
Annual Report, Comptroller of Currency (John Jay Knox)

[Forty-third Congress, 1st Session, November 28, 1873, Pages 17-29, 31-32]

* * * * * * *

RESERVE.

The advocates of a free-banking law are also advocates of the repeal
of the chief restrictions of the national currency act, and particularly
of the provision which requires the keeping of a certain amount of
money as reserve against liabilities. They claim that the directors and
managers of the banks, and not the legislature which enacts the law
or the officer who executes it, are the best judges of the amount of
money to be loaned, and the amount to be held on hand for the protec-
tion of their creditors; that the Government should be careful to pro-
tect the bill-holder from loss, but the depositor or other creditor may
safely be allowed to protect himself. They further maintain that such
laws prevent the banks from extending accommodations to legitimate
business interests, which, consequently, suffer on account of the lack of
such accommodations. In some instances this may be true, but such
laws are passed not so much for the benefit of those persons who con-
duct their business on sound principles as for that class or association
of persons which has but little experience in the method of transacting
a legitimate business. If the law be correct in principle, it will w
found not to interfere with the rights of those persons who understand
the true theory of business, but its tendency will be to prevent abuses
on the part of those who would otherwise take risks which a prudent
and careful man would avoid.

Any association of persons may organize a bank under the provisions
of the national currency act. If private citizens wish to transact busi-
ness in accordance with their own judgment, they can avail themselves
of the privilege by conducting a private business. If other citizens
prefer to organize corporations under an act of Congress which im-
poses restrictions designed for the public good, who shall object? *•**
privilege is open to both, and each can decide without prejudice or
hindrance A private banker solicits and obtains business on the
strength of his good name, and it is well understood that the W™
placed in his hands are to be used at his discretion, the depositorsi re{£
ing upon his business sagacity and judgment: but if corporations desire
to organize under the authority and seal of a great nation, care should
be exercised that the authority obtained shall not be abused. d

During the past few years great corporations have been o ^ g
n W T ^ ° f ^ W ' w i t h t h e ^vantages of immense subsidies,>
S T S ? l l y W

1! th0ut restrictions, the kw-making power having bee1

mfinW f/eVe ft?* t h e corP<>rations authorized would contribute^
much to the public good as to their own profit. But it has been fojj
of Jhp ^ g r ° r i i O r p o r a t i o n s a r e conducted in defiance of the rigl s

^L nmta rfe l de rS ' ^nd w i t h ^ t o ^gard to the comfort, igj j
Sd SSSfn ' r ? l e ' b u t chie% forthe benefit of the few offig
and directors; and the whole country is now aroused to the mistaken
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FEDERAL BANKING LAWS AND REPORTS 391

legislation which has placed the highways of the nation under the
control of a few men, without reserving such salutary restrictions as
should compel the common carrier to deliver the products of the land
to the market for a fair remuneration; and it is the great economical
problem of the day how to correct a monstrous evil, which would have
been under complete control if the proper restrictions had at first been
provided and enforced.

The officers and directors of stock companies which have a good
reputation are too apt to forget that they are but the servants of the
shareholders, and that the poorest shareholder is entitled to informa-
tion in reference to its affairs. The Bank of Amsterdam is said to
have been bankrupt for fifty years prior to the announcement of its
failure, yet it continued business for a half century upon the strength
of the name and character it had built up; and many individuals and
corporations are to-day supposed to be possessed of large wealth,
whose affairs, if carefully scrutinized, would be found to exhibit the
reverse. If banks are to be organized under the authority of law, and
intrusted with the earnings of the people, it is right that legislators
shall require them to loan the savings of the people upon real estate
security of twice the value of the loan; and if the banks are organized
for commercial purposes, it is right that they should be prohibited
from loaning money upon real estate, and be required to loan money
chiefly to business men upon commercial paper; and depositors have
a right to expect that the contract which the law provides between
them and the bank shall be enforced. If the law provides for a proper
security for circulation, and at the same time defines the kind of
security in which deposits shall be invested, it is as important to know
that the contract with the depositor will be fulfilled, as well as the
contract with the bill-holder. It is the business of such corporations
to receive the money of the people, and first of all to fulfill their legal
obligations with their creditors, rather than to attempt to follow the
paries and manipulations of the stock-board, or assume to regulate
the rate of interest on the street. While the law permits banking
corporations to use a certain portion of the deposits of each creditor,
and realize a profit therefrom, it provides also that they shall keep
a certain other portion of such deposits on hand for the prompt pay-
ment of the creditor whenever it shall be demanded. The correct-
jfess of this principle of law is evident, but the difficulty is to ascer-
tain the exact amount necessary to keep on hand. The reckless banker
<* director would loan it all, and frequently not to his neighbors for
Ule purpose of facilitating legitimate transactions, but to himself, for
use m some enterprise which promises well, but results in rum. Ihe
Prudent banker invests carefully the savings of his neighbors, and
studies their wants, holding an ample fund at his command for all

