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pi rftMt tlexibilit y win it* clrcumatances are such as t * » make 
If available, that is. in tin* cities and commercial districts. 
Deposit current \ is mil available in tin* less thlckl> settled 

It is from this part of the country 
that flie demand for an elastic bank note currency conies

during the week ending December 8 were $2ihm.oo) a 
Pms of $45,000,000. Similarly in 1905, these banks lost g.;y. 
tfOO.OOi) lietween July 29 and December 9. and in pint,
Coo,000 lietween August 20 and December 17 These funds, 
obtained from the country banks, have been loaned out by 
the eastern banks, or made the basis for deposits. i.<lln, 
must now be called In and deposits contracted The on# 
part of our monetary system which Is elastic is tin. rudely 
forced to contract at the very season when tin country’s 
need for currency is the greatest. Hence the annual money 
stringency In the eastern cities. The CSC*as money In
th< spring with the attendant very low rates of interest ft 
an encouragement to speculation, and in the fall the violent 
contraction is a hard blow to speculators and accounts for 
the enormous rate on rail loans which is witnessed 
fall on the New York money market.

Another defect is next dcscrilx’d.

agricultural regions

I he i .uisc- of the inelasticity of the national 
hank circulation is then shown. I he elasticity lias 
been legislated .iwuy The circulation expands or 
contracts mi response to changes in the laws or in 
the condition of the market for l tilted States 
bonds, hut 111 no case docs the volume of notes hear 

relation to the need for credit enr-any nrcrssarv
rcncy

The results of this defect in our bank note currency upon 
the business of the country are serious. Kvrry fall there 

a ip tnand for more currency to enable the country to 
No statement of the exact Any correct system of credit currency must b. based on 

;t foundation of gold. This is the ease with deposits Vn- 
der proper banking methods, deposits cannot expand with­
out a pruportl mal increase of the gold reg*rve* of th bank' 
This furnishes the natural and necessary check to inflation 
Our bank notes, however, have no such connecting link 
with the business and the monetary stock of th.- world 
The basis of the American bank note currency is the gov- 
ernment debt, the very worst kind of foundation 
Is practical!' no limit to the Inflation or contraction of th# 
note Issue whirh may in* caused by changes In th. mtional 
debt utterly regardless of business conditions or th- money 
supply of the country Thus between April 23, lxx ■ a:id Oc­
tober 2. 1890. the circulation of national hanks declined 
from $320.759 472 to $122 928.086. a decrease of $197.8315»:. 
tu C2 per cent And yet this decade was marked l»\ largi* 
gr»wth in population and wealth, a ml by remarkable in­
dustrial expansion and business activity. The business ex­
pansion was attended by large gains in every other Impor­
tant Item in the national hanks' balance sheet Bank capi­
tal stock Increased 43 per cent.: surplus funds increased 
<2 per cent. ; loans and discounts. 100 per cent . lawful 
money. 87 per cent.; and total resources, 59 per ont In­
dividual deposits rose front $791.655.0t:o to $1 5fil.M5.17ri. an 
Increase of 98 per cent The number of banks in<rea<#d 
front 2.075 to 3,540, or 71 per cent. Yet with all this I arc# 
growth of banking facilities, the note circulation alone d#- 
• lined by nearly two-thirds The reason Is not far to seek 
The government was using part of its enormous surplus 
I» conic to

ht next and move the crops, 
amount needed for this purpose Is possible. A rough es- 

hr mail(' however. In mudylng the experienceIlninte max
of Canada whose seasonal demand for currency Is of the 
same nature as our own. hut whose banking system allows 
the volume of notes to expand and contract fr elv In res- 

