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PROPOSED REFORMS OF THE MONETARY
SYSTEM.

The most obyious defects of the present monetary system
of the United States are it rigidity, the large proportion of
credit-money, and the isolation of the ultimate redemption

. ageney, the National Treasury, from the loan market. Other
defects, such a3 variety in the torm and legal tender quality
of government obligations, are not grave; they do ot
metiace public credit or the standard of valze, Fortu-

’ nately, the grave defects mentioned are so closely related
that if any one is corrected, the other two must cease to
cattse much annoyance, If the system is made elastic,
some of the canses leading to the exportation of gold and
to embarrassing demands upon the treasury will cease to
exist; or if the volume of credit-money 1= reduced, gold will
be more abundant and will be more easily abtained when
r wanted for export; or if the busitdess of issue and redemp-
tion can be deputed to a governmental bank similar to the
Bank of England or the Bank of France, sufficient control
I of the loan market can be obtained to check movements of
i gold dae to temporary irregularities of the money supply.
| A plan for the improvement of the monetary system muost
be appraised by its promise to yvield one or more of these
} desirable results. The purpose of this paper is a critical
examination of two plans recently laid before Congress and
known respectively as the Gage plan and the Monetary
Commission plan.

The Monetary Conmission is an thofficial hody of twelve
men appointed as the result of a national eonvention of
bankers and business men at Indianapolis in January, 1897.
The members of this commission are men of experience and
ability. They devoted several months to the study of the
financial gquestion and to the sifting of *' plans ™ and sug-
gestions submitted for their consideration, They finally
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56 ANNALS OF THE AMERICAN ACADEMY.

agreed upom a plan, and published it with a ‘* preliminary
report,” in January, 18¢8. A bill embodying the provisions
of this plan has been introduced in the House of Represen-
tatives, '

The commission pointed out hine defects in the system,
which may be briefly stated as follows: (1) The vast amount
of government credit currency. (2) The continuance in
circulation of government demand oblipations. (3) The
lack of provigion for increasing the volume of the eurrency
with the growth of the country. {4) The inelasticity of
the system. (5) The imperfect distribution of loanable
capital. (%) The confused funchicns of the treasury. {7)
The diversity in the forms of government credit-money.
{8) The circulation of silver dollars of a nominal wvalue
greater than their bullion value. {g) An unscientific bank
currency. ‘The third defect noted by the commmission is, if
I understand it aright, the expression of a very mischievous
fallacy. It is stated as follows:

**The failuare to provide the means for a praduel and sufficient
increase of the volnme of the currency to meet the peeds of an
increasing population and en enlarging commerce*?

That statement assumes that the money supply in a sys-
tem based on the free coinage of a mefal is not always
self-regulating and =sufficient, a fallacy which encouraged
many votes for the Bland-Allison Act in 1878, and for the
Sherman Act in 18go. It implies that we must make some
special effort to prevent a scarcity of money as the country
grows, One might suppose on the first reading that ref
erence is here made to the inelesticity of the present system,
to its incapacity to adapt itself to temporary fluctuations in
the demand for money; but as that fault is clearly described
in the commission’s fourth °f defect,’’ the inference is una-
voidable that the commission believes the future needs of the
conntry must be satisfied with paper or credit-money rather
than with gold. The correctness of the inference is con-
firmed by the details of the commission’s plan, for under its
[192]
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operation any increase in the currency needs of the country
would be met by an increase of credit-money, Yet, that the
framers of the plan de not foresee or desire such a result is
evident from the statement of their first “* defect:"”

* The vast amount of government credit corrency withont & certain
and adeguate provision for its redemption, and the consegunent dimi
nuticn of public confidence in the gold standard.”

FLAN OF THE MONETARY COMMISSION.

‘The plan of the Monetary Commission proposes to create
& separate division of the treasury for the izsue and redemp-
tion of government credit-money, all kinds of which, except
silver certificates, are to be redeemed in gold; to retive
gradually all government notes within the next ten years;
to protect the gold reserve by giving the Secretary of the
Treasury authority to borrow in three different way=; and to
establish a bank circulation unsecured by bonds, but pro-
tected by the joint lishility of the issuing banks. The fol-
lowing is a more detailed summary:

1. ISSTE AND EEDEMPTION —To tréafe & scparate division of the
Treasuty, in which shall bt deposited funds held agminst ontstanding
gold, silver and eurrency ecttificates, silver bullion behind the Tressnry
notes, and the goaranty and redemption funds ef zational banks; also
gold equal to 25 per ceat of all government notes and 5 per cent of 211
gilver dollars (a total of sbout frifooo.ooo), Redeem in gold all
forms of government ¢redit-moncy, including silver dollars, bot not
gilver certificates, which shall be redeetied in silver dollars. Silver
certificates shall be in denomioations voder fiio; all government and
bank notes froend above;, Gold and earrency certificates not to be
reissuad.

