an
upper limit to the expansion of bank notes and bank eredit. Most
gold-standard countries have, since the war, required a certain’
specified gold reserve against bank-note issues. They have also
established legal reserves against deposits in the central banks, or
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the force of custom has achieved the same result, Bank notes and
bank deposits ean, therefore, increase to the point where the
minimum legal or customary reserve ratio has been reached. If
the nation remains on the gold standard, it then becomes necessary
to stop further expansion. Professor George F. Warren of Cornell
has described this situation in an illustration drawn from agri~
culture. The old gold standard, he says, was like a calf tied to a
tree. The slack in the rope corresponds to surplus gold ; the calf
to bank credit and currency. The calf can run only to the end of
the rope, when he is pulled up suddenly. The type of wild inflation
which has frequently been experienced by paper countries is
thereby avoided.

Inflation is, of course, possible under the gold standard. If a
country gains a large amount of gold and creates all the bank
credit possible upon this additional reserve, there can be a con-
giderable rise in prices, unless production and trade increase pro-
portionately. This was the type of inflation experienced by the
United States during the war, when the cost of living more than
doubled. Temporarily the United States may have been off gold
during 1918, but for the greater part of the war period this exam-
ple is valid.

A third advantage was that gold furnished an international
standard of value and medium of exchange. Gold was the chief
form of international money, and by linking a currency with gold
it was possible to have a real international standard. Currencies
based on a weight of gold have a definite value in terms of other
gold currencies, but paper currencies without a gold base cannot
be so easily expressed in terms of one another. This is why so
many monetary authorities believe that a universal restoration
of some form of the gold standard is absolutely necessary, because,
they feel, it is the only standard which has any chance of being
truly international in the near future.

The fourth advantage, the importance of which it is difficult to
,assess, is that both domestic and international business confidence
seems to be easier to maintain when countries are on gold. The
experience of & hundred years, 8o it is claimed, bears out this con-
clusion, Conservative monetary theorists argue that uncertainty
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in the field of money is not only disturbing but disastrous, and that
monetary certainty ean be secured only when gold is the ultimate
standard of value. It can well be argued, however, that remaining
on gold is not sufficient in itself to maintain or restore busineas
confidence. An example may be found in the deepening of the
depression in the United States from 1930 to early 1933.

Disadvantages of the Gold Standard. In recent years the gold
standard has been subjected to severe criticism. Probably the
chief point of attack has been that foreign-exchange-rate stability
is purchased at the price of internal price instability. The unit
is a fixed weight of gold, which is worth a definite sum, established
by the government. But the value of gold is expressed in its pur-
chasing power over commodities, and this is constantly fluctuat-
ing. In other words, the price of gold is fixed, but its value is
constantly changing. Exchange rates remain fixed within narrow
limits, but the internal commodity-price level is constantly chang-
ing, with injurious results.

It is therefore argued that, since rapidly fluctuating prices cause
such havoe, it is better to try to stabilize them than to stabilize
exchange rates. Inasmuch as it is difficult to do both, it is best to
permit exchange rates to be the point of instability. Anidea added
here is that where the gold atandard has been managed it has been
with an eye on gold reserves and exchange rates but never on what
was happening in the field of commodity prices. At this point it
might be interjected that the automatie gold standard depended
upon price fluctuations and corresponding changes in exports and
imports to restore equilibrium. But eritics of the gold standard
retort that the automatic standard is as extinct as the iron money
of Sparta, that control is necessary.

A gecond major criticism brought against the gold standard is
that, just as the calf in Professor Warren’s example may be jerked
violently head over heels if he reaches the end of his rope too
abruptly, so the entire economic and banking structure may be
subjected to a severe shock when the end of the gold rope is
reached and expansion must give way to contraction. For ex-
ample, large gold imports may create huge excess reserves in the
-central banks. Bank credit may expand ; it may continue expand-
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ing for some time, and business in consequence be given a vigorous
upward thrust. Everything is progressing beautifully in a prosper-
ous manner when suddenly the reserve ratio approaches the legal
minimum, The brakes must therefore be applied in the form of
higher interest rates and a refusal to make new loans or renew old
ones, and business suffers a shock which may result in a severe
depression.

A third disadvantage, also emphasized, is that there has been
so much blind worship of the gold standard, a worship closely akin
to superstition, that nations will follow policies which are destrue-
tive of their economic welfare in an effort to remain on gold. For
example, a nation will find its gold reserve imperiled. To protect
that reserve it will increase its rediscount and interest rates to so
high a point that business eannot pay the additionsal cost of bor-
rowed money and prosper; that is, business cannot afford to
obtain the bank credit necessary to maintain a high state of ac-
tivity, and must slacken its pace. Unemployment, a collapse of
prices, and depression follow. This may be only temporary or
may drag on for years. Opponents of the gold standard believe
that the proper course would be to abandon gold and prevent too
much inflation by a judicious type of central-bank control. Why
remain on gold, they ask, when by so doing a depression may be-
come unavoidable ?

It is also argued that a nation previously on gold but now on
paper may return to gold prematurely in an effort to be in style,
and so bring disaster upon itself. Take the case of such a nation,
which is under & paper-money regime and decides to return to
gold. Shall it return to the old gold-par or devalue (reduce the
gold content of its unit)? Pride and tradition may lead to the
decision to return to the old gold content. But suppose this coun-
try depends largely upon international trade for its prosperity.
Returning to the old gold content of its unit may set the exchange
rates so high that former purchasers of its products will find them
too expensive and turn elsewhere. Unless that country can reduce
its internal costs of production, so that the rise in the interma~
tional cost of its monetary unit is offset by a reduetion in prices,
it may enter a long period of depression. This, it is asserted, is
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exactly what happened when England returned to the old gold
content of the pound in 1925, instead of devaluing.

Still another ease under which worship of the gold standard may
cause difficulties can be found in a period during which countries
not previously on gold are turning to it. This may set up such a
large demand for gold for banking and currency reserves that an
actual gold shortage results. There is not, then, a sufficient supply
of gold to enable the banking systems of all gold-standard nations
to create the amount of bank credit necessary if business is to
. continue on a prosperous level. If goods have been produced in
increasing amounts because of the improvements in technical
efficiency, the price level will fall and profits decline. From 1873
to 1896 prices in all gold-standard countries fell approximately
45 per cent. Many economists agree that the cause is to be found
in a situation similar to that just outlined above. After 1870 many
countries turned to gold, gold production was not sufficient to
supply the demand, commodities were being produced in inereas-
‘ng quantities, owing to great technical advances, and prices had
0 fall. The long and severe depressions of the seventies and the
iineties are attributed partly to this state of affairs,

Conclusions on the Gold Standard. It isnot generally realized
:hat the gold standard is comparatively modern in origin. Until
he beginning of the nineteenth century silver and bimetallism
1ad been the dominant monetary standards. Occasionally a na-
iion which was nominally on bimetallism found that the mint ratio
vas such that silver was driven out and a de facto gold standard
ictually resulted. As has been pointed out, England actually
Irifted on the gold standard some years before she adopted it
lefinitely by legal enactment in 1816. No other nation followed
1er example for over forty years, although the United States was
» a de faclo gold standard from about 1840 to the Civil War.

Professor T. E. Gregory of the University of London believes
:hat had it not been for the gold discoveries in 1848-1849 the in-
ernational gold standard would never have been universally
wdopted. Its popularity seems to have depended largely upor
whether or not commodity prices were rising or falling. From the
:nd of the Napoleonic Wars, in 1815, until 1849 the trend of com-'
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modity prices was downward, which was one of the chief reasons
why no other nation followed England in its adoption of gold dur-
ing those years. This long period of falling prices brought great
discontent and economic suffering. The political revolutions which
took place in many European countries in 1848 were due, in part,
to the unrest occasioned by falling prices. In the United States
the long depression of the eighteen-forties was accompanied by all
manner of proposals for a complete revision of the economic sys-
tem. It is interesting to compare conditions in this period of fall-
ing prices with those in & subsequent period of falling prices from -
1873 to 1896. The similarity is striking.

The gold discoveries in California and Australia were respon-
sible for a bitter monetary controversy. Silver was still the actual
standard in most of central Europe, the Orient, Central and South
America. Holland definitely threw in her lot with silver in 1848.
In France one powerful group desired to give up the double stand-~
ard for the single silver standard. Bagehot and Jevons were in the
forefront of the debate, both advocating an international coin,

As prices rose, after the increase in gold production, silver began
‘to lose its friends. Portugal adopted gold in 1854, and other coun-
tries became interested in doing likewise. In 1870 Austria, Russia
(nominally on silver), Italy, and the United States were actually
on inconvertible paper-money standards, Germany was on silver.
The turning point came when Germany, afier the Franco-Prussian
War, used a portion of the indemnity paid by France to secure
enough gold to introduce the gold standard. The Scandinavian
countries followed, and the Latin Monetary Union began to move
away from bimetallism to prevent the loss of gold by its members.

Without quite realizing it the world was going over to gold.
The rise in world prices from 1850 to 1872 was making that stand-
ard increasingly popular. Then began a slow decline in prices
which lasted from 1873 to 1896, and the bimetallic eontroversy
again reared its head, just as it has since 1930. The advocates of
bimetallism argued that the demonetization of silver and the grow-
ing demand for gold had increased the value of the yellow metal
and that consequently prices were forced downward. A similar
argument was recently advanced by Father Coughlin. In the first
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international monetary conference called by the United States in
1878, and held in Brussels, England refused to give up gold but
did not encourage other countries to change to that standard. But
the movement was too strong to be checked, especially after the
United States by demonetizing the silver dollar in 1873 showed
where its choice lay. In the eighteen-nineties the gold standard
won out, although it seemed for a time that a procession away
from it might again begin. In the United States both the Repub-
licans and the Democrats in the campaign of 1896 favored inter-
national bimetallism. The main difference between them was that
Bryan was willing that the United States should revert to bimetal~
lism by itself, if international agreement could not be obtained,

Many of the countries which went on gold in the eighteen-
nineties did not select the full, or complete, form of that standard.
It was rather the gold-exchange standard that was introduced in
Austria-Hungary, Italy, Russia, India, and several South Ameri-
can countries. It is an open question, however, whether or not the
world would have remained on gold if there had been no ¢yanide
process or new gold discoveries in South Africa and the Klondike,
Had prices continued downward steadily, the opponents of the gold
standard might have been successful, and bimetallism today might
have been dominant. The final victory of the gold standard before
the war was won in the period of rising prices from 1897 to 1914.
The supporters of bimetallism gradually diminished in numbers
and power. Criticism of the gold standard steadily grew milder,
and monetary issues tended to disappear from the political scene.

Should the World again Return to Gold? It has already been
pointed out that the gold standard is being subjected to vigorous
criticism. If its defects are as bad as asserted, then an alternative
standard must be found. Are the deficiencies so frequently pointed
out defects in the gold standard itself, or are they rather due to the
way in which the gold standard has been managed or regulated ?
The latter is probably the case, since the gold standard has come
to be more and more subject to control either by the govemment
or by central banks.

The fact that England made a mistake in its manner of rein-
troducing gold in 1925 is not to be interpreted as the fault of the
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standard itself ; rather the fault was that England returned to
gold with the pound at its former content. Had the pound been
devalued, it is probable that much of the ensuing difficulty could
have been avoided. When France returned to gold in 1928, she
devalued the franc and found that, as a result, the evil conse-
quences which England encountered were avoided. In France in-
flation had been so much greater (the price level having risen to
a point eight times the prewar figure, later falling to five times
that figure) that return to the old gold content for the franc was
out of the question. Had France attempted it, the result would
have been a most disastrous deflation and fall in prices. Had
France reduced the gold content only 50 per cent, the result would
have been similar but to a less serious degree.

France debased the franc to about one fifth of its prewar con-
tent, a very great devaluation. The internal value of the frane
(expressed in domestic prices) was above the newly chosen ex-
ternal foreign-exchange value, and therefore the internal value had
to fall so that it would approximately equal the external value.
Prices in France consequently rose and continued to rise for some
time after the price level sagged downward in most countries in
1929. The contrast between the results in England and France is
striking and shows that the point at which a country stabilizes its
currency is of great importance, _

The fact that gold had become so highly concentrated in France
and the United States by 1929 cannot be attributed wholly to the
gold standard. The fundamental reason was that the interna-
tional balance of payments was heavily in favor of these two coun-
tries. Another reason was that citizens and banks of other coun-
tries, endeavoring to find some place where their funds would be
safe in the postwar period of monetary chaos, transferred large
sums to the United States and later to France. Another reason
why gold accumulated in France was that during the flight from
the frane, when it was expected that France would repeat Ger-
many’s inflationary experience, many Irenchmen sent large sums
abroad. They later withdrew them, and gold flowed to France as
a result.

Critics of the gold standard claim that the maldistribution of



MONETARY STANDARDS 103

gold in the postwar period shows that the gold standard is unwork-
able. What they say may be true, but it must be remembered that
the prevailing conditions in these years would have made the going
rough for any standard. A part of the trouble lies in the type of
control exerted by central banking institutions under the difficult
situation created by the burden of reparations, war-debt pay-
ments, and tariff barriers resulting from the war.

Most countries will probably find it advisable to return, ulti-
mately, to some form of the gold standard, possibly to the kind
introduced by the United States early in 1934. But it will have
to be a carefully managed gold standard. Central banks should
recognize their responsibility and not hesitate to act when the
need arises.

Three great problems present themselves :

1. How can gold be more evenly distributed among the coun-
tries needing it, if the nations are again to return to gold? Con-
sider the case of Germany, with practically no reserve left, al~
though by virtue of stringent control in the foreign-exchange
markets the mark remains at the old par.

2. How can large and sudden movements of gold from one
country to another be prevented? These flights, so ecommon
since 1929, have played havoc with the functioning of the gold
standard. Some measure of international co-operation must be
devised to prevent these movements, which ¢an hurl a country
from gold almost overnight.

3. At what points should countries stabilize their currencies in
the foreign-exchange markets when they return to gold? There
is no ready answer to this question, and it cannot be decided off-
hand. Those who demand that gold should be restored at once,
without any consideration of the respective gold oontents, are
ignoring much of the postwar experience. The point at which a
eountry stabilizes is highly important, especially if it has a large
foreign trade. The experience of England in this connection should
not be forgot:ten.

Return to the gold standard will, so far as we can tell, be a
gradual matter. If, however, England decides to devalue the
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pound and go back to gold, those countries which suspended gold
payments, following her example, may likewise find it advisable
to return to gold. Events have occurred so rapidly and so unex-
pectedly in the past five years that any prophecy is quite out of
the question. With German reparations and the inter-Allied
war-debt payments now a thing of the past, it should be easier
to return to and remain on gold. It should be emphasized that a
high degree of international co-operation will probably be neces-
sary to make the gold standard work successfully in the future.

A Managed Currency. While gold still has its ardent sup-
porters, another group of economists feel that either the gold
standard itself is so defective or its proper control so difficult that
it would be preferable to supplant it by another, of one of the
following types:

The Compensated, or C dity, Dollar. The purpose of this
proposal has already been mentioned. The underlying reason for
its advocacy is that prices must be stabilized, and the most
successful manner of accomplishing this goal is to vary the gold
content of the dollar from time to time. Irving Fisher, Warren,
and Pearson are its most ardent advocates. It has been con-
tended, however, that it is probably based on an oversimplification
of the reason why prices vary.

Prices, so these authorities contend, are expressed directly in
gold, and therefore a reduction in the gold content of the dollar
will automatieally cause prices to rise.. The dollar would not be
coined, but would circulate in the form of notes which would be
convertible on demand into varying amounts of gold bullion.

A price index — that is, an average of the prices of a large
number of commodities — would be the guide as to how much
the gold content of the dollar should be raised or lowered once a
month. The weight of the dollar, under Fisher’s plan, would not
be raised or lowered more than 1 per cent at any one time (during
any one month), and the government would sell gold at a slightly
higher price than it would buy it. The object of these provisions
is to prevent speculators from making undue profits by antici-
pating changes in the content of the dollar.

In other words, the dollar would be “rubber” as to weight but
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constant as to value, instead of, as now, being constant as to
weight and “rubber” as to value. This is Fisher’s reply to those
who ridiculed his plan by terming his dollar & “rubber dollar.”
To those who argue that the compensated, or commodity, dollar,
a8 it has come to be called, is a departure from the gold standard,
Fisher responds by claiming that it puts the “standard” in the
gold standard. Kemmerer maintains that a nation cannot be on
gold unless it has a fived price for gold and describes the Fisher
plan a8 a commodity-price-index standard. Which of these two
authorities is correct is largely a matter of how the gold standard
ig to be defined.

Fisher has courteously and patiently endeavored to answer all
eriticisms and is convinced that he has done so. He would not
rest his case upon varying the gold content alone, but would add
further control through the rediscount rates and open market
operations of central banks. In the United States it would be
the Federal Reserve System which would exercise such eontrol,
although now the creation of a national monetary authority is
being proposed. Warren and Pearson, however, minimize the
importance of banking control, assuming that changes in the
gold content of the dollar would be sufficient.

Criticisms of the C dity Dollar. When most of the world
carried on its business transactions by means of gold or silver
coins, there was much truth in the contention that prices were
expressed directly in bullion. This gave rise to the “bullionist”
theory, that prices varied with the amount and value of the
commodity in the basic monetary unit. Opponents of this theory
claim that this direct relationship seems now to have disappeared.
Gold today, they argue, acts as a reserve for banking and cur-
rency systems, and goods are bought not with gold but with
checks and currency. The part played by gold is to determine
how large an amount of bank credit and currency may be created,
Therefore a change in the gold content of the dollar affects the
gize of the reserves upon which a superstructure of bank credit
may be built. Reducing the amount of gold in a dollar is the same
thing as raising the price of gold. Immediately the amount of
gold reserve (expressed in dollars) increases, but whether prices
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are affected to an important degree will depend upon whether this
added reserve will be used to permit an expansion of bank credit.
Fisher appreciates this point, but Warren and Pearson minimize
its importance.

