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perfect flexibility where circomstances are suc h as to make
it available, that is, in the cities and commercial districts
Deposit currency is not available in the less thickly settled
agricnltural regions. It is from this part of the country
that the demand for an elastic bank note currency comes

The cause of the inelasticity of the national
bank circulation 1s then shown. The elastiaity has
been legislated away.  The circulation expands or
contracts m response to changes m the laws or n
the condition of the market for Umted States
bonds, bt i no case does the volume of notes bear
any necessary relation to the need for credit cur-

rency

The results of this defect in our bank note currency upon
the business of the country are serions Every fall there
i+ a demand for more currency to enable the country to
hirvest and move the crops. No statement of the exact
amount needed for this purpose is possible. A rough es-
timate may be made, however, by studying the experience
of Canada, whose seasonal demand for enrrency is of the
game nature as our own, but whose banking system allows
the volume of noteg to expand and contract froely in res-
ponse to the demand. The Canadian bank note cirenlation
expands and contracts annually by abont $15,000.000 a
variation of ahout 20 per cent. of the minimam. It is pos-
sible to show roughly the relative magnitude of the crops
in Canada and the United States. In 1901 the area devot-
ed to the leading cereals (ecorn, wheat, oats, rye, barley,
and buckwheat) was 176,881,331 acres in the United ‘h.mm
and 11.263,160 acres in Canada. The yvield was 3.163,192,526
bushels and 262034012 hushels, respectively. The acreage
in the United States was 157 times, and the vield 12 times,
that of Canada. The addition of other less important crops
does not materially alter these ratios and we have also
the important tobaceo crop of the United States, about
seventy-five times that of Canada. and the cotton crop,
amounting to ten and a half million bales and valued at
$415.000,000 to which nnlhin in Canada corresponds. The
total value of “field crops” in Canada in 1901 was $194 -
93,4200 The value of the corresponding crops in the United
States (with certain omissions) is estimat d at $2.705.407 -
100, or about thirteen times the figure for Canada

This result is, of course, only a rough approximation
However, we are not secking a math matically acearate re-
sult, but only a general basis for comparison of the cur-
rency needs of the two countries. The conclusion that the
annual harvests of the United States are ten to fifteen
times those of Canada is certainly a safe one. The Cana-
dian circulation expands each fall by about $15.00 0,000
Assuming that the amount of extra currency needed is
roughly proportional to the size of the crops. it follows
that the United States onght to have at least $150 000 00
of extra currency every fall. Various writers have estimat-
ed this ne d at from $I50.000 00 1o $250,000,000, and the
above caleulation seems to justify these estimates

We now have the situation betore us. Every fall ther
goes out the ory for extra currency AL least $150,000 000
ought to be fortheoming to meet the need  But where is
It to come from? As we have seen. no element of our
monetary system possesses the necessary elasticity except
bank deposits  But this is exactly the situation where do-
posits will not do e need ought to be supplied by bank
creait, but the credit must be in the form of notes, not de-
posits

The only possible alternative follows  The extra business
of the fall must be done with practically no increase of
the country’'s currency The crops must be handled by
means of money taken from other parts of the country,
whether they can spare it or not.  During the period of
easy money in the spring, the country banks habitua'iny
deposit part of their reserves in banks situated in the re-
serve cities A large part of these sums eventually finds
fis way into the money markets of New York and other
castern citfes. where a low rate of interest is pald to out-
elde banws for such deposits  With the beginning of the
harvest season, therefore. thers comes a demani from the
conntry banks for the return of these deposits. The move
ment of currency ont of the national banks of the reserve
eities at this season of the yvear frequently amounts to as
mueh as ifty millions  In New York City alone, the clear-
fng house Ranks held $234 000,000 of “lawful money” dur-
fng the week ending July 28 190 Their average holdings
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during the week ending December 8 were $230 00000y a
loss of $45,000,000. Similarly in 1905, these banks lost gis.
00,000 between July 29 and December 9, and in 144 g,
000,000 between August 20 and December 17 These fyya
obtained from the country banks, have been loaned out py
the eastern banks, or made the basis for deposits  Logpg
must now be called in and deposits contracted The gpe
part of our monetary system which s elastic is 1hi rygey
forced to contract at the very season when th country's
need for currency is the greatest. Hence the annua) money
stringency in the eastern cities. The excess of wmoney iy
the spring with the attendant very low rates of interest iy
an encouragement to speculation, and in the f. he violent
contraction is a hard blow to speculators and acconnts for
the enormous rate on call loans which is witnossod eyvopy
fall on the New York money market,

Another defect 1s next described.

Any correct system of credit eurreney must he hased on
a foundation of gold. This is the case with deposits 1y
der proper banking methods, deposits cannot expand with.
ont a proportional inerease of the gold res rves of the banks
This furnishes the natural and necessary check to inflation
Our bank notes. however, have no such connecting ling
with the business and the monetary stock of the world
The basis of the American bank note currency is the goy.
ernment debt. the very worst kind of foundation  There
is practicallv no limit to the inflation or contraction of the
note issue which may be caused by changes in the national
debt. utterly regardless of business conditions or the money
supply of the country. Thus between April 23, 1550 a0d O
tober 2, 1890, the cirenlation of national bank- declined
from 8 20,7 59472 to $122 928,085, a decrease of $107 831987
o1 €2 per cent  And vet this lll'i‘ﬂll!‘ was marked by large
growth in population and wealth, and by remarkable fp.
dustrial expansion and business activity. The business ex.
pansion was attended by large gains in every other impor
tant item in the national banks' balance sheet  Bank capi-
tul stock Increased 43 per cent.; surplus funds increased
N2 per eent; loans and diseounts, 100 per cent lawfu!
money, 87T per cent.; and total resources, 49 per coent Iy
dividual deposits rose from $791.555.000 to $1561 815175, an
increase of 98 per cent  The number of banks increased
from 2075 to 19, or 71 per cent. Yet with all this large
growth of banking facilities, the note cireulation alone de-
lined by nearly two-thirds  The reason is not fur to seek
The government was using part of its enormous surpls
ireome to pay off its debt. The net public debt was reduced

from $1.996 000 000 in 1879 to $891.000,000 in 1860, o redue
tlon of $1,105 000,000 (more than half the debt) in eleven
vears, something without parallel in the history of publie
financs This meant the reduction by half of the honds

able to seeare national bank cirenlation and o great
tise in market value of those that were left.  Four per
cents. of 1907 rose from 103-113 in 1880 to 125-130 in 1888
The inevitable result was the decline of eirculation

After this the great increase in the national hank
note circulation from $190,358,383 on June
1899, to $507,212,003 on March 30, 1007, 15 ex
plamed.  The trebling of the cirenlation was due
to legislation rather than to the prosperity and
husmess expansion

The grave danger, now existing, that the s
of Panama canal bonds will bring about o further
heavy increase the volume of bank notes, pos
sibly producing  something akin to paper
inflation s pomted ont, and 15 followed
teresting description of the working of tl
Bank svstem of asset currency in New | oogland
durimg the twenty years immediately preceding the
civil war

The essential features of the Suffolk Bank sys<tem ar
famillar. Starting in a small way in 1813, the systom grew
up gradually and in spite of much bitter opposition tiil s
1840 it was in smooth running order, controlling 1o ciren
lation of practically all the banks in the New Bnzland
States  The arrangement between the Suffolk Pank of
Poston and the other New England banks was as follows
each bank placed with the Suffolk Bank a permanent &
posit of $2.000 or more.  In consideration of this depost
the Suffolk Bank redeemed in specie at par any of the notes




