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THE NATURAL LAW OF MONEY
CHAPTER I.
THE BEGINNING O F MONEY.

T may be well t o explain at the outset what

is
meant to be conveyedby the phrase
‘‘the natural
law of money.” While it is true that money is a
product of man’s labor, and that it derivesall its
usefulness from the actions of men, it was not
planned and brought into existence with an intelligent prevision of itinature and workings. It would
be more correct to say that itcame into use because
it possessed inherent properties which fitted it for
certain services, and that men appropriated it when
they felt the need of the services. This they did individually, without any concert of action, for money
was circulating everywhere in the world before men
eventhought
of making laws for its regulation.
I
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When an individual uses money, he is governed in
what he doeswith it purely by his own interestsj and
he does not concern himself about what becomes of
it after it passes out of his possession ; thus it circulates indefinitely, impelled always by the motives
and interests of individuals acting independently of
each other ; yet it is found to move and perform its
functions with the regularity of a natural law.
The material of which money is composed may be
almost anyproduct
of man’s labor; it becomes
money only when it is used as the common medium
of exchange. Before the appearance of money in
c___
the world, exchanges of commodities were made in a
very crude way. If a man had a dog that he wanted
t o exchange for a sheep, he could not make the
exchange until he found some one who had a sheep
and wanted a dog. But in the course of time
man discovered that, among the commodities
produced by him, there was always some one commodity in more general use and demand than others,
and this he seized uponzShis medium of exchange,
-it became his money. Having done this, he was
no longer obliged to wait until he found some ,one
who had the particular commodity he wanted, and
who also wanted his commodity; he stood ready to
accept the commodity in general demand, because
i
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he could.
more readily exchange it for the commodity
he wanted, and so, by a double turn, could save time
and better accomplish his purpose.
This firstway
of making exchanges has been
named barter, and the second, trade.
Here we see how money first came into use in the
world. A great variety of articles has been appropriated for use as money at one time or another.
We cannot mark the dates in history when these
various commodities came to be used, as it was not
the age, but the stage of development of the particular country,that created the need for them. We
may find in the world to-day among primitive communities the crudest kinds of money that have ever
been used. Step by step,and keeping even pace
with increasing knowledge, have man's wants multiplied, and his implements for supp1yin.g those wants
improved. He did not need money while he was
hunting with his dog in the primeval forest, and living upon edibles already in existence; nor did he
need it when he began to herd animals and to till
the soil. Living in tribal isolation, and having no
other bond of sympathy with his fellow-man than
kinship, it was notuntil he was impelled by his
necessities to exchange commodities with other
tribes that he b s a n t ouse mQn.ey.
"
----"

"
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We can hardlyoverestimatetheimportance
of
money as a civilizing agent in the world ; there can
be no tradeor commerce without i t ; man must
haveit,or
go back to barbarism.Byemploying
one of his
commodities
as medium
a
of exchange, he made abig stride forward ; a new era
was begun. His small beginnings were the seeds of
the industrial progress we see around us. Impelled
by want, producer meets producer, each having what
the other needs for his own use or for the use of the
tribalfamily;anexchangetakes
place, which is
barter; and this form of traffic goes on increasingly
until the needisfelt
for a medium of exchange;
when that mediumisfound,man
has becomea
trader. H e hasdiscovered thatthere isprofitin
these exchanges, and he no longer confines his trading to his immediate wants, but trades for profit as
well. Everywantthathe
satisfies stimulatesinto
being other wants, and
so his trading goes. on increasing andextending;
H e has found in profit a
new incentive t o industry, a spur t o continued exertion. But t o succeed in his new occupation he must
live in peace ; his strength must not be wasted in
thepetty,butdeadly,
warfare hehashitherto
carried onwithneighboringtribes
; he endeavors
He
therefore to keepongoodtermswiththem.
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has already begun to add other ties to the bond of
blood-relationship,-ties of self-interest, which grow
gradually into friendship, into the merging of tribe
withtribe,intoalargepoliticalcommunity,and
finally into a nation.
W e see from what has been said that man had no
preconception of money: he felt the want of something,and thething was ready to his hand,-a
product of his own creating, butmade for other
uses. H e appropriatedit to supply the want,and
so long as itwas employed in that capacity, he called
it “ money.”
In this brief outlining of the way in which money
came into use, some things areto beespecially noted
and kept in mind., We have seen that money i s a 1
\
product of man’s labor,-a commodity, and that itis
-natarrp one specific thing, but may be almost any- /
thing, and is money only by reason of its fitness a t ’
the time for the service to beperformed.
In any
given community there is a limit to the number of
articles produced, and in earlier times this limit was
very much narrower than now; but however limited
the number of commodities may be, there are always
one or two that supply the
money-want more efficiently than others. Now, as almost any commodity
may be used as money, such a thing as a lack of it

4-
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i s not possible so long as man continues to be a producer of commodities, although he may by false
legislation corrupt his money or throw restrictions
around it, and thus lessen its efficiency ; all over the
world there have been examples of such false legislation whenever governments conceived it to be their
function to regulate the value of money.
Money fluctuates in value in sympathy with supply and demand,as all other commodities do. As
all values are relative, the only way to decide whether
money has risen or fallen is to compare it with other
commodities, and if the comparison covers several
years, the result will be all the more accurate. If it
i s found that nearly all the staplecommodities can be
bought with less money than formerly, we may be
sure that money has risen in value ; if more is required, then it has fallen.
After adopting a commodity into use as money,
man begins to lose sight of its fluctuations in value ;
these fluctuations appear to him to be altogether in
i
r the commodities that hebuys ; helooks
upon
money as stationary, and regards it as a fixed stan.
dard bywhich he can measure the value of other
commodities. Money is a definite measure, but not
a fixed measure, like a yard-stick. There caB be BO
Sxed memuye for vadues. As all values are relative,

The Beginning of Money
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it is only by comparing the price of one commodity
with that of another that we get any idea of value;
hence, t o regardmoney as a fixed, andnotas
a
fluctuating measure, produces the same kind of misconception that one would have of the solar system
who regarded theearthasstationary.Until
such
delusions are dispelled, the one individual can no
more understand the law of money than the other
can realize the fact of the earth’s orbit.
Since there can be no fixed measure for values,
obviously it becomes of essential importance that the
commodity selected for use as money should fluctuateaslittleas
possible. The colonists of Virginia
used tobacco as money until after the Revolution ;
there was always a ready sale for it, therefore people
took it freely in exchange for other commodities ; it
was easily exchangeable for money or commodities c-”)o
in foreigh as well asin thehome markets. Wampum was used as money by the colonists of Massachusetts, not only in trading with the Indians, but
for a short time among themselves, though only for
limited amounts; it was the money of the Indians,
and had no value tothe
colonistexcept
as he
might use it in trading with them, so i t soon went
out of use. a s tobacco had intrinsic value and was
readily exchangeable, it continued for a long time to

8
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be used asa medium of exchange; but as it was
cumbersome and unsteady in price, it too went out
of use. The commodity employed as money does
not go out of use until it is superseded by one of
superior qualifications for the service. This is the
natural law that governs the change from one kind
of
money to another.
P
j d, The fact that the Virginia colonist used tobacco
as money was no indication of the stage of civilization he had reached ; he merely used it to bridge
over a period of scarcity of his own money,-which
was silver, though gold was also in-use in Virginia.
His experience proves that if in our own case all our
gold and silverwere driven from the country, we
should notbewithout
money, thoughour
new
money would not have the efficiency of the old ; we
should have takenastepbackward;
while
we
would doubtless show great ingenuity in selecting
new commodities for use as money, we should be in
the position of a nation that had thrown away its improved tools and implements to take up those" already cast aside. We might then accept the proposition of the Farmers' Alliance, and issue certificates
against cattle, wheat, and corn, to be used .as money.
With the introduction of this money would come a
new occupation, but an occupation'without produc-

t
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tiveness. Some of us would bedetailed to go out
and watch our new money, to see that the grain was
not spoiling in the barns, and that pleuro-pneumonia
hadnotgotamongthecattle.Ourgovernment
might
adopt
excellent
devices
for the protection
.of this new money, but it could not prevent thesense
of insecurity which pertains t o a money of defective
character.Should
we adopt the Farmers’Alliance
plan, it would not be the first time that cattle had
done service as money. History records thatthis
was the first form of money used in the world.
Whereverthe. metalscame into use asmoney,
they soonsupplantedallperishableandclumsy
commodities, being particularly adapted to such use,
in which nearly all of them have done service at one
time or another. They have great durability, being
almost indestructible ; they.can be divided into convenient-sized pieces for handling and for the pocket,
and can be run back into bars, if desired, without
loss of value. The final test of coined money is that
it shall beworthasmuch
when runintobars
as
when it isin coin. If it will stand that test, it
is
world-money,-and all coined moneyshould stand
it. Coin in constant circulation loses value by abrasion, butthisdoesnotaltertherule
; the loss from
wear must be
r;

made good in return for the service

~
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rendered, or the coin will become discredited money.
There is butoneexception
tothe otherwise inflexible rule that coin shall possess full intrinsic
value, andthat
is astothe
small coin used for
change ; this ispurposelymadelightin
order t o
keepit a t home. In speaking of coin, or money,
this chazge-mozey or tokez-money, will not be again
referred to, unless specifically mentioned.
W e have seen that wherever metallic money came
into use, it displaced all the cruder forms of money.
Butthe line of advancedidnotendthere.
One
metal displaced another,the incoming one always
havinggreater efficiency thantheoutgoing
one.
,J
Copper was the money of Rome in her earlier days,
and is the legal money of China to-day. If we could
know all the forms of money in the'world,we should
doubtless find that the baser metals are still in use
in some places. The order of progress is that each
in turn shall drop out of use as money, and be put
to other uses for which it is betterfitted.The
.liver-increasing demand for more things and better:.:
things, calls for betterimplementsandmoreand
more
intelligent
methods
of workmanship. The
forces that control this movement are beyond our
reach, as we shall do well to recognize, and so
bring our feeble attemptsatmonetary
legislation

The Beginning of Money
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intoharmonywiththem,instead
of struggling t o
overcome them. If silver is now going o u t of use
as money, in the natural way, we must let it go ;
we cannotstayit,andtheattempttodo
so can
only involve us introuble.If,
when iron was in
use as money, man had piled it away in vaults-as
we have done with silver-and had kept it out
of
other uses, is it not plain that his action would have
retarded the progress of civilization 9
In the development of a money adapted to the
'
dwants of man, silver and gold havecome tobe
of the most advancednations.
themoneymetals
JThesuperior
efficiency of these metals hasbeen
established
by
ages of use, b u t their qualificationsare different. Inthe
earlierstages of mercantile enterprise, silver sufficed for all the requirements of trade, but& proved inadequate to the
demandsand exigencies of that largerandmore
complextrade which we call commerce. Gold met
theserequirementsmore
effectively, andithas
become the money of commerce. The monetary
similarity of silver and gold prevents the rapid displacement of the one metal by the other, while their
monetary differences make both
the
metals
useful
at the sametime in one country; so that we find
silver retained in use by nations like England and

I2
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Germany, though goldis themonetarystandard.
Indeed, it is hard t o see how any nation could altogether discontinue the use of silver as money.
Gold has always been more valuable than silver,
hence less time is required t o weigh or to count a
given amount in gold, and when money has to be
transported from one place t o another, the carriage
of gold costs less. It is because of such nice differences as these that the changes from one money t o
another have taken place, man always seizing upon
the agency that will most effectually serve his purpose and supply his need. Without gold, it would
now be hardly possible to transact the volume of
business that is done in the world. To be compelled to use only silver money would be a check
upon enterprise and a burden to commerce.
If a nation that had reached the gold stage of industrial development should adopt the single silver
standard, it would surely be at a disadvantage in its
commercial transactions with gold-standard nations.
Silver is not only more cumbersome than gold, b u t
has always beenmore
fluctuating-of
lateyears
much more so than formerly. If we should adopt the
single silver standard, it would put us on the monetary basis of Mexico and Russia ; with these nations
we should be at n o disadvantage in our commercial
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intercourse, but with such nations as England, France
and Germany we should be at great disadvantage.
I n their dealings with us, they would charge us for
the risk they incurredinaccepting
a less stable
money than their own ; this charge would be added
to the cost of goods imported, and deducted from
the price of goods exported by us. It would not only
increase the cost of our imports and reduce the
price
of our exports, but itwould also reduce the price at
home of all those commodities of which we produce
a surplus-; ourentireproducts
of cottonand cf
wheat, for example, would be measurably lowered in
price. Everybody knows that when the price of
wheat goes up or
down abroad, it correspondingly
rises or falls a t home, for the price at home is governed by the price that we can get for the surplus
that goes abroad. The risk from fluctuations of our
silver money would be as constantly present in all
commercial transactions with gold-money countries
as is the risk of the sea-carriage, and would have to
be insured against in the same manner, with the difference only that in the case of the sea-risk the cost
i s borne equally bythe buyer and theseller, whereas
in the case of our fluctuating money the cost would
fall entirely upon us.
I n order t o render to man the highest service of

14
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which it is capable, metallic moneymusthave

intrin-

sic value, stability, and elasticity.

T h e fundamentalrequisite of metallicmoney is
that it shall have full intrinsic value. From the beginning of money, through all its forms down to thc
introduction of paper-money, this rule has governed
inflexibly at all times, except when abrogated or intcrferedwith by rulersand law-makers. The term
d‘intrinsic value,” as here used, means that a coin
contains its full denominationalworth of precious
metal; in other words, thatits nominaland
its
actualexchangeablevalues
arethe same. If coin
contains its full complement of precious metal when
issued from the mint, and if its free circulation be
not thereafter interfered with, it will have intrinsic
value, which, combined with freedom of circulation,
will give it stability and elasticity.
The stability of coin must rest uponthe value of the
bullion it contains, as then it will fluctuate only with
the fluctuations of the bullion market, which is the
highest degree of steadiness it can possibly acquire.
It will then gain access to themarts of the world, and
this wide range of circuit will enhance its‘‘ elasticity,”
which term is used to expressthe readinesswith
which moneyresponds tothe demandsupon
it.
The importance of thisquality in money will be

The Beginning of Money
treated in more detail
when we come to speak of
paper-money.
It isobvious that the larger,broader,andmore
open the market for any commodity, the more steady
will be the price of that commodity. Theseare
marked characteristics of the bullion market; consequently, t o give to coin all the elements of efficiency
it can possess, it is only necessary to start it intocirculation with its full weight and fineness of precious
metal, and let I t go where it will. Here we have the
natural law of metaZZic money in all its simplicity ;
the complexities are of our own making.
The miner of California in 1849 made hispur‘Jchases with gold dust, weighing it in scales. It was
thus, doubtless, that the metals
were measured when
they first came into useasmoney.
I n coining
money for the people, our government performs a
very important service ; the bullion i s minted in
convenientformsforhandlingandforexpressing
value, thus dispensing with scales and saving time ;
but the service renderedhasastillhighersignifi-H
cance. The stamp of the government is a sufficient
assurance that thecoin contains therequired amount
of the precious metal : if coining were left t o individuals, there would arise doubt on that score that
would greatly lessen the efficiency of the money.

16
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If money is to be efficient, there must be no uncertainty as to its
quality, for the questioning doubt
will limit its usefulness. A sense of security gives
mobility t o money, andthe
lack of that sense
cripples it. No intelligentcommunity
was ever
deceived by debased money ; nor has thereever been
a community so ignorant that itwould not in course
of time discover the deception.Emerson
has said
that not even a tree is so stupid but that if the earth
i s taken from its roots, it will find it out.
Following this line of thought, we perceive that it
was the questioning doubt thatled to thecoinage of
metals ; for, as the operation of assaying is both difficult andtedious, it would become necessary, i n orderto
facilitateexchanges,
thatthe operation
should be performed and verified by an unquestioned
authority ; and this work the people would naturally
requiretheirgovernment
todo
for
them.
We
know that it was the fineness, not the weight, of the
metal that was stamped on the first rude coins, the
people weighingthem for themselves in making their
exchanges. The nextimprovement in coinage was t o
stamp theweight on thecoin.s,and these pieces were
designated by their weight. The Roman ‘‘pondo ”
was apound
of copper, theEnglish
“pound”
a pound of silver, andtheEnglish“penny
” a
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pennyweight of silver. Moneypassedfrom
hand
to hand by tale;but when a large sum was to be
transferred, it was weighed, because that could be
done more easily and accurately. The praetice of
weighing large amounts of coin stiff prevails.
The next step in coinage was a step backward.
The coinage came to be known as “ king’s money ” ;
it bore the effigy of the sovereign; and the pieces
were more artistically minted ; but they were given
names that had no reference to their weight or fineness. This irrelevant naming was misleading, and
people soon lost sight of money as a commodity, and
came to regard the stamp and denomination as its
valuable part. The superstitious awe in which kings
were then held made it but a short step from the
belief that a king’s touch would cure disease, to the
belief that his effigy and superscription gave value
tothe coin.By
this last change incoin,which
obliterated the meaning of money, the people lost
control of their coinage,-that control had passed
into the hands of the kings. Let us see what they
did with it.
It may bestatedas
an axiom that, down to
modern times, kings have been lavish and wasteful
in theirexpenditures,and that, with few exceptions,
they have been governed altogether by cupidity in
2

r
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their dealings with their subjects; these were kept in
a constant conflict with their rulers to retainin
rightful possession the product of theirtoiland
labor;theone
power that shouldhaveprotected
them in that right,was the power they dreadedmost.
The long conflict developed into a strugglefor political supremacy, and while it went on, the wealth-producingcapacity of the people was maintained or
diminished in proportionasthecontest
wentin
their favor or against them. When resistance to the
demand of the ruler ceased altogether, the people
sank into poverty and serfdom; when this resistance
was successful, the people rose t o affluence and political independence. The people of England,after
a long monetary struggle with theirkings, succeeded
in appropriating to themselves exclusive control of
the revenues and expenditures of the kingdom; the
coining of money continued to be a prerogative of
the king, but gradually it came under the direction,
and finally under the absolutecontrol, of Parliament.
A common and favorite method adopted by rulers
t o raise money was to abstract from the coinage a
portion of its preciousmetal,and
tosubstitute
therefor a cheaper metal; when resistance was made
t o receiving such money,its circulation was enforced
by mandate. Thisdoubtless seemed t o the rulersa
ready road to wealth, b u t nothing could have been

*
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more destructive of the prosperity of their people,
or of their own prosperity.Adebased
coinage
seems to have entered into the experience of every
civilized nation at some period of its history. Among
the Romans, the pondo decreased to a half ounce of
copper, in England the pound sterling to less than
one-third of a pound of silver, andsome coins in
Scotland were reduced to less than one-sixtieth of
theirnormal
value. Thatthe
rulershavebeen
chiefly responsible for this debasement will be seen
when we come t o consider the Gresham law.
There is an interesting chapter in Macaulay’s History of EtzgZandwhich describes how. the clipping and
sweating of coin gradually so lowered the standard
of money as to bring great distress upon the nation.
This was in the time of William 111. ; the vigorous
andintelligentaction
of Parliamentcorrected the
evil ; no less a personage than Sir IsaacNewton was
appointedWarden of the Mint, while the famous
his theory of
philosopher JohnLockeexpounded
money.
W e have long ceased to regard the king’s person
as more sacred than that of a subject ; nevertheless,
a remnant of that old superstitious belief in the
potency of sovereigntyfound its way to the New
World, andis here with us still,
t o tangle ourthoughts
and blur our perceptions.

CHAPTER 11.
BI-METALLISM AND MONO-METALLISM.

I

N calling our silver and gold coins by the same
name, " dollar," and in trying to hold them at
an equal value under a fixed ratio, is there not evidence of a lingering belief that the power of sovereignty can regulate the value of coin ? And is not
the effort to enforce the circulation of the two coins
at equivalent value a survival of the king's mandate
in modified form ? Have we not overlooked the fact
that silver and gold are commodities, the values of
which are regulated only in one way, and by the
same rule that regulates the value of other commodities-by letting them find in open market what
that value is ? They are novalike, not even in their
money functions. They are both metals, to be sure,
as wheat and barley are both cereals : what more
cogent reason is there for making silver and gold an
equivalent tender than for making wheat and barley
20
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an equivalent tender?

