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HE American money market
passed through conditions on
the bursting of the European
war-cloud such as have never

besn paralleled m financial history.
Thers have besn other grest crises
In money and credit, but never before
mince the modern .extension of in-
Bfu!try and the close inter-relation of
@ifferent markets, has there ‘come &
orisis in- which none of the nations
svhich are finenclally strong was able
to help any other, and in which the
ptrain of a violent crash in the mar-
kst for gecurities fell with such
czushing forcs upon the United
States.

Commeroe and finance were gravely
fruterrupted during the Napoleonic
wars, more than &a century ago;
but international commerce was then
a drop in the bucket to what
£t i=s today, and the international
market for securtties was hardly in
existence. In an ordinary crisis,
when the nations are at peace, such
as the crisis of 1907, the financial
powers of other nations are prompt
to go to the aid of the market in
@iztress. London has forwarded gold
to New York; France has discounted
English bills in order to place gold
at the command of London, and even
Russia hes lent gold upon French
mscurities to prevent a crisis in the
Prris markets.

All these familiar features of co-
aperation in time of peace broke
down under the menace of universal
war. HEngland could give America no
halp Wwhen her debtors on the Conti-
nent were unable to forward gold to
meat their maturing bills: France was
helpless to extend aid abroad when
her own people were hoarding all
the gold they could withdraw from
circulation and filling the narrow
pessages of the Rue la Vrillidre in
& long queue seeking to change the
notes of the Bank of France for the
precions yellow metal. Germany, fac-
ing the greatest military and financial
prisis of her career, could not if she
would, and would not if she could,
aid other markets with a gold reserve
iess than half that of the Bank of
Pyance, and with the great powers
of Europe massing their armies on
ell her frontiers.

Under such conditions, it 1s not
warprising that European owners of
foretgn securities began to throw them
over In order to strengthen their
resouroes in free cash and be pre-
pared for the worst. This silent liqui-
dation by bankers familiar with the
gocrets of European cabinets had been
going on for many weeks before the
tarrent of returning securities became
& torrent. The American market,
unsble to find the capital or credit
> pay for its longtime loans in such
& summary manner, saw quotations
on the Btock Exchange drop by points
st a time, without any reason in the
pondition of American industries to
fastify it. On the eve of actual war,
moreover, it became evident that the
predits of American bankers in Rurope
would be curtailed or withdrawn and
that the only means of paying flor such
pecurtties a8 were taken back was by
ths export of gold.

Then came the interruption to
ooean transportation by the fear of
cepture of ships and thelr cargoes on
the high -seas, and the selzure of
vessels for Government use. Rates
for the insurance of gold shipments
bdeocams prohibitive under the threat
af capture at sea, and for a few
days remittances from New York to
Europe, even in small sums, came
almont to a standstill. The man who
ewed £10 In London and expected to
buy a draft for the amount with
about $4890 In American money,
found only & few bankers willing to
deal With him even on such terms as
#55 or even $60.

Resotute Steps of the Treasury and
the Bankers.

3t ta to the credft of American
Banks and the administration of the
Dnited Btates Treasury that these
ponditions were met with a prompt-
pees and onergy which nipped panie
In the dud, and restored sanity and
perenity to American markets. With-
In & week from the violent break in
Btock Exchange prices which occur-
red on Thursday, July 80, thess
measures were taken to avert dis-
pster and provids en adequate cur-
gy supplyt
Priday, July 31.—The New York Stock
3xchangs closed, promptly followed by
/e clostng of all other Important stock
In the country.
Saturday, Aug. L.—The Treasury De-
ent mads shipments of new cur-
» already prepared under the
larich-Vryeeland law of 1508, to the
ticnal banks of New York, and an-
oed that under the law $3500,000,000
d be available for this purpose.
Sundey, Aug. 2.—~The Becretary of
s Treasury, Mr. McAdoo, appeared in
Jlew Yoek, and at a long conference at
the Vanderbflt Hotel with leading bank-
g8 agresd upon important amendments
to Hbernlize the Aldrich-Vreeland law
#nd to co-operate in every proper way
o check the needless outflow of gold.
Monday, Aug. 8.—The New York
Cleartng House Committes decided to
permtt the Issue of Clearing House cer-
tificates oy the New York banks and
go make “ available in payment of bal-
snces gll forms of currency issued un-
der suthority of the National Govern-
ment.” ~
Tuesday, Aug. 4.—President Wilson,
Buring the evening, signed a bill agreed
0 by the two houses of Congress,
smending the Aldrich-Vreeland. law of
1908 so es to permit the issue of addi-
fionel currency to the amcunt of more
than $2,000,000,000 if required.
Thursday, Aug. 6.—The Hon. Charles
B. Hamlin, Assistant Secretary of the
Tressury, announced that up to noon
spplications from New York banks for
$50,824,850 in the new currency had been
mpproved and $38,780,000 had been act-
gally issued to twenty-six banks,

| A Qold Stock Like Gibraltar.
' The crisis of 1907 taught American

bankers some important lessons. The

crisis of 1914 found the United States
fn a stronger position than ever b
fore in her financial history to meet
the. strain. Even on the Stock Ex-
changes the Lliq,uida.tion due to- busi=

