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No contraction. Contraction of the plain legal tenders, even at the rate now authorized
by law ({dollar}4,000,000 a month) is likely to work mischief. [Washington, D. C.?
1866?].

NO CONTRACTION.

Contraction of the plain legal tenders, even at the rate now authorized by law ($4,000,000 a month)
is likely to work mischief.

1. Because there is no proof of there being any too much lawful money to enable the business of the
country to move smoothly and the banks to keep up proper reserves and prompt redemptions. On
the contrary, there has been at times the past year a scarcity at certain points that threatened to put
legal tender notes at a premium above bank notes.

2. Because contraction will be constantly making the quantity of legal tender notes less and less in
proportion to the quantity of bank notes; tending to make the legal tender notes, as they become
scarcer, more valuable in popular estimation in comparison with bank notes; and leading, as the
process goes on, to hoarding of the legal tender notes by the people, to a possible premium on the
legal tender notes and a consequent withdrawal of deposites, and not improbably, to panics and
runs upon the banks.

3. Because in 1867 and 1868 $150,000,000 of legal tender compound interest notes will come due
and be withdrawn, and as these are largely held by the banks as reserves, this will, in itself, be an
important contraction.

Specie payments will, at some time or other, and in some way or other, be resumed. No irredeemable
paper money system can last. All financial history proves this.

The interest of the banks is, that the legal tender notes shall not be contracted. On the other hand,
the National Bank system will never be safe nor firmly established until we again pay specie. The
interest of the banks is to have specie payments resumed, provided it can be brought about without
contraction.

The present condition of the banks, all over the country, is not a weak one. Their reserve of legal
tender notes seems to be sufficient, as compared with their obligations. If these legal tender notes,
now held by the banks, were all gold, the banks would to-day, be in a sound condition as specie
paying banks. If, then, the Government can, without contracting their quantity , convert these legal
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tender notes into gold, the banks thereby become specie paying banks without contracting their own
business one dollar; without any effort, without any risk.

The Government can do this if it will.

The Government has now afloat $380,000,000 of legal tender notes. How can we make these
equivalent to gold? Mere contraction will not do it. For when only half that amount of legal tender
notes had been issued they were not equal to gold. Contraction is likely to inflict distress and expose
us to panics, and then fail in the object for which the distress was inflicted. Contraction may, through
general distress, lessen confidence to such an extent as to make the paper money worth less,
although there be less of it out.

The Government has a revenue in gold of, say $150,000,000 a year. It has to pay in gold every year,
for interest, $80,000,000. There remains a surplus of gold revenue of $70,000,000 a year.

Whenever the Government can save up half as much gold as it has legal tender notes out, all the
legal tender notes will be equal to gold. For if the banks, with a reserve of twenty-five per cent. of
legal tender notes, can keep their notes equivalent to legal tenders, surely the Government, with a
reserve of fifty per cent. in gold, can keep its notes equivalent to gold.

If, then, the Treasury had half as much gold on hand as it has legal tender notes in circulation, the
legal tender notes could be kept at par with specie, provided the gold was specifically appropriated as a
reserve against the notes . In such case all the legal tender notes lying in the vaults of the banks would
be turned into gold. In such case, too, no one would ask of the banks anything but legal tender
notes; nor, the notes being a lawful tender, could anything else be demanded of them. If our banks
are now ready to pay legal tenders, they would be equally ready to do so then, without any change in
their business . They would thus become specie-paying banks without contracting their own business
one dollar .

The Government has now on hand about $75,000,000 specie. It has accumulated this since last June.
No one has felt any inconvenience from it. It has not made money scarce, nor raised the price of
gold. Gold was higher last June, when the Treasury had little or no coin in hand, than it has been
since, under the accumulation of gold. Keeping gold in the Treasury, it is proved, does not make
money scarce. Selling gold, and taking in greenbacks, invariably makes money scarce.

Think whether it be not the interest of the banks to have this question disposed of at once and
forever by appropriate legislation , so as not to leave it to the discretion of any one; by a law to this
effect:
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1. Repeal the laws for contracting the legal tender currency.

2. Forbid the issuing, at present, of any more gold-bearing bonds; because the gold interest eats up
the gold revenue.

3. Appropriate by law all the surplus gold revenue, beyond what is needed to pay interest, to a fund to
be kept in the Treasury for the future (not immediate) redemption of the legal tender notes.