2I

I s itnot

evident that we
have inherited from the past a vague notion thatwe
can, in some mystic manner, regulate the value of
our metallic money 9 If a legislative enactment could
confer that power, similar legislation would enable us
t o regulate t h e value of all our commodities.
T h e well-meant efforts t o hold silver and gold coin
at a parity in value have had no other
effect than
to drive one of these metals out of active current
service. Thishas
been
our
experience
from the
beginning of ourgovernmentdown
tothisday.
W e havenothadboth
coins in circulation simultaneously,exceptduringtheshortintervals
when
one was going out and the other coming in, and all
other nationshavesharedthis
experience. Whenever the metals composing the two coins are p u t up
for sale in open market, the price of each is governed
by the supply of and demand for each : in no other
way can their true value be ascertained ; each must
stand on its own merits. The efforts of governments
t o give them equality in value seem to have had the ,
opposite effect.
It i s estimated that three-fifths of the volume of
silver and gold in the world are used in the arts, and
two-fifths in money ; but this is only an estimateaccurate figures cannotbe had. That the amount
’

’
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of these metals used as money is sufficiently large
to considerably affect their market valueis, however,
a matter of course ; but that theefforts t o hold them
at a relatively fixed valuehave utterly failed, i s
proved by the whole history of bi-metallism.
All the leading commercial nations at one time or
anotherhavetriedto
harness thesetwo moneymetalstogether,andmake
of them one monetary
standard. We maysuppose the first steptowards
thisendtobethedetermining
of the amount of
silver and of gold respectively that shall constitute
coins of equal value, the ratio being adjusted to the
relative market value of these metals at the time.
The act authorizing this coinage would alsomake
the silver and gold coin an equivalent tender at the
ratio fixed. This is what is termed 6z”;metaZdism. In
course of time, the market values of the two metals
part company ; one may go up or the other down, or
they may move simultaneously in opposite directions.
As soon as this separation takes
place, the coin of the
metal which has risen in value begins to disappear
from the circulation. Thismovement, unlike the
intelligentorder
of freeselection
(in which the
superior money supersedes the inferior), has nothing
to do with the inherent fitness of the metals for service as money ; indeed, the coin going out of circu-
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lation may be the more serviceable money for the
timeand place ; it disappearsonly because it is
worth more as bullion than the coin remaining in
circulation.
The mode of operation whereby, contrary to the
law of natural displacement, an inferior money may
expel a superior moneyfrom the circulation, is known
as theGresham law, and i s so called because first expounded by Sir Thomas Gresham, who lived in the
sixteenth century, and who was the founder of the
RoyalExchange
of London. The Gresham law
would never have been heard of had coin passed by
weight only, because in that case the recipient would
have taken the coin only at the market value of the
precious metal it contained ; but when coin became
king’s money and people were required to accept it
by tale at itsface value, objection was made to pieces
that did not contain thefull complement of precious
metal; as, however, the king’s money was mandatory, it could not be refused so long as his imprint
remainedupon the coin. The fact that coin could
not be refused-whether it contained the full complement of preciousmetal or not-was practically
an invitation to every holder of a coin to abstract
some metal from it before passing it, and
this was
practised to such an extent in England that in course
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of time, and by slow degrees, the whole coinage of
the realm wasreduced t o about two-thirds of its
standard weight and value.
As nothingismoredestructive
of industrial
prosperitythan amoney of indefinite value, this
continuousmutilation
of the coinage finally involved thenation inintolerabledistress,andhow
to restore' the coinage to its normal standard was
a problem the solution of which long puzzled the
people of England. The beliefwas general that if
the full-weight coin were putinto circulation, it
would of itself, as being a more desirable money,
drive the light-weight coin out of use ; and this view
seemed all the more reasonable in that the people
were unanimous in demandingof their government a
reformation of the coinage.
But thisview did not take into
account the natural
forces that control the circulation of money, nor did
it recognize the personal character of money, and its
relationship to the individual ; it regardedmoney
only from the public stand-point-as an impersonal
agency. As all the transformations and movements
of money take place naturally, through individuals
acting separately and independently, each one in his
own interest, and without any purpose t o further a
general law,we must recognize this personal and
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private interest as the real and only means whereby
the coinage could be restored to, and preserved in,
its normal integrity. So long as the king's effigy
was the important factor, individuals continued to
abstract from the coin any metal that could be taken
without impairment of the effigy ; but if the law were
repealed which gave the king's effigy the quality of
money, the coin would be taken only at its bullion
market value. Each individual, acting for himself,
without the least reference to the public interest,
would refuse to receive the coin on any other terms,
whichwould at once put astopto
anyfurther
debasement of the coinage.
As then there could be no further profit in the
clipping and sweating of coin, clipping and sweating
would cease ; the debased coin at its bullion market
value would be as good money intrinsically as that
which came fresh from the mint, but as the clipped
pieceswould be of different values and intrinsically below their nominal value, they could be used in trade
only by weighing them. Hence the same individual
interest that had formerly led to the debasement
of the coinage wouldnow require that the pieces
bemade of uniform weight and finenessfor the
greater convenience of counting them and of expressing value.
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In thus minutely defining the means by which a
debased coinage could be restored, our object is to
call especial attention to the fact that the debasement of the money was caused solely by its legaltender quality, and that its restoration and preservation could only be effected by the removal of that
cause. Nothing more was needed, because, as soon as
the money was deprived of its legal-tender feature, it
came under the law of natural displacement, and under
this law, it is only the money of superior eficiency
that can maintain supremacy in the circulation;
whereas, when the artificial quality of legal-tender is
given to money, it is always the cheaper money that
expels the money of higher vadue, without the least
reference to the efficiency of either.
The English government wasfinally enabled to
restore the coinage by decreeing that clipped coin
should pass by weight only, thus virtually repealing
its legal-tender quality ; but before taking this step
the government had confidently expected to accomplish its purpose simply by recoining the mutilated pieces.
A s the government received the
clipped coin at its full nominal value, and as the
people were consequently eager to obtain the new
money in exchange for their clipped money, it was
taken for granted that the coinage could be re-estab-
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lished within a short time by increasing the output
Much
of the coin in circulation had been minted by hand,
with shears and hammer,
at earlier dates than the
time now referred to, which is 1695-6;these pieces
were so rudelyformed thatthe
edges could be
clipped without detection ; but as the new coin was
minted with milled edges, to clip it was a more
hazardousundertaking,andthisstrengthenedthe
public confidence that a sound currency would soon
be established.
Meantime, the law against clipping was vigorously enforced ; counterfeiting had long been punished with the same extreme penaltiesastreason,
and in the reign of Elizabeth the clipping of coin was
also made acapital offence, Besides the clipped
silver money, there were also in circulation at that
time gold pieces issued in the reign of Henry VIII.?
which hadbeendebased
by that monarch to half
their nominal value, and it is to thisgold coin that Sir
Thomas Gresham especially referred in expounding
h i s law, which he did in a letter to Queen Elizabeth,
written in the year I 5 58. Though he explained the
practicalworking of the debased money, showing
clearly how it drove thefull-weight coin of Elizabeth
from the circulation and from the country, he did
of the mints ; and this was accordingly done.
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not suspect the real cause of the evil, which was the
mandatory character of the debased coin. He noted
in thisletter the disadvantage which the English
merchants labored under in their exchanges with the
continent-for it i s in a foreign country that the
coin of a nation must surely answer the test of bullion value. The superstitious awe that hedged a
king in his own, country had no influence upon the
value of his coin when that coin went abroad ; nor
were the Jews, who were the principal dealers in
money and bills of exchange, in the least misled by
the king’s image on the coin.
A persecuted and plundered race, everywhere in
Europe denied the right of ownership in real estate,
the Jews had no avenue of commercia1 activity
save the dealing in such personal property as could
easily be secreted ; thus theyfound their recompense
in the establishment of a monopoly of the most
lucrative of trades. Themselves freed from monetary
delusions, their course as money-changers operated
as a constant protest against the debasement of the
coinage, and so contributed to raise the standard of
monetary integrity.
The English government having. in 1695entered
seriously upon a reform of the coinage by practically
giving full weight for light-weight pieces,while at
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the same time requiring that both full- and lightweight pieces should circulate at their nominal
value, and there being no doubt in the public mind
as to the ultimate success of this measure, attention
was naturally fixed upon the circulation to note the
process of change from the old money to the new.
Great was the disappointment when, after large sums
of the new money had been coined and paid out,
there was no perceptible increase of newpieces in
the circulation ; they vanished almost as fast as they
came from the mint. The financiers and the politicians of that age seem alike to have expected that
the new money would soon displace the old, and, as
Macaulay has said, they “ marvelled exceedingly that
everybody should be so perverse as to use light
money in preference to good money.”
But it was really everybody’spreference for the fuIIweight pieces that kept these
pieces out of the circulation, for, as theirbullion value was half as much more
than the bullion value of the clipped pieces,each
person who received a good piece naturally held it
and paid out his clipped money. Each naturally
sought to appropriate the extra value that the new
coin possessed, and this he could do in several ways:
he could melt it and sell it as bullion ; he could
abstract the extra value from it by paring it down
I
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before passing it ; or hecould hoard it until he found
opportunity t o pass it at its actualbullion value.
All these things were done ; but that the rapid disappearance of the new coin from the circulation arose
mainlyfromhoardingby
the people who could
afford to hoard, was afterwardsshownbyits
reappearance when the government decreed that the
clipped coin should no longer pass as money.
For at least a hundred years clipping had been a
capita1 offence ; a law was now enacted against melting
or exporting coin, but it could not be enforced ; nor
could hoarding be prevented ; even the laws against
clipping were ineffective, notwithstanding the terrible
punishments inflicted upon offenders. Macaulay
narrates that in one day seven men were hanged and
one woman burned for clipping, yet the number of
clippers multiplied in proportion as the volume of
new coin thrown into the currencyincreased ; which
demonstrates not only the futility of governmental
regulation of a people’s money, but its utterly demoralizing effect uponmoney
andpeople
alike.
Harsh as was the law against the crime of clipping,
it was even more unjust than harsh, for, in compelling the acceptance of debased coin at its nominal
rather than at its actual
value, the government was in
fact anabettor of the crime it was seeking t o suppress.
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Althoughthe Englishgovernment,by
demonetizing the clipped coin,was enabled to restore the
coinage, this action was not prompted by any intelligent perception of the real cause of the debasement,
but came upongovernmentandpeople
alike as a
dynamic necessity. W e have seen that it was the
legal-tender quality of the coin that caused its debasement, and that if it had been deprived of this
quality,individualinterestand
action would have
restored and preserved the coinage in its integrity ;
but as it was the general belief that money circulated
only through the mandatory authorityof the Crown,
this simple, natural law of money was not perceived.
In other words, the trying experience of the English
people with their clipped coin did not dispel the delusive idea that the Crown could regulate the value
of money ; in the belief of the people, the clipped
coin ceased to pass because the decree had gone out
that it should not pass, and the sound coin passed
because the decree had gone out that it should pass.
The sameParliament
which decreed thatthe
clipped coin should not pass, also made it a penal
offence to give or take more than twenty-two shillings for a guinea, which is conclusive evidence that
this Parliament believed in the power of sovereignty
t o regulate the value of the coin. Silver was then
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the predominant money ; it was this metal that was
the common medium of exchange and measure of
values, gold occupying a secondary place. The name
‘(guinea is still used in England to express twentyone shillings, though the coin is no longer minted or
in circulation ; the actual value of these gold pieces
then, as measured by the new silver pieces,was
twenty-one shillings and sixpence, but before the
coinage was restored, their exchangeable value, as
measured by the clipped money,was about thirty
shillings. Though the clipped money could not be
m,ade to pass current at its nominal value, it did pass
for more than its actual bullion value, for the reason
that the government accepted it at itsnominal value
for the payment of taxes. The decree of Parliament
in reference to the guinea was supererogatory legislation, as, after the restoration of the coinage, this
piecepassed
at its normalvalue
of twenty-one
shillings and sixpence.
Inthe act of Parliament which undertook to
hold the gold guinea in circulation at a fixed silver
valuation, is plainly indicated the mandatory theory
of money which, twenty-one years later (1717),
led
England to adopt bi-metallism, and which has more or
less influenced her monetary legislation down to the
present time. After nearly a century’s practical ex”
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perience with bi-metallism, England abandoned it for
mono-metallism ; gold meantime having become the
dominant metal, was made her monetary standard.
The course taken by England with her
metallic
money,and which has been followed bysome of
the chief commercial nations of Europe,maybe
: bi-metallism has first been
briefly statedthus
adopted ; then, after experience has shown that the
silver and the gold coin cannot be held at a parity,
the law which was designed to make one monetary
standard out of two independent money metals, has
beenrepealed ; themetal
found to be the less
serviceable hasbeendiscarded,and
theotherby
enactment made the only legal tender, thus creating
what is called molzo-metaZZism. Whilst mono-metallism is undoubtedly an advance upon
bi-metallism,
inasmuch as it furnishes a more definite monetary
standard,bothsystemsembodythemandatory
theory, and interferewith the natural flow of money.
Although the mandatory theory of money is still
actedupon,even
bythe mostadvanced governments, it i s graduallyyielding to the pressure of
natural forces. This is shown especially in their
coinage legislation. Except in bi-metallic countries,
no attempt is now made to enforce the circulation
of coin on any other basis than its intrinsic value;
3
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the pieces are by most nations made a legal tender
at a full and a short weight, the difference between
these weights being very slight, and designed only
t o provide a margin for the ordinary abrasion from
areasonablelength of service. When apiece falls
below itsshort
weight it ceases t o be a legal '
tender.
There is really no more occasion for a legal tender
short weight in coin than there is for a legal tender
short weight in the pound-weight. A moment's reflection will show that the tendency of such legislation by inciting fraudulent abrasion, is t o degrade
coin to the lowest level at which it may be tendered.
It is estimated that of the gold in the currency of
England, one-half the pieces, amounting to fifty million pounds,are barely abovetheirshort
weight.
Higgling over short-weight pieces is not uncommon
there, although this is precisely what the long and
short weight i s intended to obviate.
In ourown country, coin enters so sparingly into the
general circulationthat the deterioration
from natural
wear is very much slower than in England, and the
short weight is so nicely adjusted to thenatural wear
by our Coinage Act of 1873, that there is practically
no temptation to fraudulent abrasion.
Clearly there is no need of making coin a legal
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tenderatany
specified weight. If governments
would confine their legislation to fixing by enactmentthe fineness of the preciousmetaland
the
number of grains that shall constitute each piece
of a given name, they may safely leave the maintenance of the coinage in its integrity, and the value
of the pieces, to be regulated by individual interest:
and action. In practicethispoint
of monetary
advancementhas
been reached by most of the
civilized nations ; but in the useless, although comparatively harmless act of decreeing coin a tender
at the authorized legal weight only, is manifested
the extreme conservatism which still clings to the
old delusion that legislation may in some vague sense
regulate the value of coin.
Although this delusion is harmless as embodied in
many coinage acts, it becomes extremely mischievous when the attempt is made to regulate the value
of the silver and gold coin at a fixed ratio of weights
under the ruling of bi-metallism ; and it is only in
a less degree mischievous when one of the money
metals is ejected from the circulation under the
ruling of mono-metallism. A s the efficiency of coin
as amedium
of exchangedependson
its circulating only at its bullion market value, and on the
freedom with which it may circulate, any attempt to

36

The Natural Law of Money

interfere with these natural conditions operates as a
restriction of individual rights.
A government can render most important service
by assaying the precious metals and minting the coin,
by verifying the fineness and weight of the pieces,
by guarding the coin against criminal deterioration,
and by shaping the pieces in accordance with the
actual needs of the time. More than this no government can do without trenching upon the freedom of
the money, and, as aconsequence, upon the rights of
the individual, for his rights are bound up with his
money, and his money, be it ever so sound, must
have freedom to render him its most efficient service.
Money is identified with man asan individual,
andnot with maninmass
; it is through the individual acting independently that it acquires all its
potency. Moved by the incentive of gain, and for
the gratification of his desires, the individual works
only for himself and for those who come within the
’ compass of his affections. It is by such delicate,
complex, and hidden relationships to the individual
that money becomes the circulating medium of a
nation ; and as the free circulation of the blood
vivifies the body, so the unrestricted circulation of
money vivifies the nation. If governments had
limited their legislation to the simple requirements
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mentioned above, Sir Thomas Gresham would have
had no occasion to expound the law that inverts the
order of natural selection and drivesmoney from
circulation regardless of its efficiency ; nor would we
have any silver question t o discuss ; the two metals
mightthencirculateas
efficient moneyin
one
country at the same time ; if one went out of use,
it would be because it was nolongerneeded
and
could do better service in other occupations ; the
transition would be quiet and without disturbance
t o industry.
Let us now make an application of the principles
of money to the actual workings of bi-metallism, as
exemplified by the experience of our own and other
nations. It has been shown that money may be any
commodity that is used as the common medium of
exchange, which is money only when so used. From
the beginning of trade down to the introduction of
paper-money,
commodities
employed
as
money
necessarily possessed for that use full intrinsic value,
except when kings, clippers, or sweaters abstracted
a part of that value, or when law-makers undertook
to create a factitious value. Althoughthe money
of the Massachusetts Indians had no value to the
colonists, we need not doubt that it had real value
to the Indians; that is, it had cost them as much
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to produce as they could get for it. The colonists
counterfeited this money, which they would hardly
have done if they could have produced the genuine
morecheaply thanthey couldobtainitthrough
trade. It has also been shown that silver and gold,
through a series of displacements, proved themselves
better qualified for monetary service than all other
commodities, and so came into use wherever a
people had risen high enough in industrial civilization t o appreciate this superiority. “kthas also been
shown that silver and gold differ in their monetary
functions, the first being adapted to trade, while the
second performs the larger and more complex duties
of commerce; and when we extend our inquiries t o
paper-money, we shallsee that its functions differ
from those of silver and gold ; that it is an implement
of higher refinement than either, performing more
complex duties ; that it is, in short, the money of a
still higher civilization, requiring for its most effective workingahigherintelligenceandahigher
degree of integrity. It has also been shown that
metallic money acquires its highest efficiency when
leftperfectly free to find itsactualvalue in open
market.
The open market here referred to really represents
the whole world, for the precious metals are every-
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where in use andeverywhere bought and sold ; it
not only embraces the accumulations of all former
ages, but receives the entire current productof these
metals, which is continuously pouring into it. While
we cannot compute either the amount
of the precious
metals in the world, or the amount required for the
many different uses t o which they are applied, we
can easily see thatfortunatelythismarket
i s too
large, andbroad,and
free, to bebroughtunder
governmental control ; if it were not so, the usefulness of the metals for money service would surely be
I n the
magnitude
and
paralyzed
or
destroyed.
freedom of this market, in the constantly changing
form of the metals as they pass from oneuse to
another, a continuous movement is kept up, and an
even poise is preserved byinnumerablebuyings
and sellings. Every change that peoples may make
in their money, every transaction in trade and commerce, wherever made,touchesand
influences to
some extent this wonderful market.
A little thoughtful study of thismarketshould
suffice to show that the bi-metallic theory of money
i s a mistake. A slight change in the market value of
silver and gold from the ratio fixed by law will drive
one of these metals out of monetary service ; and the
only effect of an effort to retain both by making the
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coins interchangeable will be toimpose upon one the
burden of carrying the other.
England adopted bi-metallism in 1717, and changed
t o mono-metallism in 1816, selecting gold asher
standard. Germany made a similar change in I 871,
and her example was followed by Norway, Sweden,
Denmark,andour
own country, all within three ,
years. But there is noevidence that these nations
were prompted in their ,action by the fear of an ap;
proaching decline in silver, or by any other desire
than to secureamorestablestandard
of money.
The price of silver had not materially fallen at the
time these changes were made, nor had the output
of the silver mines increased to any marked degree,
as they did later; so that no onecould have had any
reason to suppose that silver would fall in price, as
it subsequently did.
By demonetizing silver in 1873, we doubtless
generalmovementtowhelped tostrengthenthe
ards mono-metallism, but inno other way could
effect on the price of
our actionhave
hadany
silver, as for about thirty years there had been practically no silver dollars in our circulation, and in 1873
w e were on a paper-money basis. That our subsequent action, in passing the Silver Bill of 1878 had a
depressing effect on the silver market, ismore than
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probable ; it was regarded by the world at large as
an effort to give to the metal an artificial value, and
this impression createdadistrust
thatgreatly restrictedthe freedom of the market. Anattempt
made a few years ago to control the copper market
of the world created a similar distrust, which had the
effect of putting the price of copper below its normal level, as was plainly seen when the syndicate,
which had attemptedto advance the price, broke
down in bankruptcy, thus putting a stop to itsinterference.
France has done more than any other nation
to
maintain thedoublestandard;her
bankersand
economistshavebeen
strongsupporters
of this
monetary theory ; five other nations co-operate with
her,composingwhat
is termed the Latin
Union ;
yet in all these countries, if there is not a premium
on, there will be a preference for, one of the metals ;
and even a preference is sufficient t o lessen the usefulness of both. France closed hermintsagainst
free coinage of silver in 1876, and it is quite evident
from the way in which she is accumulating gold and
discarding silver, that she is moving toward a monometallic standard.
There is a limit to the amountof money that any
community .can employ productively, and what that
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limit is can never be measured mechanically. If the
money metals are left free t o flow in and out of a
country,theirsupply
will be self-regulating, and
every legitimate demand for metallic money will be
met. If the supply of these metals in the world at
large is a t any given time insufficient t o meet the
demand, there will necessarily be an appreciation in
the value of money; if, on the other hand, the supply is in excess of the demand, money will depreciate.These
fluctuationsareconstantly
occurring,
but they are so slight as to be hardly noticeable. I n
reviewing a long period of time, however, wefind
that the general tendency i s towards lower values,
and this applies not only to the precious metals, but
to all products of man’s labor. Since the introduction of steam power, machinery, and subdivision of
labor, the tendency towards lower prices has been
more
decided
than before. To obtain
more
a
abundantsupply of the necessaries, comforts, and
luxuries of life, is the object of all industry, and with
the increase of supply comes the reduction inprice.
This is the natural order of progress, of civilization.
As nearly as we can now judge, thedecline in value
of the precious metals has kept comparatively even
pace with the decline in prices of commodities.
There have been but two marked exceptions to this
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rule, arising from naturalcauses;one
when Europeans got possession of Mexico and Peru, and the
other when the gold fields of California and Australia were opened.
In the latter case there was a
depreciationin the price of gold ; this was made
evident by a general advance in the price of commodities, includingsilver, all over the civilized world.
It was not until 1879 that gold recovered the value
that it had had, as
compared with other commodities,
before 1850.
If England, instead of demonetizing silver in 1816,
had permitted her silver and gold coin to circulate
independently,and if theotherEuropeannations
had followed this example, both metals would have
circulated freely in all these countries, andwith much
slighter fluctuations, andthe people would have been
perfectly competent, in making their exchanges,
to
adjust them to the two monetary standards.
There has been too much legislative interference
with money, and the bestwe can do now is to recognize this and actaccordingly. In a country like ours,
there can never be a lack of efficient money, if we
observe the natural law of money;our immense
natural resources and the industry of ourpeople
are aguarantyagainst
it. We have now a superabundance of money that does not properly perform
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its functions. Gold is practically our standard, but
it isburdenedwithcarrying
silver, whereby the
efficiency of both metalsisreduced
; nordoes it
alter these conditions t o issue silver in the form of
paper-money. The silver in the Treasury vaults i s
of no more use to us now than when it was in its
native hills. Nobody questions the capability of the
UnitedStatesto
redeem any obligation itmay
assume ; the only question that has been raised in
reference t9 our silver money is, what is its value ?
And this is a point upon which there should never
be any room for doubt.
Two examples have been given showing how one
money may replace another in the circulation ; the
first was the natural order of displacement, whereby
the more serviceable money displaces a less serviceable money ; the second was the artificial displacement thatoccurs underbi-metallism, when the cheaper
money drives the more valuable money from the circulation. It remained for the United States to give
a thirdexample
of displacement, which, like the
second, was artificial. It was furnished by the silver
legislation of 1878 and 1890,by which there was injected monthly into the currency a specified amount
of silver. This feature of the legislation was a monetary anomaly; nothing of the kind had ever been

