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PREFACE

The monetary forms in use in the United States today eonsist of
(1) derand deposits of commercial banksj (2) seversl different types of
paper currency; and (3) metallio soins. Faoch of these three major types
of money have some distinet and separate funotions not readily performed
by the others, end oonsequently they have established important and
quasi=independent roles in our monetery structure as it has evolved over
the decondss.

The currency component of our money supply, however, consists of
three distinetly different types in ourreat use plus several types which
are in progcess of retirement. Vhy do we heve three different types of
paper ocurrency in circulation in the United States today? Iloes each of
these different types serve some separate funetion whioh the others camnnot
readily perform? ¥ould eoconomy and effieiensy in the handling of our
monetary system be improved 1f there were only ome type of currency in
ugso?

It was in sesking the answors to these questions that the subject
matter for this study wes chosen, Why not heve just one type of United
States paper ocurroncy instead of the three types currently being issued?
This thesis attempts %o provide an affirmetive answer to thies question
through a historical approach to an anelysis of our paper currency system,
This boing done, an approach to establishing a single currenoy form will

be diacussod,
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The warious types of paper currency which have been issued in the
United Stotes over the years will be treced into existence with partioular
emphaeis on the rengons for their issuance., The warious funoctions of
paper roney will be discussed and related to the ourrenoies currently in
use., The purposes of our ourrent types of paper ourreney will be anmalyzed
with respect to their relationship with our central banking system,

This study will attempt to show that our present ourrenocy system
hae resulted partly from politiesl pressures and smergency wartime
measures snd not from any scientifically doweloped system or study. As
this greant country grew, so did its paper ourrency, more often than not
by trial and error,

S8ince any signifiocant change in such a complex ourrency system as
we have in the United States today involves numerous technioeal problems,
e basis for changing from e multi-to a single-currency system will be
dlscusseds There are two separate agenocles of original issue for our
currency, the U, S, Treasury Pepartment and ths Federal Feserve System,
In addition, the specle baoking behind the curroncy issues of these two
arponoies is different, that for the prinoipal Treasury issuve bLeing silver
and that for the Federal Feserve issue being golde If we remove the
ourrency issued by one of these agencies from our circuletion, the proe=
blems of the disposition of the speole reserve and of the effeocts of
doing this on tho seotors of the economy which produce and utilize the
matal which servee as this reserve must be solved.

Yhile the author takes full responsibility for the views expressed
in this thesis, he extends his appreociation to Drs R. Pierce lumpkin,

econorist for F. Gs Tebb end Compeny; Dre Herman P. Thomes, professor



of economics, University of Richmond; and Mr. Rlohard C, Chewning,
faoulty member, University of Richmond for their help and guidance in

the preparation of this thesis.

Re Pe 8o
January 10, 1961
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CHAPTER I
UHITED STATES PAPVR KONEY

Ferheps the most indispensible of all the economie tools which we
use today is money. Vhile money has been a oruocial faotor in the finane
eial and eccnomio growth of the Ameriocan egonomy, what wo have toduy is
not a ssientifically developed syastem but consists of past emergenay
aoctions, measures taken to gmster to speciml inteorests and the like,

Tradition, political fear, monetary superstition, inertia or just
plain laok of knowlodge of on sconomy's monetary needs on the pert of the
public resulted in the oreation of certain kinds of money and their eon-
tinued sxistence even though thely original issuancs may have later been
recognized as a miatake. 8peoclal interesbs that profited from the creation
of or continuance of certain forms of money have exerted enough politieal

influence to preveot the rotirement of such money,
TYPRS OF PAFER CURIFNCY OUTSTANDINGE

Federal Reserve Notes., Introduced with the ipaupuration of the
Federal lesorve oystom in 1014, Are o linbility of both the issuing
Federal Fegerve Pank and the Treasury,

Silver Certifiontes. First introduoed into our currenoy system
in 1878, Thoy are a liability of the Tressury end are backed 100 per
cent by silver which has a monetary value in excsss of its market
wvalues

United Stntes FNotes, Tho United States lote is an extension,
bepinning 1n 1878, of the Civil ¥nr grosnbaoks issued Tirst in 1862,
These notes are a liabllity of the Trensury and shore with certain
other currencies a collataral of approximately $166 million dollars

lleland J. Pritohard, Loney and lanking (Lostons Houghton
KHiff1in Company, 1968), pe S0,




of gold held by the Treasury.

National Bank Notes. These notes began with the imauguration of
the liational Bankinpg System in 18683. They were liabilities of the
issuing mational banks and were sollateralised 100 per eent by
cortain iscuos of United States Bonds. The Banking Act of 1935 dis-
continued this type of paper money and the Treasury assumed liability
for all notes in eirculation. These notes are being redosmed when
turned in to the banking system.

Fedoral Reserve Bank Notes, The notes were firast issued in 1816
to replnoe silver cortifiestes which had to be withdrawn from oire
oculation at that time, In 1933, and apgain from November 1042 to
Deocomber 1943, they wore issued as emergency currenoy., They were
issued as liabilities of the Reserve Banks, collateraliced by
Rosorve Bank holdings of federal oblipgations of an equal amount,
After eaoh of these periods of issuance the notes were gradually
retired, and since the Act of 1945, no more of this type of owrrency
may be issueds

Gold Certificates. Issued by the Treesury in 18635 and discone
tinued for publio issuance by the Gold Reserve Act of 1934,
Collateralized 100 per cent by gold coin or bullion reserves held
by the Treasurye. The only gold certificates being issued by the
Treasury are to the Federanl FReserve Banks as collateral for their
note issues.

Troasury Notes of 1890, Originally a type of silver-backed
ourrency provided for by the Sherman Silver Purchase Act of 1890,
They have been in the process of rotiremsnt since 1893 and are a
1iability of the Treasury, collateralized by a 200 per oent reserve
of pold and silver,

Of the various types of paper money desoribed, the first three are
the only types now being issued. The remmining four types will still be
found in oiroculation but on a decreasing basis with the pnssage of each
year, for as these types of curreney find their way into the banking
system, they are romoved from further circulation and destroyed,

The types of paper money still eiroculating serve as a reminder in
some instances of the trinl snd error development of our ourrenoy. One

may well ask the questionss Thy have three different types of paper
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currenay? Thet purposes do they serve? Ehould not the multiple types of
paper money now issued be replaged with s single type?

In order to answer these guestions it beoomes necorsary first to
define money and its functicns or services in a broad gense, then to
marrow this dowm to the qualities and gharacterizties of a paper cwrency
which will fi% or gerve the functions or services required, Having done
thisg, it then beocmes necessery to examine the various kinds and types of
ourrency in eireulation to see if they ocan stand up to the qunlities and
cheracteristics dowmed nocessary,

The appronch to this problem will be ecarriod out by a historieal
review of the evolution of paper ocurrency in this eountry, It is felt
thoat to annlyze and appralse the functions and purposes served by our
prasent currency forms, 1% is negessary to review the history of nmoney in

the Unlted States,



CHAFPTER 1I
WHAT IS MONEY?

1t 48 very diffieult to state precisely what money is, This
difficulty arises prizarily from the fact that the soncept of money ie
frequently eonfused with the eoncept of wealth,

"Wenlth" 4z gonerally thought of as physical things, poods and
sorvices which oontribute ¢o our everyday heclth, welfere and happiness,
"Honey" is that partieular tool or gommodity by which the market walue
of wealth is measuwred,

Moniey may be defined in torms of the funatione 1t Serves, Pased
on this, money, we may say, is what is usocds (1) as the medium of
excharges (2) as the meagure of wvalues (3) as tho gtore of valuej and
(4) as the standard of debts (or deferred paymntn).l

One of the important funetions which money performs is that of
mediating exchangess This is to say that the produgera sxchange their
goods or gervices for money and then exchnnge the money for other goods
or sarvioces, loney, in this senso, is a go~between or, as is conventionally
snid, a medium of exchango,

If we define monsy in ternes of its funotion as a medium of exchange,
we shall probably come closest ¢o indicating the ultimate importance of a
monstary system in modern egonomio life, Howsver, it ias also true that
in our type of eoconomy, most goods and services areo produged for the

market and henos are subject to market valuctions in terms of nonay,

liawrence V'e Anderacn and others, lioney and Banking (¥ew York:
Pitman Publishing Corporaticn, 1957), p. 6e
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That iz to sey, one good or service is compared In walue to another good
or service on the bagis of money prices. Thie price mechanism, working
through the forces of dermnd and supply, serves to determine to whom
goods and services shall be allccated, Thus we must recognize that money
sorves, a5 well, es g measure (or common denominetor) of wvelue,

In addition to 1ts functions as & medium of axchange and as 2
measure of value, it 4s both a store of value and a standard of deferred
payments, Vhon sellers exchange their goods and services for money, they
are in a position elther to exchange this money immediately for other
goods end services or to hold it for spending at a later time, The hold-
ing of cash balances oonstitutes the store-of-walus funotion, Fxpressed
as a standard of deferred payments, money emables contractual arrangements
whereb the debtor can obtain present purohasing power by aoscurately
defining the means of repayment.

Thus fer money hes been defined 4n torms of its funmotionse Ina
muach more limited sense, money may be dofined ns any article which is
widely acoepted in exchenge for goods end gorvices,® Demand deposits
are thought of by many people to be money, and to a large extent demand
deposits do serve most of the funotions of money. As long ms demand
depoaits nre freoly gonvertible into money, they can be regarded as a
substitute equivalent of money. BEBesioally its acveptance is predioated
on the asaumption that demand deposits can be converted imto United Etates

money on demand and without equivocations For the purpose of this study,

2re Plerce lumpkin, Peadings on loney (Riclmondt Federsl Feserve
Bank, 1957), pe Be




only the currency portion of the total money supply is under review.

Yetellic coins have never presented the problen in our goncept of
money that paper money hnse DBasically this s becsuse the coin itself
since 1863 has conteined mstal of less value as a oormmodity than the walue
of the coin. The struggle in the United States since the Subsidiary
Coinage Aot of 1863 has not been the establishing of a metallio form of
noney, but one of peper ourrency.

Leading writers in the field of money and banking have consistently
agroad that money has certain necessary qualities. It should be moceptable,
conveniently divieible, provide units of umiform welue, be sufficiently
plentiful to meet the needs of trade, and be portable, durable, economiocal,
d1710ult o counterfoit end stable in walue,”

0f all these gqunlities, the first of aocoptability is perhaps the
most important one single quality, If the medium is not acceptable to
the people, then rogardless of its other qualities or attributes, 1%t ean-
not gerve successfully as monsys The one important ingredient in makxing
money aocceptnble is widespread faith in the lssuing authority.

That our money is conveniently diwisible in accounting terms we
owe to the afforts of Alexander Hamilton, first Secretary of the Treasury,
who along vith other onlightened lsaders of his day, was responsible for
the Coinage Act of 1792 which based our money on the decimal system rather
then the Pritish duodecimnl system. Eaing baged on the deoimal system,
it is thus very easy to make calculations in terms of fractions of our

unit of cocount.

SPritchard, ops oitss, ps 26s
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I¢ i very important that the warious units of & money system have
uniform walue, that is, that they oiroulate at their par or face wmlue,

A pgreat dsal of confusion, waste, and loss results when gurrency eiroulates
at varying discounts, It was not until 1865 that we were able to achisve
R ourrsney having wniform welue throughouts In a Jater chapter the
vicissitudes sxperienced by our scomomy during the period when much of

the money oireculeted at wvarying disecounts, if at all, will be discussed.

A eatisfectory ocurrency system should provide at all times a oire
oulation adequate to the needs of a normally growing economy. Yet an
adequate supply of the medium of exshange has long been a weskness in the
history of our money system. bore then one sf the finanoial erises which
this country has passed through has been the result of an inadequate
supply of money, which in the earlier days of this country consisted almost
entirely of owrrency and goin.: Conversely, too great a supply has its
problems and economic implications. Our currency system today is in
effect a "managed” systom, designed to provide an edeguate supply and to
expand or contract cwrrency in oirsulation as the need may be,

The noxt three qualities ars related teo one another largely by the
faoct that the people of the gountry, ovllectively, determine the relative
portions of their money which they will hold in paper money and mstallioe
moneys That the money they hold is desirable in an easily portable form
is evidenced by the fact that over 80 per cent of currency and coin in
oirculation is held in the form of paper ourrenoys, FPaper ourrenoy, while
the leagst durable form, is cheaper to maintain and has many other adwane

tages over metallic money,



The problem of counterfeiting surrancy, at one time a severe
problem in the history of paper surrenocy, has been surtailed to the
point that it is not a severs sconomio threat affecting public accept-
ability, A number of steps have been taken and sontinue ¢to be ¢aken to
digoourage counterfeiting of currency., Engraving processes and type of
paper and ink used are rigidly eontrolled and elaborats, There is a
eonatant cheoking to discover sounterfeit money and an intense effort is
nade to find the gullty, with severe penalties.given to those ecaught,

Barlier fowr functions of money were outlineds a medium of
exchange, a measure of value, a store of wmlue, and a standard of
deferred payments, How well san these functions be performed when the
walue of momey is changing? FNo one of these ands oan be served well by
money which fluotuates violently in walue. A money which changes slowly
in value can serve adequately as a msdium of exchange and as a measure
of wvaluey but if the ohange iz all in one direction, the store-of-wvalue
and the standard-of-deferred-payments funotions are undermined.

In order to funetion as a medium of exchange, money must be &
measure of wvalue acoeptable to sellerss That is, it must be a gcommon
denominator to whioh the walue of all goods can and will be redused.
Given original acceptability, as long as the walue of money retains some
semblance of stability, sellers will freely accept it. If, however,
inflation runs rampant, sellers will be less eager to anocept money in
peyment for goods, During such an extreme inflation sellers fear that
money will decline in walue to sn appreciable extent bafore it can be
respent., Conversely, when mcney is apprecicting rapidly, buyers will be

reluotant to part with money and sellers will be anxious to part with
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goods, Fowever, under conditions of a graduel apprecietion or depreciation
in value, monsy will tend to retain its ecceptabllity; gonsequently, it
can serve as a medium of exchange and a mensure of value almost as well
a8 if prices were not changing, The function of money is to store a
ocongtsnt purchasing power, not en incressing or decressing walue., Money
cannot serve as well as a standsrd of deferred paymentsg if the value it
reprogents changes during the 1ife of the contract,

Foonomists think of the value of money as being inversely related
to the average price level. Thus, somes prices may be increasing while
others ere deocreasing; but if the average of prices remains eonstant, the
value of money is sald to be stable,

Hegessity, trial and srropy, and evolution have ensbled us to
dofine our money in terms of funotlons and have showed us the qualities
i% must possess, FHad tho funcbtions and qualities been gpegifically
dofined and ostablizhed early in our history, thenm maybe the astory of
paper currency in the United States would have besn less ohaotic and the
papor currency in circulation limited to just one kind instead of the

variety present today.
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CHAPTER III

COLONIAL ERA

The parsonnel who composed the original settlers of this country
eonsisted to a large degreo of those who fled from less dosirable cone
ditions at home, Usually they were pnor in terms of wealth and “rought
vory little mney with thems Though thelr demands for trade were mearer,
from the outset the supply of money to fill this demand wns one of their
hardships, Parter was resorted to but proved very difficuvlt in the
absence of » standard cwrencye FKNecosaity deorees umusuel solutions and
out of necesalty the early ocolonists adopted primitive forms of money,
Fish, ocorn, and aniral pelts were commonly used as money snd records
found of oourt fines imposed by Mamsachusetts indieate that the finss were
payable in grain,d Tobaseo and ootton wers slso used, as wore the waree
houge reoeipts of these gommodities, Indian wampum, made from chells in
the form of heads slso ererved as roneye As a metter of fnct, Massachusetts
in 1645 made 1t logal tonder for eny sum not exvesding 40 shillinge,® It
rust be reme=dored that cdurinpg this period the Fnglish Pound was the
aocepted necaure of vnlue, Py 1861 tho legnl tender status of wanpum
wrg oancelled by Fnsnachusetts,

Papor currenecy mas we knov 1t wns unknown in this era, thourh

exporimentntion was beginrin; along this line in Furope, That awailable

1pe Parton Hepburn, A History of Currercy in the Unitad T%ntos
(New Yorks The Mmomillan Cormpeny, 1916), DPe 2e

2Ibid. pe 6e
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money there was usually took the form of coins, predominantly English,
$hough as trade oversees inoreased, so did the quantity of Spanish, Frenoh
and Hexioan coins in oiroculation inorease, The secareity of e¢oins con-
timed more or less until the Ameriocan Resvolution, due largely to the
balance of trade remaining heavily in favor of the mother country,.