Kemmerer has developed his criticism of the commodity
dollar along the following lines:

1. A long period of rising prices would dangerously deplete the
gold reserve. As prices rose, the gold content of the dollar would
be increased, which would be equivalent to lowering the price
of gold. If prices continued upward, so much gold would have to
be placed behind each dollar that the dollar value of the total
reserve might become too small to meet necessary reserve re-
quirements. But Fisher would probably reply that prices could
not continue to rise, if the gold content were steadily increased,
If nothing else brought prices down, the decrease in the dollar
value of the gold reserves would ultimately force a contraction
of bank credit. Prices would then fall.

2. The action of speculators would make the plan unsuecessful,
if prices changed more than 1 per cent a month. Anticipating a
continued decline in prices, speculators would turn their bank
deposits into gold at once in order to get more gold than they
would later when the gold content was lowered. When the re-
duction was made, they could turn their.gold in and get more
dollars for it. If gold were continually withdrawn and not re-
turned, reserves would be depleted, money markets would
tighten, and interest rates would rise, which would tend to make
prices even lower. ;

Fisher would probably respond that this danger is exaggerated,
that no one could forecast the future movement of prices ac-
curately enough to decide whether or not to withdraw gold or
bring it in. There would not be enough months in which prices
changed by more than 1 per cent to cause serious difficulties.
If there were, it would be possible to provide for a larger change.
Moreover, since March, 1933, gold has not been in circulation
anyway, being used only for international payments; therefore
speculative profits are unlikely. It must, however, be concluded
that since speculators are continually on the lookout for profit-
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making opportunities, there is some basis for this objection, since
they would find a way if one existed.

3. Widely fluctuating exchange rates would play bavoe with
international trade. This is & serious objection. Since mint
parities of exchange depend upon the comparative gold contents
of their monetary units, every time a change was made in the
content of the dollar, the mint par of exchange between the
United States and other countries would automatically vary.
This difficulty might be overcome if all countries were to adopt
a commodity dollar based upon an international price index, but
this is unlikely in the near future.

One group of economists would agree with Fisher that internal
price stability is more important than exchange-rate stability.
The advantages of the one would more than offset the advantages
of the other. Furthermore, the problems arising would be no
greater than many paper-standard countries have experienced
during the past fifteen years.

4. Other factors than the number of grains of gold in the dollar
are responsible for price changes. Warren and Pearson readily
admit this and say that there are four factors in price determina~
tion: the demand for and the supply of gold, and the demand
for and the supply of commodities. It was previously mentioned
that these two authorities placed little stress on bank credit.
There is another factor in price determination which they ignore,
the rapidity with which money and bank deposits circulate
(velocity of circulation). We shall have to postpone further dis-
cussion of the reasons for price fluctuations until we reach Chap-
ter VIII, “Prices and the Value of Money.”” All we shall say here
is that changes in the velocity of circulation have a most important
bearing on price changes, -

The Gold-Purchase Plan. The gold-purchase program, begin-
ning in October, 1933, and the devaluation of the dollar in
January, 1934, are in & way an adaptation of the commodity-
dollar theory. There is, however, no publicly expressed intention
a8 yet to keep changing the number of grains of gold in the dollar.
President Roosevelt has announced his conversion to the idea of
& managed currency, but a definite program to be followed in all
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its details has not yet been presented, except that the objeet will
be to raise and then stabilize prices. It is alleged frequently by
conservative economists that the entire program has been un-
suceessful because commodity prices did not rise with the price
of gold. It is true that the large wholesale price index constructed
by the United States Bureau of Labor Statistics has not risen
proportionately. But if we turn to an index number of basic
commodities and raw materials we find a different story.

When the United States permitted the dollar to depreciate in
April, 1933, it was equivalent to an increase in the price of gold,
inasmuch as more paper dollars had to be paid for an ounce of
that metal in the London free-gold market. The striking fact is
that an average of thirty basic commodities constructed by the
New York Journal of Commerce rose simultaneously with the de-
cline in the international value of the dollar. The close correlation
was amazing to many of those who contended that there was little
or no relationship between the price of gold and the price of
commodities. Other factors may have been at work, but Warren
and Pearson and the Committee for the Nation to Restore Prices
and Purchasing Power are convinced that the gold-price-raising
policy was successful. The opponents of this policy find some
difficulty in explaining just why raw-material prices should have
risen to such a corresponding degree. -

The hypothesis upon which Warren and Pearson work is that
the prices of basic commodities and raw materials respond to
changes in the number of grains of gold in the dollar. Some stu-
dents have thought that they base their argument upon com-
modities with an international market, but this, the two Cornell
authorities contend, they do not do. It was for a while believed
that Warren and Pearson were arguing that a depreciating dollar,
after a reduction in its gold content, would enable foreign pur-
chasers to buy more and lead to a rise in prices; and since
Americans would have to pay more for imports, the prices of such
eommodities would also rise. This argument could be understood,
but the two authorities claim it has little bearing on their
proposals.

They hold that whether or not the commodity has an inter-
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national market makes little, if any, difference and point to in-
creases in the prices of both domestic commodities and those
moving in international trade in an attempt to prove their case.
Some international commodities are subject to price control and
their prices do not change. Some domestic commodities and certain
international commodities have changed, while others have not,
in accordance with the conditions of supply and demand in each
particular case. Individual prices will not change proportionately ;
a large index of all commodities will move slowly, but an average
of basic commodities and raw materials did respond either because
of the depreciation of the dollar or for other reasons.

If the argument is limited to international goods, it can be seen
that, if a price quoted for wheat in Liverpool remained constant
in shillings, the amount the American exporter received would
vary with the changing number of grains in the dollar, as this
would affect exchange rates and, therefore, the number of dollars
received when shillings were converted into pounds. But Warren
and Pearson do not advocate this explanation, although they
assert that such might be the result. They hold that, with
an absence of price control, and no variation in demand or supply,
a change in the price of gold is the chief force causing price
changes. Their statistical evidence is impressive, although most
Ameriean economists have rejected their theories.

A Managed Paper Standard. This is advocated by certain
economists as a substitute for a standard based upon metallic
reserves. It is proposed to divorce the monetary standard en-
tirely from gold and substitute a paper standard so managed and
regulated that the price level remains stable within rather narrow
limits, Fisher’s stabilized, or compensated, dollar has the same
object in view but endeavors to attain it by different methods.

At first glance it may seem that a managed paper standard is a
unique proposal. But it has been already emphasized that the
gold standard is now mansged. The objective of management
may be different, but the element of control is present. Paper
standards have been very common during the past twenty years;
80 there is nothing unique in that respect. Since 1931 a number
of countries in the paper group have been exercising a certain
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degree of management, price movements having been held within
rather narrow limits in some. Actually, therefore, a managed
standard of this type is now being tried.

The objective of management is to stabilize the internal buying
power of the monetary unit, stability in the foreign-exchange
rates being minimized. The eriticisms against the Fisher plan on
this point would therefore apply here. But supporters of this
form of standard argue that once prices have been more or less
stabilized, industrial fluctuations will be less frequent, changes
will not be so rapid, and the exchange rates will actually vary by
surprisingly small amounts. If international financial difficulties
did develop, it would be safer to permit exchange rates to vary
accordingly than to cling to a gold standard, when by so doing
deflationary forces may be instigated. Several countries on paper
standards have, however, exercised control over exchange rates as
well.

Many eritics dismiss the case for a managed paper standard
with the general statement that it cannot possibly work. But one
who reads A Treatise on Money, by John Maynard Keynes, must
admit that it seems to be feasible. Management would, of course,
have to be centered in the hands of the central banks or central
monetary authorities, whose policies would go far toward deter-
mining the success or failure of this kind of control. There is an
obstacle here, of course, because there is considerable doubt as to
the wisdom and intelligence shown by central-bank management in
the recent past. Many central-bank officials bave stubbornly re-
fused to acknowledge that their policies can have any effect upon
the price level. Obviously a period of instruction for central-bank
officials must be an essential part of this program.

As in the Fisher plan, politieal control would be a great danger.
It would probably constitute the chief obstacle, because the power
to control prices is a great one and if misused can cause disaster.
Eventually we may be able to create a monetary authority more
or less free from partisan politics, but the prospects are not over-
encouraging.

Another great difficulty has to be considered. Economists are
not yet certain whether it is more desirable to have a slowly rising
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price level, a slowly falling price level, or a stable one. Until a
declmoneanbereachedonth:spomt it is, of course, impossible to
set up a sstxsfactory management policy. A slowly falling pnoe
level, it is argued, will be advantageous b with cheapening
costs of production the benefits should be passed on to the con-
sumer in lower prices.! But slowly falling prices may act as & de-
terrent on business enterprise because of a decline in prospective
profits? We must remember that our most serious depressions
have occurred during a period of falling prices. The eighteen-
forties, seventies, and nineties bear testimony on this point. De-
pressions following periods of rapidly rising prices bave usually
been shorter and less severe than those which have occurred after
a period of relative stability or a gradual price decline.

It is retorted on the other hand that slowly rising prices will
give rise to a speculative boom because profit-making opportuni-
tieg increase, Therefore it is concluded that they are undesirable
and that the only course left is to stabilize. But when we study
price movements in the United States from 1922 until 1929, it is
difficult to be convinced that relatively stable prices will prevent
depressions, because various wholesale price indices were rela-
tively stable during those years. Why, then, did we encounter
such a severe depression?

Finally, when it has been decided which way prices should
move, the next problemn is to select a price index which will be the
most satisfactory guide. Shall it be an index of wholesale or of
retail prices, or of changes in the cost of living? Would it be better
to adopt as a guide the general price index constructed by Carl
Sayder of the Federal Reserve Bank of New York? This includes
not only wholesale and retail prices of commodities, but freight
rates, prices of real estate, rent, wages, and security prices. It is
almost impossible to decide which of these indices would be prefer-
able, although some form of a wholesale price index would possibly
be best for this purpose as a short-run test.

There is probably only one way in which the question can be

1See F. A. Hayek, Prices and Production (The Macmillan Company).

2 For a good argument on this point see Alvin H. Hansen, Economic Stabili-
aation in an Unbal d World (Har , Brace & Company), Chap. XVIIL
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settled, and that is by experimentation. But experimentation in
the monetary field is likely to cause fear and upcertainty through-
out banking and financial circles. We have seen just what happens
in this respect in the past three years, and it makes us loath to
enter upon additional experiments. The price which must be paid
may be higher than can be afforded at the present time.
Ultimately the world will, doubtless, adopt a managed paper
" standard, but not until our knowledge of the cause and effect of
price fluctuations is more complete and the relationship between
price fluctuations and prosperity and depression stands more
clearly revealed. In addition, a better technique of central bank-
ing must be developed and a more satisfactory kind of inter-
national co-operation discovered. Eventually all this may be
accomplished, but the prospect is not, at present, a highly encour-
aging one.

The Tabular Standard. Under this standard, which may not
accurately be called a standard, although it is generally so desig-
nated, contracts would be made between debtors and creditors
calling for a repayment, not of a fixed sum of dollars, but of a fixed
amount of buying power. The payment of principal and interest
would fluctuate in amount with changes in the purchasing power
of money. Use would be made of an index number of prices in
order to show how much more or less must be paid by the debtor.
The object is to remove the injustices. which develop between

_ debtors and creditors when the price level changes. The Rand-
Kardex Bond was an attempt to set an example of what types of
contracts should be drawn under this propesal. One difficulty
would be that debtors are always willing to pay less; they are
seldom willing to pay more.

Symmetallism. This is a standard based upon bullion which
contains both gold and silver in a definite proportion. In other
words, if currency is redeemed in bars under this system, the bars
would contain a mixture of the two metals. Some authorities who
prophesy & gold searcity believe that this would be a satisfactory
standard.
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CHAPTER VI .

MONETARY STANDARDS (Continued)
HisTorY oF THE GOLD STANDARD BEFORE 1914

Speaking broadly, it may be said that the ancient world had
the double standard of silver and gold; that the single silver
standard prevailed during the Middle Ages, from the seventh
century to the thirteenth; that the double standard was then
reintroduced and prevailed in Europe and America till the be-
ginning of the nineteenth century, and that it had by 1914
been superseded by the single gold standard.

The gold florin, first coined by the city of Florence about the
year 1252, was introduced to meet the needs of the growing
commerce of the Italian republics. The convenience of gold in
making large payments had been observed by the crusaders at
Byzantium. The idea of a gold currency was brought back in this
way to western Europe, from which it had disappeared long before
in the penury of the Dark Ages. Gold thus became an addition
to, not a substitute for, silver money, and thus the double standard
was re-established.

Market Values of the Precious Metals. The market values of
the two metals, gold and silver, like those of other commodities,
are subject to the law of supply and demand; they are liable to
change of value with reference to each other. Sixteen pounds of
silver may be worth more than one pound of gold today, and less
at another day. One of them may be in greater demand in India
than in England, and so on. There are persons in every com-
munity (bankers, brokers, and bullion dealers) who seek to make
a profit out of these changes by exporting or melting coins.
‘Theirs is a perfectly proper vocation, as legitimate as the getting
of gain from any mercantile transaction; yet it has been held in

. 114
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great opprobrium at some periods in the world’s history, has been
treated as a crime, and severe laws have been passed to punish
persons guilty of it. The community was put to inconvenience
by finding either gold or silver coins growing scarce in the cir-
culation. These were called “coins of the realm.” They were
regarded as belonging in a peculiar sense to the country whose
stamp they bore, whereas they were the exclusive property of
individuals, who had the same right to dispose of them as of their
sheep or oxen. The enactments in various eountries against trad-
ing in the precious metals, and especially against exporting or
melting them, form a remarkable chapter of human fatuity and
folly. It was impossible to execute the laws passed for this pur-
pose. A remedy for the alternate drains of gold and silver was
accordingly sought by changing the legal ratio. “In France,”
says Mr. W. A. Shaw,! “the ratio of gold to silver was changed
in a single century more than one hundred and fifty times.” To
enumerate all the changes of ratio that took place in Europe from
the middle of the thirteenth century to the beginning of the
nineteenth would be a hopeless undertaking.

Experience of England. The true solution of these difficulties
was first reached in England. This country had had her share of
the loss and vexation due to changes of the ratio. She had also
visited eruel punishments on people for melting and exporting the
precious metals. All attempts to enforce these foolish laws were
eventually abandoned, and it came to pass in the reign of
Charles II that the guinea of gold, although proclaimed by royal
authority to be the equivalent of 20s. in silver, passed in trade
for 21s., and no attempt was made by the government to inter-
fere. The guinea remained as a trade coin till the third year of
George I (1717), when another proclamation was issued, making
it legally equal to 21s., at which figure the ratio to silver was
about 153 to 1.

Act of 1774. As gold was slightly overrated at the ratio of 153,
there was a tendency to export silver; ‘and for this purpose the
full-weight coins were selected. So it came about in the course
of half a century that the only silver coins remaining ip circulation

t History of Currency, p. 31.
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were those which had been much reduced in weight by abrasion
or by fraudulent clipping. The evil became so intolerable that
Parliament, in 1774, passed & law providing that silver coin
should not be legal tender for more than £25 in one payment,
except by weight at the rate of 5s. 2d. per ounce. It was enacted
at the same time that gold coins deficient in weight should be
called in and recoined, and that thereafter such coins, if under a
certain weight, should not be legal tender at all. The restriction
of the legal tender of silver was to continue two years. The
expectation of Parliament was that some effectual and permanent
steps would be taken to deal with the evil of light coins in that
interval, but since nothing was done, the act of 1774 was renewed
in 1776 for-two years more. In 1778 it was renewed for seven
years, and then by repeated renewals it was carried forward to
1798. Another clause was now added that no more silver should
be coined at the mint for private persons.

The significance of this legislation was not perceived at the
time. It had not been the intention of Parliament to establish
the single gold standard. The question of standard was not under
consideration at all. What Parliament did in 1774 was (1) to put
the gold coin in a state of perfection by ,geeommg the defective
pieces and making light coins unavailable in payments thereafter;
(2) to limit the legal-tender faculty of the silver money then in
circulation. The mint was still open, and anybody could have
silver bullion coined into money of full weight and full legal tender.
But since silver was undervalued at the ratio of 153, nobody
would take it to the mint. Thus all the conditions of the single
gold standard were in practical operation without any fixed inten-
tion of Parliament to bring it about, or any knowledge that it
had been done.!

1 *“The fact that a change in the monetary standard of the country, while
it was in actual process of accomplishment under their eyes, could have

d the ition of y observers, seems at first sight to be
of so nu.rvelous a character as to pus the bounds of belief. Yet that it wasa
fact is b d all jon” (Carlile’s Evolution of Modern Money, p. 18).

The trut.h was pointed out by Lord Liverpool in 1805 and Mr. Catlile properly
calls it “'a genuine stroke of genius” on his part.
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Gold Standard Adopted. It was noticed, however, that the
inconveniences of a shifting ratio had disappeared. There was
plenty of gold money for large transactions and of silver money
for small ones. Although the silver coins were deficient in weight,
they answered the purposes of small ehange. After the experience
of a quarter of a century Parliament and people were convinced
that the act of 1774, although adopted as a temporary measure,
ought to be made permanent. Accordingly it was made so in 1799.
Yet it was not until 1816 that the true philosophy of the step was
well enough understood to its enact t into a settled law.
In that year it was enacted that the gold coin of the realm, when
of full weight, should be full legal tender and should be coined for
private persons to any amount, and that silver coin should not
be legal tender for more than 40s. in one payment, and should be
eoined only on government t and should be reduced in
weight 6 per cent. This law, which established the single gold
standard, was of great historical importance.

The United States and Portugal. In 1853 the United States
followed the example of England, by reducing the weight of its
s'lvereoimstnal]ert!:monedoﬂarandmaﬁngthemlegalfender
for only five dollarsdn one payment. The statesmen who passed
this law supposed that they were adopting the single gold stand-
ard, but this was not legally accomplished until 1873, as has been
explained in Chapter 1I. The kingdom of Portugal adopted the
single gold standard in 1854.