Bi-metallism and Mono-metallism

45

attempted before. It worked uponwhat is called
the " per capita " plan-so many heads, and so many
dollarsperhead.
Machinery was set in motion to
grind out a given number of dollars per month, and
the country was forced to take them and
pay for
them,whether it neededthem or not. There is a
limit to the amount of money that any community
can employ productively ; therefore, to force money
into the circulation after that limit i s reached, is to
force other money out. It will be seen that in this
third example the displacement is purely mechanical, and without reference either to serviceableness,
as in the first example, or to value, as in the second;
the money goes simply because it is not needed.
Having t h u s stated the three forms of monetary
displacement, we will now consider them somewhat
more specifically, as exemplified by the operation of
t h e actsreferred to, especially that of 1890,commonly called the Sherman Act. We have seen that
while money may be mechanically forced into the
circulation, it cannot b e retained there unless there i s
employment for it. The country has had a practical
illustration of this in the necessary retirement of a
large volume of national-bank notes, though these
notes were practically the same inefficiency and
value as the silver notes supplied bythe govern-
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ment. Many of the banks found a little more profit
in redeeming their own notes and using the government notes instead, but this profit was not in itself
sufficient to induce themt o retire their notes if there
had not already been an excess in the volume of the
currency. That thiswas so is shown by the fact that
much of thisretiredmoneyreappeared
when the
volume of the circulation was reduced by the papermoney hoarding which began in the summer of 1893.
Though the national-banknotesweredisplaced
by this mechanical hlargement of the volume. of
currency, the gold money which retired was not similarly displaced ; nor would it have retired from the
circulation had it not been for the Act of 1890,by
which Congress sought to give it a silver valuation
below its bullion market value. But for this mandatory decree, gold money would, by reason of its
superior efficiency, have remained in circulation to
the exclusion of silver money when the volume of
currency was in excess , s f the needs. The silver
dollar has continued to pass at a parity with thegold
dollar, but this has
been the case only because it
could be exchanged at the United States Treasury
for a gold dollar. It was therefore not a difference
in the current value of the two coins that caused the
retirement of the goldmoney, b u t a fear in the

Bi-metallism and Mono-metallism

47

public mind that the Treasury might at some time
cease t o redeem its silver moneywith gold. Nor
was this fear by any means groundless. The Act of
July 14, 1890, does indeed declare it as being “the
established policy of the United States to maintain
the two metals on a parity with each other,” but this
declaration is not sustained by the action of our government in the past,nor is it consistent with the spirit
and letter of other portions of the act itself.
Bi-metallism has been the monetary policy of the
United Statesfrom the beginning of the government,
except for fiveyears-from
1873 to 1878”during
which time there was no metallic money in the circulation. At all other times, down to 1878, when the
money of the country was on a metallic basis, it has
been the policy of the government t o let the two
inmetalstaketheirnatural
course, andthishas
variably resulted in excluding from circulation the
coin of higher bullion market value. The reason
for this will be obvious when we reflect t h a , if in a
transaction of trade theseller mayexercise his choice,
he will naturally demand the most valuable money
obtainable, but if he must accept the money that is
tendered to him, thebuyer will pay him in that
which has the least value. I t is through such action
by individuals, each prompted by his own interest,
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that bi-metallism operates to retain in the circulation
the money of least value and to expel from it that
of any higher value.
Nor can it be said to have been the policy of the
government since 1878 to maintain the two metals
at a parity, if we are to judge of that policy by the
acts of Congress, and not by the practice of the
Treasury department. The Actof February 28, I 878,
commonly called the Bland Act, made no provision
for maintaining the two metals at a parity; it simply
authorized the injectment of silver money into the
currency, and decreed that the silver dollar should
be a legal tender atits nominal value. There is
really no act of Congress which definitely commits
the nation to maintaining the two metals at a parity,
and it is the fact that thenation is not thus definitely
committed that discredits our money.By making
the two metals a legal tender at a fixed ratio, and
thereafter abstaining from interference with the coin
in circulation, which was the policy of our government down to 1878, the metal of higher value was
expelled from the circulation, leaving theother
metal to constitute the monetary standard. By thus
permitting the metals to take their natural course,
theUnitedStates, when on a metallic basis, had
always had, down to 1878, a definite andstable
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Since 1878, we have had bi-metallism in its most
objectionable form, by reason of the effort made
to force, by legislative decree, the circulation of
the two metals at their nominal values, irrespective
of their actual bullionvalues.
This is what the
Act of 1890assumes to do in authorizing the Secretary of the Treasury to pay “ in gold or silver coin
at his discretion,” since to maintain the two metaIs
at their legal parity, it is absolutely necessary that
the choice of the metal to be received shall rest with
the recipient. This fundamental principle is now so
generally understood and accepted that no intelligent person can be misled by an act whichin one
clause declares for the maintenance of ‘‘ the two
metals on a parity with each other,” and in another
authorizes the Secretary of the Treasury to pay in
either metal at his discretion. Inthe exercise of
this discretionary power the Secretaries have uniformly left the choice of the metals to the person
receiving the money, and it is solely through this
recognition of a monetary principle in their governance of the TreasuryDepartment that the legal
parity of the two metals has been maintained.
4
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Congress can render no greater service to the nation than by substantiating its declaredpolicy under
a definite pledge to make the gold and silver money
of the United Statesint'erchangeable at theTreasury
at the option of the holder ; nothing it can do would
so quickly restore confidence and bring relief to an
overburdened people. The repeal of the silver-purchase clause of the Act of 1890 was necessary and
commendable ; it relieved the country from a burdensome tax, but with our large volume .of silver
money, the remaining clauses of that act must continue to menace our credit so long as the nation i s
not definitely committed to redeem its silver money
with gold.
W e have now littlecause to fear that the gold
standard will notbemaintained
: in the agitation
and discussion of the silver question, the people have
come to realize the injustice that would be wrought
bypermitting the standard to drop from gold to
silver, andon this moral ground, if not from the
convincing force of economic logic, they will insist
upon the maintenance of the gold standard. While
we may ourselves be entirely confident that our government will honestly live up to its monetaryprofessions, it is particularly unfortunate that anyoccasion
should begiven to other nationsto question our good
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faith, and so long as the Act of 1890 remains in its
present equivocal form, we cannot logically expect
to secure or to retain foreign confidence ; but with a
definite commitment of the nation to preserve the
integrity of its monetary standard, all cause for distrust would be removed. We might then look forward with reasonable assurance to a return of the
foreign capital that has been withdrawn from us, the
loss of which is the chief cause of our industria1
depression.
It is notmoney, but wise monetary legislation,
that
the
country
now needs.
There
has
been
no time in the past twoyears,except
during the
few weeks when the " paper-money hoarding " craze
prevailed, thatthe money in circulation, though
wofully defective in quality, was not amply sufficient
in volume for a11 demands ; and if we include the
hoarded gold money in thecountry,the
volume
has been greatly in excess of what could be profitably
employed
under
normal conditions. It i s
admitted on all sides that a revision of our monetary
systemhas become absolutelynecessary;
but no
revision can be of any service that does not re-establish public confidence in our money.
.Before proceeding to illustratethe
beginning
and growth of paper-money, it may be well to con-

I
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sider briefly some of the salient evils that would
result, in the event of a fall in our monetary standard
from the gold to a silver basis. If such a change of
standard were made with due consideration, the
government providing for the redemption in gold of
the silver money it had issued at a gold valuation,
and replacing it with silver money issued at its actual
valuation, and also requiring that all contracts and
obligations entered into during the continuance of
the gold standard should be settled on that basis,
the disturbance to industry would be only such as
must arise from the adjustment of values to thenew
standard, and business would soon move along much
the same as if on a gold basis. Though our monetary standard would not be improved, no one could
then justly charge us with duplicity or bad faith;
butto let the standarddrop from gold to silver
without making full provision for the change, would
be criminal neglect.
All metallic money should have a market value as
bullion equal to its current value as coin ; if it has
not this, it is not true money, nor can it be the most
serviceable money. A s our goldcoin is worth as
much in bullion as in coin, it answers to this test ;
but our silver coin, if converted into bullion, would
yield only three-fifths of itscurrent value,which
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current value, as we have seen, is maintained only
because a silver dollar can be exchanged for a gold
dollar at the United States Treasury.
The bi-metallic ratio of the United States is sixteen
grains of silver to one of gold. When this ratio was
adopted it corresponded very nearly to the relative
market values of the two metals ; at present, however,
one grain of gold will buy about twenty-seven grains
of silver, which makes the bullion value of our silver
dollar about sixty cents.’ If, for example, we should
melt five silver dollars and three gold dollars separately into bullion, the present market value of these
two bitsof bullion would be the same, and we should
find this to be the case wherever sold.
As gold has been the standard in the United
States since January, 1879, every dollar of silver
money in the country, whether it be incoin or
paper, has cost its owner a gold dollar, or the
equivalent of a gold dollar; therefore adrop in
the monetarystandard
to a silver
basis
would
cause these owners to lose forty per cent. of their
money. A person with five dollars of silver money
in his pocket would lose two dollars ; he would
still have five dollars nomina&, but actzlaZZy only
three, as the purchasing power of the fivewould
This valuation is used throughout, to preserve uniformity in the
calculations, though in Nov. 1893, when this was written, silver was
,
worth less.
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have shrunk to that of three. It might seem to him
when he came to spend his five dollars that prices
#had advanced, butwhat would really have taken
place would be a reduction in the value of his money
while it lay in his pocket. Commodities, and
property in general, would not be affected in value by
the change in the value of the money, as would be
evident to those who had gold money to spend. In
the adjustment of values to the depreciated monetary standard, the advance in prices would disturb
for a time the prevailing idea of relative values; but
these changes in prices would be nominal ; values
would remain as they were, subject only to natural
fluctuations.
In the derangement of prices that would follow a
suddenchange
of themonetarystandard,
large
numbers of persons, not foreseeing the effect of the
change, would be likely in trading to underestimate
the value of their property in the new and cheaper
money, and thus they
would sustain the full loss resulting from buying with gold and selling for silver. The
better knowledge of monetary conditions possessed
by the few, and their larger opportunitiesfor turning
this knowledge to pecuniary advantage,would enable
them not only to protect themselves, but to profit
by the ignorance or the limitations of their neigh-
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much of the wealth of the country
would be aggregated in fewer hands. But as values
of property in general would not be affected by the
depreciation in the value of the money, the direct
andimmediate loss would inevitably fall upon the
of such
owners of money, of bank-deposits,and
assets as were payable in money. This loss would
fall mainly upon that great body of frugal and industrious working people that composes more than
half the population of theUnitedStates,asthe
savings of these people are generally held in bank
deposits. A large
majority
of them would not
understandthesituation,and
even if they did, it
would not be in the power of any considerable number of them to protect themselves.
The number of smalldepositors in theUnited
States cannot be less than eight millions ; in a general
liquidation, these depositors
would be found to be the
principal owners of the money that constitutes our
medium of' exchange. As their savings are usually
left quietly and permanently on deposit, this money
becomes, through the intricacies of exchanges in the
ordinary courseof business, the active lendable money
of the nation. The sum of deposits in savings banks
alone is $1,712,769,026.00,
and thenumber of depositors i s 4,78r,605,making an average of $358.20 to
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each depositor. As, however, but asmall percentage of
the money deposited in savings banks is allowed to lie
idle, this money goes immediately back into circulation ; even the bulk of the reserve money of savings
banks i s held on deposit in commercial banks, which
are the active distributors of money.
If the government should cease to redeem its
silver money in gold, about a thousand million dollars of the circulating medium of the nation would
drop to the silver basis ; but in order to ascertain
the full percentage of individual loss on the depreciated money, we must take the total sum on
deposit in the UnitedStates, and add toitthe
money in current use, as follows :
In commercial banks . .
In savings banks
In current use (estimated)

.

. . . .
.

$2,967,248,52900
1,712,769,02600
5

~

,

~

7

0

0
0
0

$5,r80,oI7?55500
Here we have a sum exceeding five thousand
million dollars, upon which there would be a direct
loss of forty per cent., or say two thousand million
dollars.
While the change of monetarystandard would
not lessen the volume of actual capital in the
country, the loss to individuals wouldbe as abso-
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lute as if theirproperty
had been annihilated
by fire; and nothing
can be plainer than that the
great burden of this vast losswould have to be
sustained by the working people who had laid up a
little money in bank for safe-keeping, and for the
interest it would bring them. There would be no
levelling of fortunes, as is vaguely supposed by some
people, but only an increased disparity. Tradespeople, merchants, manufacturers, and the great
industrial corporations, have their capital invested in
goods and merchandise, in land, factories, and in the
products of factories : the value of all these would
be adjusted to the new standard without loss, and as
these industries are mainly carried on with borrowed
money, the loss from its depreciation would not fall
upon them. Nor would the banks that are the
lenders of money be the losers,for nearly all the
money lentby them belongs to theirdepositors;
banks would therefore in a large measure be able to
protect their stock-holders by keeping their reserve
money in gold.
A glance at theweekly statements of the National
Banks of the City of New York will show that the
gold held in reserve by them i s really in excess of
their total capital.

CHAPTER 111.
PAPER-MONEY AND BANKING.

E have seen that the improvement in money
as a medium of exchange began with the
substitution of one commodity for another, because
the incoming commodity was better adapted for the
service required than the outgoing, and we have seen
that silver and gold, havinggradually established
their superiority over all other commodities, became
the onlymoney of the civilizedworld.
Since the
of
adoption of these two metals, the improvement
moneythroughdisplacementhas
proceeded very
slowly. Silverbeing more plentiful than gold, and
better adapted to the limited trade of early times,
was the predominant money for many ages.; but as
trade developed into commerce, gold came more and
more into use, and is now the chief money of all the
more advanced commercial nations, while silver continues to be the chief money of nations second in
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advancement.Thiscondition
is in strict accord
with the general march of development.
of
In the larger and morecomplextransactions
modern traffic, gold has twoqualifications that render
it superior tosilver ; these are, thatvery much less of
gold than silver, in bulk and weight, is required to
perform a given service, and that gold has more stability than silver and is therefore a moretrustworthy
measure of values.
Thus far, it may be noted that all the improvement in metallicmoneycomingthroughnatural
displacement, seems to culminate in the supremacy of gold ; but while this inference is
probably correct, it is certain that improvement of
moneygenerally
will not cease so long as trade
and commerce continue. H e deceives himself who
believes that such constant improvement as we see
appliances
around us, in all the implementsand
of every department of industry, could be possible
if the one instrumentality upon which all such advancementdepends,andwithout
which it would
stop, had remained stationary. We may rest assured that money has continually improved inefficiency, except in places and at times when the
industrial organism of society was disordered by
warfare, or when arbitrary rulers interfered with the
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natural order of progression. This view is supported
by the testimony of history.
While the question as to the superior serviceableness of silver or of gold was still unsettled, forces of
a more subtle character thanthose that had produced displacement, came into play to augment
indefinitely the monetary efficiency of these metals ;
these, in brief, were inteZZigelzce and integrity. It
may not be obvious at first sight that a people’s
sense of what constitutes fair-dealing has anything
to do with theamount of metallic money needed by
them to conduct their business, but we shall see as
we extend our inquiry that as man rises inthe moral
scale he requires relatively less and less of the moneymetals. Nothing more truly shows the degree of
civilization attained by a people than their estimate
of what constitutes right and wrong; it is upon this
sense that credit must rest, and it is to credit that we
must look for the further growth and efficiency of
money.
Let us now see how this new element of credit became not only an indispensable quality of money,
but the only quality by which its efficiency could
be enhanced when improvement by natural displacement ceased. Take, for example, a community arrived atthe
silver and gold stage of monetary
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advancement, but still hoarding all its idle money or
hiding it in the ground for safe-keeping. This money
would be used only by the owners of it, and as every
transaction in trade
would requireasumequalin
value to the commodity exchanged, the volume of
money employed, as compared with the volume of
transactions, would be at its maximum. From this
stage, improvement would progress when the owners
of idle money lent it to those who would put it t o
use. This would be the beginning of credit, and the
consideration paid bythe borrower would be the
beginning of interest. Thus,bytheintroduction
of credit-by
lending
instead
of hoarding-the
samemoney
would bemade
to repeatits
service indefinitely ; the presence of the precious
metals would still be required in every transaction,
butbyturningthe
moneyoftener,
the volume
of moneyemployed,
as compared with the volume of transactions, would be lessened, and the cost
of maintaining themedium of exchange would thereby be cheapened. To continue to hoard money and
to supply the demands of growing trade by increasingthe
stock of precious metals, would notbe
monetary advancement ; the burdens of trade would
not be lightened in the least, and there would come
a time when this slow and labored growth would be
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arrested by the mere physical inability of the people
to handle the metals.
At thisstage of development, it, isonlyby
the
cultivation of intelligenceandintegrity
thatany
monetaryadvance can be made; in tradingwith
oneanother, men are impelled, bythe incentive
of profit, to exercise these higher qualities
of their
natures.
Through
trade
they
are
brought
into
closer relationship, and the distrust that
led them
t o hoard theirmoney, is graduallychangedinto
confidence by theamenities of commercial intercourse. With the lending and borrowing of money
fairly established, there would soon arise the need
of a middle-man to promote andfacilitatethese
transactions ; and theneed would develop the banker.
A competent, responsible, trustworthy person, having the confidence of the community, would find his
services in demand ; he would become the depositary
of lendablemoney ; practically, he would himself
become the borrower from those who wished to lend,
and the lender t o those who wished to borrow. H i s
profit would be derived from charging a higher rate
of interest than he paid ; when metallic money was
deposited with him, he would give his receipt for it,
and as hepossessed the public confidence, his receipt
would pass from hand to hand, performing the func-
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tion of money with greater ease than could the metal
itself. Here we have a second refinement of money
throughthe agency of credit-the banker'sreceipt,
as the beginning of paper-money.
It will be seen, andshouldbenoted
here, that
the banker ishimself
an essential factor in the
refinement of money through the agency of credit;
to illustrate his importance in this respect, wewill
trace
this
development
one
step
further
before
proceeding to consider paper-money.
We may
suppose that, through the stimulus to interchange
developedby
more efficient money, thetrade of
the community has so far increased as to require the
services of several bankers t o transact the business ;
andthat
when metallic money, receipted for by
one banker, is lent by him, the borrower deposits it
with another banker, who also gives his receipt for
it, thus furnishing two receipts which circulate as,
and perform the function of, money, though representingoneandthe
same metalli? base. Here we
haveathird
refinement in thegrowth of money
through the agency of credit.
In
thus
tracing
the
growth of money from
improvementbynaturaldisplacement
to improvement by credit, it has been with a view to greater
brevity and a clearer outlining of principles that we