The Pnglish government did not permit the solonies to produce
ooin, Horeover, since 1696 exportation of specie from FPngland was for=-
bidden by Fnplish 10;;1.131:10:1.3 In 1662 Massachusetts proceeded on its
own initiative to establish a mint for coining silver pieces, but in
1684 King Charles II ordered the mint olosed on the grounds that it
violated the royal prerogative of eoimgo.“

The history of early colonization shows that a comstant struggle
went on between the Amsrican Colonies and the British Covernment over
matters of economic polioy and money, The English polioles required the
colonies to serve exclusively the motherlands For this purpose they had
to be kept as far as possible in a state of agriculture. The colonies
wvanted to issus their own money and dewvelop steel furnaces and rolling
mills to develop the new country. The colonies felt that until they
oould issue their own money, they oould not develop economionllys

Faper money or currency got its start in the United States when

Magsachusetts issued in 1690 printed "bills of oredit" in order to con-

SArthur Mussbaum, A History of the Dollar (New York: Columbia
University Presa, 1967), Pe 7s

41014,
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tribute to the finanoing of King William's wor against the French
golondes,  The "bills of credit” reamd as followss

No. 6 Eh

This Indented Bill of Five shillings due from the Massachusetis
Colony to the Ponggesor shall de in value equal to money and shall
be eocordingly accepted by the Treasurer and Feceivers subordinate
to hia in all public payments end for mny stock at eny tize in the
Treasury.

New *ngland, February the Third, 1680, By order of the General
Courte (There follow the eolony's seal and handwritten signatures
of the throe members of the "gormittee," )’

Issusd in limited nmounts, they proved a soumd substitute for
ooin and as early as 1692 they were mmde lagal tender,

In short order the remaining eolonies made use of paper money
issues, all possessing the sams general charecteristics and all being
the direct promise to pay of the issuing eolonys By law this type of
ourrenocy wes usually made legal tender and severe penaltlies wers imposed
for refusal to sell goods or receive payment in this paper money at pars
As 1t ever is in new oountries, oapltal was urgently needed for warious
purposes and the easiest way tc raise it seemed ¢to be to dorrow from the
future by emitting bills for the future to payes The freedom of oreating
bills of credit led to grave inflationary abusess Over issues and
violation of prosises vade to the holders bogrnme common, The bills were
iesued against sscurities, sgainst personsl loans with the prerequisite
of mrtgazes on land end sometimes epainst the pledges of commodities,

The period of redemption of the bills wns sometimes extended, by the

B1bid, pe 14e



18
issuer, unilaterally, the stated maximum of issuance oxoeeded, and the
collection of taxes sesuring the redemption omitted.,® The inflationary
trend continued and the degrese of deprecimtion of the various issues
differed widely soocording to the ecolonies, the most extreme case being
that in Rhode Island in 1740 when one issue oiroulated at 4 per osnt of
ita Sterling parity. It must be remembered that the wvalue attashed %o
eacdh igeue wea in pounds sterling as the oolonies were stlll oonsidered
& part of the British empire. The depreciation of the various volonial
issues ocontinued well into the era of the Continental Congress end its
attempt to force by law acceptence of these lagsues at par was to no
avail, This faot is significant in that 1t shows how powerless the
fiat issues of a government are {o reverse economio law,

This experience should have ocleared up the idea that the goverment
can impart intrinsic wvalue by its mere fiat and thus meke the fiat paper
poney of the govermment the equal of & commodity or representative type
of moneys That this bappened again with the issuance of Continental
ourrency may be attributed to the faot that at the time of its issuance
there wore three kinds of paper eurrency: that issued dy the newly
oroated states, that issued by the Continental Congrese, and that issued
by the States and Congress jointly, The lesson leayned from the issues
of colonial bills did not have sufficient time to be recognized end
analyzed before the establisiment of the Continental Congress.

In summary of thie era, one of a formative period, oppressive

61bid, p. 19.
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debt, disorganized business and depreciated currency presented grave
sconomie conditions, but it must be remembered that the greater and graver
problem of greating an independent nation bmsed on the consent of the
governed was first to be solved. Lack of knowledge and understanding of
banking funetions and purposes goupled with politieal instability end
influence highlighted the trials of establishing a banking system and
issuing ourrenoy. Valuable lessons were learned, though not always
remomberod or heeded in additional attempte at establishing a ourrenoy
system,

Fvery one of the oolonies had at one time or another made use of
note issues and in soms oases issues were made by priwvate banking cone
cerns, The issues were made to obviate raising revenue by taxation and
to supply eiroculating medium, Fo adequate provision was made for the
redenption of the notes issued and depreciation followed. This proved
equally true where the currency was given legal tender status. Then an
fesue had deprecinted to such extent that it was thoroughly disoredited,
it would be redeemed at a persantapge of ite par value in & new isgue put
forth with solemn pledges for its redemption, which new lssue underwent
in turn a 1lile dopreciation. Issue suoceeded issue until depreeiation
wag po great and the gountry soe flooded with curreney that further
igsues consed to be an awvailable resource.

In retrospect we can say that there were three main causes for
the issuance of oolonial currency: (1) war expenres; (2) demand for
capitaly (3) ordinary expenses of govermment. There were other pretexts,

one of the most gommon being the replacement of old and worn bills,



which somshow always loft a margin over for general expenszes,

The Colonial ourrenoy was corposed of several different kinds;
(1) interest bearing, nct legal tendery (2) interest bearing, legal
tender for the prinsipal and sometimes the interest; (3) noneinterest
bearing, legal tender for all purposes; (4) non-interest bearing, legal
tender for future but not for past debts; (5) none-interest hearing,
not legal tender between private persons, but. roqniﬁblo for all publie

dues,
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CHAPTER IV

PRE-CIVIL VAR ERA

The Rewvolutionary Ver changed the ourrency question materially,
In 1775 the Continental Congress was eatablished at Philadelphia, and
shortly thereafter the cclonies advansed to the dignity of states, The
Congress was no more than an assemblage of diplomatio delegations, and
delegations not authoriged to obligate their prineipals, the colonies,
The Continental Congress was therefors umable to raise taxes or impose
any other leviess The eclonies even declined to eontribute to the
treasury of the Congress. The tolonies had no money in their treasuries,
no factories whioh could manufscture ams or munitions and the Eritish
Navy not only endangered their commerce, but prastically closed to them
the ports of the worlds The colonies had no borrowing oredit abroad
and the mation was & hope asz yet without tangible evidonce, Naver was a
war against such a great mation undertaken under more discoursging oir-
ounstances, Foremost among the meny questions fmoing the new republie
was that of how to finence the way, Fegardless of the recent exporience
of the colonies and their issues of paper money and ite sad depreociation,
there seemed no other resource left to the Continental Congress. and
thorefore they authoriszed the issuance of Continental currency.

The "Continental bills™ or, briefly, the "Continentals," ss thess
bills of oredit ocame to be known, were based upon a Congressiomal resolu-
tion whioh pledged the faith of all the confedorated states for the

redenption of the bills. loreover, it was provided that the states
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ghould earry out the redemption between 1779 end 1782 in amounts corre-
sponding %o thelr population=esssurances of little lepal or practieal
value,l

That these bills wonlé suffer ths seme fate of tha golonial
issues soon beocame apparent, and by 1777 their deprecistion had reached
such proportions that Congress appealed to all states to make the Contie
nentals legal tender, The states were asked t0 oall in their own money in
order to appreciate the "Continentals.," 1In 1776, Congress had even
euthoriged a lottery as & msena of raising momey, but it d4id not suoceed,
as people would not pay eoin for a chance to draw Continental dollars,®
In 1780 Congress deoided to admit the breakdown of its ocurreney. The
value of the (ontinemtals faded entirely and on ths 31lst of May, 1781,
by Act of Congress, Continental bills osased to ciroulate ms money, and
previgion was made for refunding them.” Stories have been told avout
barbere who papered the walls of their shops with ths Conmtinentals. The
phrase "not worth a Continental" bogame a synonym for utter worthlessness.
In 1778 the Artiocles of Confederation were adopted, giving to
Congress goordinate power with the states to emit bills of eredit, dut
no power to levy taxes, The sad experience with the previous kinds of
curréncy was not reflected in the now sonstitution which was Iadoptad

end wont into effect in 1789, The constitution as adopted drought little

ll'bid.. Pe 36»
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progress in the monetary field dus to its general ingompletensssz and
woakness regarding monetary matters. This was destined to become a
gouroe of serious trouble,

In Seoction 8 (5) of the fundamental Artiole I of the Constitution,
the power of Congress to coin money and regulats ths walue thersof, as
well as the walue of foreign voin, is reasserted. In Section 10 (1) the
gtates were now forbidden to goin money or, more iaportant, to emit
bille of oredit.

The desirability of having the soinage of money regulated by
the central governmont was recognized, and that power was given exclusively
to Congress in the Constitutions This insured uniformity of coins through-
out the nation, but it seems strange that thers should not have been an
equal desire to have the paper currency regulated by the same suthority,
especially in view of the then resent experience with paper currency.

This matter having been left in doudbt in the orgenie law, poli-
tioal exipenocies controlled the question and the creation and regulation
of panper eurrency was left for years to the different statess The
failure to apprecinte and adopt a national system of paper currency oan
only be explained by the jealous desire on the part of the states to
minimize the powars of tho Federal mnrnmnt.‘

late in 1790, Aloxender Hamilton submitted his plan for the
egtablishment of a Bank of the United States, eirilar in its sonstitution

to the Pank of Fngland. In his revort to Congress supporting his eone

$1b1d., pe 30.
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viotions and reasons for the eztablisiment of such an ingtitution, he
devoted a large part of the report on the functions of banks as he felt
that there was a lack of knowledge on that gubject, Hia statements on
rudimentary banking principals aand purpose would probably sound very
dull and elementary if read in the light of our knowledge today, yet
the primitive conditions existing then demanded such an exposition.

In oomparing a government ourrenoy with a bank currency he saids

"Among other material differences between a paper currenoy

issued by the mere authority of government and one issued by a
bank, payable in coin, is thisj; that in the first case there is

no standard to whioch an appeal can be made as to the quantity
which will only satisfy or which will surcharge the eiroculs tionj
in the last that standard results from the demand, If more should
be issued than ia necessary it will return upon the bank., Its
emissions, as elsewhere intimated, must always be in a compound
ratio to the fund and the demand, whenos it 1s evident that there
is a limitation in the nature of the thingy while the discretion
of the government is the only measure of the extent of the emissions
bv its own authority,"®

HBamilton went on to show that state banks oould mot serve the
government as well as & federal corporation, being umable to furnish
adequate security for public mcneys.

The bill was passed by Congress and approved by President Wash-
ington in 1791 in subatantially the same form presented by Hamilton
despite great political objeotions on the grounds that it wme unoonstitu-
tional,

The gharter of the bank was an exolusive one for twenty years,
and the bank began business in Fhiledelphia, branches ewventually being

opened in New York, Boston, BEaltimore, Tashington, Norfolk, Charleston,

Elb’.d.. ps 76
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Savannah and New Orleans. Ko reports on the Bank's eondition seem o
have been required by the Treasury, and only two reports are known to
exist,®

The importonce of the First Bank of the United States wes twofold:
(1) it furnished a considerable share of the eountry's oirculating medium
for a period of twenty yearsy (2) it forced other banks to maintain
redemption of their notes, thereby aiding in the maintemmnos of a ourrency
of more or less uniform wvalue throughout the ocountry,

Under econserwative management it acouwmulated enough specie to
dover its note issue almogt 100 per cent and for its own proteotion it
promptly presented for redemption all notes of other banks deposited
with 1%, thus foroing the state banke to maintain more striot standards
of liquidity., By 1811 the question of the Bank's existence became a
political issue and Congress allowed its oharter to expire., The
period covered by the two decades in which the Bank existed was one of
prosperity for the country. BHNatural advantages and the energies of the
people had muoh to do with this, but certainly some of the oredit mmst
be attributed to a period of improved faith and stability im our currency.