Experience of Germany. In the year 1857 the states compos-
ing the German Zollverein and the empire of Austria entered intoa
monetary treaty by which they adopted the single silver standard.
The treaty provided that any of the contracting states might coin
gold erowns and half-crowns to circulate at their market valde. It
was expressly stipulated that these should not be legal tender.
They might be received at the public treasuries, however, at rates
to be fixed by the respective governments at least once every six
months, but the rate should not be higher than the average com-
mercial rate for the preceding six months. The official rate might
be changed oftener if the market rate should make such change
necessary.
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It happened at this time that France was importing gold and
exporting silver on a very large scale. As the market ratio was
now 15.27 and the legal ratio 15.50, there was a profit to bullion
dealers of 1% per cent in the traffic. The gold crowns of Germany
were drawn to Paris as fast as they came from the mints, and the
country was left with silver coins only for her domestic trade.
These were so bulky and inconvenient that they were largely sup-
planted by issues of bank notes which were subject to varying
rates of discount in different cities and states, This condition was
considerably aggravated by the heterogeneousness of the silver
coins of the several states-— thalers, marks, florins, guldens,
kreutzers, ete. There was a very general demand for a uniform
system of coins; and, when the question was brought up for solu-
tion after the consolidation of the German Empire, it was decided
by the government to make gold the standard, with a silver sub-
sidiary currency — in other words, to adopt the English system.
The first bill for this purpose became a law December 4, 1871. It
discontinued the coinage of silver except for the government. It
provided for the coinage of ten-mark pieces of gold (equal to
$2.38), of which 139} should contain one pound of pure metal;
also twenty-mark pieces of double the weight ; and all gold coins
were made unlimited legal tender. For the purpose of settling pre-
existing contracts and of exchanging gold for silver coins, it estab-
lished the ratio of 153, which was the market ratio at the time.
Provision was made for calling in and melting the outstanding
silver money and exchanging gold for it out of the funds in the
Imperial Treasury — practically the French war indemnity. An-
other law containing further details was passed July 9, 1873, This
law definitely established the gold standard and provided a new
subsidiary coinage based upon the silver mark, which should be
legal tender for only twenty marks in one payment. It was pro-
vided that the old thalers (three-mark pieces) should be full legal
tender as long as they should remain in circulation. Under the
law for taking in and melting the old silver coins upwards of
7,000,000 pounds weight of fine silver were sold in the open market
between 1873 and 1879. The price of silver declined 9d. per ounce
during that time. The sales were then suspended.
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There was a brief bimetallist revival in Germany in 1894-1896.
It grew out of the low price of grain, which was erroneously as-
eribed by the landowners, or Agrarian party, to the demonetiza-
tion of gilver. Chancellor Caprivi so far yielded to the demands of
this party as to authorize a commission to investigate the question.
It consisted of sixteen members, and it held twenty-one sessions
and took a large amount of testimony, but came to no resolution
whatever. Soon after this commission eame to an end Chancellor
Caprivi retired from office and was succeeded by Prince Hohen-
lohe. Thereupon the Agrarians in the Reichstag started up afresh
and on February 16, 1895, prepared a motion asking the govern-
ment to take the initiative in calling & new international monetary
conference. This motion was supported by a large majority of the
Reichstag, and the government somewhat reluctantly referred it
to the Bundesrat, whose consent was necessary. Nearly a year was
consumed in the deliberations of the several states composing the
Bund. On February 16, 1896, Prince Hohenlohe announced that
the German states had unanimously rejected the motion to eon-
voke an international monetary conference.

In 1874 Sweden and Norway followed the example of Germany
by adopting the gold-standard, and Holland did the same in 1875,

French Monetary Law of 1803. At the beginning of the nine-~
teenth century France had the double standard at the ratio
of 154. This ratio had been adopted in 1785, at the instance of
Calonne, Comptroller General. The Revolution came on, and the
monetary system was plunged in chaos by issues of irredeemable
paper 80 vast that they could only be cleared off by repudiation.
Then the statesmen of the republic passed thegoinage law of 1803,
intending to establish the single standard of silver. The law began
with a general provision that five grams of silver nine-tenths fine
should constitute the monetary unit bearing the name of the frane.
The measure was before the legislative body three years. Eight
reports were made upon it, the point in controversy being the
various methods proposed for utilizing gold in the currency while
making silver the sole standard. No decision was ever reached on
this point, but at the last moment s clause was added to the bill
providing that gold pieces of 20 francs should be coined at the rate
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of 155 to the kilogram. Under this law five grams of silver would
constitute 1 franc, and five grams of gold 153 francs. The debates
and reports show that there was a general understanding that if
the market ratio should change so as to make & recoinage neces-
sary, the gold should be recoined and the silver franc kept as the
invariable measure of value. There was nothing on the subject of
legal tender in the law, but since all debts were payable in francs,
and since two kinds of francs were authorized to be coined, the law
really established the double standard at the ratio of 154, which
ratio existed already by virtue of the law of 1785,

It has been frequently asserted that the French law of 1803
kept the market ratio of the two metals steady at the legal ratio,
that is, at 153, until 1873. This is an entire mistake. There were
only six years in the seventy in which the market ratio was ap-
proximately 153. These were 1806, 1807, 1811, 1820, 1851, and
1867. In 1821 gold money had nearly disappeared from France,
and the circulation consisted of silver exclusively, and so con-
tinued until 1851, when the great outflow of gold from California
and Australia cheapened that metal, putting the market ratio
below 154. The ratio remained below 15} till 1867. During that
interval France imported gold to the amount of $600,000,000, and
exported so much of her silver to India that she suffered incon-
venience for the want of small change..-She was compelled to coin
gold pieces as small as five francs. The government attempted at
first to adopt the English system of subsidiary silver coins, limit~
ing their legal-tender faculty to fifty franes in one payment. Ac-
cordingly in 1864 it brought before the Corps Législatif a bill
lowering the fineness of the coins smaller than five franes to %%,
thus reducing their value about 7 per cent. The next step taken
was the formation of the Latin Monetary Union.

The Latin Monetary Union. This was an attempt, beginning
in the year 1865, to establish upiform coinage on a bimetallic basis,
with concurrent circulation, by treaty between four European
countries (France, Belgium, Switzerland, and Italy) in which
bimetallism already prevailed. The union proved to be an embar-
rassment to all the nations concerned, and resulted in the adoption
of the single gold standard by all of them in succession. This
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change was adopted by simply discontinuing the coinage of silver
for private persons and limiting it to subsidiary coins struck on
government account.

Austria-Hungary. Under the treaty of 1857 with the states of
the German Zollverein the single silver standard prevailed in
Austria-Hungary, but the currency in actual use was irredeemable
paper. The monetary unit was the silver florin, the normal value
of which was 45.3 cents of our money. In 1879, in consequence of
the heavy decline in the price of silver, the government gave orders
to the mints in both Austria and Hungary to receive no more of
that metal from private persons for coinage. The effect of this
order was to make government paper money the standard, and this
paper varied somewhat from day to day in comparison with gold,
but it no longer followed the downward course of silver. The paper
florin was worth in 1879 about 42 cents. In 1892, before the
currency reform was adopted, it was worth 41 cents. If it had
kept pace with the decline of silver, it would have been worth only
30 cents. Austria had a gold eoinage at this time, but it was not
legal tender. In 1892 she decided to resume.specie payments in
gold. She first fixed a ratio at which all paper money and paper
obligations should be redeemable. The ratio decided upon was 119
paper to 100 gold, as this had been the average ratio prevailing in
the market during the thirteen years from 1879 to 1892.

The next step taken was to pass a coinage law. The krone
(crown) of gold was made the monetary unit, containing 4.7 grains
of fine gold, the ten-crown piece being worth $2.026 of our money.
Silver was to be coined only for the government and to be legal
tender for fifty crowns. The government was suthorized to bor-
row gold sufficient to redeem its outstanding notes amounting to
312,000,000 florins. Gold to the amount of 112,000,000 florins
was borrowed, and this, together with some reserves in the treas-
ury, was applied to the purpose of retiring 200,000,000 of the
notes. The method adopted was not direct redemption. The gov-
ernment deposited the gold in the Austro-Hungarian Bank and
redeemed its own notes partly with bank notes and partly with
new silver money which was needed to replace the small notes thus
retired. In this way 200,000,000 florins of old notes were with-
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drawn and canceled before the end of the year 1897, which left
only 112,000,000 outstanding. When this was accomplished, the
value of the paper florin became very nearly equal to gold of
the new standard.

British India. After many struggles with the double standard,
the single standard of silver was established in British India in
the year 1835, the unit of value being the rupee. Before 1873
this coin was worth about 1s. 104d., but was usually reckoned
as the equivalent of 2s., or 48 cents, the price of silver being
about 60d. per ounce. With the gradual growth of commerce
the inconvenience of silver, on account of its bulk and weight,
became oppressive. Hence as early as 1859 the commercial classes
of the country began to urge the government to adopt the gold
standard, with silver as subsidiary, but nothing was done until
1893.

On June 21, 1892, the government, of India transmitted to the
home government a report and plan for currency reform prepared
by Sir David Barbour, financial secretary of India. In this report
it was considered .impossible to establish in India a currency
composed entirely of gold; yet the example of France and of
other countries, which had the gold standard but maintained a
large circulation of silver of full legal tender, pointed to the con-
clusion that the gold standard could be established in India
without a large accumulation of gold Sir David avowed himself
a bimetallist in principle, but in the event of a failure of the
Brussels Monetary Conference he thought that an attempt should
be made to establish the gold standard in India. The government
of India requested permission to discontinue the coinage of silver
for private persons. The subject was referred to a committee of
seven, of which Lord Herschel was chairman. The committee’s
labors extended over a period of seven months. On May 31, 1893,
it recommended that the request of the government of India for
permission to close the mints against silver be granted, the right
to coin rupees on government account being retained. In order,
however, to guard against any sudden and large advance in the
value of the rupee on account of its scarcity, it was recommended
that the government should announce that it would give rupees
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for gold at the rate of 16d. per rupee and would receive gold for
taxes at that rate. The recommendations of the committee were
approved by the home government and were promulgated by the
government of India on June 26, 1893. The first effect of the
closing of the Indian mints was a heavy fall in the price of silver.
The price at the beginning of June, 1893, was 383d. per ounce.
After the announcement was made, it fell to 274d. The price of
rupees fell gradually to 13d., but rose during the next five years
to 16d. As the quantity of rupees in eirculation could not be
increased, they began to have a “scarcity value.” Inother words,
the demand for them, owing to the growth of business, exceeded
the supply and raised the price to 16d.

In March, 1898, a committee of thirteen, with Sir Henry H.
Fowler, M.P., at its head, was appointed by the Anglo-Indian
government with a view to the completion of the policy initiated
in 1893. The eommittee made a report July 7, 1899. It said that
it was deemed important to assure the world that India was not
to take any backward step from the position already assumed.
Events had been, on the whole, propitious since 1893, the value
of the rupee having risen by reason of its scarcity to 16d. and
remained stable within the ordinary fluctuations of exchange.
Inasmuch as the public had come to regard 16d. as the par value
of the rupee, and since business had adjusted itself to that ratio,
it was deemed best to maintain it.

Gold was made legal tender in India by Act 22 of 1899, at the
rate of fifteen rupees to the sovereign. In the budget statement
issued at Calcutta in March, 1900, it was said that the govern-
ment had accumulated upwards of £8,000,000 in gold. The
standard actually adopted was not the complete gold standard,
but the gold-exchange standard.

Japan Adopts the Gold Standard. Before 1897 Japan had the
double standard in law but the single silver standard in practice.
She had been under the regime of irredeemable paper from 1873
to 1886. In the latter year she had resumed specie payments in
silver. The decline in the price of that metal and the consequent
disturbance of the foreign exchanges induced the government, in
1893, to appoint a commission to make inquiries concerning the
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coinage system and the monetary standard. This commission
remained in session twenty-two months, It made its report in
July, 1895, a majority of the members recommending the adoption
of the single gold standard.

The war between China and Japan took place the same year,
and the Chinese indemnity fund, equal to £38,000,000, put in
the hands of Japan the means to carry this monetary reform into
effect with very little delay. It was stipulated in the treaty of
peace that the indemnity should be paid in London in English
money. The law to carry the reform into effect was passed in
May, 1898.

At that time the market ratio of silver to gold was about 32 to 1.
The gold yen of the old coinage was in circulation as commercial
money and was worth about double the value of the silver yen. It
was decided to make the gold yen the unit of value, and to make it
approximately equal to the value of the silver yen at that time.
For convenience in reckoning, and in order to keep the gold yen
of the former coinage in circulation, the new yen was given ex-
actly one half the metallic content of the old one. The fineness was
nine tenths. The weight of the ten-yen piece was 8.3333 grams, and
its value was $4.98. The gold pieces authorized to be struck at the
mint were those of 5, 10, and 20 yen.; All gold coins were made
unlimited legal tender, the old yen to circulate at double the value
of the new. ca g

Russia Adopts the Gold Standard. Russia suspended the coin-
age of silver for private persons on September 9, 1876. Before that
time she had had the single silver standard nominally, but had
been under the regime of irredeemable paper. This paper was
quoted in terms of gold in all transactions of any magnitude. In
other words, gold was in practice the standard of the Russian mer-
cantile classes. The value of the legal-tender notes was measured
in it from day to day. The gold imperial was in circulation as com~
mercial money. Its normal value was 10 rubles 30 kopecks in
paper. When the price of silver had declined so that 10 rubles
30 kopecks of paper would buy silver bullion which would yield a
greater sum, by coining at the mint, the government suspended the
free coinage of that metal and set its face toward the gold stand-
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ard. Various steps were taken to this end at different times during
the succeeding twenty-three years. They culminated in the law of
June 7 (19), 1899, by which the gold standard was definitely
adopted. i

It was decreed that the ratio between the old currency ruble
and the new gold ruble should be as 1} to 1, and that this rating
should apply to all past contracts, public and private. A person
owing 150 rubles could pay the debt with 100 rubles after the re-
sumption of specie payments, but these would be gold rubles.
This act was severely criticized, as though it were equivalent to
repudiation of one third of all debts. On the contrary, if the single
silver standard had remained in force, all debts would have been
sealed down 50 per cent or more, instead of 33} per cent. A debt
of 150 rubles could in that case have been paid with 75 gold rubles
or less,

The gold ruble was made the monetary unit of the empire, con-
taining 17.424 doli (about 12 grains) of fine gold. The smallest
gold coin, however, was the five-ruble piece, containing 87.12 doli
(59.7413 grains) of fine gold. Gold pieces of 5, 73, 10, and 15
rubles were to be struck, The imperial, of 15 rubles, was equal to
$7.718. All gold brought to the mint either by the government or
by private individuals was to be coined. The standard of fineness
was nine tenths. Gold coins were legal tender without limit.
Silver and copper were coined only for the government. Silver
rubles and half and quarter rubles were legal tender for 25 rubles
in one payment. Smaller silver and copper coins were legal tender
for 3 rubles only. The ruble was divided into 100 kopecks. The
smallest silver coin was 5 kopecks.

Mexioo adopted the gold standard in 1906.

International Monetary Conferences. During the last quarter
of the nineteenth century three international conferences were
held, the declared object of whose promoters was to secure the
adoption of bimetallism, or the double standard, by the nations
participating. They were held in the years 1878, 1881, and 1892 —
the first and second at Paris, the third at Brussels. The first and
the third were called at the instance of the United States; the
seoond, at the instance of the United States and France jointly.
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All of them failed to agree upon any plan to accomplish the object
sought. Notwithstanding these repeated failures, President
McKinley, in 1897, appointed a commission of three persons, of
whom Senator Woleott of Colorado was the chief, to visit Eu-
rope and endeavor to promote international bimetallism in some
form. The commissioners met with some encouragement in
France. They then went to England and sought to secure the
aid of the Salisbury ministry, who at first seemed inclined to co-
operate; but when facts of the negotiation became generally
known, the business community both in the United Kingdom and
in India protested so strongly against it that the whole project
was abandoned.

The first essential of an international agreement would be to
express in figures the legal ratio between the two metals; yet none
of the conferences ever progressed so far as to discuss that subject.
Any considerable deviation of the agreed ratio from the market
ratio would bring powerful countervailing forces into play. If
gold, for example, were artificially cheapened, less gold would be
mined and greater quantities would be used in the arts, while the
contrary effects would be felt in the production and consumption
of silver.

Obstacles to Bimetallism. The great obstacle to international
bimetallism lies in the preference of mankind for gold money over
silver money. If this preference did mot exist, no international
conference would be needed in order to put silver on an equal foot-
ing with gold. Even the most elaborate system of exchanges
through banks and clearinghouses leaves a residuum of payments
to be made by the transfer of metal, and here the question of
weight becomes decisive. A bank which has to receive $1,000,000
of metal will always prefer, say, 4000 pounds of gold rather than
140,000 pounds of silver. It can afford to pay a premium for gold
equal to the difference in the cost of handling and storing the two
masses. The earliest sign of & premium on gold, after a bimetallie
agreement had been made, would render the agreement itself
inoperative.
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THE GoLD STANDARD sINCE 1914

Before the beginning of the World War in 1914 the msjor
countries of the world were, so it was assumed, anchored safely
to the gold standard. Many economists believed that the problem
of the monetary standard had finally been settled. After a long
period of struggling with silver, bimetallism, and gold the world
had definitely east in its lot with gold.

The spectacular events of the last twenty years bave shown
how naive it was to regard monetary standards as no longer a
question of debate. In many universities less and less attention
was being paid to the history and theory of bimetallism. But in
1933, 1934, and 1935 bimetallism was again an issue of para-
mount importance, as it had been in the eighteen-nineties,
‘When the Gold Standard Act was passed by Congress in 1900, it
was stated frequently that bimetallism and “16 to 1”’ were dead
and buried. William Jernings Bryan, the great political sponsor
of a return to free coinage of silver, had been decisively defeated
in his campaigns for the presidency, and free silver had apparently
passed from the scene.!