.
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have illustrated the process by a concrete example;
butthe delineation isdrawnfrom
actual history.
Credit, as a factor in monetary improvement, opened
a new era of industrial growth, which may be classified as only second in importance to the adoption
of a medium of exchange.
History records that the goldsmiths of London
were the first bankers and the first issuers of paper,
money in that city.
The superiority of paper-money over metallic
money consists : first, in its cheapness ; second, in
the readiness with which its volume may be expanded
or contracted ; and third, in the ease with which it
may
be
handled and transferred. Beyond these
threeimportant qualifications, it has no monetary
function that is not derived from the commodity
in which it is redeemable. It may be issued against
anyproperty
that has the qualifications to serve
as a medium of exchange, but if the thing selected
is deficient in any of the essential qualifications
of money, the paper-money will be similarly deficient. For example, paper-money cannot be issued
against land, for land itself has no adaptability for
use as money. Mortgages onreal estate, government, state, or railroad bonds, cannot perform the
service of money, and therefore are unfitted to be
a basis for paper-money.
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As paper-money is but a “promise to pay on demand,” the thing in which it is payable must itself
have all the essential qualifications of money, and
these qualifications, as we have seen, are possessed
in the highest degree by silver and gold. It is these
metals thatperform all the essential duties of money ;
b u t bytheintroduction
of paper,simplyastheir
representative, the volume of money is increased and
its efficiency enhanced.
To haveapaper-money
of high efficiency, two
conditions are essential : it must rest upon its only
true basis-the
precious metals, anditmust
be
bank,andnotgovernment,
paper-money.
We saw that when our banker lent a portion of
hismetallicmoney,against
which noteshad been
issued, it went t o another banker, who also issued
notes against it ; but the fact must now be noted
that when our banker lent the money, he received
from the borrower an equivalent in value as security
for i t s safereturn ; consequently,althoughthese
notes exceeded in amountthe
metallic money
against which they were issued, the security held
fully
insured
their redemption.
In the regular
order of banking this i s what always takes place;
no paper-money issued by a bank ever finds its way
into circulation until there is an equivalent in‘value
deposited somewhere to secure it5 redemption.
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The banker who issues paper-money is its natural
guardian ; it is he who, impelled by the incentive
of profit, assumes all the responsibility of its prompt
redemption when presented for payment ; his property and his integrity arepledged to its redemption ;
why then should the state interpose to relieve him
from the responsibility of his own act? Such interference can have no other effect than to lower the
standard of banking integrity. The banker is the
one man especially competent to judge of the character of the security that shall protect his notes
while in circulation, and his interest lies in protecting them.
Bond-security as a basis for bank-notes i s another
example of false theory in our monetary legislation ; butthe public mind has unfortunately become charged with the belief that such security
is essential to a sound circulating medium, though
no phase of the theory can be presented that will
stand intelligent scrutiny. A bank is a dealer in
money only ; if it should permit all its money to go
into long-time securities, its banking capabilities
would be exhausted ; if it i s obliged to invest a portion of its capita1 in this way to secure its note-issue,
its ability to serve its customers is crippled to that
extent.
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One important function of a bank is to gather up
the idle money of its neighborhood and to keep it
inactiveemployment,andthisis
a bank’s main
source of profit. Exclusive of savings-banks deposits, theamount of money thusgatheredand
kept actively a t work in the United States is almost
three times as great as the total sum
of the capita1 invested in the banking business. This money is generally subject to immediate call ; a bank must be ready
to pay the checks of its depositors wheneverthey are
presented. It finds, however, that on the principle
of general averages, it can lend the greater part of
the money, and still meet all demands upon it; but
in order to do so, it can lend on short t i m e only,
and it must have the
right, if a loanbe notpaid when
it becomes due, to sell the pledged securities of the
defaulting debtor at his risk. These conditions may
seem hard, but they are not of the banker’s making
-they are inherent in the business ; a banker i s of
all men the least of a monopolist ; he is much more
the servant of hiscustomers
thantheir
master. 1
Indeed, banking i s in a special sense a public business ; a bank may be owned by only a few individuals, but the community where it is located has the
larger interest in it, and the larger power over it as
well. Mostoccupationsmaybeconducted
inde-
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pendently of each other, but this one is linked to ail
of them, and its prosperity is dependent upon their
prosperity ; it is bound to them by ties of mutual
interest.
When improvement in money through displacement ceased to meet the requirements of trade, the
banker and his paper-money became a necessity ;
the distrust which called for metallic money in every
transaction had to give place to confidence, or trade
could growno faster than the volume of the precious
metals increased. It is the confidence reposed .in
the banker that has created and that sustains his
occupation ; for a bank cannot exist in an atmosphere of distrust. Through credit the banker gathers
up idle money and keeps it employed ; through
credit he issues his paper-money, which enables him
to expand and contract the volume of money to meet
the actual requirements of trade, and while profit is
his prime incentive, his interest is also entirely in
accord with legitimate trade and industry. It i s to
his intelligence and integrity that the worldis indebted for the enhanced efficiency of money beyond
the mere subdivision of the precious metals. But as
the chief function of the banker in the industrial
world is to facilitate exchanges, he does not fail to
use such methods as tend to accomplish this with
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the greatest safety, in the shortest time, and with
the least labor. Beginningwithpaper-money,
he
next introduces checks, every one of which effects an
exchange more safely and speedily than any kind of
money can; more recently he has originated
the clearing-house, which is another stepin the same direction.
In the city of New York the daily transactions in
trade are numbered by the millions, and ninety-four
banks are required to make the exchanges. At the
clearing-house on every business daythesebanks
are represented by their accountants, and ninety-five
per cent. of the business transactions of the previous
day are settled, entirely by the exchange of checks
and balancing of accounts, no other medium being
used ; this clearing is accomplished in aboutan
hour’s time, the volume of business thus settled each
day averaging one hundred and twelve million dollars.’ The remaining five percent. is settled with
money, butit i s mainly paper-money, coin being
called for only when it is actually needed.
In estimating the growth of money in the world,
it is impossible to ignore the services of the banker,
for it is through his instrumentality .that metallic
money has been made to meet every legitimate demand upon it ; the industrialprogress of the EnglishI

These figures give the average daily clearings for the year1892.
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speaking people for the past two hundred years has
been largely dependent upon the banker’s methods
of monetary refinement. The mere recital of these
methods should be sufficient to satisfy us that unIe& the banker is unduly restricted by legislative
enactments, industry can never again languish for
want of the means to effect exchanges. It may
safely be said that the volume of business transactions throughout the world, now settled economically, securely, and speedily, through the agency of
paper-money, checks, bills of exchange, banks, and
clearing-houses, infinitely exceeds any volume that
could be settled with metallic money alone, even if
the earth were emptied of its precious metals and
every ounce of them converted into coin. It would
simply be a physical impossibility to transact this
enormous business with the metals alone.
That the existing monetary methods adopted by
the banker are the result of natural development i s
so obvious that theonly wonder is that any intelligent
person can be found to question it. Every step of
this development lessens the volume of precious
metals needed to transact a given amount of business ;
yet we must not infer from this that theycan be dispensed with altogether; indeed, the need of them
seems to be increased by the magnitude of the work
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they are made to perform. They are the standard
of measurement in every transaction as much now
as when they were the only money in use, and the
mechanism whereby their usefulness has been so
greatly enhanced revolves wholly upon the degree
of certainty withwhich
they canbe
had when
actually needed and called for; it is thus that, by
the logic of events, monetary growth has come to
be dependent upon individual honesty. As metallic
money is but a medium of exchange, every instrumentality whereby its work is accomplished becomes
money in the larger sense, and as all these instrumentalities are bound by the inexorable law of
equity, the only terms upon which industrial progresscan
be made, areexactdealing
and strict
adherence tothe word of promise. Paper-money,
the bank, the check, the bill of exchange, the clearing-house, all owe their existence to the observance
of the principle of reciprocal justice between man
and man ; this whole fabric of credit, which has
already produced such wonderful results, began with
the individual, is of individual growth, and still
clings to the personality of the individual.
It was the fundamental idea of the fathers in
framing our Constitution that the people should retain, as far as possible and consistent with political
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unity, the management of their affairs ; thatno
powershould
bedelegated
tothecountythat
could as well be exercised bythe town ; thatno
power should be delegated
to the State that could
as well be exercised by thecounty ; and in like
manner, that no power should be delegated to the
federal government that could as well be exercised
by the State. To make an application of this principle to the subject inhand-banking,-it
may be
stated that no power which can be exercised by a
community should be delegated to the general government,andthatbanking
is especially of such
quality.Allourmonetaryenactments
since the
issue of greenbacks, in 1862, have been in conflict
with this principle. The Legal-Tender Act, the act
taxingState-banknotesout
of existence, theact
closing the mints t o free coinage of silver, and the
act by which silver was mechanically injected into
the currency,are
all calculated t o contract and
obstruct the only avenue of monetary growth that is
open to the people, and tend therefore to bring them
into helpless subjection to the government a t Washington. And these enactments are equally
in conflict with the natural law of money, which is in
perfect accord with, andpromotive
of, popular
government.

Paper-Money and Banking
It has already been said
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that government papermoney is not adaptable to the industrial needs of
our country. In order to indicate with more exactness why this is so, and to show the superiority of a
bank-notecurrency, it will be necessary forus t o
clearly demonstrate the importance of elasticity as a
property of money. The volume of trade fluctuates widely, and even under normal conditions has
seasons of activity and of dulness ; money should
therefore be adaptable to these fluctuations. By the
term “ elasticity,” when applied to money, is meant
its responsiveness to trade demands ; itis said to
have more or less elasticity in proportion to the ease
and readiness withwhich its volume may beincreased
or diminished at a given point. Now, as the volume
of metallic money cannotbe readily expanded orcontracted, its elasticity depends mainly upon the ease
with which it may be moved from places where it is
not needed to places where it is needed. On the other
hand, paper-money-by which is meant bank-notes
issued under a free system of banking-may be increased or diminished in volume at everypoint
whence it is issued ; consequently its elasticity is not
so dependent on freedom of circulation as that of
metallic money is.
As will presently be shown, our government paper-
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money does not possess these elastic qualities, and
as a natural consequence, the supply of money at
all points of industrial production awayfrom the
commercial centres has been so uncertain as to produce a widespread unrest among our people. They
realize fully the restrictions imposed upon their productive powers by this defective money, but they do
not seem to understand that a government papermoney cannot be made adaptable to their local
wants.
Bank-notes being credit-money, their circulation isnecessarily limited to localities where they
are known to be good, and if they wander beyond
this range, they are sent home, even if their expenses
have to be paid ; whereas, coin of full intrinsic value
is returned only when there is a profit in returning
it ; hence, paper-money is inherently local in character. All paper-money needs supervision ; it cannot
be turned out-of-doors, as metallicmoneymaybe,
without acquiring vagrant habits ; metallic money is
self-constituted and self-sustaining ; it has established its status in every land ; but paper-money is
as yet dependent and in a state of tutelage ; what its
capabilities may become in the future, it is not now
within our province to inquire ; as it has already out
stripped all other money as a factor in wealth pro-
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duction, the important questions for us are : From
what source does it derive its wonderful efficiency,
and what are the terms upon which it will render its
best service ? In answering thesequestions,
we
shall find that the fact of its being local money is
the basic reason for its efficiency, and that its terms
for most effective service are thatit
shall work
under the supervision of its iksuer, whose interest
is t o keep it in productive employment.
Government paper-money, in the wide range of its
circuit, acquires somethingof a nomadic character; it
has no local attachments or home-ties ; nobody indeed has any interest in it but its immediate possessor, and his interest ceases with the spending of it:
bank-notes, on the other hand, will return frequently
to their issuer to remind him of his obligations, and
t o keep alive the reality of their convertibility. When
money is spent, the spender’s interest in it ceases ;
but when it is lent,the lender’sinterest in it increases. Government money, when issued, is always
spent money, no Treasury official having the least
it leaves his hands ; whereas,
interest in itafter
money issued by a bank is invariably lent money,
the banker’s interest following it and keeping watch
over the uses to which it is put.
The issuance of paper-money is properly a func-
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tion of banking ; the political mechanism of our
government is notadaptabletobanking,
as the
Treasury can pay out and take in moneyonly
throughits regularlyauthorizedexpenditures
and
collections ; it is powerless toadjustthe
volume
of itsmoney
tothe fluctuations of trade, hence
we saygovernmentpaper-moneyisdeficientin
elasticity ; andthe
fact of its havinganational
circulation is another disqualification, so far as
the industrialneeds of the nationare concerned.
Inthisvastcountry,
government bills have but
onepoint
of issue, andthatnot
an industrial,
commercial, or financial one ; theyaresent
off
ontheir wanderingsas spent money, andaresoon
caught up by the general drift that carries all such
money into speculative dealings at the great financial centres. Nor could this money be made t o
serveindustrialproductionwiththe
efficiency of
local bank-notes, even if a sub-Treasury with power
of issue and redemption were planted in every town
in the Union, because there would still be lacking
that one supreme underlying motive
power which
turns all the wheels of industry-&
iacentive of
$YO$t.

Wherever paper-money has had a free individual
occugrowth, it will b e found adaptedtothe
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pations of thoseemployingit
: the banker’s bill
of exchangeisthe
paper-money of international
commerce, and the volume of transactions annually
settled with this medium cannot be less than sixteen
thousand million dollars; yet these monetary transactions proceed so quietly as to attract little attentionbeyondthe
circles immediatelyconcernedin
them. The bill of exchange is afreegrowth
of
individual credit ; as its range of circuit is outside of
nationalboundary lines, ithas
escaped the politician’s meddling.
Nothing has done so much to obstruct the growth
and improvement of paper-money in general, and to
prejudice people against its use, as the making it a
legal tender ; this legislation was the means in colonial times of engendering for paper-moneya distrust that still survives among the better educated
people, while the common people are comparatively
free from it. W e may even now find among economic writers the opinion that the issuance of paper
is wrong, notwithstanding the fact that they do not,
and cannot, point out any possible means by which
we can get along without it.
To explain this prejudice we must let the light
of the colonists’ experience
with
paper-money
fall upon the facts of to-day. W e shall see
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thatthe
shadow of the king’s mandate rested
upon the colonies during the whole period from
the first issue of paper-money by the General Court
of Massachusetts in 1690, down totheday,
in
1780, when,in sympathy with an aroused public
sense of justice, the Continental Congress by resolution begged the States to repeal their legal-tender
enactments, and to make an equitable settlement
with the holders of Continental bills. In view of
what was and what might have been, the story of
the struggles of the people of the colonies with
paper-money, looked at from an economic standpoint, becomes pathetic. There was not, from first
to last, any proper conception of the real nature of
paper-money : that to give it stability, it must be
redeemable in coin on demand-that it i s a growth
of individual credit-that it must have a localhabitation and personal supervision-had not yet entered
the minds of the most advanced monetary students;
the people lived out their lives, generation after generation, in mental slavery to the idea that it was the
duty of the state to
supply theirmedium of exchange.
We need not recite the many fruitless attempts of
the colonists to produce an efficient paper-money ;
the story forms an interesting and instructive chapter in the history of our country. Nothing is plainer
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to the thoughtful reader who is looking for causes,
than the fact that metallicmoneyin
the colonies
becage inadequate to the demandsof their growing
trade, and that this inadequacy created a condition
which threw the balance of advantage into the scale
of the moneyholder. The time hadindeedcome
for the people to use credit-money, but they did not
understand its governing principles ; they did not
realize that the stability and efficiency of this kind
of money are dependent upon public confidence, and
that public confidence is simply an aggregation of
the individual confidence ; that individual confidence
is a thing of spontaneous growth which can never be
broughtinto
being at sovereign command. The
colonists looked to the state as the only power that
could supplytheir medium of exchange,and had
not the leastidea that it was to themselves they
should look-that the state could do nothing to aid
them beyond preventing fraud and certifying fact.

A

CHAPTER IV.
PAPER-MONEY I N COLONIAL TIMES.