The history of currenoy for the quarterecentury following the
expiration of the First Bank of the United States 18 divisible into
three periodss (1) the disorganized condition of the ourreney during and
following the War of 1812 and the struggle for ite reformetions (2) a pe-

riocd of sound ourrency under regulation of the Seocond Bank of the United

®Ibid., pe 8S.
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States) and (3) renewal of war against the Dank resulting in failure to
renew its charter snd the breaking up and downfall of the currenocy system
again,

The seocond war with Oreat Britain began in 1812 and as predicted
by Hamilton, the State banks proved unequal to the %ask of financing the
war, Muoch of their ocapital was fiotitious, many having been organiced
on the unsubstantial btasis of the pronmises~to=pay of the subsoribers to
capital stocls Adequate legal restrictions were wanting in most of the
gtates and motes were issuod with ease end without regard Yo capital or
speoie holdinge,

Not since the days of Contimental eurrency had this ocountry such
a bad oirculoting medium as from 1812 to 1819, It was composed of a
relatively smll amount of notes of gound banks, sn almet equally large
amount of counterfeits, and a mass of notes issued by unsound banks,
eorporntions and even tradesmen, the value of which could rarely be
known from one day to anothere The range of the discounts on the warious
state lasues during these yoars was from 1 3/4 per cent to 23 per oent,
depending to a large extent on the locelity.’ The location of many banks
was praotiocally unknown, and many of them had falled,

Congress in 1812 was compellod to issue "Treasury Notes" to cover
shorteterm loans, and, in all, five separate issues were authorized during
the ware At first all notes were interest-bearing, but later the §8
notes did not besr interest, The notes were not made legal tender,

"Ib1de, pe B9
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The war came to an and in 1816, but the disorganized condition of
the ourrency required attention and President Medison gaove specisl attene
tion to the subject in his messege to Congreas that yenr, Many of thosge
4n Conpress who had aided in defeating ths renewnl of the charter of the
First Pank of the United Statem began to sse the error of that decision,
The finanoial support required by the goverrmmnt, snd the regessity of
msuring the seourity of the note ciroulation proved oo stronpg for the
oppoaition, end the Second Bank of the United States was chartered in
1816,°

The first task confronting the Bank waa to substitute order for
chaos in the currency by persuading the state banks to resume specie
payment. But these institutions found the troffic in paper noney Yoo
profitable to be willing to give it up without a struggle, Asnother
problenm was that during the first yenr or so of its 1life the Bank was
badly manngeds In spite of the soarcity of spscie and the overabundance
of currency, the Fank socught to inoresase its note eiroulation, In 1819
a new president took office and immediately introduced etringent banking
praocticess The imperfeot ocoordination of ths wolume of ourrenocy to the
neods of the gountry was e result of the chaotlc mothod of note issue and
the lock of & centralized controle %That each separate bank had to gell
w.s notos and depositas and it scld as mich of these ag 1t could until the
inevitable reperovssion on ita speocie regerve was felt, WYhen 4t saw its

roserves approaching the danper point, 1t contracted its loans shrrply,

Sgorman sngell, The Story of Xoney (New York: Frederick A.
Stokes Company, 1929), pe 280
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called in notes, loans and mortgeges ¢o put 4% in o more liquid position.
The cutoome was that business was kept in a state of constant oscillation
between two extremes, The banks got all the dlame and none of the credit,
no matter what happened. On the upgrade they were blamed for rising
prices and on the downgrade they were blamed for suaroity of money,

n spite of this, the evidenoce appears %o be eonclusive that the
Becond Bank of the United States was a powerful imnstitution and of useful
servioo to the govermment, [t suppressed worthless benk issues, provided
a reliable ourrency and protected Ameriocen interests in intermational
trade relations,? But as was the fote of the Firet Benk of the United
States, public opinion and politice doomed the chances for a remewal of
the Bank's charter, and 4t expired in 1838, With the end of the Bank
there wont the best means whioh could be devised at that time for fure
nishing the people >f the United States with a sound ourreney,
Unfortunately 4t beocame involved in polities and those who eould not uge
the Bank for their own onds determined to destroy 1%, Fo thoroughly
effactive substituto was provided for eighty years,

Tiith the end of the Second Bank of the United States, the govern-
mont transferred 1ts funds to the Btate banks. This stimulated the
development of State banks snd the eountry egain entered a period of
inflationary finance, lotes of a partiocular bank might be accepted at
per in one part of tho comntry while in apother they wers rejeoted
completely. The benks regarded it as something of & griewancs when their

9Ib£d.. Pe 282,
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mtes were presented for redemption in speoles In order to evade redemp-
tion, banks were often seat up in upheard of, outwofethe-wny places o
which there wes 1ittle likelihood that their notes would find their way
back, once issued, This practice gave rise to the term "wildcat™ danks,
"Saddlebag” banks was another term of reproach, signifying that the
bank's notes vere carried about the country in saddlebags, to de exchsnged
with landowners for their personsl notes,10

This period vas one of extraordinary esonornie development for the
country as u whole « The goardinel point of expansicn vms land settlemont
end speculntion, these being encoursged by a lonient eredit polioy on the
part of the govarmment, Many benks had been organised to make bans to
purchasers of government lands, snd many mortgages had been made on these
lands et inflnted valuess Frices were rising, and a great deal of sposulss
tion in government lands was going on, with the result that the government
suffered sevore losses from accepting worthless notes and bank failures,
To protect tha povernment against further losses, and for political
reasons, Prosident Jacksen issued his famous “speoie eireular” of 1836,
ordering the govormment land agents %o aecept only apsecie in paymant
for government lands, This eirsular pricked the bubble of inflation, and
resulted in the panic of 1837 and the suspension of specie pmyments by
all State banks, ¥Tith the suspension of payments, none of the State banks
rexained eligibls es a dapository for the govermment, and even worse, the

government funds on deposit with these banks were made unavailable,
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Thus the fiscal machinery of the govermment osme to & standstill,

This disastrous experience with State banks led to the establishe
ment of the Independent Treasury System, under which the Treasury
operated exelusively on 2 speoie basis, and scted as 1ts own benk in
the collection and disbursement of revenues, In 1840 the Independent
Treasury was approved by the Fresldenty however, the next year the
Whigs came into power ond repealed the acte In 1848 the Demoorats ceme
into power end from that date wntil 1861 the goveroment did its owm
banking through an Independent Treasury, The dominmant political perty
was 8till vnwilling to admit that some control over the issue of notes
was negessery, end continued tc maintain that the publie intercst was
best served by leaving to the banks themselves the reguletion of note
issua, The actunl working of the currenoy system in the wnrious states
was often a perpetration of fraud and disaster upon the people, but under
& striet interpretation of the Constitution, Congress hnd no power to
intervens, It required a Civil Var and the esteblishment of & National
Bonking Aot to abolish the evils of the State bank ourrenocy system,

Banking oonditions for this pre~Civil War ers may be summariged
as followss (1) 1812-1816, interwal betwoen First snd Seeond Fank of the
United States, Period of State bank currency inflation, suspension,
disasters involving emormous logses; (2) 1817-1836, Second Lank of the
United States, At first unsettled conditions as to ocurrency and business,
then sound paper ocurrency by reason of the Second Fank of the United
States enforoing redenption of State bank notes, During the last years

of the Second Fank's existence, unsottled conditions due to politieal
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power exerted enough pressure to prevent renewal of its charter; (3) 1837-
1646, inflation, suspension, and losses measured by the hundred millions,
withdrawal of governmont funds from the banks with the deoleared hope of
preventing undue expension of bank-note issuss; (4) 1847-1860, banking
becoming more conservative, Deposits counting more and note-issues less
as a means of extending bank oredit., Fote-issues, however, unrestrained
and entailing enormous losses upon the people. Failure of Subtressury
%o restrain or control banking msthods and with interfering with business
by withdrawing from the channels of trade, and looking up, funds whieh

should have been gurrent.



CHAPITR V
CIVIL VAR, UNITED STATES FGTES AND THE NATIONAL BAVK ACT

¥hen the adninistration of Fresident Linooln took office 1t found
the mational finances in a bad waye The Treasury was practioelly empty,
custom roceipts had fallen off, the public oredit was shaken and an
additional burden was imposed by the war botween the statess The aduini-
stration did not feel iteelf able to impose sovers taxes on the people
to finange the war and resorted to borrowing thres out of every four
dollara it apent,

In Degember 1861, banks all over the oountry suspended speecie
paymont. Bank notes began to depreciste fast and the Federal government
wns aonfronted with the necessity of providing another and better ocurrency.
Tith this purpose in mind, Congress passed in February 1862, the Legal
Tender Act, authorizing the issuance of a new type of publie money, United
States Notes, eolloquially celled "Greenbacks,."

Those notes were unsupported by speoie, were non-interest bearing
and were to be "lawful money" end legnl tendor for all debts, public and
priwto, except gustoms dutles and interest on the public debt, both of
which were to be payable in ooin. They were made convertible into six
por csnt, twenty-year bonds redecmable after five years and receivable
at par, Much opposition was cansed by the cleause which provided for
paymant of interest on these bonds in coin,

The Aot d1d not specify how or when the notes were payable, nor

was any other provision, except the convertibility into bonds, made for
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their eventual retirement, The power to reissue them when received into
the Treasury oontemplated their econtinuous eiroulation until Congress
directed otherwise. The faces of the notes bore the gimple statement
that "The United States will pay to the bearer ____ dollars.” These
United States demsnd notes are generally considered to be the first paper
woney of the United Stahul

The new paper money raised techniocal and artistic problems, In
the paat, bank notes, including those of the Bank of the United States
and the small Treasury notes of 1815, were essentially devised as comnmer-
olal instruments, Now a new appronch was taken, following the example of
foreipgn paper noney., Obverse and revorse were fully covered by vignettes,
not only showing the smounts of the notes and certifying the issuing
authority but also appealing to the sentinent of the people, The pre-
wvailing oolors were black, white end green, whereas in the earlier issues
only black and white were employeds The United States notes are outstand-
ing in that they have continued as a part of the Amorican monetary system
from the time of the Civil War to our own daye This does not imply that
thoy have continued as an essential part of our monetary aystems The
Pgreenbacks" wera not supported by any collateral, specle or otherwise,
but were simply beased on the eredit of the Federal Government, The total
suthorized amount of these notes to bo issued was set at $460 million,

It was obvious from the moment the war started that the ourrency

aitvation wvas badly in need of roform, Jacksonien demooracy had destroyed

Iprthur Nussbaum, A History of the Dollar (New Y, rk: Columbia
University Press, 1957), p. 107.
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the Bank of the Uniteud States and at that time there were 7,000 kinds of
paper notes in oirculation, not to mention 5,000 counterfeit 1ssues,® It
wos the emergency of the war that gave the sound-money people a chance
to put an end to the horrible confusion. Seoretary of the Treasury Chase
seemed to have become converted to s lintionel Pank scheme and early ia
1861 he recommended it to Congress. As would be expected, the ¢hief
opposition to the measure came from the State banks, In spite of their
opposition, however, the National PBanking Aot, as it later became known,
wags puassed in 1863, The Act of 1863 wee inndequate as defects in the
law were revealed, and it was extensively amended in 1864,

The new law provided for "free banking.," By meeting the general
requirements of the Aot, anyons could get a charter and engage in the
business of bankings A new offioce, the Comptroller of the Currency, weas
set up in the Treasury Department to review charter applications and to
adninister all laws relating to Hational banks, Charters were first
granted for twonty years, later this was extended ¢o ninety-nine years,
and under the MoFadden Act of 1927, oharters were made indsterminate as
to duration,

To protect the holders of national bank notes, Congrese left mo
stone unturned, In faet, as subsequont ewvents attested, it turned
ssveral unnecessary stonea, Congreoss wanted to be gertain that the eountry
would have a bank-note issue that would ecirculste at par and would always

2Yorman Angell, The Story of Money (¥ew York: Frederick A, Stokes
CDHF.W' 1929)' Pe 294,




be fully redesmable, To this end the Aot provided thats (1) Wational
bank notes ocould be issued only against United States bonds deposited
with the Comptroller of the Curreney, the amount of the notes not to
exceed 90 per oent of the par walus or market walue of the bonds at the
time of purchase, whichever was smaller, later the market price feature
was dropped and National banks were allowed to issue rotes up to 100 per
cent of the par valuej (2) Issuing banks were required to maintain a
redenption fund with the Comptroller at least equal to § por oemnt of
their outstanding notesy (3) No bank ooculd issue notes in an amount
exceeding its maid-in capital;y (4) A legal reserve amounting to 16 or
26 par cent was roquired to be held arainet notes, the former for
"gountry banks"™ and the latter for reserve oity bankss (5) Fmoh Fational
bank was required to accept the notes of all other National banks at
pary (8) The total oiroulation of notees of all banks wms limited to
$300 million, This linitation was removed in 18743 (7) In case = bank
refused or was unable to redeem its notes, the Comptroller might wsell
the plesdpec bonds and use the proeseds to my the note holders, Actually
this provision meant little in practics sinoe note holders soon bepan to
realize that the oredit standing of the notes was not attached to that
of the issuinpg banks Vhen a bank failed, therefore, it was not the note
holders who presented notes for redemption, but rather these notes were
finally gathered in by the banks in the ocourse of their operations and
presented to the Treasury for eancellation against bonds held.

Of all the provisions listod above to proteot the nots holder, only

the first and the last were necessnry. As long as the notes wers backed
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100 per cent by obligations of the United States government and the bonds
were held in trust by the Treasury, the notes had the oredit standing of
the government,

Notes might be in denominations from §1 to §1,000 and were to bear
on their face a certification that bonds of the United State were held
by the Treasury to secure them, the pame of the bank, and signatures of
its offiosrs, They were nade redesmable on demand in "lawful monsey,"
receivable for all public dues except customs and for all payments by the
United States except intersst on the publio dept and redemption of
national surrency,

Seventeon Reserve cities were designated by the Fetional Banking
Aot. Periodio examinations, full and verified quarterly reports and monthly
reports of the prinoipal asset and liability items were required of all
Hational bankse Provision was made for the sonversion of State banks into
the national systems National banks might be designmated by the Seoretary
of the Treasury e government depositories for all revenues exeept customs,
such deposits to be segured to the satisfaction of the Secretary "by govern-
ment bonds and otherwise," Congress reserved the right at any time ¢o
amend or repeal the Act,

By the end of 1864 thers were 838 National banks, The State banks
experienced little difficulty in redeeoming thelr notes in greenbasks end
eonstantly maintained a very large volume in ciroulation, Under the laws
of many states, bank notes were issued against the oredit or general asseis
of the banks and where a deposit of seocurity was required, it wms easier
or more profitable to gomply with the state laws than to deposit United

States bonds as required by the Wational PFank Aot The amount of notes



which might be issued was leass restricted under the stete laws and
altogether banking under the state systems was more profitable, On
March 3, 1866, a revenue law imposed a tax of 10 per ¢ont upon state
bank notes paid out by any bank, Kational or State, and also provided
that State banks with their branches might eome into the national system
and retain their branchess In 1868 the 10 per cent tax was extended to
state bank notes used in payment by anyone, This legislation very soon
oaused the disappeerance of all such notes and was a powerful factor in
inducing State banks to reorganize under the national system, At the end
of 1866 there were 1582 National banks.>

The one fixed purpose of the Seeretary of the Treasury was tc sup-
plant the onerous, oostly, and insegure State bank oiroulation by a safes,
effiolent National bank elrculation seoured by govermment bonds and further
protected by a lawful meney reserve against both eiroulation and deposits,
Bad the Seoretary supported State banks the country would have been flooded,
rs before, with an irredeomable currency warying in walue from good to
worthless, Fully appreciating the danger of a redundant issue of United
States notes, Seoretary Chase endoavored to limit the wolume, but condiw-
tiona forced him to issue more and more in the face of depreciation, He
did mo, doubting their legality, and hoping and believing that the Hational
bank eoirculation when ereated would take theiyr place, later on as Chief
Justice he pronounced the legal tender notes he had issued unconstitutional,®
however his decision was reversed the following year by the Supreme Court

when it reconsidered the case.

SA Tarton Hepburn, A Elstory of Currency in the United States
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Though the Civil Tar ended in 1886, the expenses of the government
did not bogome nor:al until soms ysars later, Secretary of the Treasury
BeCullooh dirscted special attention to the currensy portion of the publie
dedbt, urging an ultinate repeal of legal tender sots. The United States
notes wers & oonvenient form of money end & non-interest bvearing loan,
henoe their retention was urged on the double ground of convenienos and
economy, To this the Seoretary opposed, first, the extra-constitutional
excroise of power warranted only by wary second, the breach of faith
inwlved in failure to redeemy third, the evil effeots whioch would follow

the eontinuance of the inflated mency.s

He warned Congress agninst a
eontinuance of the policy of an inconvertible ocurrenoy, predicting thet,
unless revedied, the question would become a politiocal one, How right
hs was,

A oconsiderable number of publiec men were inelined to regerd the
war debt as only partially obligatory upon the nation, owing to the faot
that deprecinted currency had been received for the greater part of it,
and urped that payment in coin commending m high premium should not be
insisted upon, Thoy doubtless had in mind the fact that Congress redeemed
ths "Continental ourrency” a% a discount of 100 to 1.