During the World War all the warring nations and the majority
of the neutral countries abandoned the gold standard. For a
dozen years after 1914 most of the world was on an inconvertible
paper-money basis. One comment must be made at this point
which may seem to be superfluous. A number of people believe
that if a country abandons gold it automaticslly reverts to s
silver standard. This, of course, is not true; the standard in
most countries during the war and for some years following was
8 paper standard — the paper pound, the paper mark, the paper
frane, ete.

£ One ist did not b to the idea that bimetalliem was a

defi issue. The undersigned was an und duate student in the classes
of Professor E. W. Kemmerer in 1915. In not.as taken during a lecture on
bimetallism this of P 'a: “It is widely

believed that bimetallism i8 no longer a queation of economic importance, but
if we again experience a period of rapidly falling prices I should not be aur-
pnsedtoaeebxmemllmmngambmmeamu\rmue"—c B.T.

\
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The Return to Gold. Soon after it entered the war in 1917,
the United States placed an embargo on the exportation of gold
and stopped free redemption of its currency in that metal. Gold
could be secured in emergencies where the evidence of great
necessity was clear, but it was made a test of patriotism not to
ask for gold. The United States therefore was for a time practi-
cally off the gold standard. When, in 1919, it removed the
embargo on gold exports and resumed the free redemption of its
currency in gold, it was definitely back on gold. Lithuania and
Latvia adopted gold in 1922, Germany, after its disastrous
experience with paper-money inflation from 1920 to 1923, re-
turned to a form of the gold standard in 1924 under the provisions
of the Dawes Plan for reparation payments. Sweden and Hungary
also returned in 1924. England, Holland, and Austria followed
in 1925; Finland and Belgium, in 1926; Denmark, Czechoslo-
vakia, Poland, and Italy, in 1927; France and Norway, in 1928.

Many of these countries, during their inconvertible paper-
money regimes, had experiences of a tragic nature.! The German
inflation period (described by Professor Frank D. Graham as
“hyperinflation”’) was the worst. So many paper marks had
been issued that in November, 1923, it took four trillion of them
to buy one American dollar. . Previously a mark had been worth
23.8 cents in American money. The rise in prices in Germany
was 80 great that many persons who had retired on fixed incomes
from investments and pensions found late in 1923 that their
entire yearly income would not buy food for one meal.

Austria, Poland, and a number of other central-European
countries underwent similar experiences, though not to such a
serious degree. In 1925 it looked as though France would follow
the path of Germany. The franc declined in the foreign-exchange
market from a prewar value of 19.3 cents in American money to
approximately 2 cents. Only by a heroie struggle under the
Poincaré government, which i d taxes, reduced expendi-
tures, and balanced the budget, was the franc finally stabilized
in 1926. It was necessary, however, to reduce the gold content

1 These have been graphically portrayed by John Parke Young in European
Currency and Finance (Government Printing Office, Washington, D.C.).
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of the franc to an equivalent of 3.92 cents. Inflation in Belgium
and Italy had likewise been so great that they also devalued,
Belgium creating a new unit, the belga, equal to 13.9 cents, and
Italy reducing the lira to 5.26 cents. The Belgian and Italian
units had, before the war, both been worth the same as the
French, 19.3 cents. Had not Belgium established a new unit,
her franc would have been worth only about 2 cents. England
had suffered only a slight depreciation (the pound reached $3.19
early in 1920) and returned to the old par of $4.8665 in 1925.
Most of ber dominions soon followed her to the gold-bullion
standard.

After such suffering it is not to be wondered that these coun-
tries felt the gold standard offered a safer haven than paper.
John Maynard Keynes, the well-known British economist, had
favored a return to gold in 1922, but suddenly reversed his position
and appeared in 1923 as an ardent advocate of a managed paper-
ewrency standard, managed for the purpose of stabilizing prices.
His advice, however, was not heeded. In one respect it should
have been. He argued that if England chose to return to gold,
it should not attempt to regain the old figure of $4.8665 for the
pound sterling but should devalue.

It is now generally agreed by most economists that the long
depression experienced by England following the war was due
largely to the rise in the value of the pound to the prewar par.
This made it difficult for foreign countries to buy as much from
England as formerly, and some of her most important export
industries suffered. Had England been able to lower her costs of
production sufficiently, in order to quote lower prices, she might
have been able to offset the rise in the price foreigners had to pay
for the pound. But this she seemed unable to do.

The Gold Standard again Abandoned. It isa sad commentary
upon the ability of the human race to manage its monetary stand-
ards with intelligence that, within three years of the time a return
to gold was, it was thought, successfully accomplished, many of
the leading nations were again forced to abandon it and revert to
paper standards. We are not now passing judgment upon gold as
& monetary standard. We are not cla.im.g;g here that the gold
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standard is unworkable and must be superseded by another, Some
very able economists hold this view. Others claim that the trouble
is not with gold, that the gold standard can operate successfully
only under certain specified conditions, and that the world during
the confused postwar years was not willing to take the necessary
steps to insure the successful functioning of that standard. They
further argue that it would have been impossible for any standard
to stand up under the stress and strain of a depression as severe
as that which began in 1929. This has been discussed at length in
the preceding chapter.

By midsummer of 1931 it began to appear as if the bottom of
the depression had been reached. The rapid downward descent
seemed to have stopped, and many authorities were gradually be-
coming convinced that the next movement would be upward.
How far international political influences, especially the financial
adventures of France in central and eastern Europe, were responsi-
ble for what happened next is hard to say. Whether France was
attempting to create a financial situation which would force Eng-
land to line up again with her, politically, and thus brought on the
erisis of 1931, cannot be proved until the truth is revealed. Cer-
tain facts seem to be clear, and we can relate them.

The German Situation. By 1929 it was realized that the Dawes
Plan needed revision. The burden of reparation payments placed
upon Germany was heavier than she could pay with ease. So long
as she could borrow substantial sums abroad, as she did from 1925
to 1928, the transfer of these payments eaused little difficulty, be-
cause these loans created the necessary supply of foreign exchange.
By 1928 Germany had recovered, economically, to an amazing
degree. In 1929 her ability to borrow abroad began to diminish.
A large portion of the loans had been advanced by the United
States, but with the apparent chance for greater earnings in the
stock market Americans were not so eager to lend abroad. This
may have been the blow that knocked the props from under
world prosperity.

In any case, the Young Plan superseded the Dawes Plan, and
Germany’s payments were lessened. Had the United States been
willing to reduce the war debts, the money it lent to the Allieg
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during the war, Germany’s reparation payments would probably
have been reduced still more. But the United States was obdurate
and refused to live up to its responsibilities as a creditor nation.
It demanded payment, but kept its tariff high, so that the ability
of foreign countries to pay was decreased. Had it understood
better just how international debts are paid, much of the subse-
quent difficulty might have been avoided. Such payments are
accomplished by shipping commodities, performing services, or
shipping gold.

The United States bad accumulated a billion dollars’ worth of
gold during the war and over another billion in the years following.
During the first two years of the depression it added to its stock,
until in the late summer of 1931 it had almost five billion dollars
of gold, the largest amount ever accumulated by any one coun-
try in the history of the world. France acecumulated approxi-
mately three billion. Had the United States been more willing to
receive payments in goods of its war loans and of interest on its
subsequent private loans of over ten billions, this maldistribution
of the world’s gold supply might not have occurred. This maldis-
tribution, itself caused by one-sided balances of payments, was
partly responsible for the world collapse of 1929.

The International Financial Crisis of 1931. The severe inter-
national banking and financial erisis of 1931 was ushered in by the
failure in May of the Credit-Anstalt, the famous Rothschild-
controlled bank in Vienna. The banking panic spread shortly
from Vienna to Berlin, resulting in the failure of the Darmstaedter
und Nationsl Bank. This bank, called for short the Danat Banl,
was one of the four large German * D’ banks (whose names began
with D, such as the Dresdner, the Deutsche, the Disconto-
Gesellschaft). A bank holiday was declared similar to that of the
United States in March, 1933. International confidence thus re-
ceived a tremendous shock, and panic swept from one financial
center to another, with disastrous results. President Hoover de-
clared a moratorium on war-debt payments in a frantic gesture
to help the situation,

It was rumored that the Bank of England had lost heavily in
the failure of the Credit-Anstalt. It was also rumored that Eng-
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land had advanced money to this bank in opposition to the wishes
of France, since France desired to penalize Austria for the attempt
to form a customs union with Germany earlier in 1931. Whether
France deliberately provoked the erisis in Vienna and Berlin by
withdrawing funds from these centers, as a mode of punishment
for announcing the Anschluss (the customs-union agreement) with~
out consulting her, cannot be definitely decided. The accusation
has, however, been frequently made. Whatever the source or
origin of the panie, it next swept from Berlin to London.

Ever since England’s return to gold in 1925 the Bank of Eng-
land had maintained a slender gold reserve equivalent to about
$600,000,000. Foreign banks and financial institutions, in 1931,
had on deposit in London sums considerably in excess of this.
With suspicion aroused as to England’s financial condition and
her ability to maintain the gold standard, these deposits began
to be hurriedly withdrawn. What actually happened was an
international run on the Bank of England. To meet these de-
mands England drew down her foreign balances, and borrowed
$650,000,000 from the United States and France. It was soon
exhausted. The Bank of England paid out in all nearly $1,000,-
000,000 ; still the panic did not subside. Finally, in September,
1931, to avoid the loss of more gold, the Bank of England ceased
paying it out, and again England was off the gold standard. Moset
of the British Empire followed hér (Australia baving already gone
off in 1930), and shortly the Scandinavian countries and a8 number
of South American countries joined what became known as the
paper-sterling group (the sterling area).

Those who assert that the crisis was deliberately provoked by
France, without realizing how far it would go, should remember
how quickly France came to the aid of the Bank of England at the
height of the crisis by sharing with the United States in the
$650,000,000 advanced to stem the tide. With England off gold
the pound depreciated in the foreign-exchange markets. The
Bank of France had built up large deposits in the Bank of England
at $4.8665 to the pound. The value of these deposits promptly
declined, so that if they were withdrawn they would be converted
into a much smaller sum in francs than it had cost to create them.
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The depreciation suffered was so large that the Bank of France
lost an amount equal approximately to its entire capital and sur-
plus. The government of France was foreed to come to the rescue
of the bank, temporarily, and advance it enough to restore its
impaired eapital. Does it seem logical, therefore, to accuse France
of willfully creating such a situation?

Trouble was not yet over. England having been driven from
gold, it was whispered in international finaneial eircles that the
United States would be next and that foreign money on deposit
there should be withdrawn. How that rumor began will probably
pever be known, but it was effective. A run developed on the
United States, and nearly $400,000,000 was exported from the
country in the month of October. Never had such a sudden
flight of gold from the United States been experienced before.
It stopped temporarily in November, but not until another
severe shock had been given to the delicate financial and credit
structure not only of the United States but of other countries
also. The whole episode reveals how panicky the situation had
become, with short-time eapital, deposits, and gold jumping like
grasshoppers from one world banking center to another,

The Crisis in the United States. The hoarding of currency,
which had already begun in the United States, promptly increased
as depositors became more and more frightened. Over five thou-
sand American banks had failed between 1920 and 1929, even
before the depression began. Part of these failures were due to
mismanagement, gsome to dishonesty; many came because too
many banks had been created (more than the communities could
support). A large number of banks had advanced excessive loans
on farm mortgages before and during the war, so that when
agricultural prices declined sharply in 1921, and stayed down,
many of these loans could not be repaid. What happened was
somewhat in the nature of the collapse of an economic system
based largely on agriculture. American agriculture shared but
little in the widely heralded industrial prosperity of the later
nineteen-twenties,

The collapse of the Florida land boom in 1926 caused additional
havoe. The failure of the Manley-Whitham chain banking system

P
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in Georgia in that year carried down a hundred and twenty-five
banks in one group. The industrial centers paid little attention
to the fact that in 1926 nearly a thousand American banks closed
their doors. This was a year which was supposed to have been
unusually prosperous!

In 1930 the industrial centers began to notice the first signs of
the oncoming general breakdown of the American banking sys-
tem, In that year over thirteen hundred and fifty banks closed
their doors. Currency hoarding began in earnest in 1931 as de-
positors became frightened, money in circulation passing the
five-billion-dollar mark in August. Part of this increase was,
however, due to the fact that bank failures were compelling
more and more communities to go on a cash basis. After the
fear engendered by the world erisis in the late summer of 1931
the circulation figure rose by half a billion dollars. Nearly
twenty-three hundred banks closed during the year. A slight
respite came in 1932, from the point of view of hoarding, there
being only a slight increase during the year. Bank failures
in 1932 fell to fourteen hundred and fifty.

The departure of England, and of other countries who followed
her, from gold stopped the perilous downward spiral of deflation
in the majority of those countries,-But the United States and
other countries remaining on gold experienced a gradual deepening
of the depression. Early in 1932 withdrawal by foreign banks
of their deposits in American banks started another extensive
outward flow of gold. As a result, from January to July, over
$600,000,000 of that metal was lost, In the eight months following
England’s abandonment of gold, over $1,000,000,000 in gold had
left the country. Part of this flight was caused by the fear of
American citizens who were moving funds to countries where they
thought their money would be safe. Of this sum over $700,000,000
went to France. Of the remainder approximately $100,000,000
went to Belgium, $135,000,000 to Switzerland, and $150,000,000
to Holland.

Worry began to develop over the thought that the free gold
in the Federal reserve banks was insufficient. Consequently the
Glass-Steagall Act of February, 1932, permitted the substitution
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of governiment bonds for commercial paper behind Federal re-
serve notes. The government aleo, through the Federal reserve
banks, launched an extensive government bond-buying campaign,
“open-market operations.”” By midsummer of 1932 considerable
fear began to be felt in responsible circles as to whether or not
the United States could remain on gold. The tide, however,
turned, and in the last four months of 1932 and January, 1933,
it regained nearly $300,000,000. It should be remembered that
all these figures are given on the basis of the old price of gold,
$20.67 an ounce. The new price, established in January, 1934,
i8 $35 an ounce ; therefore on the new basis all the quoted figures
would be larger by 70 per cent.

The United States Suspends Gold Paymenis. Late in 1932 the
banking crisis had become so acute in many parts of the United
States that partial holidays were declared in several Western
states, The continued downward movement of prices and business
had wrecked a large portion of the value of the assets behind
bank deposits. As banks closed and receivers were appointed to
liquidate their assets, this threw on the market large amounts
of bonds and mortgages held in the portfolios of the closed banks.
Naturally the forced sale of these assets drove down the value or
quoted prices of similar securities held by the banks remaining
open. In turn many of these were forced to close, because the
depreciation of their assets rendered them insolvent; that is,
they could not pay out their deposits on demand.

The Reconstruction Finance Corporation was created early in
1932, partly to aid the banks which were in difficulties. Large
advances were made to them, which kept many of them open,
but so much collateral was required in a number of cases that they
eventually found their position weakened still further. Members
of the Federal Reserve System oould borrow from their regional
Federal reserve bank if they had collateral which was eligible for
such a purpose. But there was a scarcity of eligible paper. The
continued decline of real-estate values was also playing havoe with
those banks which had lent heavily upon this type of security.
The attempt to force excess reserves upon member banks by
means of the daring open-market bond-buying campaign of the
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Federal reserve banks was unable to stop the oncoming debacle,
although it may have delayed it.

Matters were brought to a head by serious banking difficulties

in Detroit. On February 14, 1933, the governor of Michigan
_proclaimed a state-wide bank holiday. Eleven days later the
governor of Maryland did likewise. Other governors shortly fol-
lowed their example, until by the end of the month a large portion
of the country either had no banks open or was doing a banking
business upon a narrowly restricted basis. The tremendous in-
crease in currency-hoarding was making a breakdown inevitable.
During the ten days preceding March 4 over $1,500,000,000 in
currency was paid out by the Federal reserve banks, over half
of it on March 2 and 3. The ratio of gold to notes and deposits
in the Federal reserve banks was dropping to the legal minimum;
in the Federal Reserve Bank of New York it went below this
minimum, On March 4 Governor Lehman declared a holiday in
New York State, and two days later President Roosevelt pro-
claimed a national holiday for the entire country, forbidding at
the same time the exportation of gold and the paying out of gold
by the government or the banks. We therefore actually dropped
the gold standard on March 6, -although ‘it was not officially
announced that we had done go until April 19.
# Between March 6 and April 19 the dollar remained relatively
stable (probably because of exchange control), but on the latter
date it began to depreciate rapidly in the foreign-exchange
markets. Speculation, which had been rife in the exchange
markets since the fall of 1931, now promptly began to affect the
American dollar. Owing to it and other factors, by October the
frane (which was still on a gold basis) had risen from 3.92 cents
to 5.8 cents. This meant that, in comparison with foreign gold
currencies, the dollar had depreciated by almost a third, The
pound sterling rose from approximately $3.45 to $4.60 during the
same period.

Monetary Legislation of 1933-1934. After the banks had been
opened under the provisions of the Emergency Banking Act of
March 9, 1933, the demand became insistent that certain steps
should be taken in the monetary field to cure the depression. The
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silver group was calling for a return to bimetallisra. The voice of
the Reverend Father Charles E. Coughlin of Detroit was heard
every Sunday afternoon by hundreds of thousands of radio lis-
teners. His bitter criticism of the gold standard and his advocacy
of broadening the monetary base to include both gold and silver
had a profound effect. There was enough truth in his comments to
give a stimulus to the movement to revise our monetary system.
The addresses of Father Coughlin were reminiscent of the speech
of William Jennings Bryan nearly forty years before. It became
evident that, for political reasons, some action must be taken,

The Farm Relief Act, which created the Agricultural Adjust-
ment Administration, became law on May 12, 1933. To it Senator
Thomas of Oklahoma had successfully added certain provisions
which have since become famous as the Thomas Amendments.
Fortunately, however, instead of making these monetary provi-
sions mandatory, the act gave to President Roosevelt large dis-
cretionary powers. If was due to the keen political sense of the
President that such wide authority was placed in his hands in-
stead of his being forced to take definitely prescribed steps. This
measure has come to be termed the Inflation Act of 1933.