T

HE paper-money, or bills of credit, of the dif-

ferent colonies varied more or less in minor
details, but in its more important features it may be
divided into two kinds : that which had only the
guaranty of the colony for its redemption, and that
which had in additiona real or personalsecurity.
As this latter money was the best everissued by the
colonists, and came to be held in special favor by
them, we may confine ourselves to theconsideration
of thiskind.
It was putinto circulation bythe
colony’s lending it for a term of years on interest,
and taking from the borrowers real or personal security ; but as none of it was redeemable within a
year of its issue, and much of it ran for five or for
t e n years, it could not maintain stability.
The idea
that paper-money could bemade t o maintain par
value in circulation by redeeming it in coin on de80
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mand, seems not to have occurred to the colonists;
they looked to the credit and authority of the state
to impose this quality upon their money. The lack
of public confidence in the money appeared to them
to arise solely from a lack of confidence in its ultimateredemption ; the .thought evidently did not
suggest itself to them that the
most absolute certainty of remote redemption could not serve the
bill-holder whose immediate necessities demanded
metallic money, and that if there were but one such
bill-holder among a hundred, the whole volume
of paper-money would depreciate until his needs
were satisfied.
of bills of credit was made by
The firstissue
Massachusetts in 1690: it was not then known in
England or in America why clipped coin should
hold its place in the circulation, whilecoin of full
weight could not ; although this problem had been
solved by Sir Thomas Gresham more than a hundred
years before, its solution was not known tothe
colonists ; it was therefore not to be expected that
they should understand the workings of their papermoney. England, in
common
with monarchical
Europe, had long before fallen into the way of looking at money as of the king’s creation, and what
England thought in reference to money, the colonists
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thought.
The
crown arrogated to itself the power
to fix the value of money, and nobody questioned
that power. In the years following the introduction
of paper-money in the colonies, it came t o be understoodthat metallicmoney was but acommodity
with which the people were as competent t o supply
themselves as with any other commodity; but this
knowledge was confined to the few, and even the
few neverunderstoodthenature
of paper-money.
Nor is there any evidence that the law of metallic
money was sufficiently assimilated by any one to
enable him to perceive that it was beyond the power
of the state to regulate the value of it, or that the
assumption of such power by the state was not one
of the legitimate prerogatives of sovereignty.
The repeated failures of the colonists t o produce
a paper-money that would possess the stability of
coin, were attributed by them to the nature of the
money itself, and not to its inconvertibility ; if they
had understood the governing principles they need
never have been without a sufficiency of good, serviceable money. The whole difficulty was that they
looked upon money as a
thing that only the state
could supply, and they never freed themselves from
this mental delusion. The power theydepended
upon to supply them was not only incompetent for
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the task, but the coercive instrumentalities which it
employed to force its defectivemoney
into circulation prevented the natural growthof credit-money
which otherwise would have taken place.
Apparentlythere
was always a sufficiency of
metallicmoney in the colonies when it was not
driven out by defective paper money ; but increasing
trade, with its accompanyingcomplexities, called
for a more flexible currency, and the appearance of
paper-money was in itself a proof that the time had
come for its use. The amount of metallic money in
the colonies just before the breaking out of the
Revolution was estimated at from eight to twelve
million dollars. (Alexander
Hamilton’s
estimate
was eight million.) The population of the colonies
was then less thanfour millions. Canada,to-day,
with a population of five millions, and a trade proof the
portionatelyvery
much larger thanthat
colonies, finds thirteen million dollars of gold (that
metalbeingheronlymetallic
standard) an ample
basis for all her monetary transactions.
Within thirty years of the first issue of colonial
paper-money it had come into general use in all the
colonies, and in Massachusetts the demand for it was
so urgentthatit
became necessary to establish
county loan-offices in order that theborrowers might
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have an even chance to obtain their pro rata share.
I n the estimation of the wise and well-to-do of the
time, it was a " borrowing-passion," an " epidemic,"
that had gotten possession of the people. But even
a passion and an epidemic have their causes. Back
of thismovementlay
the imperativenecessity, if
not for more money, at least for a more serviceable
money. The backwardness of monetary knowledge
at this time may be judged from the fact that, in
1722, George I. issued a patent to oneWilliam Wood
t o make coin from pinchbeck for circulation in the
colonies.
Paper-moneybecameaseriousquestionin
the
politics of the colonies, and continued to be so down
t o theRevolution ; throughthe pressure of impersonal forces there was a constant demand for it
coming from the great body of the people. On the
other hand, it was deemed by many to be nothing
betterthan acorruptingmonetaryinnovation.
A
state wields no power so effective to lift or to lower
the morals of a people as its monetary legislation,
and no legislation could be moredestructive
of
morality than the paper-money laws of the colonists
"laws which put it into the
power of a debtor t o
evade the payment of his just debts, and thus perverted the sense of justice and offered a premium t o
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dishonesty ; laws which arbitrarily fixed the prices of
commodities, irrespective of cost to the producer,
thusstriking down one of the chief incentives to
industry and frugality, which is profit ; laws which
prohibited the exportation of coin and bullion,
denying to the individual that protection which the
state owes him to hold and use his property for his
own benefit, and thus converts him into a smuggler
and a contemner of law.
It i s tothis coercive and demoralizing legislation that the failure of colonial paper-money must
beattributed, andnot
tothe money itself, notwithstanding its defective character;its
lack of
stability and of elasticity would have had a
tendency to misdirect industryand
to incite to
speculation, but if utterly vicious measures had not
been adopted to force its circulation at a factitious
value, we may fairly assume thatit would have
gradually grown in favor and that its quality would
have improved by changes in the manner and
form of issuing it. Althoughthesearbitrary
laws
were not always in force, they were so frequentIy
resorted toasto
be inseparably associated with
paper-money in the minds of the people. When
coin was driven from circulation it was by the operation of the legal-tender quality given to paper-
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money, and not because the money was paper; but
as this distinction never became clear to the popular
mind, paper-money circulated under a
cloud of distrust even during those times when it rested solely
upon its intrinsic merits. Thusit
was thatthe
growthandimprovement
of colonial paper-money
was stifled by the king'smandate.
In comparing the colonial paper-money movement with our silver movement, we find a marked
similarity as well in the popularity of the two movements as in the character of the opposition to them.
The colonist opponents of paper-money tookthe
position that this money was a worse than useless
innovation, and that their silver money was all-sufficient. This view was held as late as 1819,
by John
Adams, who was a student of monetary science ; this
i s shown by the following extract from a letter of his
of that year: " I am old enough to have seen a paper
currency annihilated at a blowin Massachusetts in
1750,and a silver currencytaking its place immediately,andsupplying
every necessity and every
convenience." ' The public demand for papermoney was attributed to personaldishonesty,and
not to any need for this new money. I n politics it
became a question of individual morals rather than
1
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of finance, and there were examples of such rare
integrityas men declining from principle to pay
theirdebts in paper; yet the
movement went on
persistently at all times, when not suppressed by the
home government, or when it had not, by excessive
issues, brokendown in utter wreck. Notwithstandingall
the difficulties attendingthe
use of this
money, it rendered considerable service to the
colonists, and was generally admitted, even by its
opponents, to have done excellent service during
the revolutionary war. ThomasPaine said of it :
“ Every stone in the bridge that has carried us over
seems t o havea claim uponour esteem. But this
was the corner-stone, andits usefulness cannot be
forgotten.”
The paper-money movement of the colonists proceeded from the fact thattheyhad
reached the
stage of industrial development when metallic money
could no longer supply all their needs ; and thecommon people’s advocacy of the new moneyproved
that their apparent ignorance was but the expres,sion of a profounder instinct.
Our silver movement
has an equally substantial warrant for its existence ;
it proceeds from the fact that the money that has
been substituted for bank notes will not render serLetter to Abbd Reynal
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vice where service is most needed ;the need of money
is felt, but the nature of the want is not understood.
It is believed to be caused by a scarcity of gold, and
that an increase in the volume of silver would compensate for this deficiency and supply the need ; but
this view loses sight of the well-known historical
fact that two hundred years ago, when the magnitude and complexities of trade were relatively not a
hundredth part of what they are now, the Englishspeakingpeoplehadreached
the period of papermoney, when without it the metals could no longer
supplytheirneeds,and
when furtherindustrial
progress was only made possible by an intelligent
use of the new money.
The fact hasbeenoverlooked
that since the
introduction of paper-money the
natural
trend
of improvementhasbeen
wholly towards an increase of credit-money, and arelativelessening
of the need for the precious metals.
We have
been led away bythe delusion thatthere i s not
enough gold in the world to supply theworld’s needs,
ignoring the fact that it is vaZue and not voZume that
constitutes the money standard, and that, therefore,
stability is the essential point to belooked to. Under
the mistaken impression that the public craving for
moneyproceeds from insufficient supplyand not
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from defective quality, we have attached undue importance tothe
acts of foreign governments in
demonetizing silver ; yet while noting clearly the disturbing effects of their action upon the stability of
silver, we have ourselves become the greatest disturbers of the silver market ; by ignoring the fundamental monetary law which forbids interference with
the free flow of the precious metals, we have for the
time being rendered silver unfit for monetary use.
Because of the larger diffusion of intelligence and
the larger trustfulness that is found here ascompared with European countries, together with our
immunity from sudden outbreaks of war, a very
much smaller proportion of coinis needed by us
than in the specie-paying countries of Europe. Indeed, ours i s particularly a paper-money country.
Notwithstanding the extraordinary effort made to
force silver dollars into circulation by paying the express charges on them, the limit of possible output
was reached at sixty millions, and these went mainly
to the South,a fact that should be noted as showing
how true it i s that money will always find its way
into the channels of employment for which it is best
adapted. These dollars are eminently well-fitted to
the simple trading of the negroes, and if we should
adopt the single gold standard, excluding this coin
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from circulation, it would retard the industrial advancement of the South. The negroprefers this
money to either gold or paper.
Improvementinmoneyproceedsaltogether
on
practical lines, the impetus in that direction coming
from the great body of the people, which concerns
itself little with economic theories. At the head of
this movement is the banker, who has shown that '
when not trammelled by restrictive legislation, he is
entirelycompetent
to meetandprovidefor
the
varying conditions of trade that exist around
him.
But there hasbeennotime
in the history of our
country when banking has not been more or less restricted by laws intended t o protect the bill-holder
and the depositor, which, while ineffective for the
purpose designed, have operatedto retard the growth
of the business.
Considerable
progress
was made in banking
methods in the intervalbetween the Revolution
andour civil war ; butthe
issuance of government paper-money as a war measure, together with
the subsequentsuppression
of State-bank notes,
revived the antiquated idea that it
is the duty of
government to provide the money of the people.
It was this idea that retarded the growth of banking
during the colonial period, and it is the prevalence
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of the same idea to-day that is chiefly responsible for
our present monetary backwardness. This superstition so obscured the colonists’ views in reference to
paper-money that they never got a glimpse of the
true principles of banking, and at no time did they
ever have a clear perception of money as simply a
medium of exchange. Theycontinuedtothe
end
t o rely upon the authority and credit of the State
for their paper-money ; this is evidenced by the fact
that, notwithstanding theill-success ?f the individual
colonies with paper-money, it was the general belief
when theContinental bills were issued thatthis
“ universal money,” as it was called, being supported
by all the States, must certainly be a success. The
failure of Continental money finally produced a generaldisgust
for all paper-money ; the prejudice
against it was very strong andbitter,
especially
among moneyed men and people of property ; there
was still, however, a paper-money party in the country, though it was for the time quiescent.
This was the temper of the public mind in regard
t o paper-money when the federal Constitution was
framed ; specie was considered the only legitimate
money; the issuance of paper-money was held to be
a governmentalprerogative, and theright of the
state to make it a legal tender was not questioned ;
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but in view of the evil effects already experienced,
its issuance was regarded as justifiable only in cases
of extreme emergency.
It was not until 1782, when the Bank of North
America was started, that the first forward step was
made towards the displacement of government
paper-money by bank notes. These notes were payable incoinon
demand, and were the first papermoney ever issued in America that recognized the
essential principle of immediate redemption ; but
neither in America nor England was the potentiality
of this principle fully realized.' In neither country
was it understood that in no way but through afaithful observance of the principle of immediate redemption could such a sense of public confidence be
inspired as would maintain a paper currency at par.
In both countries state support was deemed essential. The Bank of North America was practically a
national institution ; nearly two-thirds of its capital
were subscribed by the general government, and it
was absolutely under the control of. the Finance
Minister, Robert Morris. Its notes were receivable
as specie for duties and taxes, and in payment 'of
dues from the respective States.
The Bank of England, though at this time it had
been in operation for eighty-six years, was still a
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government monopoly, overshadowing and obstructing any banking enterprise
of an individual character.
Its capital was government debt, againstwhich notes
were issued to an equal amount, and although these
notes were payable in coin on demand, thisprinciple,
not being fully understood, was not carried out with
sufficient promptness and uniformity t o remove the
distrust of paper-money that lingered in the public
mind.
The Bank of England was undoubtedly America’s
model in banking, butthe conditions in America
were not such as to permit the establishment of a
similar monopoly. The sensitiveness of theStates
in regard to centralizing power in the general government, combined with adeep-seatedjealousy
of
monopolies, defeated the original design of the Bank
of North America, which was to have been the fiscal
agent of the nation, with a monopoly of bank-note
issue. In this condition of publicsentiment, the
right of Congress to charter the bankwas questioned ;
it was found that the Articles of Confederation contained no power to charter a bank; but as Congress
had already pledged its word, and was itself depending on thebanktosupplyits
pressingneed
of
money,a compromise measure was adopted. The
charter was granted “with a recommendation to the
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Statesto give it all the necessary validity withii-t
It was also tacitly
their respectivejurisdictions.”
understood that the exclusive right of the bank to
issue notes should end with the war. But the virtual
admission by Congress of its defective powers, made
it necessary for the bank to obtain a charter from
the State of Pennsylvania,and the door was thus
opened to joint-stock-company banking.
Before the present national government went into
operation in 1789, New York and Massachusetts had
each chartered a bank, and when the United States
bank was charteredbythefederalgovernment
in
1790,there were already in existence five corporate
banks, holdingState
charters,withacapital
of
$3,135,000. In 1794 there were sixteen such banks ;
in 1796, twenty-four ; and by 1804there were sixtyfive, with a total capital approaching $40,000,000.
Thus it was that through a fortuitous combination
of circumstances, banking had broken away from the
restraints of centralized authority, and was drifting
on practicallines intoitsnatural channel. By undertaking, in imitation of England, to issue papermoney through a national bank rather than directly
by the government, a line of demarcation was drawn
which finally leftbankingand
the production of
paper-money in the hands of the people. Though the
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framers of the federalConstitution had practically
‘precludedthe direct issue of paper-money bythe
federal government,popular opinion in regard to
this form of money had not materially changed.
In
the public estimation, its issuance was a prerogative
of government ; but to transfer this power to a corporation which, though absolutely under the control
of government, embodied in part individual ownership, was deemed to beincompatiblewithrepublicanism.
The contest over the United States Bank which
in lateryears
became a “ burningquestion ” in
national politics, had no reference to the prevailing
opinion thatit was afunction
of government to
supply the people’s money. Hamilton, the founder
of the Federalist party, and Jefferson, the founder
of the Democratic party (then called the Republican
party), were at one on that point. They differed as
to the expediency of issuing paper-money, Hamilton
favoring the issue and Jefferson opposing it ; though
both looked upon it as a fiscal agency rather than as
a medium of exchange. Hamilton’s preference
was
for a single bank
which, as the fiscal agent of the
general government, should be the
only bank of issue
for the nation. Jefferson was opposed t o all banks
of issue, and a national bank he justly looked upon
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as a centralizing agency in conflict with the principles of popular government.
A better understanding of the principles of money
would have shown Jefferson how perfectly they harmonized withhis theory of government;buthe
never clearly understoodthoseprinciples,and
the
course that
banking
had
taken
disturbed
him
greatly in hislater years. His failure to comprehend the personalism of money is the more remarkable because no one of the fathers of the republic
had a truer sense of what constituted popular governmentthan
h e ; and noone
of them was in
closer sympathy with the
great
body
of the
people. The banking " mania which had seized
upon the people was unintelligible to him : " I believe it to be one
of those cases where mercantile
clamor will bear down reason until it is corrected by
ruin," he wrote in 1813.' In I 81 5 he made the following peculiar statement in regard to bank-notes:
'(The banks were able for a while to keep this trash
at par with metallic money, or rather
t o depreciate
the metaZ to apar with paper, by keeping depositsof
cash sufficient to exchange for such of their notes as
they were called on t o pay in cash."' I n his plan
"
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for reducing the circulating medium, submitted to
among other strictures upon the
Mr. Rives in 1819,
issue of paper-money, he says : " Interdict forever
to both State and national governments the power
of establishing any paper bank " ; and again : " Certainlynonationeverbeforeabandoned
tothe
avarice and jugglings of private individuals, to regulate, according to their own interest, the quantum of
circulating medium."
Andyet it is onlythrough private individuals,
each acting in his own interest, that the quantum
of circulating medium can be regulated ; if all monetary legislation were repealed,leaving the people
entirely free t o produce their medium of exchange,
this medium could move only in one direction, and
that towards a higher degree of refinement.
Although the views entertained about money had
undergone but little change since colonial times, the
conditions stated, which had transferred the production and regulation of money from the general to
the State governments, brought this work closer to
the people and t o their occupations ; it was not t o
beexpectedthatthere
would beanyimmediate
improvement of the monetary legislation of the
States over that of the general government, but with
yefeson's
7

Works, vol.
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thirteen distinct legislative bodies acting upon this
one subject, there would necessarily be differences ;
these differences in course of time would demonstrate
advantages, and this, taken together with theircloser
relations to the occupations of the people, would
necessarily produce improvement in money.
It is notourpurpose
to follow the growth of
paper-money under state legislation-much of this
money was positively bad,-but before the breaking
out of the civil war and the issuance of greenbacks,
there were manyinstanceswhere
the money had
reached a stage of development fully abreast with
the best economic teachings of that time, and we
need not doubt that, if the State banks had been
permitted t o continue the issuance of paper-money,
we should by this timehave a money as good as any
nation has.

CHAPTER V.
THE MONETARY SYSTEM OF CANADA AS CONTRASTED
WITH THAT O F THE UNITED STATES.

C

ANADA to-day, with a goldbasis

of about
thirteen million dollars, supplies all her
monetary needs with great efficiency; she is not
only able to supply all her own legitimate wants, but
has for many years rendered substantial aid to our
western people in the movement of crops in the
autumn ; this was notably the case in regard to the
heavy crops of 1891.
Canada’s total authorized banking capital is something over seventy-five million dollars, and the paidup capital a little less than sixty-two million dollars.
The banks are permitted to issue notes equal to the
amount of their unimpaired capita1 ; the average
circulation of bank-notes is about thirty-five million
dollars, and the till-money is about fifteenmillion
dollars, leaving twelve million dollars in reserve for
extraordinary contingent demands. The demand
99
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for money during the harvest months is increased
about twenty-five per cent., and the large bank-note
reserve enables the banks to meet this special call
for money without adding a fraction to the rate of
interest ; forwhenthesenotes
are not in service,
they are lying in the vauIts of the banks without
cost to the banks or to their customers.
There is no bond security for the bills; the only
security is a first lien on the assets of the bank and
on the double liability of the stockholders, the total
amount of which security averages four or five times
the total possible circulation, and seven times
the
average
circulation.
There is, besides, notea
redemption fund, contributed bythe banks and held
by the government for the immediate redemption of
the notes of insolvent banks. This fund amounts
t o five per cent. of the total sum of notes in circulation during the previous year, each bank being re.quired to keep its proportion good. The holder of
a failed-bank bill has, besides, theguaranty
of
every solvent bank for the payment of his bill; the
result is that every Canadian has a sense of complete
security in the money of the country.
There has been no bank failure in Canada during
t h e term of the present or of the preceding Banking
Act (which latterdates from 1880), in which the

Monetary
System

of Canada

IOI

assets of the insolvent bank were not sufficient to
pay all the bill-holders. So far as can be ascertained,
there has been no general suspension of specie payment in Canada within the past forty years ; there
was certainly no suspension there in 1857, when the
banks of the United States suspended, nor has there
been any since that time.
I n submitting Canada’s monetary system to the test
of fundamental principles, the only defects we find
are thosewhich arise from legislativeinterference : her
government has reserved to itself the right to issue
legal-tender paper-money ; the limit of such issue,
as at present fixed by statute, i s twenty million dollars, and of this total about nineteen million dollars
has been put out. The government has also established a number of post-office andother savingsbanks, competing with the corporate banks for the
deposits of the people, thus crowding up the rate of
interest upon the wholeDominion.
As might be
expected there is a bond security to the government
paper-money. Gold being the only standard of value
in Canada, this paper-money has for its basis of redemption fifteen per cent. in that metal, and for
security ten per cent. in Dominion bonds guaranteed
by the British government, and seventy-five per
cent. in Dominion bonds not so guaranteed. The
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government retains to itself the issuance of all papermoney of a lower denomination than five dollars ; it
also requires each bank to carry forty per cent. of its
reserves in Dominion notes ; there are, however, no
statutory restrictions on bank reserves, that matter being left very properly to the judgment of the
banker. A reserve that isfixed
by statute may
operate as an embarrassment, but cannot as a
security. Bank auditing, bank statements published
monthly, a strict holding of the banks to their obligations under penalty of forfeiture of their charters,
and,added
to these, individual punishment for
irregular or criminal banking, are the best securities
the public can have, and these Canada has provided.
No better example can be found to illustrate the
divergence in monetary ideas between the banker
and the politician than is furnished by Canada. I n
all the essential characteristics of banking, the former
is abreast with the intelligence of his time, while
the latter still clings to the old notion that the State
can arbitrarily enforce credit. By making the Dominion notes legal tender, and then compelling the
banks to carry forty per cent. of their reserves in
these notes, the Canadian government has needlessly burdened the banks, and in so doing has
betrayed ignorance of monetary law. The same
principles govern the relation between debtor and

Monetary System of Canada

103

creditor,whethera
Stateor an individual is the
debtor; these principles operate with equal force in
either case, and cannot be set aside with impunity.
There is no such thing as compulsory credit ; the
whole banking system of Canada rests upon a foundation of confidence; hence when the government
exacts from the banks an enforced credit of forty
per cent. of their reserves, it weakens this foundation, and with it the whole fabric of credit of the
Dominion. But as the banks are amply able to meet
everylegitimatedemand
upon them for coin, the
enforcing enactment is practically inoperative so far
asthe people are concerned, since nojudicious
banker would force thesenotesuponacustomer
who needed coin ; and it is to intelligent and upright
banking that Canada owes her great advantage
in
the possession of an ample currency which is at once
safe, stable, and elastic. The large measure of individualityandfreedom
conferred bythe Banking
Act of Canadahasevidently
been inspired by
bankers, as thegovernment’s own monetary methods,
if carried to their logical conclusion, are calculated
to undermine credit.
Canada’s monetary systemis a complete refutation
of the argument so persistently advanced among us
that there is not enough gold in the world t o supply
the money needs. The per-capita statisticians would
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have us believe that we are helplessly dependent upon the volume of the precious metals for our medium
of exchange, and yet here is a country that maintains-apaper
circulation of $16.40 perheadon
a
metallic base of only $2.64 per head,without the
leaststrain to hercredit ; while ourpaper-money
averages $16.40 perheadwithametallic
base of
$I 1.36per head, $7.20 of which is silver and 964.16
gold.’ In computing this ratio of $11.36to $16.40,
The following figures, taken from the official statement of the
Canadian government for the month ending July 31, 1893, form the
basis, in regard to Canada, of these computations :
Authorized government note issue. . . . .
$20,oo0,000
Paid up banking-~ capital against which notes may be
issued
61,954,773
Total note issue. .. . .. . . . .
. ..
$81,954,773
..
.