Seoretary HoCulloch had aotually begun the retirexent of green-
backs and the Act of 1888 authorigsed him to fund all notes into bonds or
gsoll bonds to retire notes, provided the total debt was not inorensed,

In his report for 1868, Sesretary leCulloch showed that helmd redveed

51b14d., pe 208,
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the greonback siroulation by £43 million and that there was outstanding
at that time 8390.195,785.6 At that tizme the Treasury had a substantial
balance bullt up snd Segretary McCulloch waz aribiclsed for holding se
large a balonce in the Tressury which night have been used in great
measurs to sove interests In defense, he pointed out the necessity for
keeping the Troeasury strong in order to maintain the stability of the
irradesmables ourrengy, regerding this end much more important to the
people than gaving interest, Hls purpose was to hold a reserve againet
these note 1ssues proolsely as a bank would.

A very substantial sentizsnt had by 1867 manifested itself againet
ths retirement of legal tender notes, apgainat the National banks, and
favorable to paying the publio debt in graenbasks, The word "gontrastion”
wes made to eppear to the masses as signifying a montrous power whioh
would not unlikely rob them of their daily bread, Crop failuraes, high
prices, speoulation, and resulting business troubles gave strength and
numbers to the movement, The greenbacks were regarded as the menns of
curing the evils which in faot they caused, In 1863 Congress pnssod an
aot prohiblting further reduotion of the gresnbacks, Folitieal parties
ohanged and Crant was made President in 1060, His firet action was to
oall Congross in sxtra gession at cnge and an aocb was pesed declaring
it to be the purpose of the United States to pay its notes and bonds in
goin or the equivalent, sclernly pledging the faith of the netion to such

peymont, and "to make provieion at the eerliest praotical periocd for

61bide, pe 2084
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rodemption of United States notes,"

This deoleration no doubt served its purpose but, so far as the
redemption of greenbacks was concsrzed, 1%t was mot acted upon for nearly
six years, and not actually made effeoctive until nearly ten years there-
afters, The wolume of greenbacks rermined prooctically undisturbed at
$366 million for nearly five years, and thon the amount was not reduced,
but 1nornud.7 This was the interprstation given the declaration's
"earliest practiocal poriod" 4o which the faith of the nation was pledged,

The legal tender notesz were treated as if they had "eome to stay,"
their ultimete retiremont in total was no longer considered and the newly
given pledge of Congress was not reoferred to, One olroumstance ghould
be noted, Although tho Aet of 1888 provided that greenbacks were to be
retired and cancelled, and there had been destroyed some $77 millien,
reducing the volume to $3566 million, 1t was urped that since the maximm
issue suthorized by the Act of 1864 had been fixed at $400 million, and
the Aot had not boen repealed, then ths difference between that sum and
the existing amowunt vas a reserve available to the Treasury, By 1872
the seoond deeision of the Supreme Court (reversing the former deoision)
wag published early in the year, and declared the legal tender notes
oonstitutionals This game yesr & small arowmt of the reserves of the
United States notes were issued,

In 1873 a sharp stringency in money manifested itself and a penie

bogan sprending over the country. Sincs the povernment was the ecreator

"Ibide, p. 214.
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and regulator of the country's surrency, the Tressury wes appealed to for
rolief, The relief vas a further issuance of greenbacks from the reserve
to the amount of §29 millione In 1874 a bill was passed limiting the
maximun amownt of zreenbacks to €362 millions Congressional elections in
1877 changed the balance of power to a rore sound financial party and
that year a bill was passed for the redenption of greendacks, Thus the
authora of the legal tender mcts, neerly a cdecade aftor the disappearance
of the only justification for these acts, and after repeated violation
of pledges, finally provided for convertibility of notes into eoin at e
fixed dste, 'The Spooie Fesurptien Act did not permit the retirement of
the groenbaocks below £300 million and was cleverly silent upon ths ques-
tion of re~issue within the 1imit, but obviocusly the intent was to retain
the ourrenoy in use,

The history of this decade is but a repetition of the experisnce
of every nation with fiat monoy. The firet step taken, the rest follows
ensily--inflation, dolusion of the people, treach of faith, disaster.

Had the nation boon actually impoverished so that recuperation was long
and tedious, soms exocuge mipht be found in such eonditions., Put the
nation was rich enough to reduce its debts by $660 million during the
pericd.” The use of one-third thet amount in retiring the legal tender
debt would probably have trought about specle paymenta by 1870, and the
applieantion of two-thirde would have extinpuished 1% sltogether, The

political lenders vare "opportuniste,” bent uyon retontion of power, and

81b1de, po 2238
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willing in order to accorplish this purpose to delude the people with
false notions of wealth engendered by such a ourrenocy. The people thought
thoy manted more currency; wint they nesded was more capital, The leeders
seemed incapable of moeting sand solving the problem thus pressentsd and it
was much emsier to placate the people with more or less inflation than to
deviso loglslntion whioh would motually btring relief., It is interesting
to note thet the surplus gold roceived from customs which was sold by
the goversment ab & premium from 1866 to 1876 exceeded §600 million,’
The last Act effecting the greenbacks cams in 1878 and suspended the
cancellntion of redeexed United States notes, and directing their re-issue,
The volume of notes then was $346,681,016,3C The first and perhaps
groatest error cormitted in our financial legislation; after the issue of
the legal tender notes, wee the repeal of the lew perwitting them to be
funded into bonds, This closed the door to thoir retirersnt end loft
them as a permenont foatwre in cur currency systems

During the Civil ¥ar, groenbaoks were used by “he govermment to
finance the war. "The Confedsracy bad its paper owrrency and problems,
Treasury notes wore igsued not only by the Confederacy but by its states
and munioipalities. Strengely enmough, while the Confederacy's notes
wore not legal tender, the astste notes were uade so by state leglslatures,
even though the Confederate Constitution had adopted provision that
states could not mmke amything but gold end silver legal tender,

BIbido. Pe 324.
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In addition, there wes noc bar to the issuance of bank notes, In
faot, the banks at first were in an advantapecus position because they
had gold from pre-martine reserves; in the course of the war these
reservos, however, were exchanged chiefly for Confederate bonds or
sinply confiseated by the Confederate governmsnt.

Counterfeiting flourished as never before and strange phenomena
wera to be found, such as & Confedermte i1ssue of monetary notes in 1861
whioch promised payment after ratification of the peace with the Northell
The issurnce of paper money, to a much greater extent than in the North,
was the merns of wvar finsnoinge FHeavy inflation of the Confederate
dollar dewvoloped scon and after 1884 took on a pernicious oharacter,
After the war was ended the Confederate dollar had lost all its value and
po "honorable burial ever took place," It was the vorse oese of inflatien
in Amorican historye.

The grawe problems of the Dsoconstruction with which the United
States was confronted after the war have often beon desoribeds In the
mnetary field the main question wnz presented by the debts contracted
in Confederate dollarse Deolaring them entirely worthless would have
besn another blow to the paralysed Southern economy, though it would have
besn easy to justify such a ruling juridicelly, However, the Supreme
Court held that eontracts made in terms of Confederate dollars could not

per se be regarded as made in aid to the insurrection; the Cowrt deemed

1 prthur Hussbaum, A History of the Dollar (lew Yorks Columbia
University Press, 19567), pe. 124,




39
them walid, that is, the debtor had to pay in United States dollars the
ectuel value of Confedernte dollars as it existed at the place and time

of oontraotingo_la

21b1d., pe 1264
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CHAPTER VI

SILVER CERTIFICATES

Historieally, Silver Certificatea hawve to be traced into existence
tirough the batile of the gilver interests and silver ooinage,

Oongress made a gonoral revision of the coinege laws in the Act
of Felrusry 1873, lo ehenge was made in the gold scoinsg, bdut all silver
goinage wma altered. The new law made no mention of the silver doller,
Thie probably wes only & recognition of the fact that the ccin had
practically disappeared from the oonsoiousness of the people, Thile
some silver dollare hed been minted in every year sinece 1858, their
coin wvalue had been below their bullion walue ever since the asdoption
of the mint ratio of 16 to 1, and they had not eireulated, In faot,
they had been an insignifiecant part of our roney sinee President
Jefferson's action in 1806, kesmwhile, the price of silver began to
fall in the world merkets. There wns a tremwendous inorease in produetion
in the far Vestern Statess at the game time important Furopean powers
wore adopting the gold standard, so the demand for silver fell off, The
inflationlists, defeated in their attempts to get more greenbacks, were
now joined by the owners of the silver mines who were anxicus to gtinue
late the demand for their produot and thus raise its priee, These come
bined foroea started & terrifio egitation for cheep silver mney which
dominnted Amerionn political iife for the next quarter century, Through
their agitntion, the fot of 1873 beoame known es the "Crime of '78,"
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The silver forces won their first vioctory in the Speocie PFesumption
Aot of 1876, This Aot directed the Treasury to redeen greenbacks at per
in gold efter Janwmry 1, 1879, It slso ordered that gubsidinry eilver
ooins be minted as rapidly as practioable and peid out in redemption of
fractiomal paper currensy, Iiewever, the Seoretary of the Treasury intere
preted the mandatory provision as only applying to colnage of silver and
not paying it out, This legislation, coupled with a steady decline in
the wolue of eilver, restored the country's stock of subsidiary eoinse
Thile tiis moant & oonsiderable incorense in the monetary use of silver,
its notual boon to the sllver interests was less than expected, beecause
the continued decline in silver led $o en influx of old American silver
ooins that had been driven out of the country by Civil Var inflntion and
had been in use in South America for some fifteen years.

The Dland-Allison Act of 1878 was a rore substential victory for
the silver interests, It ordered the Seoretary of the Tressury to pur-
chage not lese than two million dollers nor rore than four million dollars
worth of silver each month end 4o coin it into dollara, The new dollars
were made full legal tender. The Act also provided that silver certifi-~
eoates in denominations not lower then £10 might be iseped egeinot eilver
dollers deposited in the Treasury.® 7The silver advoontes in Congress
were by no means satisfied with the Eland-Allison law snd during the
sunmer of 1878 the gubject was egain agitsted in the political field,

In his report for 1880, Secretary of the Treasury Sherman stated

liajor B, Foster, et nl, loney end Hanking (New Jerseys Premtice
Hall, Incorporated, 1956), p. 48, —
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that the amount of silver was alresdy in excess of demand; popular
objeotion to the dollars rose from their bulk and their known defioiency
in values less than $26 million were in use out of nsarly 478 million
coined snd loss than §20 million were floated by representative certifientes,
thus leaving £27 nmillion idle in the Tresgsury-~alwost a year'a ooilnxo.z
The bullion volue of the dollars was about 884 cents. President Fayes
foroibly urged the susponsion of coinage in his messege for 1880, It was
demonstreted that the coimage law of 1878 would not raise the cormercial
value of silver, and indeed its price hed fellen, He also recommended
inoreasing the amount of silver in the dollar,

In 1882, Folger, row Seoretary of the Treasury, had been able o
put into oireoulation only about one million silver dollars, and the silver
certificotes in use wore less than the year before, so that prastically
the entire purchase of ailver for the yesr, some $27 million dollars, wms
idle in the Troasury, having displaced gold or legal tenders to that
extent,

The silver advooates persisted in the belief that the Treasury
was ot only indifferent in getting silver into eirculetion, but were
inclined to the opinion that obstacles were motually placed in the way,
They advocated that if the Treasury would only pay out more silver and
less gold, the gold reserve would not be endongered and their osuse would
be holpods

MoCulloch, then Secrstary of the Treasury, replied frarkly, demon-

2p, PFarton Hepburn, A History of Currengy in the United States
(New Yorkt The lacmillan Compary, ﬁib » Do 2904
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strating not only that both dollars and certificates were paid out es

largely as possible, but showing that both forms returned to the Ireasury
in the revenues as fast s and sometimes in greater volume than he dis-
bursed them, Forty per cent of the oustoms revenus was now paild in silver
certifioates; the gold ocurrency was preferred and was very lergely withe
held in payment of taxes end dutiesy the silver issue had reached the
aaturation point.

Yot upon this ghowing, the Fouge refused to suspend the further
ooinage of dollara, eo the Treasury was compelled to pay out ourrent
money and incresse 1ts supply of those forms which were not currsnt, The
countyry barely esoaped going on a silver basises

In 1886 Congress again called upon the Seoretery of the Traasury,
then lnanning, for & full report as o its mctions respeocting silver, He
gtated that there had been no disparapement of any form of money by the
Treasurys each eitizen was peid in his >wn cholee of currenocles on hand,
He had by much labor inoressed the circulation of silver dollars by $11%
million dollars. He pointed out that silver certificates, if issued
beyond the actunl needs, would nscessarily flow baock into the Trensury,
and silver dolldrs would not eireulate if one and two dollar notas were
furnished.

