Extracted from the report of the Secretary of the Treasury on the state of the finances, for the year ending June 30,
1863.
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*
Orrice oF COMPPROLLER OF THE CURRENCY,
November 28, 1863.

In compliznce with the requirements of GOth section of the act of Congress
entitled an “ Act to provide a national currency secured by a pledge of United
States stocks, and to provide for the circulation and redemption thereof,” I have
the honor to submit the following report. |

Up to the present time there have been organized under said act one hundred
and thirty-four banks, which are located as follows:

In Maine.-cveveeloannnnn- --. 2 In District of Columbia..... .
In New Hampshire........n... 2 Imillinois..........o.oiaie.n. 7
In Vermont.....cocecvewstee. 2 InJpdiana.... ...oooo.0 ciiooe 20
In Massachusettg..... .oce..ns 3 InTowa..cueanao. .. [ 6
In Rhode Islaud. . v ooaann .-, 1 InKentucky.............. R |
In Connecticut.--.oeveeee. ... 4 In Michigan......... e e 4
In New York..ocomaoaenn oan. 16 In Missouri.... .oiviaiianna.. 2
In New Jersey..oeev-.. PP "1 InOhioeaeeueen covnaaannnns . 88
In Penngylvania...... ........ 20 In Wisconsin ....ouvuunannn.. 4

A statement of the condition of some of the banks, on the first of October
last, accompanies this report. Most -of those now organized. had not at that
time commenced business; henee the partial returns. _

A statement of the names and compensation of the clerks employed by me,
and of the expenses of the bureau up to the first of July, the commencement
of the financial year, also accompanies this report. '

. 'The same section of the act makes it my duty “to suggest any amendment
to the laws relative to banking by which the system may be improved, and the
gecurity of the billholders and depositors may be increased.”

The national currency act, although admirable in its leading features, is not
altogether symmetrical in its ‘arrangement, nor clear, if it is even consistent in.
all of its provisions. I respectfully suggest, therefore, that the act be carefully-
revised; that those parts of it that refer to the same subject be placed in juxta-
position, and thas it be relieved of certain obscurities and apparent inconsisten--
cies that render some of its provisions of difficult construction. A law of so
much importance as this, which is to be interpreted by so many people, and is.
to’'be the charter of so many banking institutions, should be methodical in its.
arrangement, clear in language, and comprehensive and consistent in its provi-s
sions. In these respects the national currency act is somewhat defective. Sec-
tions relating to the same subject are scattered throughout the act. Words of’
different  significance are sometimes used as if they were convertible. Many
passagts are ambiguous in language, if they do not contain inconsistent provi-

-sions. For example, the law requires that articles of association should be:

entered into, and organization certificates exccuted, stating for what purpose the-
certificates shall be made, and indicating other and different things to be pro--
vided for in the articles of agsociation, and yet in some instances these certifi-
¢ates and articles seem to be referred to as if they were one and the same:
instrument. Section 6 makes certified copies of organization certificates legal.
and sufficient evidence of the existence of associations, while section 11 provides-
that the associations shall have succession, &c., by the name deignated in their-
articles. The last mentioned section, which confers banking powers upon the-
banks, has also a provision which bankers find it diffieult to interpret. After:
bestowing upon the banks general powers to discount bills, notes, and other
evidences of debt, it authorizes the loan of money * on real and personal secu
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tity, in the manner specified in the articles of association, and for the purposes
nuthorized by the act.’” This is the only power conferred by this seetion, the
exercise of which is made dependent upen the articles of . association, and it has
been found difficult to give a precise meaning to the language, and to form
articles that should cover and secure the power intended to be conferred.

Section 13 authorizes associations to provide in their articles of association
for an increase of capital, subject to the limitations of the act; but there is no
limitation in the act of the capital stock of the associations, separately or in
the aggregate. The same section scems to require that the Comptroller shall
certify to the banks the amount of their increased stock, instead of giving him
the power to authorize the banks to ‘increase their capitals, and to approve of
the increase, upon his being furnished with evidence that the additional capital
has actually been paid in.