. .. .. ......
.........................................
. . . .. . .. .. .......
Specie held by the government. . . .. .. .......... .. . $ 6,863,123
Specie held by the banks. .... ........ .... .. . ... ...
6,369,996
Total specie. ... . .... , . .. ... ... .. .. ...... . . .. $1 3,233, I 19
~

The population of Canada i s computed at five millions.
The following figures, taken from the official statement of the
United States Treasury for August I, 1893, form the basis, in regard
to the United States, of these computations :
Silver certificates. . . . .
. . .... . .... .
$333,031,504
Treasury notes. .. .
..
.... .
..
148,286,348
Greenbacks.
..
. . . .. . .
346,681,016
879704,739
Gold certificates.
183,755,147
National-bank notes. .
. ..
Total note issue. .
. ..
.. .. . $1,099,458,754
Gold coin in Treasury.
. . $103,363,626
Gold bullion in Treasury.. . . ..
. 83,450,336
Gold held by national banks.
. 91,7649347
2789578,309
Standard silver dollars in Treasury.
363,108,461
Silver bullion in Treasury, . . ..
119,277,735
482,386,196
Total specie. . . . . . . . .. . . . . .. .
$760,964.505

.. . .... ....
..
.. ... ...... . ...... .
..... . . .............. . ...
.................... ...... ........ . . .... ... . .......
..... ... . ...... .
....... .. ..
. . ..
... . . .
..
. . . ..
.
L
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silver is taken at its nominal value ; but as the object
is to show the verylargeproportion
of metallic
money used by us as contrasted with the proportion
used byCanada, we mustreduceour
silver t o i t s
gold basis of sixty cents to the dollar, in order to
makea uniform basis for comparison. Ourratio
would then be $8.48 of metal to $16.40 of paper,
as contrasted with the Canadianratio of $2.64 of
metal to $16.40 of paper. In computing the amount
of metallic money in each country, only thatis taken
into the account which is held by the government
and by the note-issuing banks of each country.
The fact that Canada’s medium of exchange is
maintained at a proportionate cost of two-thirds less
than ours costs us, is evidence in itself that her monetary system is in advance of ours ; for, as has already
been shown, the trend of improvement in money i s
now wholly towards the enlargement of credit and
t h e relative lessening of the use of the precious
metals. As theproportion of metallicmoney to
credit-moneyis three timesgreater in the United
States than it is in Canada, this difference against us,
amounting t o $378,673,350, may be regarded as just
The amount of gold held by the national banks is from the report
of the Comptroller of the Currency for the year ending October 31,
1893.

The population of the United States is estimatedatsixty-seven
millions.

r
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so much productive capital abstracted from industry
and converted into dead capital, for no one
can doubt
our ability to
maintain as large a proportion
of creditmoney as Canada, if we will but adopt the proper
legislative measures. The abstraction of thislarge
sum from productiveindustry would b e justified
if itcontributed t o enhance the efficiency of our
medium of exchange ; as it does nothing of the kind,
there is no way in which it can make the least return
to the people from whom it is taken.
As all our paper-money i s either government or
national-bank money-and this latter is practically
a government issue,-it
doesnotcomeinto
commercial use untilit is weighted with its nominal
value in gold ; whereas sixty-eight per cent. of the
paper-money of Canada in commercial use represents
credit. In so far as the business interests of our
countryare concerned, we havenocredit-money,
and the only possible advantage derivable from the
use of paper-money is thatit is more convenient
than the metals. Whatever profit accrues from the
issuance of paper-money, over and abovethe amount
of metal held for its redemption, goes to the government, and operates as a direct tax upon the medium
of exchange,and an indirect tax uponproductive
industry. As no bank in theUnitedStates
has,
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asidefrom
its deposits,adollar
of paper-money
which has not cost a dollar in gold or its equivalent,
it cannot afford to keep such money idle ; whereas,
out of the total issue of eighty-two million dollars
of paper-money in Canada, thebanks hold about
fifty-six million dollars, which represent credit, and
which they can issue t o their customers as required,
or can carry in their vaults without cost
to either
bank or customer.
A comparison of the practical working of the two
banking systems, as applied to agricultural industry,
will illustratemore clearly the superiority of the
Canadian system. Our western farmers and southern
planters, as a rule, have not sufficient capital t o carry
on their work throughout an-entire year without
aid ;
theyare consequently dependent for supplies betweenspringandautumnuponthe
local storekeeper and the local banker. Few of them indeed
can getthroughthewinterwithout
using their
credit;but
when autumn comes and they have
marketed their crops, there is an all-round settling
of accounts. This necessarily calls for a much larger
amount of money in the autumn than is required a t
anyothertime
of year. As theseconditions
are
fixed by the seasons, it becomes necessary that all
business dependent upon or accessory to agriculture
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shallbemadeadaptable
to it. The countrystorekeeper, recognizing this fact, brings his business into
conformity with it, and so does the local banker, as
far as he can ; but as he cannot exercise his functions with the same freedom as the store-keeper or
the Canadian banker can, his ability t o serve his customers is greatlycurtailed.
The Canadianbanker
makes his own paper-money, which, though in the
form of bank-notes, because of theirgreater convenience, is nothing more than checks upon his own
bank ; our local banker iscompelled to gethis money
from the nationalgovernment,andpaytherefor
its full denominational value in gold ; and this is the
case whether his bank is national or state.
The effect of this difference i s that it costs the
Canadian banker little or nothing to keep an ample
supply of money on hand awaiting the contingent
needs of his customers, while it costs our banker the
full average rate of interest on the money so held ;
he is therefore obliged to keep his lendable money
constantly employed in order to make it pay. Hence,
when the demand for money is light a t home, he
sends his surplus to his corresponding bank say in
Chicago or New York, where he is allowed interest
upon it at a rate of a third t o a half the average prevailingrate. Thus it i s that the moneyof the in-
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terior drifts to the great commercial cities, where it
can always find employment in speculative ventures,
if not in legitimate commerce. A million bushels of
wheat transferred speculatively
ten times will lock
up in margins as much money as the wheat is worth;
and when these transactions are all liquidated, the
result in wealth production to the nation a t large is

%id.
But it is not necessary to own wheat in order to
sell it speculatively ; all that is needed is money. It
would tax the ingenuity of man to make a money
more easily
less fitted for industrialpurposesand
drawn into thesewhirlpools of unwholesome speculation than our government money is. A money that
has no local ties, no specific qualifications for definite
work, but that is a ‘‘ Jack of all trades,” will always
elude supervision ; and all paper-money, to be industriallyproductive,musthavepersonal
supervision.
But as this implies an acquaintance with the workers
and a knowledge of their work, the area of supervision is naturallycircumscribed by individual limitations. While the bankers of the great cities where
this money accumulates may, from their more commanding position, have a larger general knowledge
of the monetary needs of the country than the interiorbanker can have, in the essential details of
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lending money theyare equally confined to their
own field of supervision. What, for example, can a
New York banker know of the qualities of the local
commercial paper and collateral that is brought to
himfor re-discount bya Georgia banker? Practically nothing ; he has to take theword of the Georgia
banker, and however highly he may estimate that
word, his mind is still impressed with the difference
between a loan made at home upon his own judgment and knowledge, and one made at a distance
upon the judgment of another ; and this risk, whether
real or imaginary, not only limits the disposition to
lend, but raises the rate of interest charged.
The centralizing tendency of our money operates
as another disadvantage to the rural banker by reducing his deposit account (a chief source of profit
to the metropolitan banker), thus leaving the former
mainly dependent for his profits upon the rate of
interest charged. Hence wefind thattheDakota
farmer pays two to threeper cent. per month for the
money he borrows, while the Manitoba farmer pays
three-quarters of one per cent. Notwithstanding the
fact that our banks have relatively more capital than
the Canadian banks have, they are not able to fully
meet the legitimate demandsmade
upon them.
Dotted all over the West and the Southare these in-
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dustrial banks at local centres, with veritable capital
and under excellent management, which are yet unable to supply money that they would gladly lend if
they could. Yet in the eastern States therei s a prevalent belief that the call for more money which comes
from the Westand the South, comes only from those
who have nothing to give in return for it ; for it is
said : “ As money is always seeking alevel, by flowing
from points where it is in excess to points where it
is in demand and can find safe employment at higher
rates of interest, any one in good credit, or who has
the proper security to offer, can always borrow what
he needs.” Under anaturalmonetarysystemthis
would be so, but under our present artificial system
it is not so. Whatbetter collateralsecurity can
there be than the products of the farm and of the
plantation, and who more competent than the local
banker to judge of the character of such security?
Give him the same freedom as the local store-keeper,
and he will serve his customers with the same thoroughness ; it will not then be a question with the
farmer as to how he shall get money to carry on his
legitimate undertakings, but there will be a competition among bankers to serve him.
The situation in Canada to-day is that every legitimate demand for money is supplied. To be assured
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of this fact it is not necessary for us t o know the

details of the actual transactions, for conclusive evidenceisfurnished
in the published statements of
the banks, which show that they have a t all times a
surplus of bank-notes in their vaults awaiting employment. While money is just as available at one point
of the Dominion as at another, the rate of interest,
althoughnot the same a t all points, i s uniformly
steady, and the difference in rate between one point
and another is due to the difference in cost of conducting banking at different points. The merchants
of Winnipeg borrow money at about the same rate
of interest as is paid by the merchants and manufacturers of Montreal, the financial centre ; and the
farmers of the far West pay aboutthe same rate
that is paid by the farmers of Ontario. The importance of an ample supply of money and a stable rate
of interest, in encouraging and aiding industrial productiveness, can hardly be over-estimated ; for obviously no intelligent person will risk his credit and
property in industrialoperations thatcannot possibly yield him any return within a year, unless he
can know beforehand where he is to get his money
and how much he is to pay for it.
But how can any one know anything about the
future of our money ? It mayhave the intrinsic
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value of gold to-day, and before the year expires be
down to the price cf silver; it may be abundant at
six per cent. per annum when a business operation
is undertaken, and be scarce at thirty-six per cent.
before it i s closed. Thesearethe conditions that
environ the workers, the wealth-producers of the
United States, and they are the
result of the government’s undertaking to be banker-in-chief for the
nation. The demoralizingtendency of such conditions, which stimulate speculative ventures and discouragelegitimateindustry, needs not be pointed
out. Nor need we be surprised that the farmers and
planters are impressed with the belief that there is
a moneyed conspiracy against them. In the interest
of the whole country, is it not well that there should
be a “ greenback craze,” a silver delusion,” and a
continued agitation, until the most productive of all
our industries is relieved from the incubus of a false
monetarysystem, since thesearethesurest
signs
that there is an evil that needs correction ?
If any more evidence i s needed to prove the inability of our local banks to perform theirproper
functions, we have it in the fact that our western
grain dealers are obliged to resort to Canadian banks
for monetary aid. It is estimated that in the autumn
of 1891more than three million dollars were bor“

8
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rowedfrom these banks forusein
Minnesota and
Dakota alone. It may be said that the grain-dealers
resort to the Canadian banks only because they can
borrow at a lower rate of interest ; but is not this of
itself a fullconcession of our contention that our
local banks are unable to perform their functions ?
I t is solely because they are deprived of the right to
issue their own notes on the security of the grain, as
the Canadian banks do, that they are unable to comPete with these banks. On what better security
could paper-money be issued than on a bill of lading,
or a warehouse receipt with accompanying insurance
policy, which is the collateral given by the graindealer ? The Canadian banks do not send gold into
the United States to perform these services; they
are able to come to our aid simply because their implement for effecting exchanges is of higher refinement than ours, and it is so by reason of its having
less goldin its composition and more intelligence
and integrity.
The idea which prevails among us that in some
exceptional sense Canada i s backed up by British
capital, ignores the established principle that
capital ,is not limited by nationality. The motives
that move English capital are a sense of security
anda
higher rate of interest or of profit than
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can be realized at home, and it will come tothe
United States on these terms just
as readily as it
will go t o Canada. It was reported last July (1893)
that Canadians " loaded with English capital
had
appeared at Duluth as buyers of grain, when prices
had broken in consequence of the hoarding of our
currency. Now, we venture the assertion that if, as
stated, Canadians went to Duluth to buy grain, they
employed neither English capital nor English credit.
A sight draft of the Bank of Montreal on its representative in New York for the purchase moneywould
be a satisfactory form of payment to the seller of
the grain ; we may suppose the grain then shipped
via the Lakes and St, Lawrence River to Liverpool,
where it would beimmediatelyconvertible
into
English money ; the bank meantime being in secure
possession of the grainby bill of lading. But the
bank could realize upon the grain before it arrived
in Liverpool ; it could authorize its agent in New
York to draw a sixty-days' bill of exchange on its
agent in London, and this it
cou'ld convert immediately into cash in New York, even in time .to pay
the draft from Duluth. It will be seen that the only
capital that appears in this transaction is the grain
.itself, the credit of the Bank of Montreal being the
medium of exchange.
"

CHAPTER VI.
MONEY, CAPITAL, AND INEREST.

M

ONEY is not capital, nor i s capital money,

though these words are often, incommon
parlance, used interchangeably ; but thereis a marked
difference in their signification which should not be
lost sight of. Strictly speaking, money is never anything but thecommon mediumof exchange, whereas
capital is an investment, producing some income.
The term capital i s commonly applied to the kind of
investment known as personal property, such as the
bonds or stock of railroads, or the capital stock of a
business, which may include the money in use at t h e
time and the building in which the business is conducted ; but the name is not applied to land, nor to
real estate, nor to money in general, though it may
be applied to metallic money. When we speak of
a capitalist, the idea conveyed is not merely of a
man of wealth, but of one who has his wealth so at
command that it is readily convertible into money,
I 16
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or into other forms of wealth through the agency of
money. I t is doubtless because of the intimate
relationship between capital and money, and the
mobility of both, that thewords overlap occasionally,
even when their significance is understood ; but the
distinction between them becomes important when we
inquire into the real purport and function of money.
Let us suppose that A has capital in England
which he finds he can invest more profitably in the
United States, and so concludes to transfer it from
England to this country. I t is stock in a brewery,
paying him six per cent. per annum, and he finds he
can make a similar investment here that will pay
him nine per cent., so he sells his English stock, receiving English money therefor ; with this money he
buys a bill of exchange on New York, and with the
American money received upon it here he pays for
the American brewery stock. I n this example, no
English money passes from England to the United
States-the thing transferred is capital. The English money which bought the bill of exchange re- 5
mains in England, and the American money which
paid for the American brewery stock remains in
America, and goes immediately back into circulation
to continue the performance of similar services : this
is all that money ever does.

I IS

The Natural Law of Money

If, instead of a bill of exchange, gold had been
sent t o America, it would have been a transfer
of
capital. *Billsof exchange, though not money in the
strict sense, may not inappropriately be termed the
paper-money of international commerce, as they perform in commercial dealings between different countries precisely the kind of service that paper-money
performs for people of one country. Drawn mainly
against exports of commodities which thereby become security for the payment of these Bills in gold
(that metal being now the common measure of value
in international commerce) they economize the use
of gold, reducing the amount to oneor two per cent.
of what would otherwise be required.
There is a limit to the amount of money that may
be used productively, but there is nolimit to the
amount of capital that may be used productively ;
the use of money is limited by the number of transfers to bemade ; the use of capitalhas no limit
short of theexhaustion of nature’s productive resources-which is practically no limit.
In the old world a vast amount of floating capital
has accumulated from past ages ; b u t in the United
States the supply
of capital is insufficient for the
employment of all our labor and the development
of our immense natural resources ; the effect of these
-
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conditionsistomakethenormalrate
of interest
much higher with us than it is in Europe. In lending money, the rateof interest is influenced, first, by
the degree of safetywith which the loan maybe
made, and secondly, by the scarcity or abundance
of money at the time the loan is made ; but underlying these two changing conditions
is the relative
proportion of capital t o opportunities for profitable
investment of capital, which is the governing condition in fixing what may appropriately be termed the
normaZ rate of interest ; this normal rate is the more
permanent rate which appears in first-class long-time
loans. These three factors-the sense of safety, the
supply of moneyasproportioned to the need for
money, and the supply of capital as proportioned to
the need for capital-dominate and govern the rate
of interest.
Allattemptstoregulateinterest
artificialIy by
legislative'enactments which ignorethesenatural
conditions, are but interferences which tend to lower
the standard of business integrity, to advance and
of interest,and to limit
makeunsteadytherate
productiveness.
Everyone
knows that the rate of interest is
affected by a sense of safetyor
of distrust on
thepart of the lendersandinvestors
of money;
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but that it is differently affected by money and
by capital is not so generally realized. Indeed,
much of the confusion of thought in regard to money
and interest arises from the want of a clear perception of the differing functions of money and of
capital. It i s a verycommon mistake to suppose
that more money is needed where it is really capital
that is needed. All peoples have it in their power
to supply themselves amply with a money of such
efficiency as is best adapted to the stage of their
industrial development;but
the same cannotbe
said of capital, for capital is wealth, and the accumulation of wealth is a slow process even in a country as
rich in natural resources as ours. On the other hand,
money, as now constituted, may be nine-tenths credit,
and all that is required of a people in order to have
an ample supply of efficient money is an intelligent
recognition of this fact, and the formulation of its
monetary laws in accordance with it.
Now let us apply these principles to the question
of interest. If we may assume all transactions in
money to be equal in point of safety, it may be
stated asa general principle that themore permanent
or normal rate of interest is regulated by the volume
of capital, and that its temporary ffuctuations are
produced by abnormal fluctuations in the volume of
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money : if the quantity of money in circulation is
less than is actually needed, the rate of interest will
be above the normal level; if it is more than is
needed, the rate will be below.
Hence it follows as
a corollary that if a people can keep the volume of
its money just equal to theneeds, the rate of interest
will be just equal tothe normal rate. Hence it
follows also that temporary and violent fluctuations
in the rate of interest, which are so common with us
and so disturbing to individual enterprise, would not
occur if the volume of money were self-regulative,
as it would be if the supplying of the money were
left, as is the supplying of commodities, entirely to
individual action.
If we may now assume the disturbances to interest, proceeding from abnormal fluctuations in the
volume of money, to be eliminated, therate of
interest will then be affected only by capital, and
will beasteady,thoughnotastationary
rate; it
will fall with the increase of capital and rise with its
decrease; but as changes in the volume of capital
take place slowly, changes in therate of interest
will be correspondingly slow. The rate of interest
will notbe the same in all parts of the country,
because the proportion of capital to profitable investment of capital, is not the same everywhere;

122

The Natural Law of Money

but as the movement of capital is always from points
of less profit to points of greater profit and equal
safety,there is ageneral and constanttendency
towards an equalization of the rate of interest ; and
as in our country there is aconstantaccretion of
capital, the natural tendency of the rate of interest
is downward.
Another point to be considered in this connection
i s that there is a fixed relation between the volume
of capital and the volume of money : where there is
much capital, more moneywill be needed thanwhere
there is little, for the number of transactions will be
greater, and the volume of money must be exactly
sufficient t o accomplish all the exchanges required,
or productiveness will be diminished ; additional
money without additional capital
can add nothing
to wealth production.
As an illustration, let us take the fixed property
of a railroad as analogous t o capital, and its rollingstock as analogous to money. It will be readily
seen that when the number of cars is exactly equal
to the traffic, the earning power of the road, in so
far as it is dependent upon car equipment, i s at its
maximum. Similarly, when money is exactly equal
to the exchanges to be made, the earning power of
capital, in so far as it is dependent upon money, i s
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a t its maximum. What would be thought of a railroadcompany that shouldincrease its car equipment beyond the possible requirements of its traffic ?
Yet this is precisely the character of our work in
enlarging the volume of money regardless of capital ;
nay more, t o further this purposewe have abstracted
an immense amount of capital from productive industry, thus a t one stroke increasing the volume of
money and lessening the possible need for i t ; by so
doing we have placed ourselves in the position of a
railway company that sells a portion of its road-bed
in order to buy an excess of rolling-stock.
By makinga
money of doubtfulstability, we
drive capital away from our country, because with
an indefinite measure of values it is impossible for
foreign capitalists to calculate the outcome of their
investments here. If Congress shouldenact
that
twenty inches shall be the equivalent of thirty-six
inches, so that measurements made by a yard-stick
of either length would be an equivalent legal tender,
suchanact
would be no moreabsurd
thanthe
monetary law which declares a silver dollar t o be the
equivalent in value of a gold dollar. Definite standards of weights and measures are absolutely essential to trade and commerce, and a definite moneymeasure is equally so.