He went on to state that the interest beanring debt subjeat to eall
amounted to $174 millien, but to foree silver out for thig would preoipi-

tate the silver bases, FHo showed thet the gold reserves were down to

S1bids, pe 294,
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$148 million; that 40 per oent of the customs revenus was now paid in
silver gertificatesy that gold ocurrency and coin was preferrod and was
largely withheld in puyment of taxes and duties, BHe further stated that
the silver issue hnd reached the saturation point, On the other hand,
thero was £2346 million of debt in the shope of legal tender notes, the
psyment of which had beon pledged in 1869, but which under the Act of
1878 he was compelled to re=-issue, These he pointed out could be
replaced by eilver gertificates if the eountry desired to remain
bimetallio. Free coinage, or the gontinmmtion of the limited coinage
would bring silver monemetallism, under which all the surplus silver of
Europe would ulti ately oome here for golds Until coinage was dimcon-
tinued, 1t was usoless to talk of bimetallismed

The ecle motion taksn by Congress was to auvthorize issuance of
silver certifioatos in the denominations of §1, 22, and §5, Theso certie-
fioates graduslly began taking the place of greenbecks,

Presidente=elect Harrison in his politiocal carpaign had promised to
"do something" for silver, Silver had now fallen so that the quantity
in the dollar was worth sbout 72 cents in bullion walue, In 1680 the
Sherman Silver Purchass Aot wee passed, somotices ocalled the "Shermsn
law," whioh provided for a corpulsory purchase, by means of an issue of
legal tender Treasury motes, of 42 million ounces of pure silver. Dollars
were o be ooinod for one year and thereafter only as reguired for

rederption of notes, wiioh wers made redeecable in gold or silver dollars

41b1d., pe 2964
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at the optlon of the governmont. The mesasure as passed was dbviously
not as safe or oonsorvative ss planmned, Thue "something wes done for
ailver," The Aot was a bald subsidy to the seilver interoste.® The Aet
lof't the country on the so-salled "limping" standard, with one leg of
gold and the other of flat silver, The Aot 314 contain tho so-called
"parity” elause, s declaration that It was the established polioy of the
United States tc maintaln the two motals at & perity with each other,

During the thirtyenine and o helf months this Act wno in foree,
tho Tressury issued neerly 1568 million dollars of the Treasury notes of
1890 and soquired emough bullion to ocoin over 225 million silver dollars,
However, only a 1ittle rmore than 56 millfon dollars vere ocoined, The
Treasury adopted the polioy of redeeming the Treasury notes in pgold.
"ith §166 million of Treasury notes added to an already redwmdent ourrency,
the psople began to show a prefercnce for gold. An inoreasing percentege
of tax peyments oonsisted of Treaswry notes, greenbacks and eilver instoad
of golds Tressury notes, pnid cut in buying silver, were returned for
redenmption in poldy when the Treaswry re-issued the notes to pay current
expenscs, the notes were sgain returned for golds Nothing oould atop
this endless cheln so long as the Treesury continued to lscue notes in
pyment {or silver,

In the spring of 1828, the Treasury's gold reserve egainst the
greenbacks fell below the presumed minimum of 100 million dollars,

Confidence was shaken nand foreignars began to sell American securities,

Bita jor B, Foster, et al, Yoney and Fankinz (Mew Jerseys Prentice-
Hall, Incorporated, 1956), pe 50
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India stopped free eoimpe of silver and the prise of the wetal fell from
82 eonts to §7 sents an cumee, A momey panie follosed and a wpeoial
session of Congrees repealed the Sherman Agt on Ogtoder 30, 1593, Desplte
these dody blowe, the eupporters of silver 414 moy quit, Bimstalliem wase
the prineips] feews in Ww Presilentiial eampaign of 1898,

Silver lost the election in 1594 and thoug: otil] deternined teo
min support for their interests, politienl and eeonvemie ewvents prewented
then from ary further aetive aetion for quite a whille,

T™e silver issuve was revived umier the Bow Deal, Ia the FPresie-
dortia) proclamaticn of Necesber 1533, wnder the brosd posers granted hir
¥y the Thomas Amsndment, Freeident foosewele ¢irested the mints to Buy all
the domestionlly produeed silver, vhoeo amoumt wie seonm %9 grow, at the
rate of 644 eemts mm ounee, ag comtrasted with the werld mmriet priece of
about 48 unu.c This rats equaled owe half of 01,29, the statutory evelum-
tion of silver in 1% wonmetary wee, The dedustion ef §0 per eent vas
Justified offieially as "seigniorege,” a strenge explametion, elnce
seignicrare in wodern tirzes has always asant the dedummtion of & wery small
pereemtare ervering the minting expemnes ¢f the gowrmwnt and perhaps o
soderete Nes, e real polint wms the sontimming of the large peofis for
the silver produeers,

The esonanie strain wpeor the farmers at this tiwe lsd %0 the

rensm] of blmetallistio=inflationist agitation, of which the silver

produsers were mtural sUpporters, A9 & result, Congrees pmesed in 1984

Sirthur Masebaum, A Mistory of the Tnllar (lew York: Columbia
University Prees, 1987), pe =
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the Silver Purchase Aet authorising the Fresident to order free coinage
of silver dollars at a rate chosen by him, thereby creating real bimetal-
lism, The Fresident never mede use of this power, still Congress had
eatablished & new polioy scoording to which the proportion of silver to
g0ld in the moretary stocks of the United Etates ghould bs increased;
the ultimte objective was to heve one guarter of the monetary walue of
the atooks in silver,

On the whole, this country's economy was little effected by the
81lver Purchese Mot snd the ups end downs in the price of silver which
it ganused, All in all, the new bimetallistioc eruption had led to a com=
plete antielimmx, The objective to hawe one quarter of the monstary welue
of the rtocks in silver remmined on the stcotute books, and the Imerican
silver producors received extra profits from the government es before,
but despites sorme unrelonting counterpropapanda, silver wma now definitely
eliminated as a possible basis of the monetary system,

The revival of bimetallism during the Now Deal peried must be
expleined to a large extent by a poculiarity of the smerican constitutional
systems In the femate, definitely the mors powerful part of Congress,
the leading silver strtese-Idaho, Utah, Montana, Arigona, Fevade and
Colorado==hnd twelve reprogentotives, that is, six times a3 many as New
York stnte, which then had four times as many inhabitants ae the six
states combired, BSince nearly 2l) of the semmtors coneerned were

Deroerrte, At that time the majority party, their dlsproportiomats power



was further snhanced. FHere ronetary history illustrates a striking
wenkness of American politiesl 111'-.7

Thia 18 further evidenced by an act passed in 1946 wilch mde 1%
mandatory for the Seeretary of the Treasury to bduy all domestically mined
silver offered enoh year at a price of 90,6 cents por fine ounce whethor

or not he deems it to be in the publio interest.

7Ivide, pe 195e
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CHAPTER V11

COLD CERTIFTCATRS AND THE KED OF NATIONAL BAFK CUFRFRCY

The history of gold certificates has beon very little investigated
and therefore informtion concorning them 1s relatively sonrces The
Aot of 1863 auvthorized borrowing of 2300 million for the eurrent vear
and §800 millfon for the fellowing yoor, As to the forms of the obliga~
tions. the Seoretary of the Trensurv was riven wide discretion. es the
ciroumstances requirede One of the forms wng the issuve of gold certi-
ficates for colin and bullion. Thus did gold certificates come into being,
From then until 1882 not much was heard about thenm, nor was ruch use
made of thems Tho Act of 1882 agsin mrovided for the issue of gold
cortifiontes, making them receivable for all public duses and awvailable
for bank rascrves,

In 1899 an not was passed, resuning the issuance of gold certifie
cates, to agontinue unless the gold stoock of reserves gshould fall below
§100 millions This had happened in 1878 »nd the issuance of pold
gertifiontes had been halted until the Aot of 1899, Cold certifiocates
were used more extensively froem 1900 on until their issuance and cirous
lation was halted by the Fmergencoy lanking Aot of 1933, From Moroh of
that year cn mo pold bullion, geld eoins or gold certifientes were
legally nllowed to airculete as a currenoy mediums, This was done to
protect the Arerican gold rescrves and in effect put the United States
on a rodified gold standnrd, the dollar was atill defined in gold, dut

gold itself wms used only for settlement of intermational payments end



ag a reserve for Federal Reserve Bank ocurrency.

The Gold Resorve Aot of 1934 further clarified the gold question,
The foundation of & new monetary syatem was laid down in the Aot as
followsn?

1, Title to rll gold ooin and bullion held by the Reserve Banks
was troanaferred to the United States.

2+ Further coinage of gold was forbidden, except for foreipgn
aountries,

8. MNo gold goin or currency (gold certificates) would thereafter
be paid out or delivered by the United States except to the extent
permitted by regulations issued by the Secretary of the Treasury.

4, FRedemption was to be mede only in gold btullion squivalent of
the ocurrenecy surrsndered in keopiny with these regulations,

The result of all these changes was to give the United States a
highly raestricted, international, executive gold bullion utanﬂnrd-l
As to why gold certificates were not issued to any great sxtent,
it must be remexbered that during their life there were a variety of
other forms of peper owrency which were preferreds United States notes
were alreadv in existonce when rold certificates wore muthorized. and the
governmont preferred to lssuc the fiat notos rather than use its gold
stogke At the time of their authoriszation, the National Eanking Act had
Just been passed and encther form of paper ocurrency c¢ame into beinge=
Bational bank notes, Then, too, the silver interests were promoting

ths issvance of sllver certifloeates, snd with the advent of the Federal

Reserve System oame 8%ill anothsr form of currency-eFederal Reserve notes.

I!Iajor Bs Foster, et al, loney and Banking (New Jerseys Prentice-
Hall, Incorporated, 1966), pe 66,




Pertaps % eculd best be sumzed wp by saying timt amidat the wriows
forme of surreney already |m existense, the gold esriifieates eovld notd
smavessfully ecmpete, Shough 1% was the stroageet paper eurreney offered,
beiag baeked fully by golde Iwt as Ims been krought oul, polities pre-
ferred other types of awrrensy remardless of whether they wvere s good or
nete The preferenee of the people sesmad o imdisate Yt Sthey preferred
the geld 1%eelf ia the fora of ocins or bullism rFather than & sertifisate
redesmble in gold,

T™he begimning of the end of Emticnal Mank eurrensy san be attributed
to several releted eventa, The most powerful fuster wms the govwrmeat
fsvuing silver eertificates ot the rate of | million &llars werth a
morth.! The Treasury was meisg 81l 1ts power w0 fores Whem into sireula-
tion in erder % prevent peing on & silwr basils, The arwsade iz fawr
of free soinage of silver mnepelised the sttestion and sympathy of
Congress to sueh am exhent tiat 1% gontimmlly refused % permit anks
te isewe tShelr euwwreney % the par of the bonds, motwithstanding the
fast Lhat the bonde eemmnded & premicm of oearly 30 per eent, It sould
well be said that fwring this pericd (1878<1390) the Natisansl benks were
s neglested fostor in the surreney affeire &f the goumtyy, the gowrnment
seemingly baving sssused the provinge of fwxishing sireulsticn medis.

In 1884 a fimengial erisis, lixited %o Bew York areea, doveleped, The
banks wder the rigid eurrensy lasn wers powerless to afferd relief,

They eouvld pot buwy bonds recuired to W deposited aas sesurity for euyreney

2;, Barton Bepbrnm, A nmﬁ of Curreney in the Thited States
T ="s

(Bew Yorks The laexillan Cowpa: B, e T4,
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to be lsaued without investins more money in such bonds than they would
receive as oiroulation in return, Had they borrowed the bonds it would
have required about forty-five dsys after depositing them before the
eurrenoy could be prepared for delivery.

In 1889 Penjanin Harrison became Prosident. dut the now administra-
tion seoured no mwore attention for its recommendations relative to bank
ourrency than did ite predeceszor, The all-abscorbing, erucinl question
was how to plaonte the gilver advooates and still remein on a gold basis,
The Fational Panking Svetem, designod to pive the people m permanent .
paper currency, lacked the necessary support even in the rankes of those
who hnd orented it, Only by the most strenuous efforts was the system
able to survive the political attacks on one hand and the conditions of
a decreasing volume and enhaneing prices of bonds, produoing diminution
of profits on the other. korsover, the introduotion of the two forms of
silver paper (cortificates and Treasury notes of 1800) materially lessened
the demend for bank notes.

In 18907 o severe bresk in the price of listed gecurities in the
Spring made only too apparent the impending orash which onme in the fall
of that year, The Hational Fanks were unable to do anything to relieve
the finanocial panic, Congress in 1908 passed a law providing for erere
gency eurrencys. 7The gsame Aot orsated the Kational licnetary Cormission
and woa deaigned to safepuard the situation until a compreohensive law
could be pessed. In one of ths mst conprehensive studies ever made, the
lonetery Commission corpiled thirty=eipght volumes in their exhaustive

study of banking, ourrency and eredit, A part of their study was the
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essontial deofects of the danking and eurrensy system of the United States.

Portinent amonz the defeots mentioned wers the followingt®

1, The absolute rigidity of our ocurreney, A bank in order to
igsue ourrency muet invest more money in povernment bonds then it s
parmitted to 4ssue in currenoy, thersdby impairing, rather then
inoreasing its powor to aid ocommerce and trade.

2, Thare is no redemption of National bank notes as they wear
out and heooma unfit to siroulate, except nt the three offices set
forth in the Adt,

8. The system lnoks cohesiveness, there being no provision for
cooperation among the banks in it, Under ordinary conditions this
is not 5o much {elt by the banks individually, but under strained
finanoial conditions, when each bank iz thrown on its own resources
and must in self protection aot independently of the rest, the lack
of a gystem under which all could cooperate through a common polioy
of aption becomes keenly felt,

4, 'The requirement that the banks must individually control their
own portion of the legal raserve money of the gountry, without bdeing
provided with proper means for protection or replenishment of their
legal reserves, is ungoientific and eoonomiecally wasteful,

6e An unsound system of reserves under which in pericds of
anxiety it becomes necessery in the protection and maintenance of
individual reserves for each bank in the national system %o contend
against every other bank,

6s The use of so much of the legal reserve money of the country
in actual eirculation for ordinary business purposges 1s another
economic wastes No provision is made for the use of any substitute
for logal reserve money as o olrculating medium other than the
Hational bank notes seoured by government dbonds, which are ez inflexe
ible in their wolume and therefore as irresonsive to the fluctuating
ocommercial needs for them as the legal reserve momey itself, The
gold certificates now in oirculetion, being merely warehouse receipts
for an equal amount of gold in the government treasury, form the most
conapiouous example of this economic waste,

7. The lack of elssticity in the cirouletion, all forms of our
pregont oiroulating medium being rigidly fixed in amount. The
nacessities of commerce for a oiroculating medium are arbitrarilv met

51bide, ppe 397-398,
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with a fixed amount of it, which does not respond in its volume %o
the fluotuating demands,

8. The restrietion of the use by the banks of their legal reserves
and the prohibition of their lending power in the presence of unususl
demands upon them without means of protecting their reserves by the
use of any satisfaotory substitute therefor, or of replenishing them
through adequate rediseounting freilitios, which would emable them
to convert their available assets into cash or lezal reserves.

9., The independent treasury system, under whioh the government
aots as partial oustodian of its own funda, resulting in irregular
withdrawals of money from the bank reserves and from ciroulation and
materially interfering with the even tenor of general business,

These are by no moans the comvlete defeots mentioned. but are
gonerally considerad to be the most pertinent ones, Perhaps equally as
important was the opinion rendered in answer to the question if the
Treasury Depertment could and should furnish the gountry with a safe
ourrencys. Iin essence the answer given wass It is possible for the
Treasury Departwent to furnish the gountry with a safe ocurrenoys It would
be very diffioult, if not impossible, to meke that ourrency elastie, in
the sense of contraoting and expanding acoording to the needs of the
publiec, The experience of commeroial nations is that resulis ocan de
better acoomplished by the creation of a privately omed central organie
zation dominated and controlled by the govermmsnt, as for instanoe the
Imperiael Bank of Germany or the Bank of Franoe. It serves to take the
matter out of politias.