Section 15 provides "that United States bonds to the amount of one-third of
the paid-in capital of an association shall be deposited with the T'reasurer, and a
fair construction of the act has seemed to me to warrant the decision that the
banks should not only deposit with the Treasurer, but that they should keep
with him constantly, this proportion of bonds; while section 30 provides that,
the Comptroller may (shall) direct the return of any such bonds to the associa-
tion that transferred the same, upon the surrender to him and the cancellation
of a proportionable amount of its circulating notes, &c., &c. 'This provision,
construed by itself, might, nullify the requirements of the 15th section, even if
it did not defeat the most important object of the act.

Section 37, literally construed, might prevent the national banks from dis-
counting on the security of the stocks of other corporations, many of which
stocks are regarded by bankers as among the most desirable collaterals; while
the object of the restrictions in this section undoubtedly was, mercly to prevent
banks from discounting upon the security of their own stocks, and from engaging -
in stock speculations. 1 have decided that under section 41, three-fifths of the
twenty-five per cent. of lawful money required to be kept on hand by the
national banks might be kept in similar associations in the cities named, but in
no others. 'The ninth article of the 45th section is supposed, however, by many
to indicate that no such restriction in regard to the character of the depositary
was intended. .

An absolutely strict construction of another part of section 41 would seem
ito deny to banks in the cities named the privileges granted to those in other
places, but I have thought and decided that a more liberal construction should
be given to it, because it was not reasonable to suppose it to have been the in-
tention of Congress to withhold from banks in Chicago privileges granted to
banks in Buffalo, nor from our banks in Providence privileges granted to banks
in Hariford, New Haven, &e., &e. ‘

These, and others like them, may be regarded as minor defects, and such as
do not materiaily affect the proper working of the system, but they serve to
cmbarrass the bankers, and may cause improper decisions on the part of the
Gomptroller. - The law would be greatly improved if it were relieved of them.
.. T suggest, also, that section 47 be struck out entirely. While it is true that
large loans to a single individual or firm should, as a general thing, be avoided,
there may be, and trequently are, exeeptional cases in which such loans are both
necessary and judicious. 1 think, therefore, that this is a matter that should be
left to the discretion of the managers of the banks, and that it can be safely
intrusted to them. . , :

I suggest, also, that section 39 be so amended that the affairs of the national
banks may be managed by not more than thirteen directors instead of nine, and
that ouly two-thirds of the directors be required to be resideits of the State in
which the banks are respectively located. "I can conceive of no valid reason
why the stockholders of a national bank should be prohibited from electing
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more than nine directors. It is not likely that the stockholders of many banks
will be inclined to do 80 ; but some State banks have more than miné directors,
and if they should be converted into national banks, and the stockholders
thereof ghould desire to retain their present number, or if any new associations
should prefer a larger number than nine, they should have the privilege of
doing it, * ) - . .

T}.%e requirement that all the-directors of a bank should be residents of the
State in which it is located, may, in some instances, prevent stockholders from
availing themselves of the services of men whom it may be desirable to have
in the direction. Many persons.carrying on business in our large cities reside
in neighboring States. Should they, therefore, be disqualified from being
directors of the city banks? The objeet for which this resolution was ingerted
in the act will doubtless be secured by requiring two-thirds of the board to be
residents of the State in which an association is organized.

, Instead of the liability of the stockholders, many of whom have little voice
in the management of their banks,’ I would suggest that scction 12 be so
amended that the failure of a national bank be declared prima facie fraudulent,

. and that the officers and dircctors, under whose administration each insolvency
ghall occur, be made personally liable for the debts of the bank, and be pun-
ished eriminally, unless it shall appear, upon investigation, that its affairs were
honestly - administered. The individual liability provision, if continued, will
prevent, as 1t is now doiug, many prudent men and men. of wealth from be-
coming shareholders in national banks, and conscquently hinder a proper and
desirable distribution of their stock, and will not protect creditors to the same
oxtent ‘as would be done by the proposed liability of the managers. =

T alse suggest that scction 24 be so amended that the publication by an asso-
ciation of its quarterly reports, where there is no newspaper in the place where
the association is loeated, be made in the nearest paper thereto, instead of a
paper published at the capital of the State. : ' ’