The gold must be appropriated by law to this specific purpose, for otherwise the people cannot know
what is going to be done with it, whether it is really to be kept as a reserve against the notes or may
suddenly some day be sold. In this uncertainty the gold in the Treasury does not have its just and
full effect in imparting credit to and raising the value of the legal tender notes; or, in other words, in
putting down the price of gold. When you make greenbacks worth more in gold, you clearly make
gold worth less in greenbacks.

The advantages of this method are:

1. No contraction of the legal tender currency.

2. No contraction of the business of the banks.

3. No scarcity of money.

4. The present state of doubt and uncertainty would be done away with, and business of all kinds be
free to go on actively and with confidence.

5. When the legal tender notes are (without contraction) raised up to the value of specie, the
Government will be, practically, specie paying on all its contracts, and Government securities will
be worth as much in gold as they now are in paper; for the paper money in which the value of
Government securities is measured, will be just as abundant as now and will be equal to gold.
Five-twenty bonds, now worth less than eighty cents in gold, will then be worth at least par in
gold. Twenty per cent. will be added to the value of the Government securities held by the banks,
and twenty per cent. to their negotiable value abroad; which, on the whole debt, amounts to
$500,000,000 of additional strength.

One more year of such revenue from imports as we had last year, to wit, $180,000,000, would, after
deducting $80,000,000 for the year's interest, leave $100,000,000 more gold in the Treasury than
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there is now, making $175,000,000. This would accomplish the whole thing. The whole work would
be done at the Custom-House, without pinching the business of the country.

If this process should, at times, make gold a little scarce in New York, that would trouble no one,
except the few who pay duties, and would simply oblige them to bring in from time to time from
abroad, what additional gold they needed, importing so much less of other goods, or would prevent
the gold we ourselves produce every year from being exported. It would not raise the price of gold,
as has already been proved; for last summer gold was, at one time, so scarce in New York that one
per cent. per day was paid for borrowing it, and the Custom-House was then taking in $500,000 a
day: at this very time gold did not rise in price; it fell.

Examine this well: and if you agree with its conclusions, urge Congress to have these things done
this winter , and so put an end to this troublesome question, which, so long as it is open, exposes the
banks and the business of the country to danger.

It is a mistake to suppose that resuming specie payments, provided it is brought about in the way here
suggested , will give any shock to the banks, or require them to narrow their business to meet it; they
can keep up their full volume of business, while the legal tender notes lying in their vaults are being
quietly turned into the equivalent of specie.

It is a mistake to suppose that any share of the responsibility of resuming specie payments rests
upon the banks, or that they have to do anything, by contraction or otherwise, towards it. The
Government has simply to make its own notes (the legal tender notes) equivalent to specie and the
work is done.

It is a mistake to suppose that Government can do this by merely withdrawing these legal tender
notes from circulation; it must also provide gold. If it took in all its notes and provided nothing in
their place, that would not produce specie payments; it would simply leave us without any lawful
money at all. To take away even bad money, unless at the same time good money is provided in its
place, is simply ruin and confusion.

It is full time that some permanent financial policy were adopted, and that policy made known not
only to officials but to the whole business community. To this end the policy must not be regulated
at the discretion of any one; it must be defined by law.

Steadiness and confidence are essential to the prosperity of business and industry. A policy, which,
like this, does not make money scarce, does nothing to impair confidence; on the contrary, as, while
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leaving our money as abundant as before, it is every day making that money of more intrinsic value,
it will impart both steadiness and confidence.

No matter about funding the 7-30 notes. None of them come due till next August. By that time the
Treasury will be so rich in gold, and the credit of our stocks so high, that holders of the notes will
eagerly accept the 5-20s. If they demand payment, a new loan on 7-30s. can be easily negotiated.
By issuing no more 5-20s till next August, the first interest on which will not be due till six months
thereafter, our gold revenue will be free of any fresh drafts on it for a year from this. If, however,
we are afraid to let the notes come due, fund them in bonds bearing currency interest , and so save
our gold revenue. To do any good by funding, they must not be funded by driblets, but all at once,
promptly. To effect this, we must offer something more advantageous than the holders can now
claim. Offer 10-year bonds with currency interest of 7 3-10. With the prospect of currency becoming
specie, these would be better than 5-20s, and would take up all the 7-30s in 60 days. It may seem a
high rate of interest, but if we have fears, we must pay to get rid of our fears.