The great danger is that if borrowers go direot to the Treasury,
politios would become an all~important and dominating influence, Our
government experienced great difficulty in retiring the greenbacks in
gold as presented although their total amounted to less than §350 million,

Four bond issues during one administration became necessary to obtain
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gold for that purpogse, If the smount of Treasury notes ocutstanding were
to be multiplied by seven or eight, the responsibility resting upon the
government would be still groater. Ve camnot have any oredit in the
ocountry better than that of the govermment under whioh we live, and it
4s for the interest of all to protect that credit against all possible
danger. Our own expericnce for the pest fifty years, in feot ever since
the creation of cur government, as well as the experience of other nationms,
militate againat this genersl proposition. The policy of the government
has been to proteot itself against maturing liabilities, by making even
1%s future oblipgstions payable on or after a fixed dote at its pleasure,

¥ith the passage of the Federal Feserve Act on Deoember 23, 1913,
came the end of Jational Bank cwrrenocy, but not the end of the Hationmal
Eanks,



CEAFTER VIII

THE FEDERAL FFSERVE SYSTEM

The Demooratic party, whioch took over the control of Congress in
1018, would have nothing to do with the lspublicaneappointed Wetiomal
Konetary Cormission or its works. Instesd, the Banking and Currenoy
Committee of the House of Fepresentatives enpgaged experts and prooeeded
to freme & bill of its own. The ouboome wae the Federal Feserve Actsl

The findings of the Natiomal lonotary Commission had made its
imprint and had some influence on the new committee, but because of
political necossities within the party, the Act, as finally pessed, ocon=
stituted a compromise between a centrml benk end a system of loeal
bankers' bankss

The Federal Reserve Act provided for the establishment of twelve
regional banks, the "Fedoral Reserve Panks" to be headed by a Federal
Heserve Eoard in Vashington, The Board was to consist of the Seoretary
of the Treasury, the Comptroller of the Currenoy,; end five other members
to bo appointed by the Presidents Al) the Natiomel banks had to join the
Federal Reserve Eank of their diatrictj; State bdbanks were permitted bo do
so 4f they eleoted or desired to join, The member banks, National or
State, had to subsoribe to the capital stock of the distriot bank in
winich they were lognted. The Federal FReserve Banks therselves were

authorized to issue a now type of money, Federal Heserve notess The

llhjor Be Foster, et al, ioney end Fanking (few Jerseyt Prentice-
Hall, Incorporated, 1956), p. 101,
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notes were to be a direot obligntion of the United States gowvernment,
in addition to the 1imbility of the ilssuing bark, on whose agsets they
would have a first and paramount liens They were to be endowed with publie
regeiwability and to be engraved by the Comptroller of the Currency,.
Iasued in denominations of £5, $10, $20, $60, £100, 3600, $1,00C, $5,000,
and §10,000, they vero designed to replage gradually the National bank
notes; the povernmant bonds required as seourity for the Fational bank
notes were tn be withdrawn graduslly,

The new notes were to be secured fully by commereial or other
qunlified paper acquired by the district banks through rediscounting. I%
made feasible the mutomatic adaptation of ewvailadle currency to the
changing needs of the mational soonorys In addition to the cormerelal
paper, a reserve of not less than 40 per cent in gold (or under a later
amendment, in gold certificates) was required from each district bank,

The simplieity of this currency device was somewhat disturbed by
the faot that still another type of note was authorized to be issued by
the Fedoral Fegerve banks, nemely, Federal Reserve Bank notes, They
wers svoposed to make it easier for the National benks to get rid of bonds
gerving an sesurity for their own notes. For this pmurpose the Federal
Feserve Banks were authorized to buy such bonds from their member banks
and to issus on the tosis of these bonds, without any g7ld or further
seourities, Federal Feserve Fank notes, =at the par norinal walue of the
bondse By virtue of mrmendnents to the Act, Foderal Peserve Bank motes
were elso circulnted to a lirdted extent during Torld Yar 1, the depres-

oion of 1929 end Torld Var IT as erarpency ourrencys An amendment in
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1945 provided for the withdrawel of Federal Feserve Bank notes, thereby
sinplifying the monetary system somewhat.

A danger to the monstary syasten resulted fron the stook market
crash in 1929 end the resulting deprossion. Tho threat consisted first in
the shrinking of cormerciel paper oligible for the issuance of Yederal
Fegorwve nctesy more and more the notes hed to bdbe backed by gold, Since
the demand for currenscy was inoreasing due to the growing distrust in
investrent, the Cless-Stengnll Act pagsed under the Hoover séministration
in 1932 avthorized the Federal Teserve lenks to use-~for one yeare-governe
ment bonds instead of commsrciml paper as oollateral for their motes,

The 40 por oent gold ressrve was maintained.

On Yareh 9, 1953, Congress edopted an Ymergency Panking Act which
avonpg other things suthorisedj (1) the issuence of Federal Teserve Fank
rotes up to 80 per oent of the value of eligible cormorcinl paper acquired
by the Fedsral Feserve Eanks (henee the isasvance of an emergency ourrency)s
(2) the Secretary of the Treasury to require from every person the delivery
of gold coin, pold bullion, mnd gold certificates for en "equiwvalent”
amount of ronoys (3) the regul-tion, by license or othorwise, of the
entire bonking business of ths mﬂomz

The entire Federal Ressrve Board wss romondeled by the Panking Aot
of 1935, whick replaged the forrsr "Federsl Fegerve Foard" by the "foard
of Covernors,” whose members were to be eppointed by the President, with

the coasent of Fenate, for fourteen yeesr ternse The regulative power of

Zgrthur Nussbeun, A Mstory of the Tollar (New York:s Columbia
University Fress, 1957), F. 174,
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the Doard of Govermors was considerably broadened beyond that wielded by
the old bBonrd, As a result, the Federal Fesorve System reeeived rore
legal authority then that held by the Furopean central banks; howewer, the
Paderal Resorve System has continued %o have no power over state banks
who are not members of the System.

This Aot also had some imnovetions of a tecghnieal monetary character.
Legal tender quality wes glven to the Federal feserve notes, Other ohanges
wore related to the reserves and segurities underlying the lesusnoce of
notes, Firat of all, there waz no longer any seourity in gold bullion or
ooin owing to the transfer of all gold to the Tressurys ¥hile the 40 per
oent minirum rate of "gold"” reserves was maintained, the gnld metal wes
replaced under the Gold Reserve Act by "(old Certificates"; but these
certifioates ere cowpletely different from the "yelloebaoks™ of olds They
ere no longer noney snd do not eirculate smong the publio, They ars
iesued exolusively in large denominntions end are t¢ be held by the
Federnl Reserve [anks which do not havo even a formal legal oleim to the
metaly the Seeretary of the Treasury has to redeen the certificates only
at such tiswes and in such amounts as in his Jjudgment are necessery to
maintain the purehasing power of the c’h:ﬂ;.‘ltxr..a

Ampther change in the collateral gecurities of the notes had already
been brought about for one year by the Glass=Steagnll Act, namely the use
of govermment bonds instsad of eomersisl papere This provision wes

renewed at this time end beoane perrmnent in 1545,

S1bide, pe 197.
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An awendment to the Faderanl Fesorve Act in 1045 roduced the
ninirum of pold ressrves to 25 per cont, pornitting the rest of the
oollatersl to be covered by qualified eormercoial paper or goverrment
ssgurities, The semendment further provided for the withdrawal of
Federal Feserve fank notes, Fimzlly it cancelled the long outdated
presidential power to issue greenbacks up to the arount of £3 billion,

The Federal femerve System was to "oure" the evile and defects of
the old National Fanking svstem and to provide this country with a sgafe,

working, elastio currency geared to meret our economio demandse
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CHAPTER 1X

SUMMARY ARD CORCLUSIOHS

United Statos Notes

Historically it has been shown that United States Notes were
issued on a strioctly fiat basis, begiming in 1862, to help the govern-
ment finanoce the Civil Vare. That it was originally the intent of Congress
to retire these notes ms scon as pogssible is historicsl fect, but subse-
quent Conpgresses have not demonstrated this intent. It is also a historiocal
faot of the political issue made of them for more than a deoade after the
end of the Civil Var, United States notes were issued agninst no security
exoept the oredit of the govermment, It wns not until 1900 that an act
wne passed establishing e £150 million dollar gold fund for redemption
whioh provided for a reserve for these notes, In 1678 an Aot was passed
that terminated their retirement and the mmount then outstanding
(approximately $320 million) has remained in our ronetary system,

With the passage of the Federal Resorve Act, the Federal Peserve
System was set up es the money authority with the responsibility for
fissuance of ourrency and reserves as neaded to fulfill the needs of the
eoconomy as seon in the light of the objectives of a sound oredit struecture.
¥hile several different currencies can be handled mechanioally by the
Federal Reserve System, it is rore oonsistent with the Central Banking
prinoiple to give the Central Eank complete responsibility for the

monetery struoture,
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United States notes do not conform to the principles of surrensy
fssuvancoe whieh now exist as a result of the establishment >f a Central
Banking System and its currenecy; that is, the issuance of United States
notea is limited by law to a fixed amount instead of by a gold reserve
and they are not a liebility of the Central Pank which was set up as the
monetary authority.

This type of currency was issued as an emergengy ourrengsy and
should have been withdrawn as soon as possible after the omergency was
overs United States notes do not gontribute anything %o the management
of our preeent nonstary system, in faot they contribute to the complexity
of the systems, United States notes are currently being issued in the two
and five dollar denominations, and they enjoy a monopoly on the two dollar
donominetion, MNechanically the Federal Feserve Syastem can handle United
States notes, but it is inoonsistent with a central banking system charpged
with the responsibility of cwrrenoy issuance, that the money authority
oan not iesue ite own two dollar notes snd has to handle and issue a type
of gurrency which ia not its liability,.

United States notes in oiroulation in the year ending June 1889
totaled approximately $316 million and representod only 1415 of the total
ourrency in circulation, If the Treasury were to apply the $150 million
in gold it is holding o3 a reserve sgainast these motes and the outstanding
Treasury notes of 1880 toward the redemption and elimination of these
notes, there would remain but epproximately $170 million worth of these
notes, paymont for whioh the Treasury could absorb without great diffioculty.

There ie an aspect of savings to the Treasury in that the cost of

engraving, peper, printing, distribution end redemption of these notes
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are ourrently an expense of the government, Notes issued by the Federal
Reserve Syatem are an expense of the System and not of the gowmmnt.l
therefore elimination of United States notes would result in direot
savings to the government,

The Federal Resorve System could easily replace the United States
notes with its ovm currenoy. The System already issues its own five
dollar denomination note and the Federal Reserve Act could be amended by
Congresn to permit the Fedoral Reserve Danks to issue one and two dollar
denomination notes, The issuance of $316 million more of Federal Reserve
notes would not tax the assets of the System, for the Treagsury would sell
the gold reserve of $160 million to the Federal Reserve System to pay for
the United States notes as mentionsd earlier, With the Reserve Banks'
fractional reserve system, the addition of §150 million of gold reserve
would allow it to issue up to $600 million more of its own notes, almoat
double the amount of United States notes it would have to replace.

In summary, it has been showns:

ls United 5tates notes do not conform to the prinoiples of

ourrency issuance which nov exists ae a result of the cstablishment

of the Federal Feserve System.

2, United Stotes notes are inflexible in nature and make the
manarement of our ourrency system moro complex,

3+ Unlted States notes have beon subject 4o politiocel manipu-
lation rather than economic or fimanoial need.

4+ Elimination of this type of ocurrenoy would simplify the
ourrenoy mnd be & direct savings to the governmont,

lpederal Feserve Aot, Seetion 16, Paragraph 1ll,
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It 1s therefore recommended that this type of currency be eliminated

from our gurrency system.

Silver Certificates

S8ilver has been "the" political metal in the United States sinee
1878, Yo leas than fowr acts have been passed with regard to the purchase
of gilver. The Act of 1918, whioch might have afforded an opportunity &o
got rid of part or all of this ourrency, was 8o mAnipulated ms Yo provent
in the long run any of this type of currenoy belng done away with, The
Aot of 1934 hes rosulted, within fifteen years of ite ennctment, in the
aoquisition of the fantastio amount of over 100,000 tons of silver, the
only use for which was to provide backing for approximately two billion
dollers in silver certificates, The existoncs of silver vertifiontes as
a part of our monetary system has been assured by the suoccession of silver
ascts, &ll of which have bean desipgned for, or at losst had the offect of,
reduoing the supnly of silver on the open market and artificielly increas-
ing the derand for silver by expanding its use as money, the domestie and
world use of gilver for other purposes boing eo small in comparison to its
snnual production ns to prevent any appreciable demand for this motal at
the current price, This practice glives unjust enrichment ¢to the silver
producers at the expense of the rest of the economy of the United States.

It iz false to claim that the silver certificete is necessary in
order to provide us with an adequate volume of paper money, Standing on
its omn, silver cortificates mre not an elastio type of currency.
Flagtioity has to do with the baslas for lssuance of ourrency, not the
backinge The basis of issuance of silver certificates is thet the
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Treasury ocan put into oircgulation only as much in gertificates as it
holds in bullion. It is not issued on a fractionel reserve basis as are
Federal Reserve notes, Silver gertificates are a type of oredit currensy
and are unlike gold jertificates, which were a representative type of
ourrenoy. Silver is purchased at 90.5 gents an ounce and iesued as silver
ocertificates on the basis of 31,29 an ounce. Should the priocs of silver
reach $1.29 an ounce, then silver would bo a true representetive ocurrency.
Representative currency is dependent upon the amount of motual bullion in
existence and therefore camnot sxpand beyond the physieal supply available,
History and experience with just a commodity or ropresentative type ocurrency
has proved that this type of ocurrency has been inandequate to meet the
demands for an expanding volume of currency beyond the physical supply
avallable, It was this very reeson that brought about the need for an
elastio currency system and was one of the original purposes of the
Federal Reserve Systems If, standing on ites own, representative ocurrenocy
and the credit currenoy, silver certificates, were unable to provide this
oountry with an adequate volume of currency, and a new type of currency
hed to be found to do the job, then why should the ocurrency that feiled
ba kept ae a part of owr cwrrency structuret Other types of ourrency have
failed and have been eliminated from the currency structure, Gold certi~-
ficates, Treasury notes of 1820 and Hational Bank notes hnve all been
eliminateds why not United States notes and silver gertificates?

It is spurious %o olaim that the gilver bullion provides stability
end sefety to our peper money. In the first place, only a relatively
small part of our paper money is baocked by silver (approximately $2 billion
out of $30 dillion), and 4in the seoond place silver obtained by the
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Treasury costs more than the price at which it oan be obtained in the
world market, A% the pregent tims the Treasury will buy and sell its
gilver at the prive of 90,8 nente an ounee., This 418 a support price and
keeps the mavket price from fluctuating wery fer from this lsvol,.

It has been pointed out by the silver advooates that Treasury
purchases of silver cost the government nothing, in faot, the transastion
yields the government & profit due to the large seigniorage. But it must
be remerbered that a profit for the government is not necessarily a pro-
1t for the econemy, DHad gillver bean left alono to develop iks own uses
gomneroially, it might have been better offs Hlstorioally it might have
held ¢rue thet silver wes only good as a form of money and that itas
commercial use was almost worthless bofore the disaovery of seleogtriolty
aend the dewvslopment of electronics, airplanes, rocketg and the camera,
7ith these disgoveries and devolopments have come demends for oertain
types of metals best auited for their conduebivity, strength and welght,
Silver as a motal iz one of the best metals available om all three of
these qualitiose Yet due to its price, ns the development in these fields
progressed, it was too oxpensive to even be congidered and substitutes were
founds Had silver been available ot more reasonable pricss its commeraial
use may have doveloped.enough to raige the demand for end thus the price
of silvers Certainly our eoonomy would be betisr off with a natural
demand for silver rather than an artificiasl “support,™ Besides, the
profit motive should not bes the basis upon which currenoy is issued,

Another interesting faot is that approximately two-thirds of the
silver certificates in eirculation are of the one dollar denomination.