I suggest; also, that section 39 be so amended that stockholders of banks of
large capital be eligible to the direction thereof, who may be the owners of
less than one-half per cent. of the capital. As the law now stands, no stock-
holder can be a director in a bank of $10,000,000 of capital, without owning at least
$60,000 of its stock. Such a provision is obviously unwise. The best brains
and the highest integrity might thus be excluded from the management of
banks. There is another objection to this section. According to its provisions,
a stockholder who owns but $1,500 of stock can be a dircetor of a bank with

-$300,000. capital, while one must own $2,000 of stock to be a director of a bank
with $200,000 capital. . = ‘

I suggest, also, that section 31 be repealed. Aside from the consideration
that a depreciation of government securities should not be contemplated by
Congress, it is hardly just to the banks to compel them to furnish these sceuri-
ties as a pledge for their circulation, at the rate of ninety per cent. on the dollar,
and then subjeet them to the caprices of the New York stock exchange.

The act authorizes the organization of banks with a capital of $50,000 eacly,
and requires the payment of only thirty per cent. thercof on the comnmencement
of business, so that a bank may commence the business of banking with a paid
in capital of only fifteen thousand dollars. - : ‘

I suggest that the act be so amended that no bank shall commenee: business
with-a lesg eapital, actually paid in, than fifty thousand dollars. - T say nothng
of the facilities which the law affords to the banks, for building up a fictitious
capital by thg use of its circulating notes, when the stoek is paid up by
instalments, fifteen thousand dollars is altogether too insignificant a sum, evenat
the commenceinent, for the capital of a bank, It is very questionable whether
a bank should be organized with a capital less than one hundred thousand dollars;
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fifty thousand to be paid in at the commencement of business, and the balance
in instalments of ten per cent. every sixty days thereafter.

T'here is, at present, no provision for the voluntary closing of the national banks.
I suggest, therefore, that a provision be inserted in the act, requiring banks that
may gesire to cloge up their affairs to give notice of thtir intention to do so, to the
Comptroller of the currency, and such notice to the public as he may preseribe,
and authorizing the banks, at any time.after two years from the publication of
such notice, to withdraw from the I'reasurer the bonds deposited with him for the
gecurity of their circulation, upon paying into the Treasury of the United States
the amount of their outstanding notes in lawful money, which notes shall thence-
forth be redeemable at the treasury, and the banks respectively, and the stock-
holders thereof be discharged from all liability therefor. L

It would thus appear that the benefits resulting from the lost circulation are
to inure to the. government, and not to the banks; but it will be remembered,
that the notes arc furnished to the banks at the expense of the government,
which will probably be no more than covered by what may be lost or destroyed ;
especially as the banks, being at no expense therefor, will be likely to keep their .
circulation clean ‘and unmutilated, by frequent cxchanges of old notes for new
ones,

I suggest, also, that the act be so amended that the rate of interest to be charged
by the national banks be uniform in all the States; that the penalty for usury
be a foreiture of the interest, instead of a forfeiture of the debt, on which mors
than the legal rate is taken,and that the banks in the large commercial cities of
‘the seaboard States be relieved in certain contingencies, from all penalties for
usury, in erder that they may prevent, a¢ far as practicable, by raising tlre rate
- of interest, excessive importations of forcign merchandise and heavy exportations
of the precious metals. '

The expediency of making the rate of interest uniform throughout the country
is manifest. The objection to national legislation upon this subject is, that the
States are supposed to have the exclusive right to regulate the interest upon
loans of money.. -

-It is true that the power to regulate’ the rates of interest at which money shall
be loaned has always been exercised (except in the case of the United States
Bank) by the States, and it is also true that the laws upon this subject in the
different States have been various and changeable. There are scarcely two
States in the Union whose interest laws are exactly alike. Few things have
béen more cmbarrassing to the trade between the different sections of the coun-
try, and none have been more prolific of litigation and conflicting judicial de-
cisions, than the different gnd frequently changing legislation of the States in
fixing the value of the use of money. ' ;

Whatever opinions may have herctofore obtained upon the subject, there
arc now very fow inselligent business men of the.country, who have watched the
effect upon trade and exchanges of the cfforts of the States to establish by law
the rates of interest, who are not agreed in. the opinion, that the regulation of
commerce between the States. cannot be perfectly accomplished without the
estiblishment of a uniform rate of interest throughout the -Union.. The com-
merce of the country ignores State boundaries, and Congress has the exclusive