1. The Thomas Amendments gave to the President the power
to urge the Federal reserve banks to buy government bonds to an
amount not exceeding $3,000,000,000. This was merely making
use of the existing right of the reserve banks to buy such bonds, &
right conferred by the open-market-operations clause of the Fed-
eral Reserve Act. The reason for this section of the Thomas
Amendments was that it was believed that this buying would re-
sult in an increase in the reserves held by the member banks in the
Federal reserve banks. When reserve banks bought bonds from
member banks, the Iatter would be paid by receiving a deposit to
their credit in the reserve banks. As the bond-buying continued,
it was expected that the deposits of the member banks in the re-
serve banks would become so large that the former would endeavor
to increase their loans to industry, so that these deposits would not
be idle. The reserve banks do not pay interest upon such deposits.
In other words, the policy was to force surplus reserve deposits
upon the member banks in the hope that these banks would be
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impelled to expand their loans to customers. This was deemed to
be necessary to bring about economie recovery.

There was nothing revolutionary about this. The reserve banks
had engaged in such open-market operations for years, buying at
some times and selling at others. Already the policy had been ex-
tensively followed from February to August in 1932, after the re~
serve banks had been given authority, under the Glass-Steagall
Act of February 27, 1932, to include government bonds among
the legal reserves behind Federal reserve notes to an amount not
exceeding 60 per cent of such reserves. Between these months in
1932 the reserve banks bought approximately $700,000,000 of gov-
ernment bonds. The surplus reserves of the member banks soon
increased by several hundred million dollars. Whether this was
responsible for the stopping of deflation and the slight recovery in
the fall of 1932 is a debatable point. Most of these surplus reserves
disappeared quickly in the panie days of early 1933, when member
banks were forced to withdraw these deposits in the form of cur-
rency to meet the frantic demands of their frightened depositors.

The Thomas Amendments therefore merely gave the President
the right to urge strongly upon the reserve banks another bond-
buying campaign similar to but much more extensive than that of
1932. Asaresult the reserve banks again began to buy bonds and
continued to do so during the remainder of 1933 and early 1934.
The surplus reserves of the member banks mounted rapidly, until
by the early summer of 1934 they approached the spectacular
figure of almost $2,000,000,000. Commercial bank loans, how-
ever, did not increase. Commercial bank investments showed a
steady gain, since the member banks continued to buy government
bonds themselves because of their hesitancy in placing funds else-
where and the relative scarcity of other high-grade investmenta.
By the middle of 1934 the reserve banks held $2,000,000,000 in
government bonds, and the member banks of the leading ninety
cities had one third of all their loans and investments in govern-
ment bonds. By early 1935, 50 per cent of the national govern-
ment’s debt was beld by the banks.

2. The second provision of the Thomas Amendments was that
if for some reason the President was unable to secure the co-
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operation of the reserve banks in bond-buying he eould authorize
the issue of $3,000,000,000 in United States notes (greenbacks) for
the purpose of purchasing such bonds. Although strong pressure
has been brought to bear upon the President, he has not yet exer-
cised his authority under this clause.

3. The third provision authorized the President to devalue the
American gold dollar by reducing its gold content by not more
than 50 per cent. On January 30, 1934, after the gold-buying
program described in the previous chapter, this power was exer-
cised. The gold content of the dollar was reduced from 23.22 to
13.71 fine grains. The price of gold was thereupon set at $35 an
ounce, instead of $20.67. The President could have raised the price
to $41.34 and reduced the gold content of the dollar to 11.61 grains.

4. The fourth provision conferred upon the President the power
to place the United States upon a double (bimetallic) standard of
gold and silver. He could provide for the free and unlimited coin~
age of both gold and silver at any mint ratio deemed proper. To
grant such broad authority to the President is indeed unusual in
peace times, but this was in line with much of the New Deal legis-
lation. When it is realized that the President, during the life of
this act, can suddenly declare that we shall again adopt bimetal-
lism, it ean be seen that the group favoring bimetallism had indeed
obtained widespread political support. It is, however, doubtful
whether the majority of the Congressmen and Senators realized
just what the Thomas Amendments might lead to. Possibly they
believed that the safest policy was to place the authority in the
hands of the President, hoping that he might never use it.

5. The final section permitted the payment of a portion of the
war debts (up to $200,000,000) in silver. This was utilized by
England and several other nations which made small token pay-
ments in 1933.

On December 21, 1933, President Roosevelt issued a proclama~
tion ordering the purchase of newly-mined silver (really opening
the mints to the coinage of silver with a 50 per cent seigniorage
charge) at 64} cents an ounce to an amount of not more than
24,421,410 fine ounces annually, On June 19, 1934, the Silver
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Purchase Act authorizing the purchase of silver until silver stocks
reached 25 per cent of the country’s metasllic reserves was passed.
Under the authorization of this act President Roosevelt issued a
proclamation on August 9, 1934, nationalizing all silver stocks ex-
cept coins, Those turning in such silver were to receive 50.01 cents
an ounce. Up to the first of March, 1935, over 112,400,000 fine
ounces had been so turned in,

The Gold Reserve Act of 1934 is discussed elsewhere in this
chapter and in Chapter V.

Gold-buying and Gold Devaluation.! In October, 1933, came
the news that the government was to enter upon a definite policy
of buying gold at a higher price than $20.67 an ounce. When Eng-
land departed from gold, she had permitted the establishment of a
free market for gold in London. In this market gold could be
bought and sold like any other commodity for paper pounds., By
comparing the price of gold in London with the price of the pound
sterling in terms of the American dollar, a price of gold in terms
of American currency could be determined. We had established
no such market in this country, since all gold was ordered to be
turned in to the United States Treasury: - *

In a radio address, on the evening of October 22, President
Roosevelt announced that he was going to establish a market for
gold and buy newly mined gold through the Reconstruction Fi-
nance Corporation at a price to be fixed from time to time. In
this address he said : LY

I repeat what I have said on many occasions, that ever since last
March the definite policy of the government has been to restore com-
modity price levels. The object has been the attainment of such a level
as will enable agriculture and industry once more to give work to the
unemployed. It has been to make possible the payment of public and
private debts more nearly at the price level at which they were incurred.
It has been gradually to restore a balance in the price structure o that
farmers may exchange their produets for the products of industry on a
fairer exchange basis, It has been and is also the purpose to prevent
prices from rising beyond the point necessary to attain these ends. . . .

" h

1 See the section in the previ hapter on the gold-p progr
p. 107.
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No one who considers the plain facts of our situation believes that

dity prices, especially agricultural prices, are high enough yet.

Some people are putting the cart before the horse. They want a
permanent revaluation of the dollar first. It is the government’s policy-
to restore the price level first. I would not know, and no one else can tell,
just what the permanent valuation of the dollar will be. To guess at a
per t gold valuation now would certainly require later changes
eaused by later facts.

‘When we have restored the price level, we shall seek to establish and
maintain a dollar which will not change its purchasing and debt-paying
power during the succeeding generation. I said that in my message to
the American delegation in London last July. And I say it now once
more.

Because of conditions in this country and because of events beyond
our control in other parts of the world, it becomes increasingly important
to develop and apply the further measures which may be necessary from
time to time to control the gold value of our own dollar at home.

Our dollar is now altogether too greatly influenced by the accidents
of international trade, by the internal policies of other nations, and by
political disturbance in other continents. Therefore the United States
must take firmly in its own hands the control of the gold value of our
dollar. This is necessary in order to prevent dollar disturbances from
swinging us away from our ultimate goal, namely, the continued recovery
of our commodity prices.

The President then went on to describe the particular method
by which he hoped to bring about the aims outlined above. . He
continued :

As & further effective means to this end, I am going to establish a
government market for gold in the United States. Therefore, under the
clearly defined authority of existing law, I am authorizing the Recon-
struction Finance Corporation to buy gold newly mined in the United
Btates at prices to be determined from time to time after consultation
with the Secretary of the Treasury and the President. Whenever neces-
sary to the end in view, we shall also buy or sell gold in the world market.

My aim in taking this step is to establish and maintain continuous
control.

This is a policy and not an expedient.

It is not to be used merely to offset 8 temporary fall in prices. We
are thus continuing to move towards a managed currency.
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On October 24, the day before the gold-buying began, the price
of gold in London, estimated on the basis previously described,
was $20.74 an ounce, This meant that it took $29.74 in American
paper dollars to buy enough British pounds sterling to purchase an
ounce of gold in London. The first price fixed on October 25 by
the Reconstruction Finance Corporation was $31.36.

The official prices fixed on successive dates were as follows:

October 31

November 1
November 2
November 3

By November 10 the price was $33.20; by the 14th, $33.56.
During this period the price was not changed every day. On
November 21 the price was $33.76; on the 28th, $33.85; and on
the 29th it was set at $33.93. Between December 1 and 16 it was
steady at $34.01; from December 18 to January 15 it was un-
changed at $34.06. On January 16 the price was $34.45, where it
remained until January 30, when the dollar was definitely devalued
and the new price fixed at $35 an ounce.

In lending his support to gold buying in this manner the Presi-
dent revealed that he had been won over to the theory that the
prices of commodities depended upon the price of gold. The most
prominent sponsor of such a theory in this country in recent years
has been Professor Irving Fisher 6f Yale. More recently it has
been expounded by Professors George F. Warren and F. A. Pear-
son of the department of agricultural economics at Cornell, the
basis of their argument being developed in their book Prices.

‘We cannot here go at great length into a discussion of this hy-
pothesis. We will merely summarize it, since we have already con-
sidered it in the preceding chapter. According to this doctrine,
since a rise in prices in a gold-standard country means a decline
in the purchasing power of gold, the purchasing power of money
can be held within narrow limits by varying the gold content of
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the basic monetary unit. For example, if prices fall, gold is rising
in value, and the actual gold content of the dollar should be re-
duced. If prices rise, gold is falling in value, and more gold must
be added to the dollar content. This is calied the compensated, or
commodity, dollar, which has already been discussed.

A heated controversy has been waged over the validity of this
doctrine. We will not dwell upon it further at this point; it is an
oversimplified explanation of price changes except, perhaps, for
certain basic commodities and raw materials with an international
market. Warren and Pearson assert, however, that the presence
of an international market is not necessary.

The great fall of prices after 1929 gave rise to a widespread
belief that recovery eould not be expected until prices again rose.
At the bottom of the price decline in 1932 a study of an average of
a large number of wholesale prices revealed that they were ap-
proximately 50 per cent lower than in 1929. This decline, it was
believed, made it impossible to pay old debts which had been con-
tracted at the high price level. Low prices meant low incomes, and
low incomes meant that the debt burden had become unsupport-
able. Therefore prices must, it was argued, be restored to a fig-
ure which would approximate the 1926 level, the level at which,
it was estimated, most debts had been contracted.

It may be doubted whether the President would have been won
over to this view had it not been for its active sponsorship by the
Committee for the Nation to Restore Prices and Purchasing
Power. This committee was headed by a group of leading busi-
nessmen representing both industry and agriculture. Among the
most prominent were Frank A. Vanderlip, former president of the
National City Bank of New York, General R. E. Wood and Mr.
Lessing R ld of Sears-Roebuck, Mr. Vincent Bendix of
Bendix-Aviation, and Mr. James H. Rand, Jr., of Remington-
Rand. This group became extremely active late in 1932 and
claimed that the continuance of the depression was due to the low
price of gold. Therefore they demanded that the price of gold
must be raised at once to approximately $36. Since devaluation
was accomplished in January, 1934, they have argued that the
price of gold was set at too low a figure, because by that time other
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countries had raised the price of gold so much more. Therefore,
later in 1934, the committee argued that the price of gold should
be raised to the full legal limit, $41.34. They assert that the sud-
den decline in business following the spectacular recovery in the
spring and early summer of 1933 was stoppediby the inauguration
of the gold-buying policy in October, and that recovery followed
until we returned to gold at too low a price early in 1934. The
decline from early 1934 to late in that year was laid to this fact.!

The sponsors of the gold-buying program state that had it not
been for the NRA, the AAA, and other features of the New Deal,
the universal verdict would have been that the gold-price-raising
policy was successful. They assert that other phases of the New
Deal have prevented the United States from enjoying the full
benefits of the rise in the price of gold. On this point, however,
no one can speak with assurance, since so many factors are
involved.

There is now a growing feeling among economists to the effect
that it was not necessary to abandon the gold standard in 1933,
that devaluation and the abrogation by Congress of the gold
clause in bonds and other contracts were unjustifiable. But
economists have not always agreed upon monetary and banking
policies among themselves., Therefore it is impossible to blame
the government for accepting the conclusions of one particular
group which had a definite program, To return now to the old
mint par and reduce the price of gold again to $20.67 an ounce
does not seem advisable, although many economists are advocat-
ing it. To do so might lead to another eatastrophic price decline
and a lengthening of the depression.: The risk involved would be
too great.

1In p ] conversation with the undersigned, Prof Warren stated
that the launching of the gold-buying program in October, 1933, was directly
due to the rapid decline in business activity from the peak reached in June
of that year. — C. 8. T.
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CHAPTER VII

BANK NOTES

A bank note is a promise to pay a certain sum of money; it
is issued by a bank and is generally accepted as if it actually were
money. As a matter of fact, in most countries it usually is re-
garded as money. It differs from most other promissory notes
in that it does not bear interest and is transferred by delivery,
without endorsement. In the past, however, some bank notes
did bear interest and pass by endorsement. Some governments
have made bank notes full legal tender for all debts, public and
private; others give them only limited legal-tender qualities —
that is, they are legal tender for certain purposes only. In the
United States they have been full legal tender only since June 5,
1933. In some countries practically all the paper money in cir-
culation is notes issued by commercial, or central banks, In
France, for example, the paper money is notes of the Bank of
France, the central bank of that country. In other countries,
such as the United States, bank notes are only one form of paper
money outstanding. In Canada, before the act of July 3, 1934,
establishing the Bank of Canada, the pew central bank, paper
money was of two kinds: (1) Dominion notes issued by the
government and (2) notes issued by the ten chartered banks (the
large commercial banks with many nation-wide branches). In
England it is Bank of England notes which form the chief type
of paper money.

Some years ago it was customary to say that a bank performed
three functions: (1) to discount notes, drafts, and bills of ex-
change, (2) to receive deposits payable on demand or after a
specified time, (3) to issue notes. It was, briefly, an institution
with the three functions discount, deposit, and issue. How far
modern banks have enlarged these functions will be described
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later. For a long period it was believed that the right of note
issue was a necessary power of a bank, that banking could not be
profitable otherwise. This was true before deposit banking had
expanded to its present scope in English-speaking countries. It
was thought that banks must be permitted to issue their own notes
more or less freely, because when loans were granted the proceeds
were.generally taken out in the form of notes. Even if the bor-
rower left the proceeds of the loan temporarily on deposit, when
he wished to pay his bills he withdrew his deposit in notes.

Checking accounts, now used on a wide scale, are a compara~
tively recent development. On the continent of Europe today
they are not universal. When a law taxing notes of American
state banks 10 per cent was passed in 1865, the majority of the
state banks feared that tbey could no longer conduct banking
profitably and transferred to national charters or liquidated.
With the rapid development of the use of the check after 1870,
many state institutions again began to be chartered. One reason
why checks are so widely used in England and the United States
is that certain limitations are placed on note issue. The practice
of transferring bank deposits by check was therefore an innovation
of great importance.

Keynes on Bank Notes. In his celebrated book A Treatise on
Money, published in 1930, John Maynard Keynes traces four
stages in the development of bank notes.! In the first stage, he
says, deposits held in a bank by an individual were really treated
as an investment, and when money was needed it was withdrawn
in the form of notes. In the second stage deposits had come
partly to be a means of holding cash until needed, when they
were turned into notes. When the third stage is reached, payments
for business purposes are made largely by checks on deposits;
notes are still used for wage payments and petty-cash holdings.
In the fourth and final stage a large part of wage payments are
made by check, and notes are used only for pocket cash and cur-
rent cash purchases.

European countries on the Continent, says Mr. Keynes, are
still only somewhere between the second and third stages. Great

3 A Treatise on Money, Vol. 1, p. 40. Harcourt, Brace and Company.
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Britain is in the third stage, but is apparently broadening its
check payments and diminishing its note payments, so that it
can almost be said to be approaching the fourth stage. The
United States is, he concludes, well advanced toward the fourth
and final stage. How soon Continental countries will progress in
this direction is difficult to say, but conservatism, tradition, and
custom are such that change will probably be slow.!

Origin of Bank Notes. The modern bank note is probably an
outgrowth of the business promissory note and the warehouse
receipts for gold and silver issued by the British goldsmith
bankers in the seventeenth century. When money was left with
the goldsmiths for safekeeping, they would give to the depositor
a promise to repay an equal amount on demand. One such promise
to pay follows:

November 28, 1684

I promise to pay unto ye Rt. honble. ye Lord North & Gray or bearer
ninety pounds at demand.

For Mr, Francis Child & myself
Jno. Rogers

1 The undersigned bad an emb ing experi while serving in France
with the American army during the war, He was stationed at one time in
Chéteauneuf-sur-Cher, in central France, and was custodian of the regimental
mess fund. Purchases of food were frequently made at the open-air market
in the public square, Bank of France notea being used for this purpose.
Bank of France notes come in different sizes, the smallest denomination at
that time being only about one half the size of our present one-dollar bill,
but as the denomination grows, the size of the note grows even more rapidly
to astonishing proportions. Finally, becoming tired of carrying such a bale
of paper around with him, he decided to deposit the notes in a bank and
draw checks to make his payments. Since there was no branch of one of the
great French banks in Chéteauneuf, he climbed aboard a train and, after
enjoying the beautiful French countryside for two hours from the compart-
ment window, arrived in Bourges. There he promptly made his way to a
branch of the Société Général.

