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HE EXPORTS OF MERCHANDISE for the first ten months of the

fiscal year beginning July 1, 1903, showed an excess over im-

ports of nearly $450,000,000, which is greater than for any ten months

since 1901, and exceeding by over 88,000,000 the similar period for
the previous year.

One would naturally suppose, if the statistics giving this result
were correct, that there need to have been no anxiety about making
the payment on account of the Panama Canal without an undue
pressure upon the gold reserve of the country. It is seen, however,
that it was necessary to export considerable gold to meet the pay-
ment. The question arises, How was it, with a foreign balance
which is said to be so ample, that the payment could not have been
made entirely with foreign exchange? That matters do not fall out
now-a-days as the usual rules for estimating the effects of interna-
tional trade would appear to indicate, must be due to practices in in-
ternational business which as yet do not appear to be well understood
by financial writers. It is highly probable that there is less distinc-
tion between the methods of foreign and domestic trade than there
formerly was. Settlements do not appear to be so quickly or so rig-
idly exacted as they once were. Capitalists all over the world are
becoming more cosmopolitan. There is a diminution of the national
spirit that looks upon an adventure in a foreign country assomething
of which the profits must be realized and brought home as quickly
as possible lest they be lost forever. Settlements of foreign balances
are not, apparently, made all at once; they are concluded by degrees
in a round-about way, so that is is very difficult to say when the prof-
its of any period are brought home or the losses of any period sent to
creditors. It is evident that under modern methods of international
finance the citizens of the United States may find it to their interest
to leave their capital abroad where it may bring a greater profit than

1
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could be had by drawing exchange against it. Rather than disturb
a good investment, it may be the better course to ship gold especially
when the stock of gold is abundant and the rate for money cheap.
The money markets of the world are brought so close to each other
that it is easy to conceal transactions by transfers from one to the
other for long periods of time. In fact, information as to the bank-
ing operations carried on between one country and another is so im-
perfect that it is no longer easy to tell when any part of a balance
due will be paid in gold. '

THE PLEDGING OF CUSTOMS REVENUES or other specific collateral
as security for loans is no new thing. Either directly or indirectly
the revenues of a nation are invariably pledged as security whether
mentioned in the bond or not. The fact is tacitly understood that a
nation making a loan intends to raise and set aside a portion of its
revenue for the express purpose of paying the interest and principal
of the debt when it becomes due.

‘When national loans were first made it was customary to set aside
certain specified revenues. As the good faith of nations was estab-
lished by the regular meeting of engagements the specific security fell
more and more into the background and was not mentioned, being
understood as it were by all those who loaned money to governments.
Early government loans were generally held by the citizens of the
country borrowing. It is only within the last century that govern-
ment loans have become cosmopolitan. Capitalists, whatever their
citizenship, now lend to any country which proposes suitable terms.
From this business of loaning to governments has developed the col-
lection of foreign debts where a government protects and enforces the
payment of loans made by its citizens to other governments. This
collection business has not yet been reduced to a principle of interna-
tional law. A strong nation can force a weaker pation into paying,
but there is danger even in such a course that the embroilments which
may ensue will prove far more costly than the amount of the debt at
issue.

It is evident that the credit of nations really depends upon their
good faith, and it is also evident that good faith in the payment of
debts is the general rule. Atany rate, whatever specific engagements.
a nation may enter into, even if it pledges revenues of certain kinds,
the creditor still has the good faith as his only security. Without it
all other pledges, short of pawning produce or property that can be
carried away, may go for nothing. To take a pledge of special reve-
nues as in the case of the recent Japanese loan amounts to no more
than asking for information as to the source from which the borrower
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expects to derive the funds to pay principal and interest. In the case
of China, where revenues were pledged for loans, the administration
of the revenue was placed in the hands of agents acting in the interest
of the creditors, but even the adherence to such an agreement can
only be assured where a policy of good faith is intended. In the case
of Japan, while pledging certain revenues for security, the adminis-
tration of such revenues continues to be in the hands of the Japanese.
If they did not intend to exercise good faith, the mere promise to set
aside certain revenues could be easily evaded. A creditor has very
little redress for repudiation on the part of a nation powerful enough
to resist attacks from the outside, and Japan has shown that it would
not be easy to compel her to pay at the eword’s point. The pledge of
specific revenues is usually made as security for loans by nations cf
second- rate credit, and this perhaps is the galling feature to Japanese
pride. But the verdict of the financial world cannot be appealed
from; nations as well as individuals when they have need of money
must bow to the terms of the lender.