-right of regulating it. - Congress ought, therefore, to have the incidental power
of preventing the States from embarvassing commercial intercourse between' the
people of the States, which is done to no little extent, by ‘their fixing different
rates of interest upon money. If such power exists in Congress it ought to be

exercised. In my judgment, it is demanded both by considergtions of public
policy and public convenience. ’ : o

. . . ) *3
But whatever opinions may be entertained in regard to the general authority *
«of Congress to regulate the rate of -interest upon loans of money, there ¢can be
but little question of its power to regulate the rate which shall be charged by
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the banks through which a national ecirculation is to be issued, and which are
organized under a national law. Unless it possesses this power, the national
government must divide with the States the control of the affairs of banks created
to carry out its rightful, acknowledged, and necessary functions. -

As the law now stands, banks in New York and Michigan can charge seven
per cent. on their loans, while those of Now England and most other States are
restricted to six ; and State laws can be so framed as to attract capital to be in-
vested in national banks too largely into particular States, or to prevent such
an investment of it in such States sltogether. )

It is recommended, therefore, that the rate of interest to be charged by na-
tional banks be made uniform throughout the States, and that this rate be seven
per cent. per annum. .

"The authority of Congress to so change the act has been settled, I think, by
the Supreme Court. The Bank of the United States was authorized by its
charter to loan money at the rate of six per cent. per annum. Suppose, that in
a State in-‘which a branch of that bank was'located the legal rate of interest had
been five per cent., would a contract made with the branch for six per cent. have
been void as contravening a State law ? I'he right to assess ‘and collect taxcs
for the sapport of the State iz a right indispensable to the existence of the State
government. Nevertheless, the State of Maryland was prohibited from taxing
the stock of the branch of the United States Bank in the eity of Baltimore, and

. on the ground that States had no power by taxation or otherwisc to impede, or

in any manner control, laws enacted by Congress in the exercise of its legitimate
owers, If, instead of attempting to tax the Baltimore branch bank, the State

‘of Maryland had passed a law reducing the rate of intercst to be charged by all

corporations within its limits, not authorized by the State, to four per cent., (as it

‘would have had an undoubted right to do if the power to regulate the rate of

interest upon moneys loaned belongs absolutely and exclusively to the States,)
would not the Supreme Court have declared such a law, in its application to a
branch of the United States Bank, unauthorized and void? Is the power to
regulate the rate of interest upon money any more clearly a power reserved
by the States than the power to tax.? If Congress had the constjtutional au-
thority to pags the national currency act, it has unquestionably the incidental
right to regulate, irrespective of State legislation, the rate of interest which shall
be charged by the banks organized under it, for, without this right, State laws
might so control or impede the buginess of the banks as to render the act itself
practically inoperative. :

Few questions have been more frequently and thoroughly discussed, or in
relation to which there has been a greater difference of opinion among intelligent
men, than the question of usury. Much of thig difference of opinion has arisen
from the fact that men have viewed it from different stand-points. The opinion
of one who has lived in Germaiy or England, where capital is abundant, and
no usury laws have existed for years, will; of course, be very different from that
of one who has lived in Minnesota or California, and noticed the evils which
bave resulted from the high rates which money has commanded in those States.
Notwithstanding the fact that money is the standard of value, it is not free
from the operations of the great regulating law of supply and demand. Where

" money is abundant it is cheap, where scarce it is dear; and no legislation has
“been able to control the effect of this general law. 'There. is no necessity for

usury laws in most of the States at the present time, because money is abundant
and lenders are plenty, and borrowers are scarce. When the-war is ‘over, and

*business goes back again to its accustomed channels, and the disbursements of

the government are largely curtailed, borrowers will be plenty and lenders

‘scarce. Because usury laws are not needed now; it does not follow that they

will not be required at no very distant day, nor does it follow, because legisla-