He approached a dignified official and, after some language difficulty,
managed to convey the notion that he wished to make a deposit. The process
turned out to be a somewhat lengthy one, but finally the notes were safely
deposwed and he was given a receipt. Then he asked for a checkbook, which

her lengthy expl i He was finally asked what he wanted
ane for, and the bank officials made it clear, politely but emphatically, that
it waa a highly extraordinary request. He replied that he wished to write
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The goldsmith bankers discovered that it was not necessary
to keep the full amount of the money deposited with them for
safekeeping on hand at all times, and they began to lend out a
portion of it at interest. Originally they charged the depositors
for safeguarding their funds, but gradually they began to pay
interest to attract funds. The principle of partial reserve was
soon developed, because only a small proportion of ready cash had
to be kept on hand to meet ecurrent demands, and modern banking
was well under way.

Some of the famous banks in Europe in the sixteenth and
seventeenth centuries, such as the Bank of Venice (1587) and the
Bank of Amsterdam (1609), also issued warehouse receipts for
coin. But the first modern bank note — a bank’s promise to pay,
not fully covered by a specie reserve — was issued by the Bank
of Sweden in 1656. When the Bank of England was chartered in
1694, it was required to turn all its paid-in capital (about
$6,000,000) over to King William, who needed money for his
militaristic adventures. In return it was given the king’s promis-
sory note and upon this as security was permitted to issue its own

checks to make some purch After the t of the officials moder-
ated somewhat, they informed him that it would be useless to write checks,
since no one would take them. Besides, he was told, he might write checks
to a larger amount than the money he had in the bank. If he wanted money,
all he had to do was to come to the bank and get it; that was what the
¥rench did. Since it did not seem feasible to spend a large part of his time
on the train traveling to and from Bourges, he then told the officials he had
better draw it all out again, which he did. If the officials had been amazed
before, they were now dumfounded. After this lengthy process was finished,
the writer stuffed the notes in his money belt and departed in much con-
fusion, leaving the bewildered bank officials perplexedly discussing with one
another the curious ways of the “erazy’’ Americans.

This experience should not be taken to mean that checks are not used at
all in France. In some of the larger cities well-known and reputable firms use
them to some extent. Transfer of funds bet cities is lished easily.
If you wish to make a payment to someone in another city, you can ask your
branch bank to make the transfer from your account to one your creditor
maintaing in the other city. Or you can, if you have no deposit, give the
branch some bank notes, pay a fee, and a transfer of funds will promptly
follow. A gimilar method in Germany, called the “Giro” system, has been
famous in the past for its speed, safety, and efficiency. Other Continental
countries use similar methods. — C. 8. T.
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notes to an equal amount. Thus began what really could be called
a government-bond-secured bank note. One of the early Bank
of England notes follows :
27 April
J.V.
I promise to pay to Mr. Daniell Denny or Bearer on demand the
Summe of One Hundred and fifty pounds eight shill. and 8 4 — London
the 24 day of January, 1699,
For the Govr. & Company of the Bank of England
John (Wase)?

Many unfortunate ventures in bank-note issue followed the
discovery of this deviee of issuing a bank’s promise to pay, which
came to be used as money, and was secured by only a partial specie
reserve. This principle of keeping only partial reserves made pos-
sible a large expansion of bank credit and bank-note issues, and in
some countries specie reserves diminished to only a small per-
centage. Some early American state banks kept practically no
reserves at all, and issued notes in profusion.

One reference must be made at this point to Chinese history.
Apparently the Chinese had a fully developed system of banking
and bank-note issue several centuries before European countries.
They also experimented with full specie reserves and partial
reserves.

The Currency versus the Banking Principle of Bank-Note Issue.
The Bank of England, after & numbey of unfortunate experiences,
was forced to secure all notes issued, except a small amount
backed by government bonds, pound for pound by gold. This was
prescribed by the Peel Act of 1844, and was due to the fact that
the severe crises of 1825 and 1837 were believed to have been
caused partly by the overissue of notes by British banks. As a
result the Bank of England gradually came to have the monopoly
of issuing bank notes.

The Peel Act of 1844 was called a victory for the currency
principle of bank-note issue. For years the question was widely

1 Article by R. D, Richards in the Quarterly Journal of Economics, Vol. XL,
p. 399.
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debated, the opponents of the currency principle favoring the
banking principle. Under the banking principle notes could be
issued whenever the bank was called upon for cash, and full specie
reserve was not required. It was argued that only under such a
practice could banking be carried on efficiently and properly;
great reliance was placed upon proper management. It was
further argued that the currency principle, which permitted note
issues only when an equal amount of specie or other currency was
deposited as full security behind them, and made notes equivalent
to specie or currency, placed banking in a strait jacket. Little or
no elasticity, a quality d d highly y in note issues, was
permissible. If a bank-note system was to be efficient and satis-
factory, it should provide for the expansion and contraction of
notes according to business and trade needs, especially seasonal
needs. If such expansion was impossible, there would be seasonal
tightening of the money market and great difficulties in times of
crisis. Before the passage of the Federal Reserve Act this was a
common occurrence in the United States.

It will be remembered that lack of elasticity was one of the
chief charges brought against the bond-secured national-bank-
note currency in the United States before the establishment of
the Federal Reserve System. Since the Peel Act of 1844 and the
National Bank Act of 1863 provided for inelastic bank-note issues,
England and the United States secured elasticity for the banking
system a8 a whole by developing checking accounts, which soon
became widely used. An increase in bank loans and investments
a8 trade expanded led to an increase in deposits. In countries such
as the United States, while individual banks may not create a large
proportion of their own deposits in this way, the banking system
as a whole may and does. A loan made by one bank creates a
deposit which may be checked against and the check deposited in
another bank. The result of a loan by the first bank is to increase
the deposits of the second.

Typical examples of bank-note issues of the banking type were
the Canadian bank notes before 1935 and the Bank of France
notes issued before the war. They were both elastie, backed by
only a small specie reserve, but were the first claim upon all the
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assets of the banks. They are known as a general-asset bank-note
currency. Probably, if bank management were extremely skillful
and honest, a general-asset note currency would be preferable, as
it would expand and contract with business requirements. But
there have been so many disasters in the war and postwar years
that the general tendency is away from the banking principle.
France, for example, now requires a 35 per cent reserve against
note issues, and most other European countries have placed
greater restrictions upon note issues than before the war. The
new Bank of Canada notes must have a reserve in gold or gold
bullion of at least 25 per cent. The Canadian chartered banks
no longer have the note-issuing privilege.

Security behind Bank-Note Issues. Practice is not uniform
throughout the world with regard to legal requirements of secur-
ity or backing for bank-note issues. The main objects have been
to prevent overissue and to safeguard noteholders against loss.
Before the Civil War in the United States the banks in many
states issued notes on the banking principle with little specified
reserve or specie behind them. The security which has been pre-
scribed in various countries in the past to provide for safety may
be classified as follows: general assets, specie, bonds, commercial
paper, and land.

General Assets. Behind this type of bank note there is usually
no pledge of any specific kind of security. Sometimes, however, a
small fund in specie is required to be placed with some govern-
mental or banking agency for the purpose of insuring prompt
redemption. This is frequently described as the safety-fund
principle. All the assets of the bank are really pledged as a body
behind the notes, and the notes constitute a prior lien upon these
assets.

The prewar Bank of France note and the old Canadian bank
note (before 1935) are examples of this kind. In Canada there
was a small safety fund established at Ottawa for purposes of re-
demption. Furthermore, the number of notes which a Canadian
chartered bank might issue was, like the national-bank note in the
TUnited States, limited to the amount of the bank’s paid-in capital.
At specified times, such as the crop-moving period in the fall, 8
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bank might exceed this limit by 15 per cent of its eapital and sur-
plus by paying a tax upon the excess at the rate of 5 per cent annu-
ally. In France the upper limit was set by parliamentary enact~
ment, but whenever the bank wished to increase its issue, it had
little difficulty in securing the necessary approval. This was done
2 number of times during the war and is still the practice. The
Bank of France has, nevertheless, generally maintained a very
large specie reserve. !

General-asset backing was used, in the early history of the
United States, not only by the state banks but also by the first
and the second Bank of the United States, the State Bank of
Indiana (1834-1866), and other banks owned partly by the state
governments. The Suffolk Bank of Boston (1818-1865) set up a
central redemption agency by forcing the New England banks to
maintain a balance with it for purposes of redemption or to pay
their notes in specie upon presentation. Under proper and eon-
servative management general-asset bank notes would probably
be the ideal type, if a centralized redemption agency were
maintained.

Specie. Some banks are required to maintain a specie reserve
of varying amounts behind notes that have been issued. As has
already been mentioned, the Bank of England is permitted to
issue a definite amount secured entirely by government bonds (its
fiduciary issue). All above this must be secured, pound for
pound, by gold; at the present time £260,000,000 of notes may
be secured by bonds. The Bank of Norway may issue notes to
the sum of 250,000,000 kroner in excess of its gold reserve. The
Bank of Sweden is entitled to issue 250,000,000 kroner based on
government securities (its fiduciary issue). In addition it may
.issue notes equivalent to twice its gold reserve. The Bank of
France must, since 1928, maintain a gold reserve of 35 per cent
of its note cireculation. The new Bank of Canada note requires a
gold reserve of 25 per cent; a portion of the security above that
amount may be in silver bullion purchased by the bank. The
Bank of France and the Canadian notes are therefore no longer
of the general-asset type. In Germany the Reichsbank must hold
a reserve of 40 per cent against its outstanding notes. Three
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quarters of this is in gold, and the rest in foreign exchange
(Devisen), that is, bills of exchange and bankers’ acceptances
payable abroad. At the present time, however, this requirement
is not strictly enforced, as the Reichsbank has practically no gold
reserve left; this is due to Germany’s financial difficulties and
her attempt to maintain the mark at its gold parity in the foreign-
exchange markets.

Against national-bank notes there must be kept a 5 per cent
redemption fund in Washington. Against Federal reserve notes
the Federal reserve banks must maintain a gold (now gold-
certificate) reserve of 40 per cent, in addition to other prescribed
security of commereial paper and (since February, 1932) govern-
ment obligations.

Bonds. Reference to the use of government bonds as security
behind Bank of England notes and the notes of the Bank of Nor-
way and the Bank of Sweden has already been made. Under the
free banking system established in New York State in 1838, a
bank might be created under general law with the note-issue
privilege, without a special legislative enactment granting a
charter. If notes were issued, it was required that there be
deposited with the state comptroller bonds of the United States
government, of New York State, of other approved states, or
mortgages on real estate. This was the first appearance of a
bond-secured bank note in this country.

The national-bank notes are secured by United States govern-
ment bonds. They will be deseribed in more detail later. The
Glass-Steagall Act of February 24, 1932, permitted the substitu-
tion of government obligations for the 60 per cent commereial
paper requirement behind Federal reserve notes. The Federal
reserve bank note, which is quite different from the Federal
reserve note, is secured by government obligations. The Emer-
gency Banking Act of 1933 permitted, as a substitute security
behind Federal reserve bank mpotes, commercial paper or bank
acceptances of the kind legal for rediscount at the Federal reserve
banks, If such security is substituted, however, Federal reserve
bank notes can be issued only to 90 per cent of the estimated
value of the collateral.
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A portion of the security behind the new Bank of Canada note
may be in government obligations of the United Kingdom or the
United States with a maturity of not more than three months
at the time of acquisition by the bank.

Commercial Paper. The requirement that bank notes shall be
backed, in whole or in part, by a specific pledge of commercial
paper is a common one. The prewar German Reichsbank note
was backed to the proportion of two thirds in this manner.
However, notes in excess of an amount of 550,000,000 marks had
to be secured completely by gold, or a tax had to be paid levied
at the rate of 5 per cent yearly. Now Reichsbank notes are
backed by commercial paper to the extent of 60 per cent. Defi-
ciency in the prescribed reserves is, as in the case of the Federal
reserve notes, penalized by a tax. The new Bank of Canada note
may be secured in part by bills of exchange with & maturity of
not more than ninety days.

When the Federal Reserve Act was passed in 1913, it was
provided that Federal reserve notes should be fully secured by
commercial paper, that is, notes, drafts, or bills of exchange. In
addition a 40 per cent gold reserve was required. During the
‘World War the law was changed to require only 60 per cent com-
mercial paper and 40 per cent gold.

Before the enactment of the Federal Reserve Act, as a result
of the panic of 1907, provision was made for the temporary issue
of national-bank notes backed by eommercial paper. This was
effected by the Aldrich-Vreeland Act of 1908, which made it
possible for national banks to issue notes to the amount of 75 per
cent of the value of commercial paper bearing two names and
baving a maturity of not over four months. ‘This type of issue
was thought necessary because in the panic of 1907 and,in pre-
vious monetary erises in this country, it had been fgundifnost
difficult to increase the amount of national-bank notes dutetand-

depositors for cash.

In the plan drafted by Senator Aldrich of Rhode Island for a
central bank, in 1911, it was proposed to permit an issue of central-
bank notes backed to the extent of one third by gold or lawful
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money. The remainder of the security was to be commeroial
paper or United States government bonds.

Note issues backed by commercial paper have a great ad-
vantage over bond-secured currency. They are more elastic and
respond with greater readiness to changing requirements of
business.

Land. The experiences of John Law, the issue of French assig-
nats, and the German Rentenmark note (backed by real estate)
will be deseribed later. Banks in the American colonies experi-
mented with this type of security, and the history of such note
issues is related elsewhere in this volume. In practically no re-
corded case has a bank note secured by land been successful.
Overissue and depreciation have been the general result of such
action.

State and National Bank Notes. There are in the United
States today three kinds of bank notes: the national-bank note,
the Federal reserve note, and the Federal reserve bank note.
Banks and trust companies chartered by the various states may
in some of these states still issue notes, but if they do they will be
required to pay a 10 per cent Federal government tax. This tax
was instituted in 1865 for the object of eliminating these state-
bank notes from circulation. Shortly before the Civil War there
were about sixteen hundred state banking institutions in existence,
the majority of which issued bank notes.

The State-Bank Note. One of the major aims of banking re-
form before the Civil War was to make bank notes safe. The laws
of many states were very lenient, and banks there were required
to keep little or no specie reserve. When a bank failed, those who
held its notes suffered a total loss on the notes of the closed bank.
Furthermore, notes passed at a discount when they were in cir-
culation at some distance from the issuing bank. There were some
banks in the large Eastern cities whose notes passed at par, but
these were exceptional. Finally counterfeiting was very common,
there being hundreds of kinds of spurious issues afloat in the coun-
try as a whole.

It can readily be seen what chaos must bave ensued at various
times, Merchants were required to keep informed as to the status



BANK NOTES 157

of banks whose notes were brought in by customers. Everyone
who received notes had to be certain that the bank was still open.
A large number of notes of closed banks tended to lodge eventually
in the hands of the poorer or more ignorant groups. In addition it
was necessary to keep a counterfeit-detector (a book issued regu-
larly for such a purpose) on hand continually.

The first Bank of the United States (1791-1811) and its suc-
cessor (1816-1836) did excellent work in restraining the overissue
of state-bank notes by collecting them and sending them home for

" redemption. Both the first and the second Bank of the United
States, chartered by the national government, also issued their
own notes, which furnished a safe kind of circulating medium.
When Congress and President Jackson decreed that the second
bank should not be rechartered, the state banks, freed from any
restraining hand, multiplied rapidly and showered the country
with issues which depreciated greatly.

Massachusetts and New York State were the leaders in the
movement to make bank notes safe. In Massachusetts the Suffolk
Bank of Boston (1818-1865) forced all outlying banks to main-
tain & specie reserve in Boston for the purpose of redeeming notes.
If the outlying banks refused to do so, their notes were returned
to them for redemption in specie. New York, in 1829, established
2 Safety Fund System, under which banks were required to keep
a deposit with a state official to pay off both deposits and notes
in case of failure. Later this was made effective only for notes,
because the safety fund was not sufficient to take care of deposits
also,

In 1838 New York established a bond-secured bank-note cur-
rency. As a safeguard against loss banks were réquired to deposit
certain types of securities with the state comptroller. It was found
that the eligible securities had to be most closely restricted af time
went on in order to realize enough money to reimburse holders of
notes of closed banks. The State Bank of Indiana (1834-1866)
was another historie institution issuing a safe bank-note currency.
This and other similar institutions in s number of states were
owned partly by the state governments and were of great assist-
ance in establishing a sounder currency.

.
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Most of the institutions just described passed out of existence
with the enactment of the 10 per cent state-bank-note tax in 1865.
Note issue was still a most important function of banking insti-
tutions, since the use of checking accounts and demand deposits
had not developed nearly so far as they have today. It was be-
lieved by state bankers that it was not possible to carry on
banking activities for a profit without the right of note issue.
Therefore some of them liquidated, but most of them shifted to
the national banking system, which had been created in 1863.

The National-Bank Note. The national banking system was a
product of the Civil War. Among others, Salmon P. Chase, then
Secretary of the Treasury, was interested in the reform of our
banking and cwrrency system. For political reasons it seemed to
be impossible to create a third Bank of the United States; there-
fore it was deemed advisable to set up a system of nationally
chartered banks operating as individual institutions under super-
vision from Washington.

Secretary Chase had two chief reasons for advocatmg the crea-
tion of national banks: (1) to secure a more uniform and safe
bank-note currency; (2) to obtain a market for United States
government bonds in the endeavor to secure assistance in financ-
ing the Civil War. Therefore it was required that every newly
organized national bank must buy government bonds to an
amount equal to one third of its paid-up capital stock and surplus.
Every bank had to buy at least $30,000 worth of such bonds. It
was required that the bonds must be deposited with the govern-
ment at Washington and upon them as security the national bank
could issue its own notes to an amount not exceeding 90 per cent
of the market value or 90 per cent of the par value. The amount
of notes issued by a bank must not be greater than its paid-up
capital,

The number of national banks organized between 1863 and
1865 was disappointing, so that the bonds they purchased were
not of great assistance in financing the war. After the enactment
of the state-bank-note tax of 1865 they increased rapidly in num-
bers, reaching in 1879 a total of 2048, In the middle of 1922 there
were 8250 national banks; since then there has been a steady de-
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cline, due to liquidations, failures, and eonsolidations, until today
only about 5400 of these banks remain,

In 1882 the law was changed so that banks with & eapital of
$150,000 or less needed to buy bonds to an amount equal to one
fourth instead of one third of their capital. Banks with a capital
exceeding that figure were required, in the future, to buy at least
$50,000 in bonds for the purpose of securing note eirculation. The
act of March 14, 1900, permitted the national banks to issue notes
up to the full amount of the par value, but not in excess of the
market price, of the bonds. Since the Federal Reserve Act of 1913
it has not been necessary for a nationa! bank to purchase bonds if
it had no desive to issue notes.