This requirement in the case of Japan does not necessarily prove
that her credit is second rate, as it might be with some country that
had failed in paying interest promptly. Japan has never had much
occasion to seek foreign loans, and perhaps it is because her credit
has not been tried that financiers have been more cautious than they
would otherwise have been. Japan has hitherto been able to borrow
from her own people, and could probably do so in the present in-
stance, but as the money was to be expended abroad, a domestic loan
would have tended to greatly weaken the gold reserves of the coun-

try and endanger the paper currency, which is the great medium of
circulation.

THE LEGAL-TENDER NOTES are not cancelled when once redeemed,
and this is thought by many to be the one weak spot in the position
of the Treasury. During a period of great prosperity this weakness
is not noted or manifested. The Treasury has of course the resource
of replenishing its gold reserve by the sale of bonds, but why should
the debt be increased every time this weakness is shown just to culti-
vate and maintain that weakness ? According to the Gresham law,
whenever the necessity arises to draw gold from the Treasury the
legal tender will be used in preference to the gold certificate, the
partially-secured note in preference to the one fully secured. The
recent gold exportations probably did no more than to prove that this
tendency exists. It will take more than this to induce Congress to
provide for the final retirement and cancellation of the legal tender
note. Nevertheless it would be a great advantage to the financial
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position of the Treasury if the legal-tender notes could be retired and
replaced with gold certificates. Very likely if a provision for their
cancellation when once redeemed was approved by Congress, the
whole of them would be converted into gold certificates within a rea-
sonable time with no shock either sentimental or financial to the busi-
ness public. The traditional greenback of the legal-tender note could
be transferred to the gold certificates and only experts would be aware
that the money of the Civil War had at length gone out of existence.

But even this tribute to the legal-tender note is unnecessary. The
minds of the general public are far removed from the contemplation
of that struggle, and there are still enough more appropriate memen-
toes of it, to render it unnecessary to perpetuate a form of money
unsound in principle simply because it served a purpose when the
country was driven to it by the necessity of wartime.

THE TRUST COMPANIES OF NEW YORK have nearly all ceased
to use the clearing-house facilities as a result of the rule of the New
York Clearing-House to compel the trust companies to keep on hand
larger cash reserves. Itissaid that the companies which have with-
drawn have greatly increased their cash reserves, and this would
indicate that it was not so much the holding of the reserves which
was objected to by them, as the attitude of surveillance and dictation
assumed by the banks. The banks have felt the competition of the
trust companies ever since the latter have been in the field. With
lighter taxation and no restrictions as to reserve, the trust companies
were able to offer inducements which drew away a very large line of
funds that would otherwise be deposited with the banks. But the
greatest cause of the banks’ complaint, at least ostensibly, was that
the trust companies, keeping no great amount of reserve themselves,
were obliged to lean upon the reserves of the banks in an emergency
and thus withdraw large sums at the most difficult periods.

‘Whether this separation of the trust companies from the present
clearing-house will result in the formation of a separate clearing-house
for their own use, remains to be seen. Perhaps the pressure brought
to bear by the banks will lead most of the trust companies to confine
themselves to such banking business as necessarily grows out of their
proper trust business. Itis probably a fact that when trust companies
are first organized they employ their capital in greater competition
with the banks than they do afterwards as the trust business grows.
The companies, varying as they do in the degree in which they under-
take banking business at various stages of their career, may not find
special clearing-house facilities of enough importance to require the
establishment of a clearing-house of their own. It fact, it is rather




COMMENT. 5

difficult to see why some of the trust companies need to belong to a
clearing-house at all unless they avoid the expemse of collecting
checks on out-of-town banks.