“tion has not been able absolutely to regulate the value of the use of moncy,
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and because all usury laws arc frequently evaded, that, therefore, these laws
are incfficacious and unwise, Usury laws, no matterhow much they have been-
evaded, have had the effect of preventing, to some extent, excessive charges on
loans of money. "There is searcely a banker or money-lender in the cmumgr
who has not often been restrained in his charges, for the money he has loaned,:
by the usury laws which have been in force. In all countries, in which there:
is not a .superabundance of capital, usury laws have been fouhd necessary to
protect those whose interest it is to borrow money, against excessive charges:
for it by those who have it to lend, and the experience of the nations is not to.
be disregarded. Money, whether it be in the form of the precious metals or of
bank notes, is created by law. Gold and silver are not money until coincd and
made such by the nuthority of the government. It is not like merchandise or!
other personal property, the result of man’s industry, but a creation of the gov-,
ernment, and government, which fixes the value that shall be placed upon it, has
the right to say, and it is its duty to say, what shall be charged for the use of it..
Of course solvent bank notes, whether issued by national or State authority,
depend for their value as moncy upon the value of the coin of the United
States. The only question, then, whjch it is necessary to consider in this con-
nexion is, what penalty.shall be attached to violations of usury laws. On this.
point, I am of the opinion that while the penalty should be such as will pro-
tect the borrower from oppression, it should not be of such a character as to
tempt too strongly his honor, or to compel, both the lender and borrower to re-
sort to shifts for its evasion, which make money dearer to the latter than it other-
wise would be. Thelaws of those States that make void all usurious contracts,
even in the hands of innocent parties, and - punish usury as a erime, are impoli-
tic and unwise ; those laws that make valid, contracts for any rates of interest
which may be agreed upon are scarcely less so. I think it will be found. thas
those laws which make the penalty for usury the forfeiture of interest, leaving
the lender the right to collect only the principal of the loan, are more equitable
in their operations, and more effective in inducing fair dealing between man and
man, than the more stringent laws of some States and the less stringent ones of
others. X feel it to be my duty, therefore, to recommend that the 46th section of
the national currency act be further amended, so that the penalty for taking or re-
serving by the national banks of a greater rate of interest than seven per cent.
be a forfeiture of the interest, instcad of the forfeiture of the debt on which
more than' the legal rate shall have been taken or reserved. And inasmuch
as the history of all commercial nations has shown it to be occasionally necessary,
for the regulation of trade between them and other nations, that the rate of in-
terest should be under.the control of an authority less arbitrary than statutes, I
further recommerid that the Secretary of the Treasury, or a commission to be
created by Congress, be authorized temporarily to relicve the national banks
in the cities of Philadelphia, New York, Boston, &c., from all penalties . for
uﬁqu whenever it shall be thought that the public interests will be promoted
thereby. . ) .

" The judicious use of the power possessed by the Bank of England of check-
ing, by an advance of the rate of interest, cxcessive speculation, and. the crea-
tion of a_foreign debt, to be liquidated by shipments of coin, has frequently
prevented finapcial crises in Great Britain. "The same power, prudently and
resolutely wielded by the banks of New York as a unit, would, in years past,
Lave saved millions to the United States.. It may be many years before the
national banks will possess the power now held by the State banks in that eity,
but they may have it in due time; and when this is the fact, no statutory re-
strictions should prevent them from using it for the benetit of the country. .
" "I it should be thought inadvisable, as I trust will not be the ease, to make
the suggested amendments in regard to interest and usury, I would, in that event,
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recommend, as the national banks are to be subject to State laws in regard to
the interest that shall be charged upon discounts, that they be also subject to
the penalties for usury which the State laws may impose. If the exclusive
right to regulate the rate of interest is to be left to the States, they should also
fix the penalty for usury. The power to regulate, by law, the charge that shall
be made for the use of money, and the power to punish for the violation of the
law, should be in the same hands. TUnder the present provisions of the aect,
Congress must adopt State legislation, whatever it may be, upon the subject of
interest, whether it be three per cent. or twenty, while it inflicts a penalty for a
violation of State laws which the State laws do not themselves impose.

T suggest also that scction 45 be repealed, and that instead thercof a section
be inserted authorizing the banks to make semi-annual dividends of profits, but
requiring them, before dividends are declared, to carry to the “surplus” one-sixth
part of their net profits, until their surplus funds shall amount to thirty per cent.
of their respective capitals. The advantages of the creation, by a bank, of a
large surplus fund to cover losses that no prudence can preveat, and, as a prep-
aration for commerdial crises, are so well understood as to need no illustration.
The rest of this section refers tn semi-annual reports. By section 24 the banks,
are required to make full quarterly reports of the condition of their affairs, in
view of which the semi-annual report would seem to be unnecessary.