-.w wcuuors, tne snarenomers Having <̂  ng"i< «"v 'v : , ; ,
which may remain after the payment of every cent of indebtedness
•u the law is so careful to protect the interests of the depositors, at
» also just that it should provide restrictions to that end, and devise
Methods of ascertaining frequently whether these restrictions are
?"<% observed. The amount of the capital of the shareholder may
^small, and the amount of the capital furnished by the depositor
J1* be many times as great, so that the risk of the shareholder is by

0 means as great, as that of the depositor.
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The capital and surplus of the London and Westminster Bank of
England belonging to the shareholders is fifteen millions of dollars,
while the average capital, in the shape of deposits contributed by its
creditors, is one hundred and twenty millions of dollars. Three national
banks in the city of New York, with a capital and surplus belonging to
the shareholders of ten millions of dollars, had, previous to the late
crisis, deposits contributed by their creditors equal to fifty millions of
dollars; and a late report from a savings bank in this country, on file
in this Office, exhibits a capital belonging to shareholders of but $25,-
000, while the capital contributed by the depositors was $1,000,000.
The capital contributed by the depositors in the first instance, that of
the English bank, was eight times that contributed by the shareholders;
in the second instance, that of the three New York banks, five times,
and in the case of the savings bank forty times. The necessity of
restrictions to govern corporations holding such large proportionate
amounts of credits could not be better illustrated.

The banks of England, of Scotland, and of other countries of Eu-
rope, are managed by men who have had long experience in that branch
of business, and their experience is handed down from generation to
generation to their successors, and the organization of a corporation to
conduct the business of banking by men untried in that particular pro-
fession or calling would be looked upon with disfavor, and meet with
no success. But in this country, under the provisions of the act, any
association of persons may organize a bank; and it is no uncommon
occurrence for applications to be received for that purpose from per-
sons who have had little or no experience in banking, but who desire to
organize under the national currency act, because it is believed that
an organization under that act will give to the shareholders a character
and credit which they could not obtain if they should attempt to con-
duct a private banking business.

It is said that the restriction in reference to reserve should be re-
moved from circulation, for the reason that the circulation is already
safe beyond a peradventure. This is undoubtedly true, for the security
of the circulation rests not alone upon the bonds which are deposited,
but also upon the total assets of the bank, the personal liability of tne
shareholders, and, finally, upon the guarantee of the Government thai
m any event the face value of the note shall be paid. The absolute
certainty of the full payment of the notes is therefore assured. ^
the question is not whether a reserve shall be held which shall insure
the payment, merely, of the note, for that is unnecessary, but wnai
amount of reserve shall be held by the banks to insure the prompt pay-
ment of all their liabilities ? The percentage of reserve could be nxeu
relatively to the capital if the amount of the liabilities were in all. ca»
proportionate to the amount of capital, which as is well known, is n°i
the case. The question is not what percentage should be held upw
capital, upon deposits, or upon circulation, but what amount of resen
should be held to protect the demand-liabilities of the bank; and tn»
experience of years can also determine that proportion. . t

A recent writer* on English banking, Avho has been extensiveij
quoted in this country, has stated that the provision of the national
currency act requiring a fixed proportion of reserve to liabilities is w
the proper standard for a bank reserve, for the reason that a taw
proportion "will sometimes err by excess, and sometimes by defeci,

•"Iiombard Street," by Walter Baguhot
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and that "the near approach to the legal limit of reserve would be a
sure incentive to panic." He says that "the very essence and principle
m the American system is faulty;" but in the final summing up of his
argument in reference to the reserve which the Bank of England should
hold, he gives it as his opinion that the bank "ought never to keep less
than £11,000,000, or £11,500,000, of reserve on hand, and that in order
not to be below £11,500,000, the bank must begin to take precautions
when the reserve is between £14,000,000 and £15,000,000, for experience
shows that between £2,000,000 and £3,000,000 may probably enough be
withdrawn from the bank's store before the right rate of interest is
found which will attract money from abroad, and before that rate has
had time to attract it." Again he says, "I should say that at the present
time the mind of the monetary world would become feverish and fear-
ful if the reserve of the banking department of England went below
^10,000,000." This proportion is equal to more than one-third of the
average liabilities of the Bank of England, and is more than eight per
cent, m excess of the amount required by the national currency act.
w When this distinguished economist asserts that the Bank of England
ought never to keep less than £11,000,000" on hand, and that "the

monetary world would become feverish and fearful if the reserve in the
bank department of the Bank of England went below £10,000,000,"
and at the same time that the rule of reserve required by the national
currency act "will sometimes err by excess and sometimes by defect,"
ine mind of the searcher after the truth in reference to the principles
wmch should govern legislation upon this subject is bewildered, and
Wl look in vain for light to the abstruse legislation and management
°* the Bank of England, and to the dark statistics which emanate semi-
annually from the parlors of the London joint-stock banks.

Ine requirement that the reserve shall be proportional to the li-
jwilities is based on the conviction that the amount of the reserve should
? Impendent on, or have some definite relation to, the varying amount

jj* the liabilities; and the opposite view, to wit, that the reserve should
w e no such relation, but should be a fixed quantity, entirely inde-
pendent of and undisturbed by changes in the amount of liabilities,
appears to be in conflict with sound principles, and is at variance with
If? Practice, when untrammeled, of the leading and safer banking in-
«itutions both of this country and of Europe.*

*Bank of England deposits and reserve, compiled from the London Economist.