THE PROPOSITION TO ESTABLISH an international bank, under
Japanese auspices, in San Francisco, which has been rumored as of
possible realization, may or may not be acted upon. The large
amounts which it seems necessary for Japan to remit, either directly
to the United States or through the United States to other countries
for the purchase of material of different kinds, would render the
establishment of such an institution a great convenience and source
of profit to the Japanese. San Francisco is the safest port to which
Japan can at present transfer funds. In fact, it might be difficult to
do so in any other way. To send gold or produce through the Suez
Canal in her own vessels would expose them to great danger of cap-
ture. To send it in neutral vessels would no doubt increase the
expense. San Francisco is not open to the same objections. The
establishment of an institution in San Francisco, in their own inter-
ests whether with Japanese or American capital, would be a financial
expedient that cannot fail to commend itself for the audacity of the
conception.

How the banks now doing business in San Francisco would regard
the proposition, is another question. They now enjoy a monopoly of
handling this business and they would probably be extremely averse
to permitting such competition. Probably the proposition has been
made somewhat as a threat to compel the local banks to be reasonable
in their charges and to prevent them from taking too great advantage
of the necessities of the Japanese.

Under our present laws there seems to be nothing to prevent any
capitalist, domestic or foreign, from establishing an institution, capi-
talized to any extent desirable, to carry on international transactions.
The growth of the great private banking firms of both the eastern and
western coast shows that this important business, which has attained
8o enormous a volume within the last twenty-five years, and which is
likely to make greater advances than any other form of banking
within the next decade, can take care of itself without any direct leg-
islative control. The Government in its foreign financial transactions
has been compelled again and again to use the excellent facilities pro-
vided by the great international banking firms. In fact, it may be
assumed without much danger of error, that many of these firms
were established primarily with a view of doing business for the
Government, and have attained a great part of their importance by
the skilful way in which they have monopolized this business.
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From time to time the advantages of a great international bank
chartered by Congress and under obligations to grant facilities to the
Government in return for the sure profits of handling loans and mak-
ing foreign payments, have been more or less accurately perceived.
Several propositions have been made for securing from Congress a
charter for such an institution, and bills for the purpose have been
introduced. It has not, however, been difficult for those who now
enjoy a monopoly of this business to defeat the attempts made to
charter an international bank. There is in favor of the opposition to
such a bank the prejudice which exists against a great central bank
having affiliations with the Government, that arose in the great con-
test between the JACKSON Administration and the Bank of the United
States. The average citizen looks upon such an institution as virtu-
ally tabooed.

While there is no doubt that a bank could be organized under a
Government charter that would in no way compete with the banks
carrying on domestic business, but could be restricted to international
transactions, it is easy to make the general public believe that how-
ever restricted such an institution would tend to grow into a power
as great as that alleged to have been exercised by the Bank of the
United States. Not only can the opposition of the general public be
easily aroused, but that of all the banks and bankers in the country.

‘Whether the international business which is now carried on by a
large number of banks and banking firms could be done better and
more cheaply for the Government, and more advantageously for the
general business public, may be a question. Left as it now is to pri-
vate enterprise and competition, there have been some indications of
reckless and improvident management, and exploitations of capital
that have resulted in loss to the country as a whole. Whether the
balance of profit earned by the country as the result of its foreign
trade and commerce could be more thriftily managed, if there was at
the head of the financial institutions a bank in some measure respon-
sible to the Government, possessing sufficient capital and resources to
command respect and take a stand in guiding public opinion, may
perhaps be a question.