.
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Within the twentyyears following the close of our
civil war we had a remarkable example of the beneficial effects produced by the introduction of foreign
capital into a country. Our governmenthaving established its power to maintain itself, had inspired the
world with confidence in us, and this confidence was
reinforced andourcreditgreatlystrengthened
by
the Act of January 14, 1875, which authorized the
resumption of specie payment on January I , 1879.
Capital began to come to us soon after peace was
restored, but after the passage of the Resumption
Act an increasing inflow gave decided impetus to all
our industries ; this was more especially manifested
bythe
yearly increase inrailwaymileage.
The
number of miles of railway built in 1875 was seventeen hundred and eleven, which was nearly doubled
in the following year, and in the year appointed for
resumption there were built four thousand seven
hundred and forty-six miles,while
in 1882, the
increase in construction had risen to eleven thousand
five hundred and sixty-eight miles. Resumption
had actually taken place in 1878 ; the mere announcement of our intention to put our money on a sound
metallic basis had brought capital to us in such
abundance that resumption was not only made easy,
b u t the normal rate of interest was reduced. The
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normal rate in the city of New York, which had
formerly been six per cent. per annum, dropped t o
fourper
cent., and acorresponding decline took
place in other parts of the country. This remarkable reduction in the rate of interest occurred within
aspace of two orthree years,and is explainable
onlyon the ground of alarge influx of foreign
capital, as it was not possible for us to have created
in so short a time sufficient new capital to produce
so great a change.
The year of actual resumption (1878) was also the
year in which we entered upon that anomalous silver
legislation, which has since so greatly disturbed the
confidence inspired by the Act of Resumption; but
as in that year the market value of silver was not
much below our legal ratio, and as the decline that
hadtakenplace
was supposed to betemporary,
being attributed mainly to the action of Germany
in demonetizing silver in 1871, the evil effect of that
legislation was notimmediately felt. Notuntil it
became apparentthat
silver was declining from
increasing production, as well as from demonetizap
tion, was confidence at all disturbed, and even then
no seriousapprehension was felt, because as yet
nothing had occurred in the history of the United
States to justify the least fear in any mind that our
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government would permit a law to continue in force
which endangered the stability of its money.
In view of the discredit into which our country
has recently been brought by mistaken legislation in
reference to silver, it is of the first importance that
everyAmericanshouldunderstandandappreciate
thattheUnitedStates,
from its beginning as a
nationdown to the present silver legislation, has
held a record for monetary integrity not surpassed
by that of any nation in the world. In the founding of theRepublicand
in the framing of the
FederalConstitution,there
was nosubjectthat
received more solicitous consideration than that of
making our measure of valueshonestandstable.
Impoverished as the country was at that time by the
drain of a longwar, no hintof compromising this principle was ever uttered in the national councils ; and
as the foundation was laid, so thesuperstructure
was built.
When in 1834 the legal ratio of silver and gold
was changed from fifteen to one to sixteen to one,
the object was t o restore gold to the circulation, as
it was undervalued in the first ratio and had been
practically out of circulation since 1792. Although
under the ratio of sixteen to one the difference in
the market value of the two metals was but slight,

’
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this difference hadnevertheless theeffect of displacing the undervaluedmetal, which in this case
was silver. There is butone way in which the
two metals can be held in circulation at aparity
under any ratio that
may be adopted, and that is
to close the mints to the free coinage of the cheaper
metalandmakeitredeemable
in the other. In
referring again to this phase of our subject, our object i s to call attention to the fact that in changing
the legal ratio of the precious metals in 1834, due
regard was paid to preserving the stability of the
national money. Although in adjusting the ratio
(which is always difficult to do with values that are
never stationary), silver went out of circulation and
gold came in, the change was so gradual that it did
not sensibly affect the monetary standard.
Clearness of definition as to the measure of values
hascharacterized
the monetary legislation of the
UnitedStates down to thetimethatthe
silver
question made its appearance in politics. Even the
civil-war period of specie suspension cannotbe
regarded as an exception
to this rule; the issuance
of the greenbacksdid
notdemonstratethatthe
national sense of honesty was growing weak, for
there was no indefiniteness in the legislation that
put that money intocirculation;theterms
of re-
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demption were plainly stated on the bills themselves,
so that the holder was just as competent to judge
of their character and value as was the government
that issued them. Nobody had occasion to ask, as
is now asked about our silver money: What is the
purpose of the government in reference t oi t ?
Immediateredemption was notthen deemed possible, but all means were used that were practicable
under the stress of civil war to make a stable money.
It was made exchangeable for government bonds
paying six per cent. interest in coin, and this feature
of theAct of 1862 testifies to the honesty of its
framers, and to their intelligent solicitude that the
money should remain in circulation no longer than
the exigency required. Their mistake was in making
the greenbacks a legal tender, though they doubtless believed, as we do not, that this feature would
contribute to promote the stability of the money.
In order properly to compare the Greenback Act
of 1862 with our late silver legislation, we must keep
distinctly in mind thattheact
was passed as a
means of raising money to meet the extraordinary
expenditures of the war. There was no pretence of
making a better money than we already had ; it was
in fact a borrowing act, and was not regarded by its
authors as in any true sense amonetary act, nor
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was there any misunderstanding at home or abroad
as to itscharacterinthat
respect. Nevertheless
this act was the beginningand the source of the
monetary delusions that subsequently took possession of the public mind-delusions which gave us a
Greenback Party, followed in turn by a Silver Party ;
but for this misdirection of the public thought, the
framers of the act cannbt be held responsible ; they
realized fully the imperfect character of the money
they were issuing, and in making it exchangeable
for government bonds they did the best that could
be done to secure its retirement from circulation so
soon as the people should be able t o replace it by a
more stableand
efficient money. Thatit was a
seriousmistake
to make the greenbacks a legal
tender, we need notdoubt, for it could haveno
other effect than to lower the credit of the United
States,andtopromptthe
withdrawal of capital
from the country. W e may well believe that if the
money had rested solely on the credit of the nation,
it would not have declined to thirty-five cents on
the dollar, as it did in July, 1864. The issuance of
mandatory money is in its essence a declaration of
bankruptcy ; how then can it strengthen the borrowing power of a state ?
9

CHAPTER VII.
MANDATORYMONEY

T

AND FREE MONEY.

HERE is no reason to doubt that it

was the

intention of the framers of the Constitution
to withhold from Congress the power of making
paper-money a legal tender ; but in order t o appreciate properly their attitude on this point, we must
try to look upon money through their eyes. They
had
had not the remotest idea that their country
entered upon a stage of civilization that made the
use of paper-money imperative ; i t was therefore not
with any thought
of supplying the people with a
paper-currency that the question was discussed in
the conventionthat framed theFederal Constituof the Contion. It was the borrowingclause
stitution that elicited debate; there was but little
difference of opinion as to the adjustment of the
money clauses ; the coinage and the genera1 regulation of money were reserved t o Congress, and the
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States were prohibited from making anything but
gold and silver a tender in payment of debts.
In the opinion of the Fathersof the Republic coin
was the only money that the people needed ; paper
was but an incident, a make-shift that might be used
to bridge over periods of scarcity of coin ; it was inno
sense regarded as a permanentmedium of exchange.
It was chiefly as a ready means of raising funds for
the State in emergencies that the question of papermoney was discussedby themembers of the Convention, and we must look at it from their standpoint
if wewould understand their action. They doubtless considered it the duty of government to supply
the money and to regulate its value ; had a paper
circulation been contemplated, discussion upon this
point, followed by the embodiment in the Constitution of specific rules for its regulation, would have
been inevitable. What they discussedwas papermoney as a fiscal expedient ; they had already had
experience of paper-money, and they were not only
greatly impressed by the injustice it wrought to
individuals, but had also become convinced that it
closed more avenues of financial resource than it
opened.
Uponthesegrounds
alone, they withheld from
Congress the right to issue paper-money, for it

132

The Natural Law of Money

was that right that

was stricken from the Constitution,-paper-money as they understood it, not as we
understandit.
T o them ‘‘ bills of. credit and
“ paper-money ”
were synonymousterms
which
represented what is known t o us as non-convertible
legal-tender paper, and the mandatory character of
this money was so identified in the public mind with
these terms that it
was not considered safe t o let
the harmless word biZZ‘ stand, lest it might suggest
and lead t o an issuance of such money. Madison’s
suggestion that it might be
“ sufficient t o prohibit
the making the bills a tender received no support ;
another member declared he “ had rather reject the
whole plan [of the Constitution] than to retain the
three words andenzit biZZs.” The exercise of the mandatory power was deemed necessary to regulate the
value of the money, whether paper or metallic ; this
was the political doctrine of that age, accepted by
every government in Europe. The opposition to the
striking out of the words “ and emit bills,” which
gave rise to the debatein the Convention, proceeded
from a reluctance to deprive the new government of
the exercise of a power which was recognized by all
as a legitimate attribute of sovereignty ; as it was
expressed by Mr. Randolph,notwithstandinghis
antipathy to paper-money, he “ could not agree t o
”

”
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strike out the words, as he could not foresee all the
occasions that might arise for the exercise of that
power. Antipathy t o paper-money was the controllingsentiment of the Convention, moved asthe
members were by the injustice it had wrought; if
they had seen that its legal-tender quality was the
poison that produced these evil effects, it is likely
that Mr. Madison’s proposition to retain the word
biZZs, but prohibit the making
them
tender,
a
would have met with approval. In view of the fact
that in their day the right of a state to issue mandatory paper-money was not questioned, no act of
the Fathers of the Republic marks more decisively
their high standard of political virtue than the withholding from Congress the right to issue
such
money.
The erroneous belief that it is a duty of the State
to regulate the value of money is the parent of all
the vicious monetary legislation in the world ; born
of an old superstition that amysterious power of
sovereignty imparted to coin an added value, it has
obstructed the growth of money at every stage of
advancement. Inthe effort to construct a single
moneymoney -standard from twoindependent
metals, the law of natural displacement is ignored,
and the failure to produce the result aimed at, leads
”
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logically to the expulsion of one metal from monetary use, and thus disturbs in both the element of
stability which is so essential. Bi-metallism,monometallism, fiat money, and the notion thatthe
supplying of money is a function of government, are
all the logical outcome of the false premise that the
State can impart value to money. That this delusive doctrine should have been accepted inan age
when it was believed that the king’s touch would
cure disease, is not remarkable ; but that it should
have a host of supporters in this age of steam, of
electricity, and of practical common-sense, is strange
indeed. Why we of the United States, who deny
that divinity doth hedgea king, and who aim to
restore sovereignty to its true source-the people,should still cherish this worn shred of monarchical
prerogative which has nopossible
application of
usefulness, is difficult to explain.
No government has ever yet succeeded in holding
siIver and gold at anyfixed ratio of value ;the efforts
made to accomplish this object have only tended to
disturbnatural relative values, to impair the efficiency of money, and to retard industrial progress.
A fiat monetary law, whether applied to the metals
or to paper, is not in harmony with the genius of our
government, but belongs to the past, when govern-
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ment was rude. “ The laws of a country ought to
be the standard of equity, and calculated to impress
on the minds of the people the moral as well as the
legal obligation of political justice. But tender-laws
of any kind operateto destroymoralityand
to
dissolve by the pretence of law what ought to be
the principle of law to support-reciprocal justice
between’man and man.” There is no more use for
a special law to compel the receiving of money than
there is for one to compel the receiving of wheat or
of cotton. The common law is as adequate for the
enforcement of contracts in the one case as in the
other; nor from the transactions of trade and commerce can one be cited where a legal-tender law is
of the least utility. It holds its place simply from
habitand custom-a custom that would be more
honored in the breach than the observance.
I t must be admitted that, at first sight, the idea
of having one monetary standard rather than two is
beguiling, but a little consideration willshow that
this ideaproceeds directly from the monarchical conception of government, which is paternal, and which
assumes that the people are notquitecompetent
to manage their ownaffairs.
It overlooks natural
differencesin money and ignores a fundamental law
Thomas Paine.
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which requires that, for efficient service, money must
be acceptable to the people using it, and adaptable
t o their occupations. If we would understand the
nature of money, we must get rid of the idea that
mysterious complexities are inherent in it ; we must
realize that it is but an implement of exchange, and
no more sacred than thepound weight or the bushel
measure. These complexities haveso long obscured
the 'real nature and function
of money that they
have come to be regarded by not a few as principles,
whereas they are only obstructions to the
progress
of natural law. What is the Gresham law but a
protest against artificial obstruction ? If there had
been no bi-metallism we should never have heard of
a Gresham law ; if there had been no legal-tender
enactment we should never have heard either of bimetallism or mono-metallism, and when the delusive
idea of regulating the value of money by legal enactment shall be dismissed, we shallhaveheard
the
last of legal tender.
Free-metallism is, therefore, what is needed.
Our
money must be free before it can yield to thenation
its highest measure of productiveness. If the State
of Colorado wants silver money, it i s to the interest
of the other States that she should have it.
If the
South couldhave the free silver she desires, her
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industries would doubtlessgreatly profit thereby.
It is through individual selection, individual enterprise andcompetition,that
we, as a people, now
excel in industrial appliances, and it is only by these
meansthat we shall ever excelin money. Industrial implements vary, and individual opinions may
differ as t o their respectivemerits, butthe final
test of each implement is its adaptability for productiveness, and the necessity to secure the best i s
constantlyfeltbytheindustrial
producer. The
negro has signified his preference for silver dollars
over paper or gold money, and we may be sure his
industry will be stimulated by letting him have the
money of his choice. Silver is the choice of a partially civilized race, which is shown also bythe
Berbers of- Algeria, who, in exchanging at Algiers
notes of the Bank of France, receive and carry t o
their homes in the interior the greatly depreciated
silver in preference to the more portable gold. To
these people bulk is a desideratum ; therefore, silver
is the moneyof their choice and satisfies their sense
of security, which is always essential to the efficiency
ofmoney.Individual
preferences, however mistaken, are not crimes to be punished nor vices to be
prohibited by coercive legislation. They stimulate
enterprise,andwhatevererrors
of judgment they
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may contain, time andexperience will correct. With
free scope and the incentive of profit, the monetary
movement must be forward; it cannot beotherwise.
If wewill look at the silver question from the
standpoint of the natural law of money, we shall find
that it is a mere struggle as to whether silver or gold
shall be the monetary standard of the nation. Professedlybothparties
advocate bi-metallism, but bimetallismis an impossibility ; it assumes that the
two metals can be retained in circulation and held at
a parity by the mandatory authority of the state,
which, as we have seen, cannot be done. In order
to hold them at a parity, the cheaper metal must be
redeemable in the other ; the standard is thus practically reduced to one metal.
Now, asunder bi-metallism onemetal must be
redeemable by the other to hold them at a parity, of
what possible monetary service is the metal that
has to be redeemed ? I t is no longer money ; it is
capital. Paper i s much cheaper, and is preferable to
the displaced metal, for itbetter fulfils the functions of money. It cannot be said that the silver
held by ourgovernment
serves to maintain the
credit of the government’s paper money ; indeed it
is the fear that the paper may be redeemed in silver
that has shaken the public confidence in it. Yielding
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no service, the silver is worse than useless where
it i s ; for it is capital taken from the people,and
thereby withheld from productive industry.
As bi-metallism is impossible, and as redeeming
one metal with the other is a waste of capital, there
remain but two courses to be considered : first, the
adoption of one money-metal to the exclusion of
the other, that is, mono-metallism ; and second, the
repeal of all legal-tender laws, so that both metals
may circulate independently. This latter is the only
way in which the two metals can be brought into
efficient monetary service at the same time in one
country. But, it may be asked, would not this leave
other commodities as well as silver and gold free to
come into monetary use ? It certainly would, but
their use would be governed by the law of displacement, which admits a new money only on condition
thatitis
more efficient thanthat already in use.
Under this natural law, it is no more necessary for
a government to prescribe the kind of money that
shall be used, than it is to prescribe to the housekeeper the use of the lucifer match in place of the
flint and tinder-box, or to the railroad man the use
of steel rails in place of iron, or to the farmer the use
of the plowshare in place of the forked stick.
By a law superior to any that mancan formu-
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late, it has been a condition of industrial. civilization
that noadvance is possible withoutamedium
of
exchange,andthisconditionapplies
to man individually, not t o man in mass, for it is the individual
alone who is competent to supply this medium. A
proposition made recentlyin the Senateof the United
Statesthat
aluminiumshallbemadea
moneymetal by act of Congress, indicates the prevalence
among our people of an unquestioning belief in the
supernatural power of legislation. The idea is simply
utopian, for it is not in the power of Congress t o
legislateanymetal,
except as token-money, into
general monetary use. A new metalmaybe used
locally as money ; but it can come into general circulation only through the same slow process of natural
selection thathasmade
silver and gold the only
money-metals of the civilized world ; it must establish
its superior fitness over one or both of these metals,
and it must have
alarger open market than they
have, in order to excel in stability, which is an
indispensable qualification of a money-metal. Unless
a new metal can stand these tests, itwill not receive
that individualapproval
that will bringit
into
general circulation, and even though it has all the
essentials of asuperiormoney-metal,
i t s establishment must necessarily be of slow growth.