Date. Deposits. Banking
reserve.

Rate of
discount.

Percent, of
reserve.

July 30. „.
August 6 """
August 1311"
August 20
August 27.""
^Ptember V"
September la
September 17
^Ptember 24"
October l .
October 8.;*'
October 15
October 2 2 . "
October 2 9 . /
November 6"

£
24,403,984
23,675,965
23,989,301
24,622,147
25,621,351
27,591,061
29,080,534
29,416,360
29,456,519
29,040,400
27,584,764
24,747,665
22,981,415
22,530,271
22,357,428

£
12,423,352
11,996,907
12,713,623
13,287,645
13,318,865
12,760,233
13.177,780
13,346,843
13,238,507
9,954,181
9,115,152
7,861,036
8,109,529
8,455,447
8,071,288

Percent.
.50.9
.50.6
.52.9
.53.9
.51.8
.46.2
.46.9
.45.3
.44.9
.34.2
.33.0
.31.7
.35.2
.37.5
.36.1
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394 FEDERAL BANKING LAWS AND REPORTS

But it is claimed that the Bank of England is required to hold this
large amount of reserve because it holds in its vaults the reserve, not
only for its own dealers, but also of the joint-stock banks of England,
whose combined deposits are three times as great as all the deposits of
the Bank of England; and that, therefore, the Bank of England must
at all times be ready, not only to pay the demands of its creditors, but
also to extend loans to the other institutions in times of panic. The
joint-stock banks of England are not, however, entirely deficient in
reserve, for it is found upon reference to the statistics of the London
and Westminster Bank for 1867, published by the same author, that
this bank, with a capital of £2,000,000 and a surplus of £1,000,000, had
at that time deposits of £13,889,021; cash on hand, £2,226,441, and
government securities amounting to £3,572,797. This bank, which is
the largest joint-stock bank in England, and second only to the Bank
of England itself, held therefore at that time six per cent, of its liabil-
ities in cash, and more than 25 per cent, in addition in available re-
sources, while many other of the leading joint-stock banks of England
continually hold in available resources a still greater amount, as may
be seen from the following table:

Table of reserve, do., of the ten principal joint-stock banks of London, on June
SO, i873, compiled from the London Economist of October 18, 187S, {supple-
ment.)

Banks.

Capital
and

surplus.
Cash de-

posits.

Reserve.

Cash. Stock in-
vestments.

Total. June 30,
1873. ;

Proportion of reserve
to liabilities.

Dec. 31,
1872.

June 30,
1872.

London and
Westminster..

London Joint
Stock

Union..
City
Imperial
Alliance... ..
Consolidated-
Central.
London and
Southwestern.

London and
County

£3,000,000

1,673,849
1,500,000

750,000
740,000
940,000
876,125
109,000

172,680

1,800,000

£28,383,425 a£3,796,639

17 404,319
13,371,046
3,050,486
2,235,587
1,821,583
2,988,705
669,018

729,479

17,821,279

a2,218,816
<*5,135,994

/621,462
/471,949
/665.028
/854.029
/159,165

*179,219

15,195,143

6£3,298,851

el, 080,000
€2,278,823

0330,527
A88.746
158,156

j208,402

ml, 647,498
Total

£7,095,490

3,298,816
7,414,819

951,989
560,695
723,184

1,062,431

159,165

*179,219

6,842,641

Per ct.

24.99

18.95
55.45
31.54
25.08
39.70
35.54
23.79

24.57

38.96

Petti.

fi26.48

18.22
50.93
30.
2468
36.24
32.20

42.77

23.75

37.80

Pad.

n25.31

15.45
54.02
31.96
25.06
33.43
34 $0
38.30

22.12

41.36

11,561,654 88,474,927 19 297,444 8,991,005 28,288,449 31.97 32.55 31.40

a Cash in hand and at the Bank of England.
b Government stock and exchequer bills.
c Consols, new 3 per cents., and reduced *t 90. ,
d Embraces £1,173,516 cash in the bank, £971,292 cash in Bank of England, and

at call.
t Government stock, exchequer bills, debentures, <fec.
/ Cash in hand at Bank of England, and at call.
a Exchequer bills, East India debentures, and government securities.
h Consols, India debentures, and city bonds.
i Investments in consols, &c.
; New 3 per cents., and other government stocks.
k Cash in hand and at cad. .
I Cash on hand at head office and branches, and with Bank of England; cash at

covered by securities.
m Government and guaranteed stocks.

From the London Economist of March 15,1873, page 83.

t
185 cash »o*

and at notice
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It is well known that the funds of the English government are the
most readily convertible of any in the markets of the world, and that
while English consols* can at all times be purchased at a moderate dis-
count, (92,) they can also at all times be converted into coin at a
smaller loss than any other securities upon the market. The joint-
stock banks of England, therefore, have a final resource in which their
reserves can be invested with the certainty of conversion at any mo-
ment. The Bank of England thus holds continually a reserve of about
one-third of the amount of its average liabilities, while the joint-stock
banks of England continually hold in available reserve a still greater
proportionate amount in cash and government securities; and it is no
answer to the proposition under discussion to say that the conversion
of the consols held by the English joint-stock banks into coin would
nave the effect at once to reduce the reserves of the Bank of England,
for the money-market of London is, as we have been taught to believe,
the money-market of the world, to which is attracted the capital of all
nations by the simple process of raising the rate of interest.