The American business world is impatient of even the semblance
of control, and for fear of being driven often suffers itself to be led
blindly by the nose. It seems more assured, however, that the Gov-
ernment might conduct such financial operations as it finds necessary
with foreign nations and with its own outlying possessions if there
was an international bank of which as the creator it might be in a
position to control the policy. Perhaps the time has already gone by
for the Government to create such an institution, in the sense that
the business is in the hands of capitalists who have so long had the
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exclusive control of the international and foreign business that they
perhaps look upon themselves as having vested rights in it, and can
render any effort to supplant them futile. The business is, however,
likely to become 8o much greater with the enlargement of foreign
trade before and especially after the completion of the Panama Canal,
that attempts will be made by other capitalists to secure a share of it.
This proposition on behalf of the Japanese to establish an inter-
national bank in San Francisco shows that there are those who regard
an attempt to break in as feasible. The starting of an international
bank in the management of which the Government will have some
voice will grow more difficult as time passes. Itis characteristic that
great conservative steps are seldom taken in the United States until
the necessity of them is pressed home on the public mind by some
political climax or by some startling calamity. To evolve combina-
tion and order out of a mass of struggling competing capitalists is a
great task. In those instances where it has been effected by private
enterprise the expense has usually been very great and the feelings of
hostility aroused between different classes of business men most bitter.
‘Where the results have been satisfactory, the criticism of methods
employed to produce such results prejudices the public against them.
A degree of public control much short of socialism might have alle-
viated to a great extent the prejudices now aroused against trusts.

R. H. INGLIS PALGRAVE, vice-president of the British Institute
of Bankers, in a recent address before that body took the ground
that Great Britain having enjoyed many years of prosperity during
which wealth has increased, now seems to be going back, for several
reasons. The deposits in the Postal Savings banks have fallen off
during the last seven or eight years. During the last year there has
been a reduction in the deposits of all the banks of the United King-
dom of over $19,000,000; that Great Britain is exporting more raw
material; that exports of manufactured goods are declining, while
imports of manufactured goods are increasing, and imports of raw
materials are less. Also, the number of workers in proportion to the
population is less than formerly.

All this seems to make out a strong case for Mr. PALGRAVE’S
contention, and yet it may be but a temporary condition, for which
the great exertions of the nation during the Boer War and the great
indastrial competition of other countries are responsible.

Great ritain at one time held almost a monopoly of supplying
the world at large with maunufactured articles. It is only within the
last quarter of a century that the industrial operations of Germany,
France and the United States came into serious competition with
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those of Great Britain. Every nation goes through periods of indus-
trial depression, and when these occur the deposits in Savings and
other banks are sure to be reduced. (reat Britain herself need not
take the despondent statistics of Mr. PALGRAVE too much to heart.
The view given by him is undoubtedly one which will prevent any
excess of self-satisfaction, and in this respect it will probably bring
about a spirit of inquiry as to the best direction in which to start new
efforts. The competitors of Great Britain need not congratulate
themselves prematurely that the nation which is their chief rival is
hastening to an inevitable decay. Nations have great recuperative
powers, and the condition of Great Britain, while worthy of careful
study, is not such as to put much of a strain on recuperative strength
of ordinary character. The signs which Mr. PALGRAVE has ob-
served may be the results of conditions which, even now, have passed
away, and the next few years may tell an entirely different story.

MONEY IN CIRCULATION in the United States showed a contraction
of over $23,000,000 during the month of June. The largest reduc-
tion was in gold coin and gold certificates, as might have been expected
from the demand for gold for export. The reduction in gold coin was
about $11,000,000, and in gold certificates $12,000,000. There was also
a decrease of $2,400,000 in legal-tender notes. It is evident that to
draw gold for export from the Treasury gold certificates were chiefly
used—but as all forms of paper money in circulation, except National
bank notes, have diminished, it is probable that they were all used
more or less in procuring gold for export. National bank notes in-
creased over $7,000,000 during the month and to that extent made
good the contraction. The gold coin and bullion in the Treasury were
reduced over $27,000,000. There has been a reduction of about $38,-
000,000 in the total amount of gold in the United States between
May 1 and June 1.

