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Bankings Paper Curtain
Bankers have been doing a good bit of homework lately. They have 
been wrestling with the problem of what methods and machines to use 
in day-to-day operations. This is not a new problem, of course. For two 
decades operating costs have almost matched the rise in bank earnings. 
Bankers, therefore, have had to adopt more efficient procedures and try 
out new equipment to relieve the squeeze on profits.

District bankers are studying the feasibility of new and powerful 
equipment that could revolutionize traditional bank accounting, and 
this is the real reason for the midnight oil. They have been listening 
to the growing number of people who think the second half of this 
century will be recorded as the “age of the computer.” Advocates of 
bank “automation,” a word that has not yet found its way into Webster’s 
Unabridged, point to the computer and its blood relatives as the foil 
to the rise in costs and the growing volume of paper that bankers 
must handle.

The potential of this equipment is so important that this Bank re
cently conducted a comprehensive survey to determine bankers’ plans 
in this area. We asked commercial banks in the District several ques
tions about equipment and procedures now in use and plans for them 
in the future. Over 82  percent of the banks returned our questionnaire. 
We obtained information not only from this excellent response but also 
from personal visits to many of the larger banks.
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Sizing Up the Problem
Bankers tell us that growth in the types of bank services 
that involve frequent entries, especially instalment loans, 
have contributed significantly to the rise in bank costs. 
Almost to a man, however, they feel that the most im
mediate problem lies in demand deposit accounting. Each 
year bank customers write more and more checks and 
each year banks gain depositors. Activity in checking 
accounts is phenomenal, amounting to $24 8  billion at 
District commercial banks in 1960 . Depositors wrote 1.3 
billion checks in that year. These checks, placed end to 
end, would span 1 3 4 ,8 2 8  miles, enough to circle the 
Sixth District 45 times. Add to this figure the millions of 
checks drawn on other banks and you can see the moun
tains of paper banks must handle.

Each check in the deluge must be handled several 
times. First, checks drawn on other banks must be sepa
rated and sent to those banks for collection. Frequently 
this involves further sorting, listing, and processing. The 
remaining checks, representing those written by depositors 
at the bank— called “on us” checks— are usually sorted 
further before being posted to the depositors’ accounts. It 
is this multiple handling of each check combined with an 
increasing number of checks that has given bank opera

tions men grey hair.
After they are sorted, checks must be deducted from 

the accounts on which they are written. Similarly, deposits 
must be added. Bankers have progressed a long way from 
the days of green visors and quills, but the posting opera
tion is still laborious. Most of the District’s commercial 
banks still use conventional bookkeeping machines to 
some degree to update depositors’ accounts. These ma
chines, a blend of typewriter and adding machine, require 
an operator to key in the amount of the old balance and 
of each check or deposit to update the account. A few of 
the smaller banks report that they post to the accounts 
manually. Many banks, especially the larger ones, have 
thrown fresh troops into the paper tussle— machines 
known as “tronics.” Bankers tell us that these machines 
post at rates up to twice as fast as conventional machines. 
In addition, they are able to verify that the correct account 
is being posted, as well as to update the ledger auto
matically.

Some District bankers seem content with the present 
equipment, but many feel that even the newer “tronics” 
will be clogged by checks in a short time. Some of them 
feel that the paper barrier will not be pierced until auto
matic machines take over the entire job of sorting, rout
ing, and posting checks. Spurred by the claims of advo
cates of these machines, many bankers are doing some 
hard thinking, but at the moment are wary of jumping 
into the race for new machines.

Accounting by Electrical Impulse

What is the new equipment, and why do some refer to 
its use as bank automation? Two pieces of machinery form 
the core of a new and revolutionary means of handling 
checks and of processing data. One of these is the elec
tronic computer, a mass of tubes, transistors, and blinking 
lights. Although commonly referred to as an electronic

“brain,” this computer is no great shakes at “thinking.” 
About all it can do is add and subtract.