The national currency act requires that the country 'banks shall hold
6 per cent., the redemption cities 12^ per cent., and the New York City
ba*jks 25 per cent, of their liabilities in cash, making an aggregate of
cash reserve of from 13 to 15 per cent. The remainder of the reserve
required to be held by the country banks may be on dej>osit with the
banks in the redemption cities, while that of the redemption cities may
oe on deposit in the city of New York.

Inese large accumulations in the redemption cities, and in the banks
jtf the city of New York, are to a large extent invested in call loans,
tne banks in the redemption cities and in the city of New York having
r*o resource like the joint-stock banks of England in which to place
fneir surplus of reserves, which can be readily converted in the markets
Y ^ e w o rW into coin, if occasion shall require; and it can hardly be
fioubted that if the surplus means of the country banks, which were
Jnvested in call-loans by their city correspondents, had been invested in
tunas convertible into cash upon demand, the disastrous results of the
Jate panic would have been largely avoided.

A he crisis was caused in a great degree by the desire of the country
Danks to withdraw their balances from the city banks; first, because in
™ month of September the amount on deposit with the city banks was
"eeaed for the legitimate purposes of trade; and secondly, because the
country banks, foreseeing and fearing the return of the experience of
|^vious years, thought it safer to withdraw their balances at once.
When the reserves of the New York City banks became alarmingly re-
duced by the drafts of their country correspondents, the only resource
left to the city banks was to convert their call-loans, amounting to
so*ne $60,000,000; but these, if paid at all, were paid in checks upon the
^ociated banks, and the latter found, the next morning, at the clear-
ag-house, that, although a portion of their liabilities had been reduced

7 t h e payment of call-loans, they were in the aggregate no richer in
^rrency than on the previous day. Suspension followed; but if the
bu*plus of the country banks had been to a considerable extent invested

^ ^ b J V&7 e a r 1 8 5 0 tte English consols (three per cents.), have ranged ^n .P^e from
beta JK1 1 8 5 1 ) to 8VA (in 1866.) The average price has, however, during that period
Jfea above 92 ; a rate which indicates the borrowing power of the government to be about
* p e r cent per annum.

92180 O—63 26
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in Government certificates, the drafts upon the city banks would have
been proportionately less; and if the surplus fund of the city banks
had likewise been held in such certificates, the avails of such certificates
would have been quietly withdrawn from the Treasury, and the banks
would have found themselves possessed of ready means with which to
supply the demands of their dealers.

It is said that the issue of such certificates would facilitate the with-
drawal of legal-tender notes for speculative purposes, but the assistant
treasurer in New York could hardly fail to be advised of the deposit of
large amounts of money with himself for illegitimate purposes, and a
provision of law similar to the one already in force, forfeiting the
amount of money on deposit, and directing the prosecution of such
offenders, would effectually prevent such transactions.

The issue of a Government certificate for the use of all the banks of
the country, to be counted as a certain portion of their reserve, was
recommended as follows in my last annual report:

The reserves of the nineteen hundred national banks located
elsewhere than in the city of New York are held to a great
extent in that city. For most of the time during the past year
an amount equal to more than one-fifth of the capital of all
these national banks has been held on deposit by the national
banks of the city of New York to the credit of their corre-
spondents. In many cases these credits amount to twice the
capital of the bank with which they are deposited; in other
cases the amount of deposits is three, four, and even five
times the capital, which amount has been attracted thither
largely by the payment of interest on deposits. The failure
of one of these New York City banks in a time of monetary
stringency would embarrass, if not ruin, many banks in the
redemption cities, and, in turn, the country correspondents
of these banks would suffer from the imprudence of the New
1 ork bank, which would be responsible for wide-spread dis-
aster.

In times of excessive stringency loans are not made by such
associations to businessmen upon commercial paper, but to
dealers in speculative securities, upon short time, at high rates
ot interest; and an increase of call-loans beyond the proper
limit is more likely to afford facilities for unwarrantable
stock speculations than relief to legitimate business trans-
actions.