The effect of the payments on account of the purchase of the Pan-
ama Canal and the St. Louis Fair was most clearly shown in the de-
crease of the Treasury cash of about $58,000,000. Of the gold sent
abroad about $11,000,000 appears to have been taken from the banks.
The payment to France on account of the canal was an exceptionally
large amount to be taken from the gold supply of one country and
acquired by another, without any immediate return to the country
making the payment. Large sums in gold have been sent out of the
United States before, but they have usually represented payment for
valuable imports received in exchange. The conditions in the money
market have been favorable for the payment and it has been made
without any serious difficulty.
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THE SAVINGS BANKS and other institutions paying interest on
deposits were complaining only a short time since of the difficulty
they encountered in securing returns on their investments so as to be
able to pay depositors over three per cent. The returns on Govern-
ment bonds and other high-class securities had been so reduced that
the Savings banks had great difficulty in keeping up their usual in-
come. There were many speculations made as to the reduction of
the interest rate and as to what might be the lowest limit if the reduc-
tions should continue. There has, however, been a change and the
Savings banks are finding themselves able to return to a four per cent.
rate on deposits. This may show that with less demand for securi-
ties the prices fall and the amount realized in interest is greater; but
there is no doubt that the great increase in municipal securities issued
by counties, cities and towns for purposes of improvement has had
its effect in strengthening the general and steady demand for money
upon which the average rate of interest must depend. The lessening
demand for Government securities, which although gilt-edged as to
credit, bear a low interest rate, and the higher interest rates which
Japan and Russia had to pay for recent loans, show that the public
have learned that it is possible to obtain investments sufficiently se-
cure which afford an income much better than Government bonds.

No doubt there is much choice among municipal securities, and
they range from the bonds of great cities to those of comparatively
small towns. When the number of municipalities of various kinds
in the United States is taken into account, the possible extent to which
this form of investment may mount up shows such an unlimited de-
mand for capital for many years to come that may well inspire confi-
dence as to the continued strength of the average interest rate.

The advantage of municipal securities considered as a whole con-
sists in their being so well distributed as to the basis on which they
rest. A nation as a whole may meet with difficulties arising from
war, or other calamity, and its bonds may become less secure in con-
sequence, or it may become g0 high in credit that its securities are in
such demand as to bring little profit to the ordinary investor, making
them desirable only to the class of capitalists who use them as a tem-
porary investment where their money will be secure, in the intervals
when it is not employed in enterprises bearing larger returns. The
investor who looks to income solely, who desires freedom from anxiety
and a steady interest rate, does not care to hold Government bonds,
which especially in the United States are so competed for, for special
purposes, that the realized rate, if the bonds are held purely for the
interest paid, is at all times almost nominal.

Municipal bonds give a wide choice in the rate of interest. The
investor for income can take almost any degree of risk he wishes to,
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and can obtain the largest possible income from a given capital by a
wise selection of municipal bonds. ‘It must be remembered that the
municipalities of the United States are most of them well established
and prosperous and almost sure to become richer and more prosperous
with the growth of the country as a whole. The investor by pur-
chasing the securities of a county or town just struggling into promi-
nence, may obtain an interest rate which gives a good income, and in
most cases he is also sure to obtain an increment in his principal by
reason of the improvement in the credit of that particular munici-
pality.

To investors for income on a large scale, such as Savings banks
and trust comparies, municipal securities offer many advantages.
The risks that can be taken can be averaged. But since the methods
of issuing these securities have been scrutinized from a legal stand-
point, and the proportion issues of any municipality shall bear to its
population and wealth carefully fixed by State law, and provisions
made for the sanctioning of such issues by the vote of the inhabit-
ants, there is in fact very little risk taken. The only contingency
that might cause a fall in value of municipal securities is a general
and permanent decline in the prosperity of the whole country.