In January of 1962, the one dellar bills in eirculetion totaled £1,407,757,045,
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the rest of the silver sertifioates belng in the denominations of five
and ten dollars, No denominations over the ten dollar gertvificate have
besn issued, but authoriszation 1s in effect to pernit issuvance of twenty
and one hundred dollar sertificates, United States notes are lssued in
denominations of two and five dollar notes, Thus @ilver certificates
have been given a monopoly on the one dollar denomination and United States
notes on the two dollar denomination. It 1s possible In the five dollar
denomination to have either 'a silver certificate, United State note or a
Faderal Reserve note.

The basis for the assigmment of partieular denominstions rests
gsolely on convenienoy and edonomy and there is no substantial reeson why
Federal Reserve notes oannot be issued in any of the denominations.

The United States is the only great goverrment or gountry with
threo forms of paper ourrency in uses It has s fiat issue, United States
notesas is on & modified gold standard, yet issues gome of its currency
backed exolusively by silver; has a central banking system with & ourrenoy
issuing authority which is not being fully utilized: its currenov agcounts
for only 91% of the currency in circuletion. It would oertainly be logieal
to simplify our curraency system to econform to the stetsd objectives and
adwantages of a central banking system,

The foregoing leads to the conclusion that silver csrtificates
should be eliminated from our currency system and that the Treasury should
stop buying silver for eurrsncy purposes sand confine its purochases of
#ilver to mest the needs of soinage, The elimination of silver certifi-

oates would not only simplify the ourrenoy structure and be more comsistent
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with a monetary structure built around a central bank, dut it would also,
onge and for all, remove this portion of the monetary struecture from
politiecal influenoce,

The elimination of silver certificates immediately brings about
two problems; first, the redemption of the gilver certificates, and
segondly, how will the Treasury dispose of its stook of silver bullion?

The Federal Regerve System oan handle the redemption of the silver
gortifiontes for the Treasury by revereing the process wheroby the certi-
floates were issued by it in the first plase, To better understeand this
process, a few simple "T" agcounts will be used showing the relationship
betwaen the Treasury and the Federal Reserve Danks.

Treasury Depertment

Cashs Silver Certifiocates Bf
Silver Bullion  Af Com
B-
Czf
Deposit with F. He Bank
A=
e
Pledged Silver Eﬁ
csﬂ

Federal Reserve Bank

Cashi1 Deposit~Treasury A=
Silver Certificates By
C1f Com
Co~ =Member Banks A%
c1#

A S Treasury purchase of silver bullioen
B & Issvance of Silver Certifioates
C & Fedemption of Silver Certifioates
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Vhen the Treasury purchases silver bullicn, it will pay for it by
a check drewn against its deposit balance at a Federal FRegerve Bank, Thus
in transaction "A" 1t 4 shown that the Treaswry will receive the asset,
gilver bullion, and increase ita cash eseset, The ohesk in payment of the
g#ilver bullion will find ite way to a Federal Heserve Pank through a
eommeroinl banks Thig will have the effeot of Insreasing the member banks
deposit with the Federal Faaarva.ﬁnnk, and the cheok will then be charged
to the Treasury's deposit with the Federal Reserve Eank, thus reducing
this dopoait balance,

Transacbion "B" ghows that when the Treasury issues silver ogertie
fioates, the gertifiontes become a liability of the Treasurys The Treasury
will in effest sell the certificates to the Federal Feserve Bank, thus
inereasing the cash asseta of the Bank, The Federal Reserve Bank will
pay for the certifiomtes by orediting the Treaswry's deposit balance with
the Bank, This will increase the l1iability of ths Federal Heserve Hank
and in effect 1ﬁorwann the assets of the Treasury. Then ths Treasury
issues the certificates, it pledges the bulllon nscessary to sover the
aortificates, This reduces the msset, ailvor bullion, in the general
asacount rnd inareases the "Pladged™ acocounbe

Yhen the Federal Feserve Benk redesms tho silver certificates,
tronssotion "C" ocourss The process would start with Cy, when the Federal
Reserve Fank recelves silver certificates for deposit to the reserve
scoount of a manmber banks The asset, cash, of the Faderal Reserve Bank
will be inoreaged, and the member banks deposit acsount will be inersased,
Ae the Fedoral FReserve Bank redeems the gilver ogortificates with the

Treagury Department by destroying the ocertifiocates, transaction €2 oocurs,
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The esset, cash, of the Fedoral Regserwve Eank is reduced by the amount of.
notes deatroyed, snd this amount is charged ageinst the Treasury's
doposit agoount, reducing thie acoount, As the Treasury reduces its asset,
deposit with the Pedersl Reserve Bank, it will reduce its 1iability,
gilver certificates.outstanding., As the silver certificantes are destroyed,
then the Treasury will be able %o release the silver bullion pledged against
the certifioates, Vhen all the sertificates are redeemsd, then as trans-
action Cg shows, the pledged silver will then be eliminated and the
Treasury will again have the silver bullion as an asset in its general
account,.

The net effeot when all the silver certificates have been received
and destroyed by the Federal Reserve System is that the Treasury will be
holding the silver bdullion as an asset or stockpile of silver and its
acoount with the Federal Reserve Bystem will have beon reduced by the
total amount of certifiostes destroyed, approximately two billion dollars.

The Tressury will then be faced with the problem of rebuilding its
depogit ngeount as gllver pertificates are rodeemed and of disposing of
the silver buliion to repay whatever source of funds ie usod for this
purpose. It is rost likely that the nescessary funds would have to de
raigsed in the capital markets, The debt issued for this purpose should
be repaid ms the silver bullion is disposed of. It im realized that the
Tressury eould not "dump" the bullion on the market as this would drive
the price of silver down. It has been the government's polioy to stook-
pile other mterial, such as copper, wheat, corn, etg,, so thare is no

renson why it oamot carry the silver bullion as a stookpile and diepose



of it whenevor it ean do #o without loss, This appears all the more
practical in view of the recent world silver market prices. During the
first week in January 1961, the prics of futures in silver rose %o

92 7/8 per ounce in Londen,® london silver brokers Mooatts and Goldsmid
paid, "Those who take a longer viow are inolined to foresee a defioloncy
of silver." They pointed out that eomsumption of silver in industry and
oainngb is far outrumning mine production, and London silver mershante
are convineed that short suppliecs will soon send silver prioes upward,

The free market price of silvor began to slimb and finally inched
past the Treasury purchase price of 80.5 cents an ounce in 1956« In the
past two years the price has been high enough to permit the Treasury to
begin to unloed its hugh supply, ILast year (1960) the Treasury was able
to gsell off mearly 20 million ounces and had to buy only one million
ounces from U, S, silver producers, since they were able %o get a higher
price In the free market,.

The United States still has 122 million ounces in its free eilver
vaults=--over and sbove its wast monetary reserves. Although the Trensury
dips into the silver stock for some 40 million ounses for new coins each
year, the Treasury can alvays stop selling ellver if its stook drops
dangerously low, The Treasury has said that speoinl circumstances have
reaently affeoted both supply end demand. Mining strikes have out proe
duction, and demand hee been increased by such factora as France's
oreation of the new "heavy franc.”" So far France has Saken 40 million

ounces toward eoining the new frane, with 20 million ocunces more %o be

deliverad,

27me, Volums LXXVII, Noe ¥, Jamuary 13, 1961,
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Now that the free market price has risem above the official priee,
the Silver Purchase Act of 1934 provisions have bagkfired. vhere onae
the Treasury kept the price srtificially high by buying at 90,5 cants an
ounee, now the Treasury is in effect keeping the price artifiolally low,
since it sells at nearly the same price,

The Silver interests no longer scem to want to persuade Congress to
raise the offiolal price apgein in view of the growing number of new
industrial silver users, It is estimated that induatry end jewelers use
about 100 million ounces of silver a year. The result is a silver stale-
mate that makes it possible for the first time in years to free silver
from polities, If the Treasury were required to buy silver only for its
coinage needs, the silver market would becoms a free market,

In view of these dovelopments in silver, 1t eppears that the
Treasury can successfully dispcse of its silver stook without loss in
the future,

In briefly sumning up what has been presented, 1% has been shownt

1. The Treasury's issuance of silver gertificates 4s inconsistent

with the prinecipls of a central monetary authority which is charged
with the responsibility of maintaining proper eurrency issuvance and
oredit control,

2s There 1s en inflation potential in the Treasury's issuance of

silver portificates in that in addition to putting i%s ocurreney in
oiroculation, the process also inoreases the Treasury's demand
deposits with the Fedoral Feserve System, thus enabling the Treasury
to spend more.

S. The "Silver" aspsat of ourrency issunnce has been greatly

influenced by political manipulation, and not by any solentifieally

or financlelessonomio needs

4, The redemption and slimination of silver certificates oan be
handled smoothly through the Federal Resorve Systems

6« The Treasury can dispose of its stook of silwer bdullion in
the future without suffering any loss.
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6, Foonomionlly, the silver producers will be better off with a
free market for silver, than the ocurrent supported market, which in
the past several years has had the effect of koeping the price of
silver down.
It 4s strongly recommended that silver certifiontes be eliminnted
from our currenocy system and repleged by the currenoy of our central
banking authority. This would onee and for all romove this portion of

the monetary structure from politiocal influence,
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Federal Reserve Notes

The Federal Reserve note is our most important type of ourreney,
representing in dollar volume, as Table II shows, approximately 91% of
all ocurrenoy in eirculation today., For a paper ocurrenoy to serve as an
adequate medium of oirculation it has been stated that there should be
an adequate supply to meet the ourrent economio nesds. History has
pointed out the adverse effects of both too muoch or too little a supply
of money can have in our esonomy. It has been demonstrated earlier that
standing on their ovn merit, neither United States notes nor silver certi-
fioates are an elastic type of currency. Had they been able to serve this
funotion adeauately. then thers would have been no need for a central
banking system such as the Federal Reserve System. That our present
system operates successfully though twc of its ocomponents are inelastio
in nature can be attributed to the ability of the Federal Fesorve System
to contract or expand its issues, It must be recognized that if the
total ourrency outetanding remains constant and the publio demands more
of its oirculating media in the one and two dollar denominations, then
silver certifiocates and United States notes inorense in olroulation at
the expense of Federal FReserve notes, for these types of currency have a
momopoly on thogse denominations, But should the economy of the country
demand that the total eurrency outstanding inereese soveral dbillion, as
was the case in the war years, then the expanding ourrenocy had to be
supplied by Federal Reserve notes, It has been mentioned that of the
approximately 2 billion dollars worth of silver certificates outstanding,

over $§1 billion is in the one dollar denomination. That would happen
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if the publie started demanding more of its eiroulating media in this
denomination to say around 4 or § billion dollars, Could this demand
be met by silver certifiocates? The answer would be no. asg the Treasury
does not hawe that much silver bullion to isesue certificatss against,
Should this happen, then in all probability the Federal Reserve System
would be oalled upon to mset thes demand.

The elastioity of Federal Reserve noteas 1s highlighted by Table III,
From this table 4t has been evident that in the past twenty years, as the
total gurrenoy in ocirouletion has either inoreased or deoreased, a ocorree
sponding inoreass or deorease has taken place with respect to Federal
Esserve notes, That Federal Reserve notes have inoressed slightly more
than the corresponding inorease in total notes in ocirculation ocan be
explained by the faot that there is a deorease taking plece in the gold
certifioatea, Federal Kessrve Bank notes and Hational bank notes. As
these types of paper ourrenoy are retired, the Federal TFeserve notes are
taking their place. It appears logioal to assume then, barring an economie
depression, that Federal Heserve notes will eontinue to0 inorease in
percentage as a part of our total currenay.

In proposing that United States notea and silver certificates be
eliminated from our currency system, it becomes necessary to change the
Federal Feserve Aot to allow ths Federal Leserve System to issue notes in
the one and two dollar denomination. Further changes may be needed if in
sssuming the issuance of these denominations the gold certifiocate reserve
ratio of 25 per cont should be approached or paseed (that is, falls below

the 25 per agent),
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It was noted that the gold certificate requirement wns reduced
from 40 to 25 per oent in June, 1945, in order to meet a whortage of gold
dortificates which becems pronounced by the end of Forld War II. This
raises a significant question. If the gold certificate reserve oan be
reduced to 25 per cent, why not to 10 per sent, or 6 psr ocent, or zero?
In other words, is there any walidity to the requiremsnt that Federal
Reserve notes be backed by minimum amounts of gold certificates?

Various erguments are advenoed in favor of such a requirement, 1%
is said that it gives people more oonfidenee in their money and that the
vwlume of notes, being tied to a gold base, ornnot be overissued, Nelther
of these arguments will bear gloss sorutinys In the first place, all of
our currency has besn domestically inconvertible inic monetary gold since
1933, T[he confidential, fiduciary mature of the Federal Reserve note
whioch had sxisted until that time lost its meaning when gold was
pationalizeds Minimum gold balances therefore lost any significance they
mey have had as a faotor affecting the acoeptabllity of the notes as a
medium of exshange., Thelr acceptability is now tled in the popular mind
to the oredit of the United States govermmont, and, while monetary gold
stooks may influense the publio's judgment in this respect, it is
obviously redundent to tie the Federal Pesorve note or any other type of
currency, to an inmoccessible gold reserve in order to preserve its use=
fulness as money.

The seoond ergument, that the notes will b9 overissued if not
related to a gold or gold certifiocate base is patently false, Currency

gets into oliroulation through the commeroiel banks, It is always necessary



7
for the publis to give up ons type of money (deposits) in order to obtain
another type (ourrensy), Consequently, an expansion of the public's
holdings of Federal Reserve notes always causes an equal decrease in
another type of money,

Collateral requirements do not now and should not put an effective
oeiling on the volume of notes issued, If the monetary authorities beoome
concernsd with inflationary develepments, they need only to ocurb the
souree, namely the excessive growth of the money supply through the expanw-
sion of bank oredit to finance govermment or priwvate defioits. The banks
(and through them the public) ean only soquire Federal Reserve motes
through the cashing of deposits at the Federal Reserve Banks., If infla-
tionary foroes are predominant the monetary authorities can, as they now
do, restrioct the rate at which Reserve Bank credit is being oreated~-and
thus restrict new demand deposits and bank reserves, Or, on the other
hand, they may bring about a contraction in Reserve Bank credit and in
demand deposits and bank reserves.

This oonceiwvably could be the answer should the rzold certificate
reserve of 26 per cent prevent the Federal Reserve System from meeting
the inoreased demands for a larger volume of ourrency.

One question whioh has been brought up at wvarious times i1s: Vhy
not have the U, 8. Treasury issue all ourrenocy (a single Treasury currency)
as is done in Fngland? The Federal Reserve System could remain as the
issuing agency, purchasing the currency from the Treasury by a oredit to

the Treasurer's acoount as is done now with silver certifieates.
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It should be remembered that ome of the originel purposes of
establishing the Federal Regerve System wae to soparate the monetary
structure from political influences, Under such an arrangement above the
government could issue "printing press™ or fiat money at will to pay for
its exponditures and abuses would follow, History has demonstrated that
more than one governmont has done this when the monetary struecture and
issuance has boon left to i1ts discretion. There is a lot to be said for
keeping the governmont (meaning that element influenced by political
considoretions) out of the mometery system. It has proven too easy to
manipulate,

In conclusion to this study, it is recommended that United States
Motes and silver certificates be eliminated from our ourrency system,
their place being assumed by Federal Reserve notes for:

1, This would be a logiocal extension of the principal of a
contral banking authority.