The variations in the liabilities requiring reserve in the
banks of the city of New York are very great. The banks
outside of New York, during the dull season, send their sur-
plus means to that city for deposit upon interest, to await the
revival of business. The banks in the city of New York, at
such periods of the year, have no legitimate outlet for these
funds, and are, therefore, threatened with loss. The stock
board takes advantage of this condition of affairs, speculation
is stimulated by the cheapness of money, and a market is found
tor the idle funds upon doubtful collaterals, and the result is
seen in the increased transactions at the clearing-house, which,
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during the past year, exceeded thirty-two thousand millions
of dollars, or an average of more than one hundred millions
of dollars daily—not one-half of which was the result of
legitimate business; the total amount of transactions being
greater than that of the bankers' clearing-house of the city
of London. The evil arises largely from the payment by the
banks of interest on deposits, an old-established custom which
cannot easily be changed by direct legislation. A consider-
able portion of these deposits would remain at home if they
could be used at a low rate of interest, and made available at
any time upon the return of the season of active business.
No sure investment of this kind is, however, open to the
country banks, and the universal custom is to send forward
the useless dollars, from vaults comparatively insecure, to
their correspondents in the city, where they a,re supposed to
be safer, and at the same time earning dividends for share-
holders. A Government issue, bearing a low rate of interest,
to be counted as a certain, proportion of the reserve, and an
increase of the amount which the country banks are required
to keep on hand, is the proper remedy for such a state of
things. Such an investment need not result in inflation, for
the currency irwested would be in the possession of the Gov-
ernment. If the currency is held, the objection is the loss of
interest to the Government; but this loss would be no more
than a just rebate upon the six millions of dollars of taxation
annually paid by the banks to the Government, at a time when
almost every kind of intermal taxation has been discontinued.
Such a reduction of taxation should not be grudgingly made,
if the result shall be to give elasticity to the currency, to
strengthen and steady the money market, to give additional
security to seven hundred millions of dollars belonging to
depositors by retaining in the vaults of the banks a large
amount of funds for legitimate business purposes, which
would otherwise be thrown upon the stock board to unsettle
values throughout the country, and alternately increase and
depress the price of every commodity.

The recommendation for the issue of these certificates, to be counted
as a certain portion of the reserve, is renewed.
. A he same certificates could also be issued to a large extent as a sate
^vestment for laboring men and others desiring such an investment
x°r earnings. If such certificates were issued in amounts of $50 tney
*°irtd at once be recognized as the safest possible temporary mvest-
me*t, and the Government would soon ascertain by experience what
Proportions of such certificates could be safely invested in the 6 per
fn\ bonds of the United States, thus saving the interest upon the
J^ds in which the earnings of the laboring man were invested, and
conferring a permanent benefit upon its humblest citizens,
/he returns made to the clearing-house association of the weekly

•Wage of reserve of the national banks for each week since the first
January last, show that the provision referred to has been generally
0DserVBd and the exceptions to the rule have not been among banks of
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old established reputation, whose experience is entitled to great weight,
but among banks more recently organized, which have been ambitious
to obtain business and are willing to assume risks for that purpose.*

The rule requiring a reserve was adopted by the voluntary action of
the clearing-house association of the city of New York, previous to the
passage of the national currency act. At a meeting of bank officers,
representing forty-two of the forty-six banks of the city of New York,
held at the rooms of the clearing-house association in March, 1858, it
was agreed "to keep on hand at all times an amount of coin equivalent to
not less than 20 per cent, of our net deposits of every kind, which shall
be made to include certified checks and other liabilities, except circu-
lating notes, deducting the daily exchanges received from the clearing-
house." This resolution was adopted five years previous to the pas-
sage of the national currency act, and its phraseology is not unlike
the provisions of that act in reference to reserves to be held by the
national banks of New York City. The resolution did not provide
for a reserve on circulation, for the reason that the circulation of the
city banks was at that time redeemable at par in coin; so that no
action was necessary in respect to the reserve to be held upon circu-
lating notes. From that time to the passage of the national currency
act the resolution was generally observed, and since the passage of the
act neither the New York clearing-house association nor the clearing-
house association of any city has requested the repeal of such re-
strictions. On the contrary, the New York association has repeatedly
refused to modify the rule by agreeing that national bank notes, which
by the law can be used in payment of debts to each other, may be so
employed.

The national currency act requires that the national banks "shall at
all times have on hand" the reserve required in lawful money, and the
advocates of a repeal of the reserve laws insist that, under this pro-

* Statement of the weekly average percentage of reserve held by the New York City banks, as reported to
the clearing-house.

Week
ending—

1873.
Jan. 4

11
18
25

Feb. 1
8

15
21

Mar. 1
8

15
22
29

Apr. 5
12
19
26

May 3
10

Average
percentage
of national

banks.

26.32
27.25
27.60
27.46
26.56
26.35
24.93
24.78
25.57
25.56
25.53
25.50
25.34
23.83
24.42
25.02
25.17
26.51
27.32

Average
percentage

of State
banks.

18.21
19.98
19.31
19.00
17.59
16.99
17.90
16.88
16.97
17.61
16.63
17.26
16.95
15.97
17.38
17.69
18.93
19.03
19.54

Average
percentage

of all.

25.61
26.61
26.85
26.71
25.77
25.54
24.32
24.10
24.84
24.89
24.78
24.80
24.62
23.16
23.82
24.39
24.65
25.87
26.67

Week
ending—

1873.
May 17

24
31

June 7
14
21
28

July 5
12
19
26

Aug. 2
9

16
23
30

Sept. 6
13
20

Average
percentage
of national

banks.

27-53
27.03
27.61
29.70
30.28
30.34
30.97
31.78
31.42
30.87
30.95
30.59
30.18
30.39
28.28
27.94
25.67
24.44
23.55

Average
percentage

of State
banks.