This legitimate opening for the investment of the surplus wealth
of the country is likely to continue available for some time to come.
If the doctrine of municipal ownership of many of the public enter-
prises now furnished by private enterprise should make progress,
there would seem to be hardly any limit to which the safe issue of
municipal securities might not extend. Very often a higher rate of
interest indicates a greater risk, but the fact that municipal securities
pay a higher rate than other first-class securities does not seem to be
due to this cause. It is the competition for money caused by the free
borrowing of municipalities that makes the rate of interest on their
securities more profitable to the investor; a plain instance of the work-
ing of the law of supply and demand. As railroad securities formed
the chief form of investment during the last half of the nineteenth
century in the United States, so to-day municipal securities now
occupy a similar position. The losses and disappointments which
often came to those who invested their money in railway stocks and
bonds are not so likely to be experienced in the case of municipal secu-
rities. The nature of the basis of investment is entirely different.
Even losses by municipal corruption and misgovernment do not in-
jure the investor to the degree experience has proved the holders of
railway stocks and bonds may be injured by the manipulations of
railroad wreckers.

A municipality in a prosperous country has a vitality that cannot
be easily wrecked.



THE INCREASE IN NATIONAL BANK-CIRCULATION.

The withdrawal of the funds of the Government deposited with the
National banks released the security deposited by the banks and placed it at
their disposal. This security consisted chiefly of United States bonds, but
partly of the State and municipal bonds which were accepted by Secretary
Shaw. The bonds released would naturally come upon the market, but the
bonds of the United States could be used as a basis of bank-note circulation.
The continual increase in the volume of bank notes indicates that most of the
banks depositing United States bonds as security for public moneys have on
the withdrawal of the Government money simply transferred their security
from one account to another. The United States bonds previously held by
the Treasurer for public moneys are now used as a basis for increase of cir-
culation. The gold lost by exportation has been made up in the general
circulation by increased issues of bank notes. The bank note issues have
increased about $40,000,000 during the past year. Of this increase §22,000,000
has been since January 1 of the present year. There is every reason to believe
that this increase will continue as fast as the banks can procure bonds. The
limit will be the amount of interest-bearing United States bonds outstanding.

It is evident that since the law of 1900 increasing the per cent. of circula-
tion and reducing the tax on circulation secured by the two per cent. bonds,
the banks throughout the country find a profit in issuing circulation. The
rate of interest returned to the ordinary investor on United States bonds is
8o low at the present market rates that they would be a very unprofitable
investnent if it were not for their availability as security for bank circulation.
The larger part of the bonds are either owned or used by the banks, as secur-
ity for circulating notes or for public moneys. The individual holder finds
his profit in lending his bonds to the banks.

The two per cent. bonds authorized to be issued for the construction of the
Panama Canal by some oversight were not placed on the same footing, as
regards their use as security for circulation, with the ordinary two per cents.
The circulation based on the latter is taxed one-half of one per cent. per
annum, while that based on all other classes of United States bonds is taxed
one per cent. per annum. The Panama bonds would, without a special
exemption provision, be subject to the one per cent. tax,

The comparative elasticity enfoyed by National bank notes, since the issue
of two per cent, bonds, may be ascribed to the fact that the premium has not
risen so high as was the case with previous issues of bonds bearing higher
rates of interest. If the Government issues could be so adjusted as to prevent
their market price rising above par, in fact keeping that price within one or
two per cent. either above or below par, they would impart still greater elas-
ticity to the bank notes which they secure.

Notwithstanding the increase of bank notes at the present time, it is
imposgible to believe that this increase can continue to meet the wants of the
country permanently. As long as the United States pursues the policy of
paying its debt as rapidly as possible, there is danger that the banks may find
themselves obliged to reduce their circulating notes, and at the same time
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find it impossible to obtain new bonds as a basis for new notes. Just now,
with the Panama bond issues in sight, the prospect for further increases of
bank notes seems favorable. It is also possible that new occasions for increas-
ing the bonded debt inay arise from time to time. In 1890 no one could have
believed that during the next decade there would be the extensive increases
in the public debt, first for maintaining the gold reserve and then for the
Spanish War. These examples indicate that no one can positively affirm sach
a continuous reduction of the public debt as will deprive the banking system
of its basis of circulation.