This machine, however, has two claims to fame. First 
is its blinding speed— even a smaller one can perform 
several hundred thousands of separate subtractions in one 
second, for instance. Second is its ability to make certain 
decisions on its own hook after it has been given instruc
tions, that is, after it has been programmed. For example, 
it can choose alternative A if one number is smaller than 
another and alternative B if it is greater. This elementary 
reasoning, together with lightning speed, enables the com
puter to control the operation of other machines, which 
is really what automation is.

The other piece of hardware that has caught bankers’ 
eyes is somewhat more understandable, but in many ways 
is just as radical as the computer in terms of the impact 
on traditional methods of banking. This machine is the 
electronic sorter, which can deal a package of checks 
into as many as eighteen separate piles at the rate of 7 5 0  
to over 1 ,5 0 0  a minute. Since it would take over 35 clerks 
using conventional proof machines to do the same job, it 
is no wonder that this device has attracted attention.

There are tricks behind most feats of magic, and 
there’s a trick behind this one too. Before the sorter can 
place the checks in the necessary groups, certain informa
tion must be coded in a special type face at the bottom 
of the check. The ink used for this must be a special 
kind that can be magnetized as the check passes through 
the sorter.

If each check had the routing symbol of the bank on 
which it is drawn printed in magnetic ink and if, in addi
tion, the account number of the drawer and the dollar 
amount of the check were so encoded, then we would 
have a banker’s dream. It would be possible for the 
sorter to separate the “on us” checks from the “foreign” 
ones. The sorter could further group the checks drawn 
on other banks and even provide a listing of the amount 
of each of the checks, thus automatically preparing the 
“cash letter.” The checks drawn on the bank itself could 
then be passed through the sorter and read directly into 
the computer. The computer could post them to the de
positors’ accounts, which would be kept in the form of 
magnetic tape or disc file.

Automation in Every Bank?
Does this sound like something out of science fiction? 
Maybe, but computer-sorter combinations are already 
being used at several banks around the country. A few 
of the medium-sized and large banks in this District have 
either a sorter or a computer in operation, but none as 
yet have both.

The trend toward computers and magnetic ink sorters 
has not approached a stampede in the District, but a 
giant step has been taken by several banks. Six banks 
already have low-powered computers at work posting to 
special and regular checking accounts and handling instal
ment loans. In addition, three other banks have magnetic 
ink sorters in operation sorting checks drawn on them to 
facilitate posting.

Even more impressive is the number of banks that have 
placed orders for automatic equipment. Six District banks
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have ordered computers and the same number, electronic 
sorters. When this equipment is delivered there will be 
eleven banks with both sorters and computers in opera
tion, five banks with a sorter only, and one bank with a 
computer only.

Are computers and sorters destined to become a 
familiar sight in banks around the District? According to 
our survey, this is not likely in the near future. Ninety- 
four percent of the banks, including almost all the small 
ones, said such machinery is so expensive that it is out 
of the question for them.

Over two-thirds of the small group of banks with de
posits of $50 million and over thought automatic equip
ment was practical for banks of their size. But only 
eighteen percent of the banks with deposits in the $ 10- 
million to $50-million range thought automation was 
practical. Even if all the banks that consider their volume 
large enough to justify a computer-sorter combination 
decided to proceed, therefore, only about 77 banks would 
be involved out of about 1,300. Additional banks, how
ever, may benefit from this equipment by sharing with 
other users.

If, by their own admission, such equipment is feasible 
for these 77 banks, why have so few of them placed 
orders for equipment? It may be because bankers are 
practical-minded persons with an added dash of con
servatism. Many of them say it is not that they aren’t 
going this route. To the contrary, evidence points to this 
as a thing of the future, but they have many months, 
possibly years, of work ahead just to get ready.

Preliminary Problems
Bankers at the larger banks can tick off many preliminary 
problems. First of all, before a magnetic ink sorter and 
computer can team up in check handling and account 
posting, an efficient system of account numbering is neces
sary. If done from scratch, or if a major revision is neces
sary, this in itself is a Herculean task. What system should 
be used? Straight numeric, wherein Mr. Aaron might 
have the last number, or alpha-numeric, wherein accounts 
are retained in alphabetical sequence? Any system has its 
drawbacks, as bankers can testify!