I recommend also that gections 62, 63, and 64 be repealed.

The mnational currency system contemplates the organization of national banks,
which, by becoming its financial agents, may aid the government in the safe-
keeping and transmission of its revenues, and the transaction of its business,
and through the instrumentality of which a safe and uniform circulation may be
furnished to the people. ] o

The sixty-sccond section makes it the duty of the Comptroller to furnish the
national currency to any banks or banking institutions authorized by a State
law to engdge in the business of banking, upon their delivering to the Treasurer
the required securities. -No matter what may be the restrictions of the State
law upon the issues of State banks, or the character of the banks, if they . claim
to be the owners and are the holders of United States bonds to the amount of
fifty per cent. of their capitals, they can deposit any part of these bonds, and
obtain circulation therefor. It is difficult to conceive of a measure better calcu-
lated to bring the national currency system into conflict with the States, and
into disrepute with the people; than this. ~Under it we should have banks re-
ceiving government notes without being in any measure subject to the super-
vision of the government—deriving all their corporate powers from the States,
and yet issuing notes not authorized by State laws. We should lLave banks
that may have borrowed the government securities attempting to bolster up &
doubtful reputation by the credit which an issue of national circulation
would give them, and casting reproach upon the system by their inability to
redeem it. . )

If States have the right to create banks of issue, they must have the sole
right to control them. . Congress can. neither increase nor diminish the powers
of institutions brought into existence by State laws if' their powers do not en-
croach upon the authority of the general government. T

But if enabling ‘acts should be passed by State legislaturcs, anthorizing State
banks to avail themselves ofsthe privileges of the 62d section, the objection to
the delivery of notes to State banks would be only partially recmoved.  The
government should have no connexion with institutions not creatéd by its own
laws. 1f the-two systems of national and State banking are to co-cxist, let it
be as separate and independent systems. Let there be no non-descripts which
are part State and part national, issuing two kinds of circulation, created by
different authorities and based upon different sccurities. ,

In every aspect in which I have been able to view this part of the act, I have
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found it to be objectionable, It is an encroachment upon State suthority. It
contemplates the mixing of two systems that ought to be independent. Tt
would destroy the symmetry of the national currency and afford no advantages
to solvent State banks, which they could not obtain, to a greater ¢xtent, by a
transfer of  their capitals into national organizations, . . ’

1 suggest also that it be made the duty of the national banks, if required by
the Sceretary of the Treasury, to act as financial agents of the government,
and to receive on deposit moncys for account of the United States, or any dis-
bursing agent thereof, and to give satisfactory security for the faithful perform-
ance of the duties required of them.

I further suggest that the national banks ghall be required to prevent their
notes from being depreciated in the commercial cities of the country, and that
‘the national banks in those cities be required to keep their reserve of lawful
money in théir own vaults, The national currency—secured a8 it is to be by
‘the cntire resources of the government, receivable for all public dues except
duties upon imports, and for all obligations of the government, except the inter-
¢st on-the public debt, and in case of the failure of the banks to be promptly re-

. deemed "at the treasury of the United States, ean hever be much depreciated,
.no matter what may be the location of the banks by which it is issued. If; in
addition to_all this, the hational currency is, in the commercial cities of the
Union, kept absolutely and always at par, it will attain a perfection never yet
reached by a bank note circulation. That this may be done without prejudice
to the banks, but rather to their advantage, I have not a particle of doubt..

The redemption of their notes at the commercial cities by the interior banks
would tend to increase largely the deposits of the banks in these cities ;- hence
the necessity that the latter should keep constantly on hand a large veserve—a
reserve which might and perhaps ought to be increased beyond the present re-
quirements of the act. . - :
.. 'The rapidity with which national banks are being organized in the western
States, and the high character of most of the stockholders thereof; indicate the
popularity of the system in that. part of the Union.. In the eastern. States it
will be. observed that comparatively few banks Bave been organized ;. but even
in these Stdtes-the opinion is rapidly gaining ground that the national system
will there, at no remote period, supersede the State system of banking. It is
desirable that this should be done by a transfer of capital fror the latter to the
former without any serious interruption of business. Some of the older States
have capital enough already, invested in banking, and the bank-note circulation
of these States should be curtailed rather than increased. I know that bank
notes, notwithstanding the preference that is given to legal tenders by the peo-
ple, are in great demand, and that currency is reported to be scarce thronghout