Not all national banks have taken advantage of the right
to issue motes. On June 30, 1932, out of 6150 national banks
over a thousand had no notes outstanding. Not all government
bonds bear the circulation privilege. For example, in the early
part of 1932 the only bonds which could be used as security for
note issues were the 2 per cent consols of 1930 (approximately
$600,000,000) and the 2 per cent Panama Canal bonds (approxi-
mately $75,000,000). The 2 per cent consols of 1930 were not
required to be retired in that year, but could be called at any
time after that date, on three months’ notice, at the pleasure of the
government. Since their retirement would bave forced the auto-
matic retirement of almost all the national-bank notes, they were
not called for redemption. The Panama Canal bonds mature in
1936 and 1938, all but $25,000,000 maturing at the earlier date.
Approximately 98 per cent of the consols and Panama Canal bonds
were actually pledged to secure national-bank-note circulation.
Therefore, even if the banks which had no notes outstanding had
wished to issue some, it would have been very difficult for them
to obtain the necessary amount of eligible bonds. .

When the national banking system was created, Congress
limited the total amount of national-bank notes which might be
issued to $300,000,000. Below this sum two other factors had an
effect upon the total amount issued : government bonds available
for purchase as security and the paid-in capital of the national
banks, In 1870 the limit was raised by Congress to $354,000,000.
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Finally, by the act of January, 1875, providing for the resumption
of specie payments, this restriction upon the circulation of na-
tional-bank notes was removed. Originally national banks were
required to keep the same reserves against notes outstanding as
against deposits : 25, 25, and 15 per cent, depending upon whether
the bank was located in a central-reserve, reserve, or other city.
This reserve requirement against notes was removed in 1874, only
a 5 per cent redemption fund being needed after that date.

The original limitation upon the amount of notes which could
be issued caused considerable difficulty between 1867 and 1870,
when banks found that they could not issue notes to the amount
desired, because of this restriction. By 1882 the amount out-
standing had reached approximately $360,000,000. From that
date until 1891 there was an almost steady decline to about
$170,000,000, owing to the fact that the government was retiring
its bonded indebtedness. Also, because of the improvement in
national credit, the price of government obligations was rising,
which lessened the incentive for banks to purchase bonds for this
purpose. The long depression of the nineties and the Spanish-
American War made conditions again favorable for note issue,
and the amount outstanding had again reached $360,000,000 by
1901. In 1909 the figure passed the $700,000,000 mark for the
first time. &

One of the chief criticisms of the national-bank note was that
it was inelastic, both for 1. needs and for periods of mone-
tary strain. If it had not been for the increase in money in circu~
lation resulting from the Bland-Allison Silver Purchase Act of
1878, it is possible that the decrease in national-bank notes out-
standing after 1882 might have had serious consequences. Had
the government continued to retire its debts after 1891, the banks
would have been forced to cease the issuance of their notes.

The unsatisfactory quality of a bond-secured bank-note cur-
rency was one of the chief reasons why the movement for mone-
tary and bank reform gathered such strength after the panic of
1893. Nothing was actually done, however, until the panic of
1907 again revealed how difficult it was to increase note circula-
tion quickly to meet sudden demands for cash.
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It had also been found that national-bank notes were perversely
elastic. When the need for additional circulation was greatest,
the price of government bonds was such that banks were reluctant
to buy them and issue more notes. When the price of bonds was
low and banks were tempted to expand their circulation, additional
notes were frequently unnecessary. Consequently a desire for a
more broadly secured and properly elastic bank-note currency
was behind the creation of the National Monetary Commission,
the passage of the Aldrich-Vreeland Act of 1908 (permitting the
temporary increase of national-bank notes based upon other than
government bonds), the drafting of the Aldrich Plan, and finally
the Federal Reserve Act.

It was hoped in 1913 that national-bank notes eould be retired,
but the banks were loath to give up the privilege, since it resulted
in some slight profit and had some alleged advertising value.
Furthermore, they asserted that retirement would force them to
gell their government bonds, because the 'interest return on such
bonds, eligible for circulation security, was small (slightly over
2 per cent), and this was too low for a permanent investment. If
they were forced to sell their bonds for this reason, they claimed
they would suffer considerable loss, and would give up their na-
tional charters and refuse to enter the Federal Reserve System.
As a compromise it was decided to offer them several alternatives
which will be discussed shortly in the section on the Federal re-
serve bank note. We will say here merely that the national-bank
note is still with us, and recently national banks were encouraged
to expand their outstanding circulation.

As the depression which began in 1929 deepened, there came
from many people a demand for an increase in money in circula-
tion on the ground that this would increase buying power and
help to restore prosperity and prices. Prices had sunk to'such low
levels that, because incomes had also dwindled, many .debtors
were finding it difficult to pay their obligations. Consequently
demands for some kind of inflation became insistent. On June 1,
1932, a bill designed to make all government bonds eligible as
security for national-bank notes was favorably reported by the
Senate Banking and Currency Committee. However, this was



162 MONEY AND BANKING -

believed to be too extensive, and finally it was amended to permit
national banks, for a period of three years, to use as collateral any
United States government bond bearing interest at the rate of
not more than 3% per cent annually. This provision, known as
the Glass-Borah rider to the Home Loan Bank Act, was enacted
into law July 22, 1932,

Had it not been that the total of national-bank-note circulation
was still restricted to the capital stock of the banks, an additional
amount of $3,000,000,000 could have been placed in circulation,
Actually, because of the limitation just mentioned, only another
$1,000,000,000 was possible. This additional power of expan-
sion rested, furthermore, chiefly with the larger city banks, In
June, 1932, country banks possessed only 30 per cent of the un-
used issuing power, New York City, Chicago, and the reserve
cities accounted for the difference. Banks in New York and Chi-
cago alone could have issued $300,000,000 more had they chosen
to do so.

In the middle of 1931 there were $650,000,000 of national-bank
notes outstanding. This amount had risen to slightly over
$700,000,000 by the time of the passage of the Glass-Borah rider
to the Home Loan Bank Act. Those who expected a great increase
in circulation as a result of the act were disappointed, for by Jan-
uary, 1933, the total had risen only*to $836,000,000. In late
February, 1933, when the total money in cireulation reached
$6,545,000,000, because of the'gxtensive demand for money to
hoard, national-bank notes constituted only 13 per cent of the
total. At the end of March, 1933, the amount in circulation was
$922,000,000. The high point was: réached in February, 1934,
with a total of nearly $940,000,000 outstanding. Thus it can be
seen that only about one fourth of the possible expansion was
utilized. Since February, 1934, there has been a gradual decline,
until by April, 1935, the total outstanding was $810,000,000.
In February, 1935, it was announced that notes issued under the
Glass-Borah rider must be retired by the middle of 1935.

The Aldrich-Vreeland Act of 1908. In a previous case too, in
1908, when provision was made for an emergency issue of national-
bank notes, full use of the power granted was not made. It was
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realized that some kind of monetary reform was impending, but it
was fortunate that the provisions of the Aldrich-Vreeland Act,
which will be deseribed in a moment, could be used to meet the
crisis which developed at the outbreak of the World War. On
May 28, 1908, after a Congressional debate of only one hour, the
Aldrich-Vreeland Act was passed. It had not been considered by
any regular committee of either branch of Congress, but was
hastily put together by a Republican caucus committee as a po-
litical rather than a financial expedient, so that the Republicans
might be able to say in the coming campaign that they had made
provision for an emergency currency in case of a renewal of the
stringency of the preceding autumn. The bill consisted of a part
of a measure prepared somewhat earlier by Congressman Vree~
land of New York, and of a part of the Aldrich bill, which had
previously passed the Senate. It embraced the principles of an
asset currency, which neither house of Congress had ever pre-
viously accepted. It was therefore a step in the right direction.

It permitted a group of national banks, each having an unim-
paired capital and surplus of not less than 20 per cent, with an
aggregate capital and surplus of at least $5,000,000, to form na~-
tional currency associations. Any member of this association,
with notes already outstanding to 40 per cent of its capital stock,
could deposit certain securities with the association and issue
notes upon them. If state, city, town, county, or other municipal
bonds were deposited, the Comptroller of the Currency would
permit the bank to issue notes up to 90 per cent of their value,
Other bonds, and two-name commereial paper with a maturity of
not more than four months, could support notes only to 75 per
cent of their value. All the banks in the currency association were
to be jointly and severally liable for all such notes issued. The
total amount which could be issued was set at $500,000,000,T0
provide for early retirement of the notes & tax at the rale vl per
eent per annum was levied upon the average amount outstanding
the first month. After that an additional tax of 1 per cent per
annum was to be paid, and the amount was to increase 1 per cent
each successive month until the total reached 10 per cent. The
act was to expire June 30, 1914,
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It was, however, very fortunately continued in force antil
June 30, 1915, by the terms of the Federal Reserve Act. No cir-
culating notes were issued under it until the outbreak of the World
War in August, 1914. When this event occurred, there was a
sudden demand for gold abroad, which led to exports of that
metal from the United States to the amount of $165,228,000 over
and above imports of that metal for the year. Fortunately prepa-
rations had been made beforehand for emergencies. The Aldrich-
Vreeland notes had been printed in suitable denominations and
sufficient quantity. There was a sudden demand for them, and
they were turned over to the banks to the amount of $384,482,025
before the end of December, 1914, in exchange for commercial
paper, state and city bonds, and other securities authorized by
the act. But for this stopgap we might have had a more devas-
tating bank panic than had ever been experienced before that
time. Not a dollar was lost by the government in this transaction,
but a considerable sum was gained through the interest paid by
the banks on the notes. The notes were retired almost as rapidly
as they had been issued. On February 18, 1915, the amount, out-
standing had been reduced to $38,096,000. In the meantime no-
body had felt any lack of eurrency, there had been no premium
on gold, and no panie. The notes were all retired before the middle
of 1915. B

Legal Tender and Other Provisions. On June 5, 1933, national-
bank notes were made full legal tender for all debts, public and
private. Previously they had bad strictly limited legal-tender
powers. They had to be received at par by all other national
banks, and were redeemable at national banks and at the Treas-
ury. They are a prior lien upon the assets of the bank, and their
redemption is guaranteed by the government. The profit to be
derived from their issue is small. The national government levies
upon them a semiannual tax of  of 1 per cent, orone of 4 of 1
per cent if the bond used as security bears more than 2 per cent
interest. However, the notes issued under the Glass-Borah rider
to the Home Loan Bank Act of July 22, 1932, were taxed only as
though they had been issued on 2 per cent bonds. A bank might
have lent the sum invested in government bonds at, possibly,
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6 pér cent interest instead of issuing notes, If it did issue notes,
the extra profit to be derived from the income from government
bonds and note issue varied over a period of years from % of 1
per cent to slightly over 1 per cent. In addition to the tax on
notes the banks must pay the cost of engraving and printing the
notes and of their transportation. If the bond used as security
yields only 2 per cent, it being assumed that the bank bought it at
par, the expense to the bank consumes much of the difference,
because it bears the cost. On the temporary issues from 1932 to

" 1935 the profit was larger, since the bonds bore a somewhat higher
rate of interest.

Originally national-bank notes outstanding were almost as large
a8 the deposits of the banks. In 1870 the deposits were approxi-
mately $500,000,000, and notes came to almost $300,000,000,
But for the original limitation in the amount permissible, notes
would probably have equaled deposits at that time. By the end
of 1929, however, deposits had grown to nearly $20,000,000,000,
while notes were only $650,000,000. Late in 1934 deposits were
about $18,000,000,000, and notes outstanding amounted to less
than $900,000,000. Therefore note issue has come to be only a
minor function of a national bank.

The only good reason for urging the retirement of national-
bank notes now lies in the fact that it would simplify our mone-
tary system. With respect to their safety there is no question.
No one has ever lost a dollar by taking a national-bank note. The
fact that they are still relatively inelastic is no longer important,
since elasticity has been furnished by the creation of the Federal
reserve note, to a discussion of which we now turn.

The Federal Reserve Note. The reasons for the creation of a
new type of bank note in the United States have already been
mentioned. Primarily the need was for a more elastic type of cur-
rency, and this was made possible by the provision for a Federal
reserve note in the act of 1913 establishing the Federal Reserve -
System. Each of the twelve regional reserve banks set up by that
act may issue these notes under the rules and regulations estab-
lished by the Federal Reserve Board at Washington, in accord-
ance with the provisions of the Federal Reserve Act. The Federal
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Reserve System will be described in more detail later. All that
will be said here is that it is a system of bankers’ banks, each of
the reserve banks being owned by the member banks in its dis-
trict. All national banks must be members and buy stock in their
reserve bank. A number of state banks and trust companies which
have complied with certain requirements also belong. The reserve
banks hold the legal reserves of the member banks, rediscount
comnmercial paper for them, advance funds to them upon the
security of government bonds, and perform other functions. The
chief supervisory body in the system is the Federal Reserve Board
in Washington, the members of which are appointed by the Presi-
dent, with the advice and consent of the Senate.

On the face of the Federal reserve note is this inseription, *The
United States of America will pay to the bearer on demand. ..
[a certain number of] dollars.”” Why does the note not read that
the Federal reserve bank, through which it is issued, promises
to pay this sum? The answer is that William Jennings Bryan,
Secretary of State in the cabinet of President Wilson, insisted that
these notes should be issued by the government, since the right
to issue money was a governmental function. Since he had three
times been a candidate for the presidency and had a strong politi-
cal following, it was thought necessary to appease him. Although
the wording on the face of the note states that it is an obligation
of the government, it is, nevertheless, in every other respect a
true bank note. )

Method of Issue. Request for the issue of Federal reserve notes
is made by a member bank of the Federal reserve bank in its dis-
trict. When the member bank needs cash to pay out to its de-
positors, it can get it from its reserve bank in several ways. It can
draw a check against its reserve deposit kept in the reserve bank,
and take the proceeds out in Federal reserve notes. If its reserve
deposit is no more than the required amount, and it does not wish
to overdraw this amount for fear of baving to pay a penalty, it can
take eligible commercial paper which it has discounted for busi-
nessmen and discount it again (rediscount) at the regional reserve
bank, taking the proceeds in reserve notes or other cash held by
the reserve bank. Or, if the member bank prefers not to rediscount
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commereial paper (some banks object to this practice), it may
borrow on its own fifteen-day note, secured by commercial paper
or government bonds, from the reserve bank, This is called an
advance, and is favored by many member banks. Still another
method may be used : the member bank may sell bankers’ accept-
ances, which it owns, or government bonds to the reserve bank.

How does the reserve bank get the reserve notes? The de-
partment which pays them out secures them from an officer of the
Federal reserve bank known as the Federal Reserve Agent. Col-
lateral in the form of eligible commercial paper or gold (now gold
certificates, since all gold has been centralized in Washington)
must be deposited with the Federal Reserve Agent. The different
types of eligible paper are as follows:

1. Promissory notes, drafts, or bills of exchange which have been
1ssued or drawn for agricultural, industrial, or commercial purposes and
dy redi ted for a ber bank by the reserve bank. Com-
mercml paper must have a maturity of not more than ninety days at
the time of rediscount. Agricultural paper may have a maturity of
nine months,

2. Bills of exchange endorsed by a member bank, or bankers' ac-
ceptances bought in the open market by the reserve bank.

3. Notes, drafts, or bills of exchange drawn by customers of & member
bank for the purpose of trading in government obligations and redis-
counted by the reserve bank for the member bank.

4. Promissory notes of member banks, with fiftecen days maturity,
secured by commercial paper or government bonds,

5. Since the passage of the Glass-Steagall Act of February, 1932,
government bonds owned by the reserve bank may be used in place of

ial paper, if cial paper is not available, up to 60 per cent
of the amount of Federal reserve notes outstanding,

Safety of Federal Reserve Notes. The Federal Reserve Act
originally prescribed a 100 per cent backing of comme¥eial paper
and 40 per cent in gold in addition. But during the World War#?
the requirement was reduced to 40 per cent gold and 60 per cent
commercial paper.

The Glass-Steagall Act permitted the substitution of govern-
ment bonds, as described above. The first use of this provision
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was made on May 5, 1932, when nearly $100,000,000 of govern-
ment bonds were so pledged. Additional bonds were later pledged.
The reason for this provision was that it was feared that, with the
declining amount of commercial paper coming to the Federal re-
serve banks, the amount of gold in these banks might not be suffi-
cient if the other provisions of the Glass-Steagall Act were to be
effective. During the postwar years the Federal reserve note had
come to be supported practically 100 per cent by gold, and it was
desired to free some of this gold for other purposes, especially to
make possible the maintenance of the requirement of a reserve of
35 per cent in gold or lawful money against member-bank reserve
deposits in the Federal reserve banks. The Glass-Steagall Act
contemplated a great expansion of open-market purchases of gov-
ernment bonds in order to force excess reserves upon the member
banks, in the hope that this would encourage member-bank credit
expansion as an aid to business recovery. Such an increase in de-
posits would have meant an increase in reserves equal to 35 per
cent. Even with the new requirements in force the gold reserves
of the Federal reserve banks approached the legal minimum just
before the bank holiday of March, 1933.

There is no question about the safety of the Federal reserve
note. It is, in addition to being backed by 40 per cent in gold and
the rest in commercial paper or bonds, a prior lien upon all the
assets of the reserve banks. Finally it is guaranteed by the United
States government. A 5 per cent redemption fund, calculated
as part of the 40 per cent reserve, is maintained at Washington.
While the reserve note, since March, 1933, is not redeemable in
gold, this is no reason to fear for its safety. The reserve notes are
as safe as the government itself. They were made full legal tender
on June 5, 1933.