Then there is the question of the form in which deposit 
ledgers are kept. Top management at some banks insist 
that a “hard copy” ledger similar to the standard one is 
required. They abhor the thought of having to rely on 
magnetized dots on a reel of tape. Others point to the 
added speed possible when deposit records are stored on 
tape or disc and endorse the idea of accounting by 
electrical impulse. Since the form of the final record has 
a bearing on equipment, this tug of war must be recon
ciled before a specific order can be placed.

Finally, there’s the question of preprinting their cus
tomers’ checks. This is a seemingly simple task, but should 
it be done on the premises or through an outside printer? 
Can local printers adhere to the close tolerances required 
of such printing? Then there is the question of checks the 
bank does not supply—company accounts and the like— 
which will have to be redesigned.

Some bankers feel that they have other expensive equip
ment that has not been fully exploited. This is especially

true of the “tronics” bookkeeping machines, which are 
modern in every sense. Having to dispose of them be
fore they are amortized can be a deterrent in the purchase 
of new equipment, particularly if another manufacturer’s 
equipment is being considered. Besides, reputations were 
laid on the line when the “tronics” were purchased, and 
the persons involved are understandably anxious to give 
them a chance.

Despite the hesitation to place immediate orders, one 
cannot fail to be impressed with the headway banks have 
made in their decision to put these marvels of science to 
work in the mundane affairs of banking. Although only a 
small percentage of banks have ordered automatic equip
ment, they hold one demand deposit account in every ten 
in the District and account for 15 percent of total de
posits.

Impact on District Banking
What do the magnetic ink sorter and electronic computer 
portend for the future of banking? Will this equipment 
knock down banking costs and thus contribute to bank 
profits? Will other banks be forced to join the parade once 
their competitors are reaping the benefits of automation?

The proponents of automation have never claimed that 
bank costs will go down. Banks that have placed com
puters in limited operation say that they have not as yet 
been able to reduce clerical help. Through the use of this 
high-speed equipment, however, they hope they can stop 
an unlimited rise in the number of employees and in costs 
and thus cut through the paper curtain that threatens to 
stifle bank operations. Over a longer period, therefore, 
bank costs may well be held down. This will undoubtedly 
be a factor in equipment decisions of competing banks. 
Automatic equipment also may enable a bank to meet the 
growing demand for special services more easily, poten
tially a strong competitive advantage also.

Will the computer be adaptable to other phases of 
bank operations than demand deposit accounting? Al
though most bankers feel that the initial installation must 
be justified on the basis of demand deposit accounting, 
they feel that the computer can be applied to such other 
operations as payrolls, trust transactions, and time de
posits. At least one computer is already processing instal
ment loans. There is even talk of the computer’s ability to 
assist loan officers by approving loan applications of ob
vious merit while calling the not-so-obvious ones to the 
officers’ attention!

What will happen to the “underprivileged” 94 percent 
of banks that may not be able to justify having automatic 
equipment? No one expects these banks to be at a serious 
competitive disadvantage. For one thing, they may now 
be using equipment best suited to their needs. More
over, other less costly machines, such as the “tronics,” 
are available. There is the possibility, too, of sharing a 
computer-sorter installation with other banks, a solution 
suggested by 26 percent of the banks that feel they can
not afford a system themselves.

What does bank “automation” mean as a tool of bank 
management? With a computer it may be possible for bank 
officers to keep closer tabs on their loan portfolios, in
cluding the status of each repayment schedule. Demand

Continued on Page 6
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inventory investment. If the past is any guide, the down
swing in inventory buying may well prove to have been 
excessive, in view of the way consumer spending was 
maintained through last year’s final quarter. Thus, the 
consumer may already have helped set the stage for 
economic recovery.