The Canadian bank note circulation
'

ponse to the demand 
expands and contracts annually by about $15.ao'»,«oo. a 
variation of about 30 per cent, of the minimum It Is pos­
sible to show roughly the relative magnitude of the crops 
In Canada and the Vnlted States In 1901 the area devot­
ed to the leading cereals from, wheat, oats. rye. barley, 
and hurkwheat 1 was 17fi.K81.331 acres In the United States, 
and 11.2fi3.1fio acres In Canada The yield was 31fi3.192.526 
bushels and 262.034.012 bushels, respectively The acreage 
In the United State* was 15.7 times, and the yield 12 times, 
that of Unnada The addition of other less important crops 
does not materially alter these ratios and we have also 
the Important tobacco crop of the United States, about 
seventy-five tlnv-s that of Canada and the cotton crop, 
amounting to ten and a half million hales and valued at 
$11x 000,000 to whirh nothing in Canada corresponds The 
total value of "field crops" in Canada in 1901 was $191.- 
953,420. The value of the rorrcs|>onding crops in the United 
States (With certain omissions» is estimai d at $2.'03.407.- 
100. or alunit thirteen times the figure for Canada
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This result Is. of course, only a rough approximation. 
However, we are not seeking a math mat leal I v accurate re­
sult. hut only a general basis for comparison of the cur­
rent > 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 D OT 
Assuming that the amount of extra currency needed is 
roughly pro|iorthutal to the size of thi* crops, it follows 
that the United States ought to have at least $150 000 0>0 
of « xtra currency every fall Various writers have estimat­
ed this tie d at from $15o,oooom» to $25U,Oim,oOi». and the 
uluive calculation seems to Justify these estimates.

We now have the situation before us Every fall then ■ 
gov* out the cry for extra currency. \t least $15o,o0u.0iio 
«Might to be forthcoming to meet the need But where is 
it to collie 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 de­
posits will not tin The need ought to he supplied by bank 
rreu.t. but th credit must hi In the form of notes, not de-

The only possible alternative follows The extra business 
of tin* fall must he done with practically no Increase of 
the country’s currency The crops must b* handled by 
means of money taken from other parts of the country, 
whether the' can spare it or not During the p<*rlod of 
«•as' money In th spring, the country hank* habitua’.y 
de|Misit part of their res«*rv«-s in banks situated in the re­
sen «• cities A large part of these sums eventually finds 
hs way Into the money markets of New York and other 
«•astern «dtles where a low rat of interest Is paid to out­
ride lianas for such deposits With the beginning of the 
hat'cst season, therefore, ther * «times a deman I from the 
conntrx banks for the return of these deposits The move­
ment nf currency out of the national banks of the reserve 
cities at this season of the year frequently amounts to as 
much aa Mly millions in New York City stone, Ilk • 
ing house Dunk* held $2M hiu.imu of lawful money" dur­
ing th wet k ending July 2* 19iHi Their average holding*

pay off its debt The net public debt was reduced 
ftom $1.996 000 000 in 1879 to $s91 .OUO.OOtl in lx;*" .1 red tit 
thin of $1.V>6OOO.iMH) (more than half the debt 1 in eleven 
years, something without parallel in the history of public 
ft mine *’ This meant the reduction by half of th- bonds 
i.xatlable to secure national bank circulation and .1 great 
11-e In market value of those that were left Four per 
tents of 1907 rose from 103-113 in 1880 to 125-130 In IMS 
The inevitable result was the decline of circulation.r

After this the great increase in the nation,il hank 
note circulation from $100,358,383 on |tine <<, 
iS»**, to $s<)7,212,063 <>b March 30, 1007. is ex­
plainer!. The trebling of the circulation was dur 
to legislation rather than to the prosperity and 
business expansion.

The grave danger, now existing, that the issue 
of Panama canal bonds will bring about .1 hirthrr 
heavy increase in the volume of bank notes, I*»'- 
sibl v producing something akin to pajier m«w\ 
inflation is pointed out, and is followed l>v .m in­
teresting description of the working of tin* Suffolk 
Rank system of asset currency m New I tiglaml 
during the twenty years immediately preceding the 
civil war.

The essential features of the Suffolk Bank system in1 
familiar. Starting in a small way In 1H13. the sywu-in grew 
up gradually and In spite of much hitter opposition till In 
1840 It was in smooth running order, controlling th < Imi- 
lation of practically all the banks in the New England 
States The arrangement between the Suffolk Bank ut 
Boston and the other New England banks was a- follows 
each bank p!ac«*d with the Suffolk Bank a permanent de­
posit «if $2.uuo or more In consideration of this depoti" 
the Suffolk Bank redeemed in specie at par any of th.- nottt
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