2. The ourrency structure would thon be on the same basis as
the banking system's reserve structure.

3¢ The ourrency structure would then have complete elastioity
of igsvance,

4., The management of the ourrengy system would be greatly
simplified,

6o This would remove this portion of the monetary structure
from politios.
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TABLE I

VARIOUS TYPES OF UNITED STATES PAPER CURRENCY IN CIRCULATION
FROK 1890 TO 1959 EXPRESSED IN THOUSANDS OF DOLIARSI

silver ] 1

Pnding Cortificates Certifioates Notos States Roserve Reserve Bank Currency in

June of 1890 Noten Hotes Bank Illotes Notes Ciroulation
1980 31,048 £2,1564,916 $ 1,142 §316,186 £27,028,617 $110,051 § 67,%05 $29,699,328
1958 31,797 2,199,632 1,142 316,861 26,341,864 120,225 69,411 29,070,812
1857 32,641 2,161,589 1,142 321,148 26,329,345 132,666 61,745 29,040,078
1966 33,483 2,148,369 1,142 317,643 26,065,247 146,629 64,239 28,766,762
1965 34,466 2,169,726 1,142 319,084 25,817,775 182,673 86,810 28,371,666
1964 35,481 2,135,018 1,142 820,224 25,384,608 180,277 70,0086 28,126,761
1963 36,696 2,121,511 1,143 317,702 25,808,869 200,054 73,403 28,369,078
1962 37,8586 2,087,811 1,145 318,350 24,005,168 220,684 77,364 27,348,247
1551 39,070 2,092,174 1,146 518,173 23,466,018 243,261 81,202 26,231,043
1950 40,772 2,177,251 1,145 820,781 22,760,286 273,788 86,488 25,680,510
1649 42,6656 2,060,852 1,145 sls,688 23,209,437 308,821 92,5624 26,034,132
1948 45,168 2,060,869 1,146 521,485 23,000,323 353,499 09,238 26,481,716
1947 47,794 2,080,728 1,147 320,403 23,999,004 406,260 106,429 26,941,766
1946 50,223 2,026,178 1,148 316,743 23,973,006 464,316 115,948 26,944,562
19456 52,084 1,660,689 1,160 322,687 22,067,459 527,001 120,012 25,540,982
1044 53,064 1,587,691 1,164 322,293 18,760,201 597,030 125,887 21,438,220
1943 56,809 1,648,571 1,156 322,343 13,746,612 584,162 132,130 16,491,882
1942 59,399 1,764,255 1,158 316,886 9,310,135 18,717 139,131 11,599,681
1941 62,872 1,713,608 1,161 299,614 6,684,209 20,268 160,460 8,931,992
1840 66,708 1,681,682 1,168 247,887 6,163,284 22,378 166,165 T.248,317
1939 71,980 1,45%,673 1,188 266,982 4,483,552 25,893 188,480 6,468,256
1938 78,600 1,230,186 1,169 262,166 4,114,338 30,118 217,441 5,933,877
1937 88,116 1,078,071 1,172 201,459 4,168,780 37,616 263,862 5,924,076
1936 100,771 954,692 1,177 278,190 4,002,216 51,954 %66,1056 5,766,006
1935 117,187 701,474 1,182 286,417 3,222,913 81,470 704,263 5,115,886
1834 149,740 401,458 1,189 279,608 3,068,404 141,646 901,872 4,943,914
1933 265,487 360,699 1,186 268,809 3,060,793 125,846 919,614 5,002,453
1932 716,683 862,606 1,222 280,07¢ 2,780,229 2,748 700,894 4,842,465
1931 996,510 377,149 1,240 299,427 1,708,429 2,929 648,363 4,034,047

1930 994,841 386,816 1,260 288,388 1,402,086 3,206 660,779 5,727,456



1929
1928
1927
1926
1926
1924
1523
1922
1621
1820
1918
ipl8
1917
1916
1915
1914
1913
1912
1911
1910
1909
19508
1907
1906
1906
1904
1903
1902
1901
1900
1898
1898
1897
1896
1898
1804
1893
1892
1891
1880

$ 934,094

1,019,149
1,007,075
1,067,371
1,004,823
801,301
386,466
178,342
200, 682
259,007
827,552
511,190
1,082,928
1,050,268
821,869
1,026,149
1,003,998
943,456
930, 368
802,754
816,005
782,977
600,072
518,562
488,211
486,655
377,260
306, 399
245,716
200, 656
32,666
26,621
87,286
42,321
48,382
66,344
92,970
141,236
120,860
131,380

1890 to 1959.

$ 387,073
384,577
875,798
S77,741
382,780
364,414
884,258
265,336
168,843

97,608
163,445
370, 349
468,365
476,279
463,147
478,602
469,129
465,224
463,544
478,697
477,717
465,278
470,211
471,620
464,886
461,139
454,733
446,568
425,641
406,499
401,869
390,659
358,536
331,260
819,732
327,094
526,489
326,881
307,364
297,210

loutside banks and Treasury Department.

$1,2853
1,304
1,327
1,358
1,387
1,423
1,460
1,610
1,578
1,658
1,745
1,851
1,870
2,008
2,246
2,428
2,667
2,916
$,237
3,663
4,203
4,064
5,07¢
74337
9,272
12,007
19,077
20,80!
47,54C
75,241
92,60¢
98,66¢
83,90¢
95,217
116,97¢
134,88¢
140, 662
98,086¢
40,48!

$262,188 $1,602,721 § 8,616

208,438
292,208
294,916
282,578
297,790
302,749
292,343
259,170
278,144
274,119
291,859
311,596
328,227
309,796
837,346
337,216
337,697
338,989
334,788
340,118
339,306
242,270
336,940
32,421
335,760
334,240
334,202
332,468
516,614
310,647
286,572
248,504
226,451
286,109
268,772
820,876
11,815
323,714
323,047

1,626,433
1,702,843
1,679,407
1,636,108
1,843,108
2,234,660
2,138,716
2,699,698
3,064,742
2,450,278
1,698,190

606, 766

149,162

70,810

4,029
4,606
5,453
6,921
10,066
19,969
71,868
129,942
186,431
166,014
10,970
8,702
1,683
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662,812
660,212
650,057
651,477
681,709
785,856
711,076
727,681
721,421
689,608
659,472
691,407
690, 635
716,204
782,120
715,160
716, 764
706,142
687,701
683,680
665,639
631,648
589,242
548,001
480,029
433,028
399,997
846,477
345,127
800,162
237,833
223,130
226,411
216,832
207,048
200,764
174,731
167,307
161,922
181,397

$ 3,934,687

3,984,142
4,083,911
4,087,721
3,996,306
4,062,016
4,020,628
5,670,794
4,071,132
4,576,194
4,012,625
3,676,816
3,066,949
2,723,309
2,449,987
2,660,206
2,628,763
2,458,415
2,413,839
2,308,462
2,302,602
2,224,263
2,007,771
1,879,360
1,761,798
1,706,483
1,685,516
1,462,529
1,400,492
1,301,077
1,075,611
1,054,847

964,522

909,581

956,250

997,826
1,056,728
1,045,290

954,313

935,034

Sources Amual Reports of the Seoretary of the Treasury from



TABLE 11

VARIOUS TYPES OF UNITFD STATES PAPER CURREMCY IN CIRCULATION FROM 1890 TO 19691
EXPTESSED AS PERCBUTAGES OF TOTAL AMOUNT OF CUREENCY IN CIRCULATION EACH YRAR

Year  Gold

Tresswry Federal Federal National Total Paper
Fnding Certificates Certificates Notos Stetes Roserve Reserve Bank Currency in
June of 1390 Hotes lotes Bank Hotos Notes Ciroulation
1969 0.1“ ' Ts S% - 101% 91.% 0.4$ 0.2% lm
1968 0,1 Te6 - 1.1 90,8 0.4 0.2 100
1967 0.1 Ted - 1.1 90.7 0.5 0.2 100
1968 0,1 (9 - 1.1 90,68 0.6 0.2 100
19656 0,1 7.6 - 1.1 80,3 0.8 0,2 100
1664 0,1 7.6 - 1.1 80,3 0.6 0.2 100
1663 0.1 Ted - 1,1 80.3 0.7 0.3 100
1952 0-1 7¢G - 1.2 90.0 0.8 0.3 100
19861 0.1 8.0 - 1.2 89.4 0.9 0.3 100
1950 0.2 B. 5 - 1.3 33.7 101 0.3 100
M 0.2 7.9 - 1-2 89.3 1.2 004 100
1948 0.2 T8 - 1.2 89,1 1.3 0.4 100
1947 0.2 7.8 - .2 89,1 1.5 0.4 100
1948 0.2 7-5 - 1.2 89.0 1.? 0.4 100
1945 0,2 8.6 - 1.3 8946 2.1 065 100
1944 0.3 Ted - 1.6 87.b 2.8 0.8 100
1“8 0.5 10;0 - 2.0 33.‘ S.E 0.8 100
1842 0.6 18.1 - 2e7 80.5 0.2 1.2 100
1941 0.7 19,2 - 3.3 T4.8 0.2 1.7 100
1940 0-9 2103 - 5.4 71.2 0.3 2.3 100
1939 1.1 22.4 - ‘01 69111 0.4 209 100
1938 1.3 20.7 - 4,4 69.3 0.6 3T 100
1837 1.5 1842 - 4.8 704 0.6 4,6 100
1836 1.8 17.6 - 4.8 60+6 0.9 8.4 100
1936 243 13.6 - 6.6 83.0 1.8 13.8 100
1984 500 801 - 5.7 62.1 2.9 18.2 100
1933 B8 Te2 - B.4 6l.2 2.6 18,4 100
1932 14.8 T3 - 6.0 57.4 0.1 14,8 100
1931 24,7 9,3 - 74 42.4 Cel 18,1 100
19380 28,7 10.4 - Te7 376 C.1 17.5 100



1929
1928
1927
1926
1926
1924
1923
1922
1921
1820
1819
1918
1917
1816
1916
1914
1913
1912
1511
1910
1809

1907
1206
1906

1003
1902
1901

1899
1898
1897
1896
1896
1894
1893
1892
1891
1880

23.8%
26,6
26,0
26.0
26.1
19,8
9.6
4.7
4.9
5.7
8.2
14.3
363
3866
33.6
40,1
397
30.4
3845
34,8
35.4
36,2
29,9
275
275
27.8
23,8
20,9
17,4
15.4
3.0
8,5
3.9
4,7
Bl
6.0
88
13.5
12,7
14,1

9.8%

Be7 -
9.5 -
9.3 -
8.6 -
8.0 -
Bal -
7-2 e
3e9 -
2.1 -
4,1 -
10.4 0.1
156.3 0.1
1?'5 0.1
18,9 0.1
18,7 0.1
18.6 0.1
19.1 0.1
18,8 0.1
20,8 0.2
20,7 0.2
20,9 0.2
23,4 0.3
261 0.4
25,8 0eb
27.0 0.8
28,7 l.2
3045 2.0
307 Je4
31.4 5.8
37.4 8,6
57.8 9.5
37.6 8.8
36.4 10,6
33.4 12.1
528 13.6
30,9 13,3
S1e8 .4
32«2 4.2
31.8 -

Be T
75
7.2
Te3

7«1
7.3
T«b
8,0

6.4

6.1

8.8
8.2
10,2
12.0
12.8
13.2
13,3
13.7
14,0
14.5
14,8
16.3
17.0
17.9
18,9
19,6
21.1
22,9
23.7
2443
28,9
277
26.0
24,8
277
26,9
30.4
29,8
33.9
34,8

43.0%
40,8
42,2
41,3
40,9
45,6
56,8
58,3
63.9
67.0
8l.1
47.56
16.5
5.6
2.8

0.1%
0.1
0.1
0.1
0.2
0.2
0.5
2.0
3.2
4.1
3.9
0.3

16, 6%
16,3
16.1
16.0
17.1
18.1
17.7
19,8
17.7
15,1
15.9
19.3
22,6
2643
31.9
27.9
28,3
28,7
28.6
29,7
28,9
£8.4
29,3
29,2
27.2
26.4
26.2
23.86
24.6
23,1
22,1
21.8
23,7
23.7
21.7
20,1
16.6
16.0
17.0
19.4

loutside Banks and Treasury Department. Source: Conversion of Table I to percentages.
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TABLE III

PERCETAGE OF INCREASE OR DECREASF FACH YEAR OF SILVER CERTIFICATES,
FEDRFAL RESERVE NOTES AND TOTAL CURRERCY IF CIRCULATION AS COMPARFD
WITH THE PRFVIOUS YEAR FOR THE YEAES 1940 TO 1959 AND ITS EFFECT EACH
YEAR EXPRFSSED AS A PEBRCENTAGE INCRFASE OR DECRFASE OF THE TOTAL

CURRENGY IN CIRCULATION

~ % of increase or % of increase or
Year % of Increasse or Decrease of Total % of Inorease or Decrease of Total Total Currency
Ending Deoreazs oach Year Currenoy in Decrease esach Ysar Currency in in Circulaticen
June Circulation Ciroulation
1969 ~ 0.2 - 0,3 £ 2.8 £ 0.4 £ 2.2
1958 £ 1.8 £ 0.2 - - 0.1 ¥ 0.1
1957 ¥ 0.6 - 01 £ L1 # 0.1 # 1.0
1966 ~ 1.0 - 0al ¥ Lle7 £ 0.3 # led
1965 # 1.6 - 0.9 - ¥ 0e®
1954 # 0.8 £ 0.2 - 0af - - 09
1953 # 1.6 - 0.2 £ 4.1 £ 0.8 £ 87
1952 “e0e2 - Ot # 4.9 # 0.8 F 4.3
1951 - 349 - 0.6 £ 3.1 A 07 2.2
1950 # 6.6 £ 0u8 - 1.9 - 0s6 - 1.5
1949 - # 0.1 - 1,7 # 041 - 1,7
1948 - ¥ 0.2 - 1.7 - - 1.7
1947 1.8 X 0l £ 0.1 # 0.1 - 0ul
1946 22,7 ¥ 1.0 4,8 - 045 Se6
16046 £ 4.0 - 049 22,0 £ 2.0 19,2
1944 - Ba7 = 2.6 # 36.4 £ 4.1 # 30,0
1948 - 6.0 - Bol F 47.7 £ 841 F 42,2
1942 £ 2.4 - 4,1 A 89,3 # 5.B £ 20.9
1041 # 8.8 - 2.8 # 29,8 # 3.6 £ 28,2
1040 £ 8.4 - 0.6 £ 15.2 £ 2,1 £ 11.7

NOTEs This %table should he read as follows: In year 1953 Silver Certificates inoressed in amount
oirculating by 1,6%, but decreased as a percentage of total currenoy in ciroulation by 0,2%, while Federal &
Reserve notes inoreased in amount in elroculation by 4.,1% whioch was a 0.3% gain in total currensy in oirculstion, -2
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