By so doing, he has probably done the best he can. To 
do still better, his greatest need would be more income. 
However, personal income has declined since last October, 
when it reached a record high. The consumer also has 
been borrowing less to pay later. Moreover, with the 
continuing need to repay debts incurred for earlier pur
chases, he may have reached the point where the urgency 
to buy more goods is not great enough to justify going 
further into debt. It would seem unrealistic, therefore, to 
expect a sudden upsurge in consumer spending in the 
absence of greater income-generating expenditures by the 
business and government sectors of the economy.

P h ilip  M. W e b s te r

BANKING'S PAPER CURTAIN
Continued from Page 3

deposit accounts can be analyzed daily, if desired, to de
tect instances in which checks have been written against 
uncollected funds. Also, errors in check handling may 
be reduced and at the same time unpaid checks returned 
faster.

When District bankers have finished their study of 
equipment, we will discover that many of them have 
decided to go forward to a degree of automation. Others 
will undoubtedly wait until they are able to learn of the 
experience of other banks. Still others will probably de
cide that this equipment is not feasible for their banks. 
Regardless of the outcome, we may be sure that the 
bankers have poured a lot of effort into their investigation, 
as befits a subject so important.

W. M. D avis

D etailed  tables sum m arizing autom ation plans and practices of 
Sixth D istric t com m ercial banks m ay be obtained from  the R e 
search D epartm ent, Federal R eserve Bank o f A tlan ta, A tlan ta  3, 
Georgia.

You save more than money
* * * * * * *

with. U.S. Savin gs Bonds

Bank Announcement
The Federal R eserve Bank o f A tlan ta  is p leased to  welcom e the 
N ational Bank of Tampa, Tam pa, Florida, to  m em bership in 
the Federal R eserve System . This bank opened fo r  business on  
February 1. O fficers are W illiam  E arl Thom pson, Chairman  
of the Board; C. E arl H erren, President; E. K . Tyson, Vice 
President and Cashier; Leslie H . Blank and Stew art L . P om e
roy, Vice Presidents; and Charles A . W ilkeson, Assistant 
Cashier. C apital stock totals $400,000, and surplus and other  
capital funds $300,000.

Debits to Individual Demand Deposit Accounts
(In Thousands of Dollars)

Jan.
1961

Dec.
1960

Jan.
1960

Percent Change 
Jan. 1961 from 
Dec. Jan. 

1960 1960
ALABAMA

Anniston . . . . 40,046 45,384 42,671 —12 —6
Birmingham . . . 869,790 853,713 808 609 +2 + 8
Dothan . . . . 35,308 38,668 35,224 —9 + 0
Gadsden . . . . 35,688 37,322 37,635 —o, —5
Huntsville* . . . 70,674 77,872 63,931 —9 +11
Mob le . . . . 302,055 326,232 285,667 —7 + 6
Montgomery . . . 172,606 175,772 161,437 — 2 +7
Selma* . . . . 26,027 28,558 24,552 —9 +6
Tuscaloosa* . . . 56,164 55,807 56,082 + 1 + 0

Total Reporting Cities 1,608,358 1,639,328 1,515,808 — 2 +6
Other Citiest . . . 808,418 756,169r 752,110r + 7 +7
FLORIDA

Daytona Beach* 64,909 55,762 63,139 +16 + 3
Fort Lauderdale* . 239,492 218,438 253,830 +10 —6
Gainesville* . . . 48,017 46,694 43,939 + 3 + 9
Jacksonville . . . 913,042 893,634 808,367 + 2 +  13
Key West* . . . 19,350 17,541 17,259 +10 +12
Lakeland* . . . 98,262 88,894 88,646 +11 +11

1,067,114 996,526 967,971 + 7 +10
Greater Miami* 1,577,108 1,439,217 1,467,896 +10 + 7
Orlando . . . . 288,211 259,115 280,717 +11 + 3
Pensacola . . . 89,687 93,805 89,946 —4 —0
St. Petersburg . . 255,085 218,201 266,032 +  17 — 4
Tampa . . . . 481,281 458,598 446,670 + 5 + 8
W. Palm-Palm Bch.* 157,400 139,027 147,537 +13 + 7