The good effect upon the national credit of using the bonds for banking
purposes is of great importance to the country. In the event of some great
struggle in which the United States may become involved, the National
banking system would be in a position to render the service which it might
have rendered in the Civil War, had it been placed in working order early
enough in that struggle. It would never be necessary for the Treasury to
issue legal-tender notes or to suspend specie payments as it did in 1861, with
the National banking system standing ready to take United States bonds and
issue notes upon them. The value of the practice of banking on the public
debt to which the people of the United States are now habituated in sustain-
ing the credit of a nation at critical times can be appreciated, when the credit
of United States bonds during the Spanish War is compared with that of
British consols during the Boer War. While there may be disadvantages in
the use of a currency like that issued by the National banks at times, arising
from the want of elasticity, yet these are counter-balanced to a considerable
extent by the superior credit the system gives to the Government. It is
probable that this consideration has and will continue to cause Congress to
hesitate about changing the present system for a circulating note based on
the banks’ general credit. As for the alleged chief defect of the present sys-
tem, that the notes diminish as the bonded debt is paid off, it might be greatly
obviated by increasing the percentage as the bond premium rose. The effect
would doubtless be to encourage very high premiums at certain times, As
the Government paid off its debt premiums would increase in proportion to
the demand for circulation, and the increased premiums would enable the
demand for circulation to besupplied. When the circumstances again require
the Government to put out new bond issues, the percentage of circulating
notes might be reduced so that a broader bond basis would be required. It

is believed that half the criticism of the present National bank-note system
would be met by a development of the bond security principle on lines strictly
in conformity thereto.

It has been the dream of idealists that some day this great country would
be again able to celebrate the complete liguidation of its indebtedness. It is
true that something of this kind did happen in 1834-35.- But the condition
of complete freedom from the demands of creditors did not long continue.
The history of all modern nations shows that circumstances continually and
unexpectedly increase public debts. In our own country it is very unlikely
that we can be exempt from such contingencies long enough to take away the
entire basis of bank-note issues. Rather than abolish the system, it should
be so developed that it may accommodate its issues both to the existing bond
basis and to the wants of business. In times of peace and prosperity when.
gold naturally accumulates, the decrease of the national debt can go on with-
out inconvenience although there is some reduction of bank notes. When
these conditions change, when revenues become deficient and the balance of
trade causes gold to leave the country, then with an increase of the debt the
volume of bank notes increases.
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BANK RESERVES.

The movement in New York to induce the trust companies to keep on hand
larger cash reserves has resulted in a discussion of the whole reserve question.
It may have been observed that when times are prosperous and the demand
for money active then it is that the greatest anxiety is developed about the
reserves. On the contrary, when there begins a cessation of activity when
business becomes dull, the reserves promptly increase. Where, then, is the
danger point and which banks are most apt to suffer from the want of a suffi-
cient reserve? When business is active and the reserves are largely drawn
upon, general confldence prevails, and it is very unusual for the public to
become alarmed at the condition of the banks or to dread that they will be
unable to meet their engagements. After-a crisis the public appear to regain
contidence in the banks first of all, as is indicated by the return of cash to
them and the long period of cheap money that often follows.

The question of the limit of a safe reserve is one that has been very thor-
oughly canvassed and the general assent of authorities in this country has
been given to one of from ten to twenty-flve per cent., according as a bank is
to a greater or less extent a depository of other banks. But whether this
limit is founded on a scientific basis is doubtful. It has been arrived at
chiefly from the impulse given by the National Banking Law. The men who
drafted that law in 1862 and 1863 had no doub