19.57
20.00
18.50
21.34
20.87
20.80
21.25
19.09
20.91
21.10
21.54
19.83
21.42
20.24
18.52
18.84
17.62
18.35
17.95

Average
percentage

of all.

26.85
26.43
26.82
29.00
29.50
29-51
30.H
30.72
30.58
30.W
30.12
29.67
29.42
29.48
27.43
27.15
24.95
23.89
23.03

of the W M U

latter usually in excess of 25 per cent.
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vision, the national banks are absolutely prohibited from using these
reserves at any time. The provision requiring that a reserve shall be
kept on hand at all times, was intended to protect the depositor, and to
keep the bank in funds for the purpose of responding at all times to the
demands of its creditors. This is evident from the fact that the bank
is required, when its reserves become deficient, to cease discounting and
making dividends until the amount of the reserve shall be restored.
The word "reserve" is used, as has been suggested, in the same sense
as it is used in an army, and "the fact that a military commander can-
not be definitely instructed when he may employ his reserve force, is not
regarded as a reason why that important portion of the army organiza-
tion should be abandoned, or be reduced in number or efficiency." To
claim that a bank cannot redeem its own notes upon presentation, and
cannot Pay the checks of its depositors on demand if the payment of
such debts shall intrench upon its reserves, is equivalent to declaring
that the national currency act was intended to provide for the destruc-
tion of the very institutions it had created. From the first organiza-
tion of the system to the present time, the uniform decisions have been
that the object of the reserve is to enable the bank at all times to pay its
debts. In times of panic the depositors of a hank, and not its officers
and directors, are its masters; and it is absurd to maintain that a bank,
hable at such times to be called upon to pay its debts, would, if there
were no reserve laws, loan upon commercial paper, at the risk of almost
certain failure and disgrace, the money which belongs to its creditors.

While the Comptroller concedes that experience may hereafter jus-
tify a modification of the provisions of the act in this respect, he is
clearly of the opinion, in view of the lessons to be derived from the
|ate suspension of currency payment in New York, that he would not
be warranted in recommending any change at present, except the
oner of inducements, as already stated, to the banks of the country to
hold a larger proportion of their reserve in their own vaults, in certifi-
cates which can be readily converted into cash when the funds of the
depositor are demanded.
.** foe certificates should, however, be issued as proposed, the reserve

°* the country banks and the reserve of banks in the redemption cities
t other than New York) may with propriety be reduced, the amount
^quired to be kept on hand being largely increased; while the banks
m the city of New York should still be required to keep on hand 25 per
j ^ S (one-half in certificates, if desired,) subject to a reduction at any
«me by the Comptroller, with the concurrence of the Secretary, upon
~fe ^commendation of the clearing-house. Upon the return to specie
Payments and the funding of the United States debt into bonds bearing
a low rate of interest, the reserve now required may be very much

U<Ie<? a n d Perhaps altogether dispensed with,
table in the appendix, which has been compiled from the regular
rtsto this office, exhibits the percentage of reserve held by the na-

*°nal banks of the country for the past five years, and shows that in
in A ate> a n d i n t h e principal cities of the Union, they have been
iound, m almost every instance, to hold in the aggregate an amount

1 reserve considerably beyond the requirements of the law.
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THE PANIC OF 1873.

The monetary crisis of 1873 may be said to have had its beginning
in New York City on September 8, by the failure of the Warehouse
Security Company, and of two houses which had left their regular
business to embark in enterprises foreign thereto, which were followed
on the 13th by the failure of a large firm of stock-brokers. On the 18th
and 19th two of the largest banking-houses in the city, well known
throughout the country, and which were interested in the negotiations
of large amounts of railroad securities, also failed; and on the 20th
of the same month the failures of the Union Trust Company, the Na-
tional Trust Company, the National Bank of the Commonwealth,
and three other well-known banking-houses were announced. On the
same day the New York Stock Exchange, for the first time in its exist-
ence, closed its doors, and they were not again opened for a period of
ten days, during which period legal-tender notes commanded a
premium over certified checks of from one-fourth of one per cent., to
three per cent. An active demand for deposits commenced on the 18th,
and increased rapidly during the 19th and 20th, chiefly from the coun-
try correspondents of the banks; and their drafts continued to such
an extent, "calling back their deposits in a medium never before re-
ceived," that the reserves of the banks were alarmingly reduced.

The "call loans," amounting to more than sixty millions of dollars,
upon which the banks relied to place themselves in funds in such an
emergency, were entirely unavailable, because the means of the bor-
rowers, upon the realization of which they depended to repay their
loans were, to a great extent, pledged with the banks. These collater-
als could in ordinary times have been sold, but at that moment no mar-
ket could be found except at ruinous sacrifices. Had there been a
market, the payments would have been made in checks upon the asso-
ciated banks, which would not have added to the general supply
of cash. A meeting of the clearing-house association was called, and
on Saturday evening, September 20, the following plan for facilitat-
ing the settlement of balances at the clearing-house was unanimously
adopted:

In order to enable the banks of this association to afford
such additional assistance to the business community, and
also for the purpose of facilitating the settlement of the ex-
changes between the banks, it is proposed that any bank in
the clearing-house association, may, at its option, deposit
with a committee of five persons, to be appointed for that pur-
pose, an amount of its bills receivable, or other securities to be
approved by said committee, who shall be authorized to issue
therefor to said depositing bank certificates of deposit, bear-
ing interest at seven per cent, per annum, in denominations of
five and ten thousand dollars, such as may be desired, to an
amount not in excess of seventy-five per cent, of the securities
or bills receivable so deposited.