Total Reporting Cities 4,231,844 3,928,926 3,973,978 + 8 +6
Other Citiest . . . 1,791,954 l,620,745r l,761,407r +11 + 2
GEORGIA

Albany . . . . 54,307 58,660 51,959 —7 +5
Athens* . . . . 42,243 43,373 37,441 —3 +13
Atlanta . . . . 2,170,801 2,184,438 2,049,992 — 1 +6
Augusta . . . . 117,649 120,743 113,909 —3 +3
Brunswick . . . 26,456 27,875 24,012 —5 +10
Columbus . . . 113,365 115,392 107,782 —2 + 5
Elberton . . . . 9,154 9,623 9,335 —5 —2
Gainesville* . . . 48,554 50,287 47,555 —3 + 2
Griffin* . . . . 20,918 22,878 18,942 —9 +10
LaGrange* . . . 20,360 20,935 21,596 —3 —6
Macon . . . . 126,594 124,858 125,089 +1 +1
Marietta* . . . 33,076 37,829 33,663 — 13 —2
Newnan . . . . 17,852 26,913 21,729 —34 — 18
Rome* . . . . 53,775 52,583 46,998 + 2 +14
Savannah . . . . 191,881 194,060 197,761 — 1 —3
Valdosta . . . . 35,940 34,968 34,988 + 3 + 3

Total Reporting Cities 3,082,925 3,125,415 2,942,751 — 1 + 5
Other Citiest . . . 1,007,816 l,023,085r 994,345r — 1 + 1
LOUISIANA

Alexandria* . . . 71,191 71,591 79,837 — 1 — 11
Baton Rouge . . 283,296 276,174 280,876 + 3 +1
Lafayette* . . . 68,220 68,042 68,164 + 0 + 0
Lake Charles . . 87,044 88,149r 95,607r — 1 —9
New Orleans . . . 1,403,891 1,453,053 1,326,661 —3 + 6

Total Reporting Cities 1,913,642 l,957,009r 1,851,145r —2 + 3
Other Citiest . . . 575,287 594,807r 638,048r —3 —10
MISSISSIPPI

Biloxi-Gulfport* 52,466 53,451 47,787 —2 +10
Hattiesburg . . . 38,776 39,688 38,815 — 2 —0
Jackson . . . . 322,001 329,916 287,288 — 2 +  12
Laurel* . . . . 28,702 30,628 27,610 —6 +4
Meridian . . . . 45,350 44,590 42,647 + 2 +6
Natchez* . . . 23,067 24,521 23,664 —6 —3
Vicksburg . . . 21,213 22,051 18,654 —A +14

Total Reporting Cities 531,575 544,845 486,465 — 2 +9
Other Citiest . . . 288,912 310,888r 286,068r —7 +1
TENNESSEE

Bristol* . . . . 46,984 52,432 46,672 —10 +1
Chattanooga . . . 400,303 337,025 386,444 +  19 +4
Johnson City* . . 42,077 47,301 44,612 — 11 —6
Kingsport* . . . 85,071 83,171 85,497 + 2 —0
Knoxville . . . . 269,989 279,810 238,147 —A +  13
Nashville . . . . 762,726 746,225 706,825 +  2 +8

Total Reporting Cities 1,607,150 1,545,964 1,508,197 +4 +7
Othe- Citiest . . . 559,978 547 278r 586,666r +2 —5
SIXTH DISTRICT . . 18,007.859 17,594,459r 17 296,988r +2 + 4

Reporting Cities 12,975 494 12,741,487r 12 278,344r +2 +6
Other Citiest • • 5,032 365 4,852,972r 5 018,644r +4 +0

Total, 32 C'ties . . 11,048,501 10,911,181r 10,389,466r +  1 +  6
UNITED STATES

344 Cities . . . 247,660,000 256,905,OOOr 230,119,000 —4 +8
•Not included in total for 32 cities that are part of the national debit series maintained

by the Board of Governors. fEstimated. r Revised.
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