Compelled to Meet Alone the Torrent of Foreign Selling of Our Securi-

ties and the Pressure for Gold—Strength of Our Gold Resources—
Fffect of the New Currency Law in Checking the Loss of Gold.

ness wuncertainty and to the war
cloud In Burope left a comparatively
small number of weakly margined
accounts to be thrown over under
the relentless pressure of falling
prices. The total gold stock of the
country was more than §1,600,000,-
000. The condition of the Treasury
was vastly different from that of
1895, when it was necessary to make
a contract with the Morgans and
Rothschilds to obtain gold abroad to
replenish the legal tender reserve and
prevent the suspension of specie pay-
ments. Such a device as was then
adopted—a pool among the exchange
houses to maintain high rates for ex-
change and prevent exports—would
have been futile under the conditions
of this year.

Fortunately the United States was
in a position where she could afford
to lose twice as much .gold as was
involved in the Morgan-Rothschild
contract of 1895 and hardly feel the
effect. The pressure for the yellow
metal did not fall, as In previous
crises, upon the legal reserve, which
was fixed at $150,000,000 by the gold
standard law of March 4, 1900, but
fell alrnost entirely upon private gold
holdings which were represented by
certificates of deposit issued by the
Treasury. Between April 30 and
August 6, the amount of gold cer-
tificates outstanding fell from §$1,158,-
997,869 to $999,587,869.

This loss of $159,000,000 would have
had appalling results if it had oc-
curred in any of the years from 1895
to 1899, when the net amount of gold
certificates outstanding was less than
$45,000,000. In default of this great
fund of private gold, the storm would
have broken upon the Treasury re-
setve fund of $150,000,000; but the
Treasury can afford to stand by with
comparative {indifference while the
outstanding volume of gold certifi-
cates is reduced, because such a loss
of gold does mnot reduce the legal
tender reserve nor the fund of “ free
gold ” in the Treasury cash.

The legal reserve of $150,000,000 es-
tablished by the gold standard law of
1900 has not been reduced below this
legal minimum for a single day since it
was established. When greenbacks
come In for redemption, in the ordi-
nary course of business, they ara re-
deemed first from the gold standard
fund, but are then promptly paid into
the general fund of the Treasury in
exchange for the *“free gold,” which
has always been thers in considerable
amounts since the liw of 1900 took ef-
fect. This fund of * free gold,” wheth-
er in the form of certificates which
the Treasury has the option of cancel-
ing in exchange for coin or in the
form of coin itself, forms an outpost

of defense to the gold reserve proper,
possessing much of the resisting pow-
er, in case of attack, of the Belgian
Army which checked the German ad-

vance upon the French frontier by
way of Liege. The amount of * free
gold ” 1n the Treasury cash on Aug. 6
stood at more than $125,000,000. It

was Increased rather than diminished
during July ,by reason of the heavy
payments on account of the income
tax. Under these conditions the Treas-

ury has remained practically immune
from any run upon Its own gold, and
the reduction in the volume of out-
standing gold certificates has had no
effect upon the gold standard reserve
or the “free gold” in the ourrent
cash.

Why New Currency Was Needed.

‘Why should Hurope’s troubles create
the necessity for large 1ssues of new
currency in the United States?

The answer is twofold: First, to sup-
ply the void left by the export of gold;
secondly, to protect the gold which Is
left against further foreign ralds. It
was not fear for the soundness of
American finance nor pressure for ad-
ditlonel credit at home which brought
Secretary McAdoo to New York on the
Saturday after the closing of the Stock
Exchange. It was the fact that Eu-
rope had been dipping her arm up to
the elbow in the only stock of free
gold left in the world, and that some
defensive measures should, If possi-
ble, be devised. One of these meas-
ures was the issue of clearing house
certificates for the settlement of bal-
ances between the banks in New York.
The other was the Issue of currency
under the Al/dr!ch -Vreeland law of
1908.

The law of May 30, 1908, passed un-
der the sobering influence of the panic
of 1907, provided for the formation of
currency assoclations by banks for the
issue of bank notes based upon com-
mercial assets. This law would have
expired on May 30, 1914, if it had not
been extended for another thirteen
months by the forethought of Senator
Owen, Chairman of the Senate Com-
mittee on Finance, in giving final
form to the new Federal Reserve law
of Dec. 23, 1913. The mechaniam pro-
vided by the Federal Reserve law itself
had not yet been put in working or-
der, because of the long contest over
several of the nominees of the Presi-
dent for membership on the Federal,
Reserve Board. It was as well, per-
haps, that the hurricane of foreign
liquidation and pressure for gold did
not. break upon the banks during the
period of transition from the old sys-
tem to the new. It was possible to
meet the fear of deficlency in the cur-
rency supply and the impalrment of
bank reserves under the provisfon of
the Aldrich-Vreeland law, which was
promptly amended in several particu-
lars to make the process of rellef more
complete and less costly.