Except when the securities deposited shall consist of either
United btates stocks or gold certificates, the certificates of de-
posit may be issued upon the par value of such securities.

These certificates may be used in settlement of balances at
the clearing-house for a period not to extend beyond the first
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of November proximo, and they shall be received by creditor
banks during that period daily, in the same proportion as
they bear to the aggregate amount of the debtor balances paid
at the clearing-house.

The interest which may accrue upon these certificates shall,
on the 1st day of November next, or sooner, should the certifi-
cates all be redeemed, be apportioned among the banks which
shall have held them during that time.

The securities deposited with the committee, as above
named, shall be held by them as a special deposit, pledged for
the redemption of the certificates issued thereon.

The committee shall be authorized to exchange any portion
of said securities for an equal amount of others, to be ap-
proved by them, at the request of the depositing bank, and
shall have power to demand additional security, either by an
exchange or an increased amount, at their discretion.

The amount of certificates which this committee may issue
as above shall not exceed ten million dollars.

This arrangement shall be binding upon the clearing-house
association when assented to by three-fourths of its members.

The banks shall report to the manager of the clearing-
house every morning at 10 o'clock the amount of such certifi-
cates held by them.

That, in order to accomplish the purposes set forth in this
arrangement, the legal tenders belonging to the associated
banks shall be considered and treated as a common fund, held
for mutual aid and protection, and the committee appointed
shall have power to equalize the same by assessment, or other-
wise, at their discretion.

For this purpose a statement shall be made to the commit-
tee of the condition of each bank on the morning of every day,
before the commencement of business, which shall be sent
with the exchanges to the manager of the clearing-house,
specifying the following items:

1st. Amount of loans and discounts.
2d. Amount of loan certificates.
3d. Amount of United States certificates of deposit and

legal-tender notes.
4th. Amount of deposits, deducting therefrom the amount

of special gold deposits.
The suspension of currency payments followed and was at first con-

ned to the banks of New York City, but afterward extended to other
*arge cities because the New York banks could not respond to the
remands of their correspondents in those cities, and these, in turn,
^ l d not respond to the demands of their correspondents. Exchange
011 New York, which would otherwise have commanded a slight
F^nium, was at a discount, and to a considerable extent unavailable,

suspension of the banks in other leading cities, almost without
tion therefore followed, and their partial or entire suspension

ed for forty days, until confidence was in a measure restored
the resumption of the New York City banks on the first day of
embe
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Although predictions had been made of the approach of a financial
crisis, there were no apprehensions of its immediate occurrence. On
the contrary there were in almost every direction evidences of prosper-
ity. The harvest was nearly or quite completed, and the bins and gran-
aries were full to overflowing. The manufacturing and mining in-
terests had also been prosperous during the year, and there was good
promise that the fall trade, which had opened, would be as large as
during previous years. The value of the cereals, potatoes, tobacco,
and hay for 1872, is estimated by the Department of Agriculture at
$1,324,385,000. It is supposed that the value of these products for
the present year, a large portion of which was at this time ready for
sale and awaiting shipment to market, will not vary materially from
the above-mentioned estimate of last year. An estimate based upon
the census returns of 1869 gives the probable aggregate value of the
marketable products of industry for that year as $4,036,000,000, and
a similar estimate upon the same basis, and upon returns to the Agri-
cultural Department, gives an increase of $1,788,000,000 for 1873 over
the amount for 1868.

It is not the province of the Comptroller to explain the causes which
led to this suspension. In order to enter upon such an explanation it
would be necessary to obtain comparative data for a series of years in
reference to the imports and exports, the products of industry, the issue
of currency and other evidences of debt, and, in fact, a general dis-
cussion of the political economy of the country. The immediate cause
of the crisis is, however, more apparent. The money market had
become overloaded with debt, the cost of railroad construction for five
years past being estimated to have been $1,700,000,000, or about
$340,000,000 annually; while debt based upon almost every species of
property—State, city, town, manufacturing corporations, and mining
companies—had been sold in the market. Such bonds and stocks
had been disposed of to a considerable extent in foreign markets, and
so long as this continued the sale of similar securities was stimulated,
and additional amounts offered. When the sale of such securities
could no longer be effected abroad, the bonds of railroads and other
enterprises of like nature which were in process of construction were
thus forced upon the home market, until their negotiation became al-
most impossible. The bankers of the city of New York, who were bur-
dened with the load, could not respond to the demands of then-
creditors, the numerous holders of similar securities became alarmed,
and the panic soon extended throughout the country.