_ the country; but no one can be ignorant of the fact that this.searcity is in s
measure attributable to the high prices which bank issues have contributed to
bring about. It is frequently the case that money is apparently the most
plenty. when there is the least of it in cireulation, and the searcest when it has
attained the highest point, before a. financial erisgis.© An increase of the circu-
lating medinm inflates prices. - High prices require an increased circulation, and:
so they act and react upon each other, and there appears to be no redundancy
of currency, no matter how. vast the volume may be; until a collapss takes:
place, and what was supposed ‘to be real. prosperity is shown to be without a-
substantial foundation. L _ : o
~ +'The national currency system was not designed to add to the evils of exces-.
‘sive paper issues, but rather to check them by the substitution of a circulation
protected by adequate securities, and restricted in amount by being based upon-
actual values, for the too frequently unsecured and unrestricted issues of the
States. It was certainly not created to-increase the banking ecapital of the.
seaboard States in which there is enough of such eapital alveady, but to:super-
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sede the systems of banking in those States by attracting to it the capital of
existing banks, It promises to do this by a transfer of capital from one to the
other, and without any collision between them. Where there are no enabling
acts of State legislatures, the conversion takes place by the organizatiow of na-
tional banks by the stockholders of State banks, and the transfer to the former
of ‘the assets and capital of the latter. This has already been done in several
instances without even an interruption of business, and certainly without injury
to the stockholders. The idea that the national banks cannot superscde the
State banks without breaking them down and ruining their stockholders is an
erroneous one, and can only be honestly entertained by those who have not
carefully . considered the subject or noticed the process of conversion, which
has changed some banks in the west, and is changing others in the east, frora
one system to the other. No war is being waged, or is intended to be waged,
by the national system upon State institutions. - So far from it, it opens the way
by whith the interests of stockholders can be protected, at the same time that
the character of their organizations is changed.

.+'The war in which the country is engaged, although-a great calamity in itself,
will not be an unmixed evil financially even, if one result of it is the establish-.
ment of a system of banking by which, without an interference with the rights
of the States, and without detriment to their solvent institutions. a bank note
circulation shall be furnished to the people, as solvent as the nation itself, and
uniform in value, as a substitute for that now supplicd by the States, which is
neither uniform in value nor, as a general thing, properly secured. The amount
of losses which. the people have sustained by insolvent State banks, and by the
high rate of exchanges—the result.of a depreciated currency—can bardly be
cstimated. 'That some of the new States have prospered, notwithstanding the
vicious and ruinous banking systems with which they have been scourged, is
evidence of the greatness of their resources and the emergy of their people.
The idea has at last become quite general among the - people that the whole
system of - State banking, as far-as circulation is regarded, is unfitted for a
commercial country like ours. The United States is 'a nation as well as'a
union of States. Its vast railroad system extends from Maine to Xansas, and
will soon be extended to the Pacific ocean. Its immense trade is not cir-
cumscribed by State lines, nor subject to State laws. Its internal com-
merce is national, and so should be its currency. At present some fifteen
hundred State banks. furnish the people with s bank-note circulation. This
circulation is not confined to the States by which it is authorized, but is ecar-
ried ‘by trade or is forced by the banks all over the Union. People receive
it and pay it out, scarcely knowing from whence it comes or in what manner it
is secured. Banks have been organized in some States with a view to lending
their circulation to the people of others.  Probably not one quarter of the circu-
lation of the New England banks is needed or used in New England—the bal-
ance being practically loaned to other States. The national currency system is
intended to change this state of things, not by a war tpon the State banks, but
by providing a means by which the circulation which is intended for national
use shall be based npon national securities through associations organized under
a national law. The United States notes, the issue of which was rendered. ne-
cessary by the exigencies of the government, and which. it js presumed will be
withdrawn whenever this cxigency ceases, have taught the people the superi-
ority of a national circulation over that to which they have been accustomed.
In many sections the produce of the country cannot be purchased with bank
notes, and people find it difficult travelling from State to State -without legal’
tenders. Lverywhere the opinion is prevailing that the circulation of local
banks has about had its day, and must yicld to the demands of the people for a
circulation of which the government is-the guarantor.