2. GOVERNMENT NoTrs.~—They shall be paid out only in exchange
for gold coin and ecurreney certificates; except that the secretary, at his
discretion, may use them for the porchase of United States bonds.
Government notes shall be canceled ns follows: §50,000,000 &t once,
then for five years dollar for dollar, as bank notes increase; after five
vears one-fifth each year, all belng canceled after ten years,

1. GoLn RESRAVE.—It must be kept large enough to maintain cott-
fidence. The secretary may replenish it from surplus revennes or by
gale of silver ballion at kis discretion, or by borrowing in one of three
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ways: (I) by sale of 3 per cent twenty-vear pold bonds payable after
one year; (2) by sale of 3 per cent gold certificates of jndebtedness
paysble in one to five yeats; {3} by borrowing at not over 3 per cent
in sume pot less than #5o, throngh sub-freasuries and post-offices,
keeping record of loan on books and vot lssming either bonds or
certficates.

4. BaNErNG.—Issue of bank notes to be limited to capital. Lowest
denomination fro. Bepressive tax of 2 per cent per annum on notes
in excess of 60 per ceot of capital aud under 8o per cent; and of 6 per
cent oo motes in excess of S0 per cent of capital. The nofes io be
legal tender to naticmal banks and to the government, doties on
imports excepted,

{a} &c‘ﬂ»ﬂ“f{’p‘.--(l} Deposit of United States honda equal in value
to 25 per cent of capital, their value belng fixed by secretary on 3 per
cent basis. After fve vears this bond deposit ehall be redoced one-
fifth anowmally, ceasing after ten years, (2) A common goaranty fond
fn gold coilt equal to 5 per cent of civculation; 1o case of its
impairment all banks to be liable to assesstment. (33 Motes to be first
lien on assets of issuing bruk. (4) Persomal liability of stockholders
to extent of dtock,

&) Redewipiion. —Fach bank mnet maintain in the Treasury a
redemption fund do gold eclo equal to 5 per cent of its circola-
tion. The present system of redemption by the government to be can-
tinued, sub-treasuries hecoming redempiion agencies.

(£) Retirement of Notes.—Proportionately to its payments of lawful
money to the Treasury & bank's cirealation to be trested a3 ™ reduced, ™
and ita ligbility to the goaranty fund eorrespondingly diminished,

() Reserpe—The prescot resecve requirements sgainst deposite to
be eottinned, but a bank shall not count its depoetts in the redemption
ot guaranty futids gs part of its resecve, dor it own notes as part of ils
cash Rsssta. COme-foutlh of a bank’s reseyve wmst be *coin ™ beld fa
its own vanlts, No reserve required against circolation,

(&) Miscellaneous.—(1) Bonks of §25,000 eapital permitted in
places of 4000 population or less (2] Branch banks should be anther-
ired (3} A tax of one-eighth of I per cent per annum on capital,
surplns and undivided profits to cover expenses of the Treasory.
(4) Existing banks must reorganize withinh one year.

It is the evident purpese of this plan to provide an elastic
bank currency, to reduce the amonnt of government demand
obligations, and to relieve the strain upon the National
Tressury. If it were adopted, would it really result in an
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improvement of the monetary system ! After a careful and
candid consideration of all the measures involved 1 am com-
pelled o conclude that it would nof. ‘The proposed banking
system 18 the vital feature of the plan; upon its successful
operation the success of the whele depends.  In its general
character the banking plan is an application of the ** Bank-
ing Principle,” yet it is not a fair flustration of that princi-
ple ; several important provisions are entirely new and have
not the sanction of experience, while others have in the
past been proved unsound.  As a result of the defects of the
propesed banking systern it is most probable that the plan
would not lessen the proportion of credit-money in existence,
nor yield an elastic currency, nor lighten the burden of the
TUnited States Tregsury, Ii iz to be feared, indeed, that the
plan, instead of removing present evils, would aggravate
them and also add to their number. Tt would tend to
diminish rather than ta broaden the gold base of the mone-
tary system ; it would alienate from the national bank sys-
tem some of the best bauks in the country; it would supply
inducements for contraction at times when there is greatest
need of expansion ; it would leave a door wide gpen for
frandulent practice, Unfortunately, the objectionable features
of the plan cannot be removed simply by modifications ;
most of them are vital, and the plan must stand or fall with
them, I will discuss the defects of the plan categorically.
First. The plan wowld nol lessen the proporiion of credit-
morey in the cprrengy, It would merely substitute bank notes
for government notes, At the present time the credit-money
in use in the United States, including national bank notes,
amgunts to about $1,100,000,000. It is estimated that there
is also in wse about $700,000,000 in geld. The experience
of this and other nations warrants the opivion that this is too
large a proportion of credit-money. Our gold constitutes
onily about 35 per cent of the total money supply, whereas
in England it is 72 per cent, in France 62 per cent, and in
Germany 7o per cent. Ewen Russia, which has only just
[xos]