While Congreas has authorized the
{assue of notes under the law to the
amount of 125 per cent. of the capital
and surplus of national banks, which
would amount to more than $2,000,-
000,000, there is no indication that any
part of this great sum will be used for
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the purpose of expanding loans or in-
flating the circulation. The notes are
belng taken out by the New York
banks in order to enable them to re-
tain their gold and restore their ra-
serves. With this objact, they pay out
the new notes to meet demands for
currency, while retaining the gold in
their vauits. In a sense, the new notes
merely take the place of the exports
of gold to the amount of $130,000,000,
which have taken place during the
Spring and Summer.

The pressure of monetary stringency
always falls upon the banks of New
York because New York is the centre
of dealings inm forelgn exchange. A
single trust company there deals In &
larger volume of exchange than the
entire export trade of the United
States. Hence, upon the New York
banks fell the demand for gold for ex-
port, with the result of geduclng in a
correspon{ing degree the reserve of 25
per cent. which they ares required to
hold against their deposit labilities.
These reserves, which stood for the
week of July 26 at $4686,577,000, were
reduced on Aug. 1 to $444,436,000,
and on Aug. 8 to $386,583,000, falliing
on the latter date $43,116,000 below
the legal requirement. The effect of
the issue of .Aldrich-Vreeland notes
by these banks will be to enable them
to retain the legal tender monay
which comes in to them in the or-
dinary course of business, and there-
by to restore their reserves, instead
of being called upon to impair them
by constant payments of gold and
United States notes for ordinary cur-
rency purposes.

In some respects the authority for
the issue of notes under the new law
is precautionary rather than a matter
of immediate necessity. It removes
the motive for hoarding currency by
making it clear that currency can al-
ways be had for good assets. In this
direction it supplies the banks with
a means of meeting the legitimate de-
mands of their clients for moving the
wheat and cotton crops without reduc-
ing their reserves in gold and other
legal tender money. It Is not proba-
ble that more than a few hundred
milllons of the new currency will be
issued at most; but the fact that it
can be had, and had promptly, affords
insurance agalnst the needless calling
of loans, the hoarding of currency,
monetary panic, and suspension of
currency payments.

Can the Crops Be Moved and Paid
For?

One of the most important prob-
lems arising from the war is the
stoppage of ocean traffic and the
breakdown in foreign exchange. Com-
mercial vessels of the belligerent pow-
ers are liable to capture at sea, and
gold cannot be shipped in elther di-
rection except at insurance rates
which are so high as to be prohibi-
tive. The question of sghipping will
probably be solved in part by the con-
tending powers themselves, who will
be In more desperate need of Amer-
ican food products than America will
be of finding a market for them. Al-
ready there is talk that the Govern-
ments of Great Britain and Belgium
will insure shipments of grain, or, in
other words, will themselves assume
the loss in case of capture.

The breakdown in foreign exchange
seemed for a few days after the out-
break of war to be more complete than
at any time since the beginning of the
ere. of steamships and ocean cabling.
Many’ American houses had sold bilis
of exchange * ghort” before the panic
became acute, with the expectation of
“ covering " by the purchase of grain
and cotton bills coming into the mar-
ket fn the Autumn. Others had sold
exchange against intended shipments
of gold which could no longer be made
when the metal was exposed to selzure
by hostile cruisers. In the meantime,
securities wers on their way from
Rurope running up into the tens of
millions of dollars, which had been
sold in advance on the New 'York
Stock Exchange, and which had de-
mand drafts attached to them, to be
ocollected upon the AQelivery of the
securities. For a moment, it geemed
almost as {f a moratorium would bs
necessary in such transactions. L.ead-
ing banking Institutions refused to
buy even smasall drafts on Europe or
to sell exchange at any price.

Such a situation, however, could not
long resist the ingenulty of American
financiers nor the far-sighted polioy
of FPuropean bankers. The same
house which had come to the rescue
of the Treasury in 1895, by the bond
syndicate contract, Messts. J. P. Mor-
gan & Co., announced on Thursday
morning, Aug. 6, that they had made
an arrangement with the French Gov-
ernment by which obligations due in
Paris to New York could be oleared
agalnst those due in New TYork to
Parie. The French Government de-
posited with the Morgan house In,
Paris the sum of $6,000,000, half of
which was In gold, and which was
placed to the credit of the French
Ambassador in Washington. This en-
abled the Ambassador to pay for sup-
plies tor the French Army, so far as
they were not contraband of war, by
drawing against the fund In Paris
and thereby enabling the Morgan
house to apply an equal amount to
the payment of obligations due by
Fronchmen to Americans at home.
It was intlmated that this fund of
$6,000,000 was only a beginning and
that it would be replenished from time
to time at Paris by the French Gov-
ernment as it was drawn down by
drafts in America.

Thus by ‘the promptness and energy
of the banking community and the as-
sistance of the Treasury Department,
the American market has besn pro-
tected from serious harm, safeguards
have been thrown around the gold
stock of the country, and steps are be-
ing taken to reopen the channels of
communication with our largest for-
eign customers, whose need for Amer-
fcan food products and other articles
is ikely to be intensified by the wasto
of thelr oW saergles in 3@