P
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Hence the law of natural displacement is a sufficient bar to useless monetary innovation, and there
is no need for making a money-metal legal tender ;
if it has superior fitness, it will circulate, and ought
t o circulate ; if it has not, the legislation that would
force it into circulation can only act as an obstruction to the introduction of better money.
The movementfor
silver, which seems tobe
favored by a majority of the people of the United
States, isunquestionablybasedupon
anhonest
conviction that the efficiency of our money would
be enhanced by making that metal the standard of
values. As, however, even under bi-metallism there
is really but one standard, it
is impossible to put
this theory t o a practical test except by expelling
gold from the circulation ; we havethereforeno
choice under bi-metallic ruling but to accept one
metal or the other, or repeal all legal-tender legislation andletbothmetals
circulateindependently.
With such freedom the two metals would have an
even chance of proving, through individual selection, their monetary qualifications, and there is not
much doubtastowhat
would thentake placesilver would supply the needs of trade and gold the
needs of commerce ; the more primitive industrial
localities would select silver, while the more advanced
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would retain gold. Speaking generally, the drift of
silver would betowards the industrial Westand
South, and the drift of gold towards the commercial
East.But whatever the movement of the metals
might be, we may be quite sure that
each would
find for itself the employment to which it is best
adapted.
So long as bi-metallism is in force, gold must continue to be thesole monetary standard of the United
States, for the simple but sufficient reason that it is
incompatible with the genius of the American
people to work with inferior implements, and that
for thisnation
silver is, of the two metals, the
inferior monetary implement. In this age of refinement of commercial methods, even gold is found to
be cumbersome, and every expedient
that banker and
merchant can devise is adopted to avoid the necessity of handling it. How foolish it is then to suppose that a money twenty-seven times heavier can,
by legislative enactment, be made to displace that
which has been the nation's standard for fifty-nine
years ! When the natural law of progression shall
be inverted, when men shall seek to increase their
burdens.and
to carry twenty-seven pounds to
accomplish a purpose that onepound willserve,
such legislation may be made effective, but not till

'
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then.Sucha
law mightbe passed andbemade
operative for a time, but trade customs would soon
provethemselvesmorepowerful
than legislative
enactments. It is only bystudyingsomething
of
the industrial forces that are atwork impelling civilization forward that we can be brought t o comprehend the profounder meanings of the Silver movement,than which nogreatpopularuprising
has
ever been more unfortunate in its leadership.
We believe it to be a fair presumption that before
the passage of the Sherman Act in 1890,a majority
of the people of the United Stateshad accepted the
fundamental doctrine of the Silveriteleaders that
“ there is not gold enough in the
world to supply
the money need,” and that there had been still more
general acceptance of the idea that silver, being a
native product, should be made our monetary standard. Whythenhasnotthis
idea been putinto
practice ? Obviously because the leaders of the
movementhavelost
the moralwarrant
of their
leadership. If the twometalshadretained
a marketable ratio of sixteen to one, the experiment of a
silver monetary standard might have
been made with
the very general consentof the people ; b u t as, when
the relativevalue of the twometalschanged, the
leaders
made
no
effort to prevent
injustice
to
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individuals through the change from the gold to a
silver standard,theirsupportnaturally
fell away
from them. In changing thestandardit
was the
duty of these leaders to see that money issued
at a gold valuation should be redeemed at a gold
valuation ; their claim that the change in relative
value had been produced byan advance in gold
if wellratherthanbya
decline insilver,even
founded, did not lessen this obligation, nor were
they relieved from it by their further claim, inconsistent with the first, that free coinage would restore
silver to the standard ratio of sixteen to one of gold.
Of course it is assumed that these leaders understood that the forcible injectment of silver into the
currency would ultimately expel gold from the circulation. Thismonetary
law i s so firmly established, and is so generally understood and accepted,
that it is incredible they wouldseek shelter from
responsibility on the plea of ignorance of its workings. If, on theother hand,their design was to
retain both metals in circulation, as some at least
of them have professed, then their duty was to have
the government definitely and specifically
committed to hold the two metals at a parity by making
the coins interchangeable, not at the option of the
Secretary of the Treasury, butatthe
option of
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the holder. To arbitrarily redeem gold money in
anything b u t gold, is repudiation.
A silver monetary standardwould place the nation
under some disadvantages ; by depriving the higher
departments of industry of the more effective implement, the productive powers of the whole people
would to some extent bedisabled ; but i f the change
from gold t o silver were made, as it might be, without entailing injustice upon individuals, no discredit
could attach to the nation. Capital would not then
have occasion to seek, in other parts of the world,
the protection it is entitled to here : it is not an objection t o silver money that is frighteningcapital
away, but the anticipation that loss of capital will
result from the change of standard. While it is true
that the kind of money used by a nation indicates,
as its other industrial implements do,
the stage of
civilization it has reached, nobody would hesitate to
trade with us because of our silver money, any more
thanthey would if our plows were forked sticks.
Silver is as definite and as comprehensible a money
as gold ; its cumbersomeness and instability would
beourburden,andnotthat
of those who traded
with us. Estimatedbythe
economic intelligence
of our age, our movement would be retrogressive ;
but having shown a sensitive respect for the rights
X0
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of individuals, that general sense of security which
i s indispensable to industrial prosperity, instead of
being weakened by the change, could not fail to be
strengthened by the manifestation of a determined
disposition to be honest in the making of it. Under
such conditions we should doubtless, as anation,
prosper with a silver currency; nor would it bea
backward step from a position of uncertainty as to
which metal is to be the standard ; but as compared .
to having a fixed gold standard, the adoption of a
silver standard would be a backward step... This
being the tendency of the Silver movement under
its present leadership, the question naturally arises,
why should a rich and resourceful nation like ours,
at peace with the wholeworld and foremost in industrial appliances, voluntarily lower its monetary
standard to the level of that of Russia and Mexico ?
The argument of the leaders, that our monetary
embarrassments proceed from a scarcity of gold,
doubtless represents fairly the honest conviction of
the great body of the supporters of the movement.
We fail to understand this movement if we suppose
that it proceeds merely from a desire to protect the
silver-mining industry ; or that it has for its object
the relief, by a dishonest settlement, of the farmer’s
mortgage indebtedness; nor do we realize the
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character of the movement if we imagine it settled by
the repeal of the purchase clause of the Sherman Act.
That a great popular agitation should have endured
for fifteen years, gathering supporters from the two
regularly organized national parties, and threatening
the disruption of both, proves it the possessor of at
least’ two of the elements of political vitality that
give birth t o parties :-a grievance to redress that i s
national in character, and the coherent
principle of
honesty. Withoutthese twoelementsamovement
of such magnitude would be impossible ; it doubtless has also som’e elements of sordid selfishnesswhat popular movement has not ? It may even have
individuals in the ranks of leadership who, for personal gain, wouId not hesitate to betray their country
into the commission of a crime ; but that the rank
and file of the movement, including a majority
of
the leaders, are working for what they believe are
the best interests of the nation, it is no concession to
admit, for it is a logical sequence.
Acknowledging then the honest intent of the Silver movement, we shall be better able to appreciate
its earnestness and force if we will look at the subject from the Silverites’ standpoint, though we cannot agree with them that there is not gold enough in
the world for monetary requirements, and
that, in
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consequence of the supposed scarcity, a gold standard gives to the East a monopolistic power over the
West and South ; nor, that it is because of this supposed advantage that the moneyed interest of the
East is contesting for the gold standard.But
to
reject the views of the Silver party, does not prevent
our perceiving that it has more sincerity in its cornposition than either of the twonationalparties ;
whiIe it has pressed its claims with persistent
courage, both the Democratic and the Republican
party have evaded the issue until the country has
been brought into such distress that compromise or
postponement of action is no longer possible.
It must be acknowledged that the South
and West
have been overtaxed by monopolistic money; but
this chiefly because it is government money. It is
undoubtedly a disadvantage to be forced to use gold
in a locality where silver is more adaptable, and vice
versa ; yet no special advantage can accrue to either
locality from compelling theothertoadoptits
money. As all sections of our country are interdependent, the prosperity of one contributes in some
measure to the prosperity of all ; hence money found
to be most effective in a given locality is the money
that should be used there, and it i s also the money
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that will be used if not arbitrarily interfered with.
With freedom there can be no monopolistic money.
None of the Silveriteleadershas
attemptedto
state specifically in what way the country would be
benefited by the change advocated ; in undertaking
SO serious a work as the adoptionof a new monetary
standard,theseleaders
shouldsubstantiatetheir
claim that gold i s monopolistic money and that
silver is not, and shouldalso clearly define what other
monetaryadvantagesthey
believe to belong to
silver. If instead of a change in the standard of
values they had proposed a change in the standard
of lineal measurement,-as for example to shorten
the yard-stick to twenty inches,-they would have
felt under obligation to state theirreasons for wantingthe change, and t o statethem in termsthat
ordinarily intelligent people could understand. They
are doubtless sensible of the fact that before they
could succeed in changing
the yard measure, they
would have t o show that a yard-stick of thirty-six
inches is not adapted to the arm’s reach, and that c
one of twenty inches would facilitate the measurement of cloths, and thus save time and labor. Why
then have they not clearly demonstrated how time
and labor could be economized and productiveness
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increased by a change in the monetary standard,for that is the essence of the whole question ? If
they had attempted to show this, they would have
found that one is no more susceptible of demonstration than the other, yet both questions are equally
susceptible of practical, common-sense treatment.
If gold money is monopolistic, there should be no
trouble in showing specifically whyit is so, for money
of any kind is not amystery ; it is as much a tangible,
every-day, working implement as the yard-stick.
The truth is that in the popular discussion of the
Silver question, money andcapital
have usually
been treatedasone and the same thing,and the
mystical idea of money has so obscured the general
perception as to prevent the application of the commonest rules of logic tothe subject.Upon
this
idea our whole monetary legislation is based, and
from it has sprung such a crop of complexities and
inconsistencies that it is no wonder people who have
not time to make a special study of the subject cannot realize that the natural law of money is very
simple. But though our people may be behind in
monetary science, they are quick to learn, and now
that popular interest is thoroughly awakened in the
subject, we may look with confidence for a full
solution of the problem. Justice requires that we
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should not forget that a whole generation of education on this subject was lost to the people of the
United States while slavery, and the adjustments
growing out of its abolishment, occupied the forum
of public debate to the exclusion of all other questions. It was during this period of strife and pressing
need of capita1 that our medium of exchange passed
from its natural channels of development into the
control of the national government, where it has
ever since been held in political bondage.

CHAPTER VIII..
THE HOARDING PANIC OF JULY, 1893.

P

ROBABLY most persons who were in the
UnitedStates in the summer of 1893 were
conscious that a great commercial crisis had arrived,
but many of them may not have realized that this
crisis included two distinct panics referrible to quite
different causes. The first of these occurred in May,
the second in July. The May panic was the culmination of a long-continued drain upon the capital of
the country by foreign investors who distrusted our
ability, under existing
legislation, to maintain the
gold standard ; there was no scarcity of money at
the time.
Gold had already disappeared from
general circulation, and was paid out only at the
United States Treasury ; but, notwithstanding the
withdrawal of gold, the money in circulation, had it
possessed the requisite elasticity, would have been
sufficient in quantity to effect all exchanges in all
152
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parts of the country. The July
panic was quite a
different thing; it was occasioned by the hoarding
of paper-money, which reduced the quantityin circulation far below the needs of the people. It is to
this second panic that we wish t o call special attention, because it furnishes, on the one hand, a practical illustration of the inability of a government to
perform properly those functions of banking which
our government has assumed in undertaking t o supply the medium of exchange, and because, on the
other hand, it illustrates the entire
ability of the
people to properly provide such a medium for themselves.
The withdrawal of capital from the country and
of goldfrom the circulation, which preceded the
May panic, were the acts of individuals who foresaw
the disastrous consequences that would follow a suspension of gold payment ; but that the hoarding of
paper-money which brought on the panic of July
was the work of individuals who were ignorant of
monetary principles, is proved by the fact that the
money they hoarded, like a11 the money in general
circulation at the time, was liable t o decline to the
silver basis. Greenbacks are payablein coin, and
coin means either silver or gold ; silver certificates
are payable in silver only ; Treasury notes are pay-
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-ablein either silver or gold ; and national-bank notes
may be redeemed in either greenbacks or Treasury
notes. These four kinds of paper-money, together
with the silver coin in current use, constituted the
entire cirdulating medium when the hoarding began,
and the Secretary of the Treasury could at his discretion have lawfully reduced it all to a silver basis.
This entire volume of currency was substantially
without elasticity ; aside from the four and a half
million dollars' monthlyoutput
required by the
Sherman
Act,
the paper-money could only be
legally expanded by the issuance of notes, to the
full amount of the authorized limit, by such national
banks as had not already their full quota in circulation ; but to so expandit involved a preliminary
outlay of capital by these banks in the purchase of
government bonds, as well asadelay
of from
twenty to thirty days before they could get their
notes from the government ; indeed, many of the
applicants for notes did not receive them until after
the need for themhad passed. The only other
available resource leftopen to the people in this
extreme emergency was the importation of gold;
to make any paper-money was a penal offence.
It should be borne in mind that there is, under
existing laws, a tax of ten per cent. upon every
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form of paper,exceptinggovernmentnotesand
national-bank notes, that may be used as a common
medium of exchange in anypart of the country.
This tax is not levied for revenue, but is intended
t o suppress the issuance of any and all paper-money
not directly authorized by
Congress ; it is, therefore, in no proper sense a tax,-it is a fine.
In attributing the first panic to the withdrawal of
capital from the country, and the
second to thewithdrawal of money from the circulation, it is understood that these
withdrawals were butthe logical
sequences of thatmonetary legislation whichwas
the primaryand sole cause of both panics. The
natura1conditions were all favorable to industrial
growth and prosperity.
The withdrawal of capital from the country had
lowered prices, it had raised the normal interest rate,
it had checked new industrial undertakings, it had,
in short, lowered the productive powers of the nation,
thus compelling individual economy and lessening
the consumption of commodities : but although, in
consequence of the loss of capital, the industry of
the nation could move only on a lower plane of
activity, the industrial organism itselfwas still intact. The hoarding of the currency, on the contrary,
threatened a disruption of this industrial organism,
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because any civilized community deprived of its
medium of exchange, is thereby carried back to
primitive barter. It is no more possible for a people
t o maintain theirindustrial
activities without a
medium of exchange, than it is for a farmer without
farming implements to till the soil and produce
crops.
The hoarding of paper-money doubtless began
some time before its disturbing effects were seriously
felt. Just before theJuly panic, it was noted by
New York city bankers that the volume of current
money in that city was shrinking at the rate of a
million dollars a day, and this startling fact made it
necessary for them to adopt measures to ward off the
danger that threatened them ; for although a bank
may be ever so solvent, it must, under a strict ruling
of our national banking laws, meet its demand obligations in lawful money, or close its doors. Consequently,althoughthishoarding
originated with
persons who were ignorant of monetary principles,
it soon became necessary, as a matterof self-preservation, that banks and persons who perfectly understoodthese
principles, should refrain, as far as
possible, from payingout currency. The savings
banks were not only admonished to increase their
reserve money, but also to keep it in their own
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vaults, thuswithdrawing from current use the money
usually kept by them in commercial banks.
The strainupontheindustrialactivities
of the
nation caused by the hoarding, reached its greatest
tension in the third week of August. Congress had
then been sitting in extra session for about two
weeks, yet, notwithstanding the urgent appeals from
all parts of the country, that bodyhad done nothing
t o relieve the nation from its distress. The repeal,
on the first of November, of the silver-purchase
clause of the Sherman Act, served to allay the public fear of gold suspension, and doubtless somewhat
checked the drain of cap2tal from the country; but
before this repeal was enacted, and while it was still
the general belief that the clause would not be repealed, industries that had suspended
in consequence
of the hoarding, resumed operations solely through
individualaction, and without the least aid from
Congress.
It may be doubted whether any people were ever
placed in a more trying and critical position by false
monetary legislation than were the people of the
United States during the
months of July and August,
1893, and no person at all conversant with monetary
principles, noting what then took place, can fail tQ
be impressed bythepromptitude
with which the
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Americanpeoplemet
the crisis and overcame it.
Withoutany warning or previousindication,
the
mania for hoarding had broken out and had spread
likean epidemic all over thecountry.
Mills and
factories with ample capital and in active operation,
for lack of currentmoneyhad
to shut downand
leave their work-people without employment ; many
perfectlysolventbankshad
to close theirdoors ;
railroad companies could notobtain the necessary
money to pay the wages of their workmen.
Within four weeks after the July panic, the want
of a medium of exchange had reduced the productive
activities of the nation about thirty per cent. This
was made evident by a thirty per cent. reduction in
the sum-total of bank clearings in those cities which
havethe clearing-house system.Thereareeighty
such cities in the United States, and the sum-total
of
the dailybusinesstransacted
throughthebanks
of eachcity is each daybroughtintooneset
of
books, and the rise or fall of this sum-total, in all the
cities, indicates from day to day, with
measurable accuracy, the rise or decline of industrial activity in the
nation at large.
The country was only saved from a much more
serious crash bythe
action of thepeople
who
promptly took into their
own hands the supplying
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of exchange,ignoring the laws that
make such action a penal
offence. Before the hoarded
money had returned to the circulation, mills and factoriesthathadshut
down, startedup again with
a money of their own making, which their employes
were satisfied to take,and which the local storekeepers freely received at its full face value in exchange for goods. To relieve their need of currency,
many banks imported gold at an extra cost ; forty
million dollars were thus imported in August. The
bank clearing-houses in the different cities issued
certificates which were used amongthemselves in
lieu of legal moneyin making theirexchanges. About
forty million dollars, in certificates of five thousand
dollars each, were issued by the New York ClearingHouse ; while in some other cities certificates for as
small a sumas ten dollars were issued,andthese
passed into the current circulation of the localities
where they were issued.
The individual bank-check was, however, the chief
instrumentality of relief in this exigency ; it became
for a time the common medium of exchange, as was.
shown by the fact that legal money was bought and
sold as any commodity might be. As much as four
and a half percent.premium
was paid in checkmoneyfor legal money. Inthese transactions, it
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was noted that the government paper-money some-

times brought half per cent. more than gold coin,
and this circumstance was interpreted by some as
evidence that silver money was preferred to gold,
but it had no significance beyond the fact that the
silver money was paper and the gold was coin. The
paper-money commanded the higher premium only
because it i s more convenient to handle than coin.
The question of quality did notenterintothese
transactions. Whatthe
buyers wanted was anything that could legally perform the function of a
medium of exchange, and they were obliged to pay
a premium to obtain i t because the government, in
its capacity of banker-in-chief, had failed to supply
this medium.
The hoarded currency began to return to the circulation in September,and in October the banks
were amply supplied with legal money and were
paying it out freely. We cannot know t o what
extentthe
extemporized money-such
as bankchecks, clearing-house certificates, pay-rollchecks,
etc.-supplied
the deficiency
occasioned
by the
hoarding of the legal medium of exchange, but we
do know that by the second week of October the
industry of the nation was no longer restricted by
the want of such a medium. The issuance of cer-
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tificates by the New York Clearing-House, which
began in the third week of June, had reached the
sum of $38,280,000 on August zgth, and this was the
largest sum outstanding at any one time, although
there had been a total issue of $41,4go,ooo. The
cancellation of these certificates began in the second
week of September, and the last certificate was cancelled on the first day of November. The date of
issuance of these certificates not only enables us to
fix definitely the duration of the hoarding period,
but also to fix the time at which the strain was
greatest ; this was in August, as i s confirmed by the
fact that the premium on legal money began to be
paid in the second week of August and ceased with
the first week of September.
Under a monetarysystem that would not interfere
with the freedom of metallic money or with the
freedom of banks in the exercise of their legitimate
function of issuing paper-money, and with laws that
would recognize the vital importance of personal
supervision and individual responsibility, this hoarding panic would not have been possible; but under
our present system of government money, we are
constantly exposed to similar experiences. Nor
would this risk be lessened by a change of standard.
Whether silver or gold, or whether both these metals,
11
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formed the standard,government paper-money would
still have all its present defects ; it would still have a
tendency to desert the agricultural districts for the
great cities, where it would stimulate unwholesome
speculation ; it would still be monopolistic, in the
sense that it would confer upon wealth the power to
create a monopoly in money. A few rich men, by
withdrawing money from the circulation and locking
it up, can break prices and embarrass legitimate trade,
thus producing conditions in a given locality similar
to those produced by the hoarder in the nation at
large.
of
During the greenback period, thismethod
manipulating the New York stock market was so
commonly practised thatit came to be regarded
almostasalegitimate
occupation. A clique of
moneyed men would sell a long line of securities,
then put away the greenbacks received for them,
and having by this means broken the market, they
would buy back their securities at the reduced rates,
-a transaction made possible by the lack of elasticity inherent in government paper-money.
Money is so important a factor in the creation of.
wealth that until w e can have a paper currency with
sufficient elasticity, not only to respond promptly to
legitimate demands in every section of the country,
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b u t to return to i t s issuers for redemption when that
demand shall cease, we can neither know what the
productive powers of the nation are, nor can they
be developed to tlieir fullest extent ; but we shall
never have such a currency so long as the national
government continues to exercise the function it
has assumed of supplying the common medium of
exchange.
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