By the national currency act the principle is for the first time recognized and
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established, that the redemption of bank notes should be guaranteed by the gov-
ernment authorizing their issue. The national currency will be as solvent as
the nation of which it represents the unity. The country has at last secured to
it a permanent paper circulating medium of a uniform value, without the aid of
a national bank. This national system confers no monopoly of banking, but
opens its advantages equally to all. It interferes with no State rights. It
meets both the necessities of the government and the wants of the people. 1t needs
modifications, and may require others than those which are suggested in this
report; but it is right in principle, and of its success there can, I think, be no
reasonable doubt. ‘

The work of preparing the national circulation has been attended with un-
looked for delays, but it is confidently expected, after the banks already organ-

-ized are supplied, which will probably be accomplished within the next two
months, that all associations will be furnished with notes within thirty days
from the time bonds are deposited with the Treasurer. Contracts have been
made with the Continental and American Banlk Note Companies for engraving
‘the plates for the five, ten, twenty, fifty, and one hundred dollar notes, and the
printing of the fives and tens has been commenced. The delivery will soon
follow, and the banks, and through the banks the people, will soon be put in
possession of the much-desired currency.

With the suggested amendments of the act, it is not supposed that the national
banking system will be an absolutely perfect one, but it is supposed that it will
afford to the people a better bank note circulation than any heretofore devised.
‘T'here may be under this law imprudent banking, and perhaps -banking on fie-
titious capital, which no law can absolutely prevent. It should, however, be
the aim of those who have the supervision of the system to guard it by every
means in their power against such perversions. Men without capital, and adven-
turous speculators, should have no connexion with banking institutions. If such
men do obtain control of national banks, the restrictions of the law should be
g0 enforced as to render that control a temporary one. Encouragement should
be given to honorable, straightforward, legitimate banking, and £o no other.

But whatever mismanagement of the affairs of any particular national bank
may exist, the holders of its notes will not be prejudiced by it. If the banks
fail, and the ‘bonds of the government are depressed in the market, the notes
of the national panks must still be redeemed in full at the treasury of the United
States. The holder has not only the public securities, but the faith of the nation
pledged for their redemption.

If, in addition to this, the national currency, when distributed among the peo-
ple, shall tend to give steadiness to trade by preventing bank note panies, and
to faciliate a return to specic payments, and shall aid in reghlating the ex-
changes of. the country, at the same time that it meets the necessitics of the
government in the collection of its internal revenues, and binds the people by
the strong ties of pecuniary interest to the governmentsit will prove that the
war, calamitous as it may be, is not without its compensations, and a national
debt is not without its advantages.

Hon. §. P. Cnasg,
Secretary of the Treasury.

HUGH McCULLOCH, Comptroller.
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SCHEDULE A.

Eizpenses of the National Currency Bureau

The expenses of the National Currency Bureau to the Ist day of July, A.
D. 1863, were nineteen hundred and ninety-one dollars and seventeen cents,
($1,991 17,) at which time nothing had becn paid for' the engraving of dies or
for any purpose other than salaries and stationery.

The following is a statement of the persons employed in this burcau and the
compensation of edch:

Per annum.
"H. Baldwin, elork.. .. ooooiiiiiiianiiiiaaea, e $1, 600 00
J.C.Hopper, clerk. o oan ol 1, 600 00
O. W. Comstock, clerk. . oo rve i ii e eirceeraacnaann 1,200 00
J. J. Edson, messenger. ..o iiiaii it c i naa 840 00
Miss M. Johns, copyistan .o veine i 600 60

‘Miss M. L. Wilson, copyist..... et e Seeereemeaaas 600 00
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ScuEDULE B.—Condition of National Banks on October 1, per quarterly reports Surnished
- currency, secured by « ptedge of United States stocks, and to provide for
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* The report of the first of Pittshurg was rendered November
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Comptroller of Currency, agrecably with section twwenty- four af the Act to provide a national
the circulation and 'redamptum thereof,” approvad February 25, 1863.
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2 1863, and showe‘d the condition of the bank on that day.