Elasticity. The Federal reserve note has proved itself to be
much more elastic than the national-bank note. It was originally
believed that it would increase and decrease in volume with the
amount of commercial paper being presented by the member
banks for rediscount. When business was active and member
banks were rediscounting liberally in order to secure cash or addi-
tional reserves at the reserve banks, it was expected that notes in
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circulation would increase. Then, when business slowed down,
member banks would repay their loans with surplus Federal re-
serve notes which accumulated in their vaults. These notes would
eventually go back to the Federal Reserve Agent, the paying divi-
sion of the reserve bank withdrawing the collateral previously
deposited with him.

However, elasticity has not been as perfect as this because of
borrowing methods used by the member banks, especially in the
use of the fifteen-day collateral loan note secured by government
bonds. The amount of Federal reserve notes issued depends en-
tirely upon requests for them from member banks. What has
developed is an elasticity in all money, instead of just in Federal
reserve notes, since the Federal reserve banks take in and pay out
all forms of money. In seasonal elasticity there is a great improve-
ment. The amount of money in circulation varies with seasonal
needs, rising generally to its yearly peak during the Christmas
holidays. It is chiefly in seasonal elasticity that the Federal re-
gerve note measures up to the ided! of an automatically expanding
and contracting bank-note issue. With regard to secular (long-
time) and eyclical elasticity much still remains to be done.

There is a short-time type of elasticity which must be men-
tioned. It is found that at periods of pay-roll disbursements the
Federal reserve notes outstanding increase in amounts as banks
request more money from the reserve banks. When the money is
spent, it flows back to the member banks, and they, finding that
they have more cash than they need, deposit it in the reserve banks
until it is again needed for pay rolls.

This point is not well understood by those who have during the
last two or three years clamored for an increase in the money in
circulation. Since probably 90 per cent of all transactions are
paid for by checks, the amount of money in circulation depends
upon how much money the customers of banks wish or nieed to pay
their bills. A sudden injection of several billions of dollars of new
money into eirculation for the payment of the soldiers’ bonus, for
unemployment relief, or for the purchase of government bonds
would mean that the recipients would immediately have more
money to spend. Retail and other merchants receiving it would
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promptly deposit it in their banks. The banks would find that
they had more cash on hand than was needed, and they would
deposit it in the reserve banks. The credit thus built up might be
used by a bank to repay its borrowings from the reserve bank, or
for investment. If the bank saw no place in which the deposit
built up at the Federal reserve bank in this manner could be used,
it might just leave it there.

An example of how member banks might permit such surplus
reserves to accumulate can be found in the government-bond-
buying campaign indulged in by the reserve banks under their
open-market powers from 1932 to 1935. As a result the surplus
reserve deposits held by the member banks in the reserve banks
increased late in 1934 to almost $2,000,000,000, and early in 1935
to nearly $2,500,000,000. This was the expected result, of course,
and was thought desirable, sinee it might lead the member
banks greatly to expand their loans to business. In this respect
the advocates of enlarged open-market bond-buying were disap-
pointed, for the banks were slow to expand their loans, elaiming
that they could not find enough borrowers of good credit standing.
Consequently, if a large amount of additional paper money were
issued, it would, after being used once or twice, eventually drift
back to the reserve banks, increasing the’surplus reserves of the
member banks still further, Successive. issues of paper money
would likewise flow into the reserve banks, still further increasing
surplus reserves. This would continue until the people lost con-
fidence in the paper mioney; its velocity of circulation would in-
crease rapidly, and prices would mount to much higher levels.

Brief History of Federal Reserve Notes. The Federal reserve
banks opened their doors for business in December, 1914. One
year later there were $215,000,000 in Federal reserve notes in cir-
culation. By the end of 1916 the total was only slightly larger.
In 1917 the amount in circulation began to increase rapidly,
reaching over $1,000,000,000 by the end of the year. The peak
was reached in December, 1920, when the notes in circula-
tion came to $3,400,000,000. From that high point came a de-
cline to less than $2,000,000,000 by 1924. The amount remained
almost stationary for several years after that, dropping as low
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as $1,600,000,000 in 1928. In 1930 the postwar low point of
$1,350,000,000 was reached. During 1931, 1932, and 1933, because
of the increase in hoarding, Federal reserve notes in circulation
grew rapidly. The $2,000,000,000 mark was again passed in
September, 1931, the $3,000,000,000 mark in early February, 1933,
and a high point for all time of $3,750,000,000 was reached just
before the bank holiday of March, 1933. After the banks were
reopened and confidence restored, the issue again declined to
approximately $3,000,000,000 in the early fall of 1933. Since that
time it has fluctuated somewhat closely around that figure.

The extent of the drain of money into ecirculation due to the
panic of February and early Maxrch, 1933, is shown by the fact
that all money in circulation reached an all-time high point of
$7,500,000,000 on March 3. In the last ten days before the holi-
day, over $1,500,000,000 was withdrawn in cash by frightened de-
positors. This threw a tremendous strain upon the Federal reserve
banks, for such an increase in demand for actual cash had never
been witnessed before. At that rate, in two or three more days,
the Federal reserve banks would have had no paper money left
to pay out. So they too were closed, partly in order that more
Federal reserve notes could be printed and legislation enacted
permitting an emergency broadening of the eligible paper base.

Let us revert to the World War and immediate postwar period
for a moment. During 1917 and 1918 it became evident that a
very large portion of the Federal reserve notes outstanding were
being backed by what was called “war paper.” When in 1917 it
was decided to impound all the gold in the country in the Federal
reserve banks, banks turning in their gold were given Federal
reserve notes in exchange in many cases. The gold taken in was at
first used in latge part to back the notes. Between 1915 and the
end of 1918 we added over $1,000,000,000 to our total gold stock
by means of imports from abroad.

As the war progressed, “war paper” came to be used in larger
and larger amounts to back the notes. “*War paper’ was made up
of the promissory notes of member banks, secured by United
States government obligations. Member banks helped to finance
the war by supporting the goyernment’s ** Borrow and Buy” cam-
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paign to float government bonds. They borrowed from the reserve
banks on their own notes, secured by government bonds, and
themselves bought more bonds, and assisted their customers, by
means of lending to them, to do the same. This contributed to the
resulting inflation during that period, an inflation due to a rapid
expansion of bank credit.

After the armistice, notes continued to expand, but they came
more and more for several years to be collateraled by commercial
paper instead of “war paper.” Between September, 1920, and
August, 1922, the gold tide turned again, and we imported over
$1,000,000,000 more gold, after having lost about $400,000,000 to
foreign countries in 1919 and early in 1920. Member banks used
these gold imports to pay off their loans at the reserve banks.
There had been over $1,000,000,000 of gold certificates outstand-
ing in 1914, but these had been reduced to $170,000,000 in 1921 by
the process of impounding gold in the Federal reserve banks and
replacing the certificates by Federal reserve notes. But with this
great influx of gold, especially since between late 1922 and Novem-
ber, 1924, we imported still $600,000,000 more, gold certifi-
eates were again paid out in ecirculation, until by 1926 over
$1,000,000,000 were again outstanding. One reason for this may
have been that the authorities feared an ipflationary expansion of
bank credit if the gold piled up in the Federal reserve banks was
permitted to support the bank credit possible.

In 1922 gold began to be used more and more to support Fed-
eral reserve notes, especially as the volume of commercial paper
rediscounted at the Federal reserve banks began to decline. Gold
certificates were substituted in large amounts for Federal reserve
notes, and the Federal reserve notes remaining in circulation came
to be so fully backed by gold that they were almost the equivalent
of gold certificates.

As a result it may be said that, except for seasonal fluctuations,
the Federal reserve note has not yet approached the idea! of an au-
tomatically expanding and contracting bank-note currency. Dur-
ing much of the postwar period the volume of notes outstanding
depended to a high degree on the gold policy of the reserve banks.
This means that gold imports and exports, and the resulting credit
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policy of the reserve banks, frequently played a much larger part
in determining how many Federal reserve notes would be issued
than the amount of eligible commercial paper available. When
new gold was imported by banks, it was deposited in the Federal
reserve banks. The eredit placed to the deposi of a mem-
ber bank became a legal reserve. The meémber banks were thereby
able to increase their loans to their customers without being forced
to rediscount commercial paper or to borrow. The policy of the
reserve banks was to pay gold certificates into circulation when
the amount imported increased. When gold exports were larger,
the demand for currency was met by paying out Federal reserve
notes. Thus the notes varied in amount with gold movements.

There were still $1,000,000,000 in gold certificates in circulation
as late as September, 1931. Then they began to be withdrawn
and by February, 1933, hsdbeenmdueedwmmom When
gold was called in after the bank boliday, the
greatly, until only about $120,000,000 remain outstanding. By
early 1935 practically no eommercial paper remained in the re-
serve banks; and member banks have for months been virtually
out of debt to the reserve banks, since their excess reserves are so
large. The one chief asset today of the reserve banks is govern-
men$ obligations, over 97 per cent of their assets being in that
form. Consequently the Federal reserve note today is far re-
moved from the type of currency which those who drafted the
Federal Reserve Act thought they were creating. Automatic
lasticity may be restored in the future, but, since the national
government has during the depression come to use the Federal
Reserve System more and more as an instrument of governmental
financial policy, this is problematical.

Further Provisions Regarding Federal Reserve Notes. In order to
provide for emergencies the Federal Reserve Board was given the
power, in the original act, to suspend the 40 per cent gold-reserve
requirement: There is, however, a prescribed penalty if use is
made of this power. A tax beginning at the rate of 1 per eent per
annum is levied, and this tax increases rapidly as the actual re-
serve falls farther and farther below the 40 per cent requirement.
The reserve bank pays the tax and must raise its rediscount rate

-

-
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(the interest charged the borrowing banks) by an amount equal
to the tax. This provision has, however, never been used, although
some authorities maintain that the gold embargo of early 1933
and the suspension of the gold standard at that time would not
have been necessary had the Federal Reserve Board made use of
its power in this respect.’

The Federal Reserve Board also has the right to levy a tax upon
that portion of Federal-reserve-note issue which is not covered by
gold. This tax must be borne by the reserve banks and cannot be
shifted by raising the rediscount rate. This power likewise has
never been utilized.

Legally Federal reserve notes cannot be used as reserves by
member banks. All required reserves against deposits of a mem-
ber bank must be kept in its district reserve bank. Thus deposits
kept by the member banks in their reserve bank constitute the
“reserve deposits’’ to which reference is 8o frequently made. How-
ever, state banks which are not members of the Federal Reserve
System can and do, in many states, count Federal reserve notes in
their vaults as part of their legal reserve.

To provide that Federal reserve notes shall be returned as
rapidly as possible to the reserve bank through which they were
issued, the Federal Reserve Act levies a tax of 10 per cent upon all
Federal reserve notes paid out by a reserve bank other than the
one that originally issued them.

‘The Federal Reserve Bank Note. Itis 1mportant that the dis-
tinction between Federal reserve notes and Federal reserve bank
notes be fully realized. The Federal reserve bank note is issued by
a reserve bank and is a promise of that bank to pay the holder a
certain sum of money. In this respect, and also in respect to the
security behind it (before March 9, 1933), it resembles the na-
tional-bank note. In fact, it was created largely for the purpose of
retiring the national-bank note. It will be seen, therefore, that
it is quite different from the Federal reserve note. The legislation
of March 9, 1933, gave it some resemblance to the latter, as will be
seen presently, but this is probably only a temporary situation.

The Federal Reserve Act provided that national banks which
wished to retire their notes might, during s twenty-year period
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ending December 23, 1935, request the Treasurer of the United
States to sell the bonds securing these notes. The Federal Reserve
Board could thereupon require the Federal reserve banks to buy
the bonds at par plus accrued interest, in an amount not exceeding
$25,000,000 in any one year. The money received for the bonds
would be used to retire the national-bank notes when they came
in. From 1914 to 1917 only about $70,000,000 in national-bank
notes were so retired, and then the bonds securing them went
to such a high price that the national banks would not sell them
at par.

‘When the Federal reserve bank bought the 2 per cent bonds, it
could, if it wished, issue Federal reserve bank notes against them.
A 5 per cent redemption fund was thereupon required to be placed
in the United States Treasury. The Federal reserve bank notes,
therefore, were similar to the national-bank notes, except that the
amount issued was not restricted to the capital of the reserve bank.

However, if the reserve bank did not wish to issue bank notes,
it could exchange one half of the 2 per cent bonds purchased for
one-year United States 3 per cent gold notes without the circula-
tion privilege. The other half could be exchanged for thirty-year
3 per cent gold bonds without the circulation privilege. Most of
the bonds bought from the pational banks up to 1918 were ex-
changed for these 3 per cent government obligations.

The Pitiman Act of April 23, 1918. Early in 1918 the British
government needed a large amount of silver for currency-redemp-
tion purposes in India. It was afraid that unless the silver could
be secured at once, serious unrest might develop in that country
which might hinder the British military campaign against Ger-
many. An appeal was made to the United States, and Congress
anthorized the calling in of silver certificates to the amount of
$350,000,000. The silver dollars behind them were to be melted
down and the silver sold to Great Britain at the price of a dollar
an ounce. Approximately 260,000,000 silver dollars were accord-
ingly melted down and the silver sent to India. In order to secure
the agreement of the silver interests to this act, it was deemed
necessary to provide that, when the emergency was over, a similar
amount of domestic silver must again be bought at not less than a

. .
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dollar an ounce, silver dollars again coined, and silver certificates
reissued. This legislation is known as the Pittman Act.

It was feared that the withdrawal of the silver certificates
might lead to an undesirable contraction of the currency. This
fear was unreasonable, since Federal reserve notes were increasing
rapidly in numbers, but to satisfy those who held this view it was
provided that Federal reserve bank notes should be issued to take
the place of the silver certificates. These notes were secured by
one-year 2 per cent United States certificates of indebtedness or
one-year 2 per cent gold notes of the government. The greatest
number outstanding was $261,000,000 on December 26, 1919.

‘When the emergency was over, the Federal reserve bank notes
were retired and replaced by silver certificates, the government
obligations being paid off. Incidentally the silver-producers real-
ized handsomely in the process. Silver had reached a price of over
$1.30 an ounce late in 1919. The prices of all commodities had
risen greatly, and in a gold-standard country the price of silver
moves with other commodities. At that price the silver in a silver
dollar was worth more than a dollar, and some silver dollars were
hoarded or melted down for their bullion. When commodities
began to drop rapidly in 1920, silver likewise fell rapidly in price
far below one dollar an ounce. But the government was required
to keep on buying domestic silver at that price.

As a result the domestic silver price was pegged far above the
world price until the repurchasing was complete. To cap the cli-
max, not satisfied with their easy profits from this source, the
silver interests claimed that the government had not bought all
it was supposed to buy and entered suit. They lost the case, and
rightly so. All but about $3,000,000 of the Federal reserve bank
notes issued under the Pittman Act had been retired by early
1923. The reserve banks deposited emough money with the
Treasury to cover the notes outstanding and removed them from
the liability side of their balance sheets. Many of them are lost
or destroyed and will, of course, never be redeemed.

1 The undersigned has two of them, each of a denomination of one dollar,
which he is keeping a8 curiosities or souvenirs. That accounts for two dollars
of the three million. — C. 8. T.
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The Act of March 9, 1933. Because of the great demand for
currency preceding the bank holiday of March, 1933, it was
thought necessary to provide immediately for an increase in cir-
culation to be available when the banks reopened. Consequently
the Emergency Banking Act of March 9, 1933, permitted an issue
of Federal reserve bank notes on a somewhat different basis from
the one previously existing. The act provided that these notes
could be issued upon two types of security : (1) upon direct obliga~
tions of the United States; (2) upon motes, drafts, bills of ex-
change, or bankers’ acceptances acquired under the provisions of
the Federal Reserve Act, that is, of the type eligible for redis-
. count. These were to be deposited with the Treasurer of the
United States. If secured by obligations of the United States,
potes could be issued to the full face value of such obligations. If
backed by the other form of security, they could not exceed 90 per
cent of the face value of such notes, drafts, bills of exchange, or
bankers’ acceptances.

They were made receivable at par in all parts of the United
States, and were subject to the same tax as national-bank notes
secured by 2 per oent government bonds, namely, 4 of 1 per cent
annually. They are redeemable in lawful money and not in gold.
After the President has by proclamation officially declared the
emergency over, none shall be issued except upon the same bonds
as are eligible for national-bank-note circulation.

By the middle of April, 1933, only $25,000,000 had been issued,
but the amount outstanding grew rapidly until, on December 20,
over $212,000,000 were in circulation. Since that time, with the
flow of money back to the banks, there has been a steady de-
cline until by early 1935 the figure was reduced to less than
$100,000,000. The process of retirement will probably continue.

This adventure with Federal reserve bank notes, which we
trust will be our last one, is curious, to say the least. But it shows
to what means we resort in times of panic. Whether these bank
notes were really needed is a debatable question. The Federal
Reserve Board, itself, pointed out that the crisis was “not a cur-
rency crisis but a banking crisis, and was occasioned not by a
shortage of currency but by a loss of confidence in the solvency of
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banks and by a depreciation of bank assets consequent upon the
drop in prices of all classes of property caused by the depression.”
That the Federal reserve banks issued over $200,000,000 shows
that they may have thought them necessary. However, the mem-
ber banks could have borrowed from the reserve banks and secured
Federal reserve notes if necessary. The history of Federal reserve
bank notes reveals that in an attempt to simplify our currency
system by eliminating national-bank notes we were unsuccessful,
What we actually did was to create still another type of paper
money to complicate our monetary system still more.

Nore. The United States Treasury on March 11, 1935, suddenly

d that the national-bank notes were at last to be retired. The
2 per cent consols were called for payment on July 1, 1935; the Panama
Canal bonds were called for payment on August 1. The notes issued
under t