The present financial crisis may, in a great degree, be attributed to
the intimate relations of the banks of the city of New York with the
transactions of the stock-board, more than one-fourth, and in many
instances nearly one-third, of the bills-receivable of the banks, since
the late civil war, having consisted of demand loans to brokers and
members of the stock-board, which transactions have a tendency to
impede and unsettle, instead of facilitating, the legitimate business
interests of the whole country. Previous to the war the stock-board
is said to have consisted of only one hundred and fifty members, and
its organic principle was a strictly commission business, under a
stringent and conservative constitution and by-laws. The close of the
war found the membership of the stock-board increased to eleven
hundred, and composed of men from all parts of the country, many
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of whom had congregated in Wall street, adopting for their rule of
business the apt motto of Horace, "Make money; make it honestly if
you can; at all events make money:" * The law of the State of New
York, restricting the operations of the stock-board, which had been
retained on the statute-book since 1813,f had, unfortunately, been
repealed in 1858, so that its members and manipulators were enabled
to increase their operations to a gigantic scale.

The quotations of the stock-board are known to be too frequently
fictions of speculation, and yet these fictions control the commerce and
business of a great country, and their influence is not confined to this
country, but extends to other countries, and seriously impairs our
credit with foreign nations. The fictitious debts of railroads and
other corporations which they have bolstered up, and which have
obtained quotations in London and other markets of the world, have
now been reduced to a more proper valuation, or stricken from the list.

Whether the Congress of the United States or the legislature of the
State of New York may not re-enact a law reviving similar restric-
tions with great benefit to the true business interests of all parties is
respectfully submitted.

Many measures of reform are proposed in order that the lessons of
the crisis may not be lost, and others be led hereafter to repeat similar
errors. Unity of action among the leading banks of the great cities
™i do more to reform abuses than any congressional enactment; for
unless such corporations shall unite and insist upon legitimate methods
jrf conducting business, the laws of Congress in reference thereto will
J>e likely soon to become inoperative—such enactments being observed
?* their true spirit by the few. while the many evade them and thus
^nte a repetition of similar disasters.

li, however, the banks are disinclined to unite for such a purpose,
™ legislation required of Congress will be such as will induce associat-
ions outside of the city of New York to retain in their vaults such
f^as as are not needed at the commercial center for purposes of
!egitimate business.

te«; rem,
r.ecte; 8i non, quocunque modo rem.
^ c t 9 written or verbal for the

« 5 ,
f'Ali « r.ecte; 8i non, quocunque modo rem. n f . ._e ^ e n I C ^ n ^ c t 9 ' written or verbal, for the sale or transfer of any certificate or other

or iSSU? ,***, due by or from the United States, or any separate State, or olanyshare
the TT«uSJ i n t h e stock or any bank, or of any company incorporated under any law of
cStSSft? ? t a t e 9 ' o r o f a n y individual State, shall be absolutely void, ™l<*sthe party
th? o«F.tlnS to sell or transfer the same shall, at the time of making such contract, be in

divfiSL S?k o r o t h e r company incorp
, o r S o b t a t e - o r of any certificate or other ev
Person \S11CJ s h a r e o r Merest, shall be void.

3JSLW °* s h a 1 1 p a y o r deliver any money g

S A b t , o r S o b t a t e - o r of any certificate or other e v e y
crft

Every Person \ S 1 1 C J s h a r e o r Merest , shall be void.
g;epium oy 3JSLW °* s h a 1 1 p a y o r deliver any money, goods on thing in action, by way of
•hi are<J voi/} » ? t C e ' ^n Pursuance of any contract or wager in the two last sections
*]M i 2? a personal representatives may recover such money, goods, or other

i "
itatives,"

second
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INTEREST ON DEPOSITS.

In my last annual report I referred briefly to the evils resulting
from the payment of interest upon deposits, and my predecessors have
frequently referred more at length to the same subject. The difficulty
has been that the proposed legislation by Congress upon the subject
would apply only to the national banks. The effect of such legislation
would be to bring State banks and savings banks, organized by au-
thority of the different States, in direct competition with the national
banks in securing the accounts of correspondents and dealers; the na-
tional banks would be desirous of retaining their business, and the
more unscrupulous would not hesitate to evade the law by offering to
make collections throughout the country free of charge, to buy and
sell stocks without commission, and to rediscount paper at low rates.
The proposed action of the clearing-house in the city of New York, if
adopted by the clearing-houses of the principal cities of the Union,
would do more to prevent the payment of interest on deposits than any
congressional enactment. But the evils resulting from the payment
of interest upon deposits are by no means confined to the city banks.
It may be safely said that this custom, which prevails in almost every
city and village of the Union, has done more than any other to de-
moralize the business of banking. State banks, private bankers, and
associations under the guise of savings banks everywhere, offer rates
of intei-est upon deposits which cannot safely be paid by those en-
gaged in legitimate business. National banks, desirous of retaining
the business of their leaders, also make similar offers, and the result
is, not only the increase of the rates of interest paid to business men,
but, as a consequence, investment in unsecured loans, bringing ulti-
mate loss both upon the shareholders of the bank and the depositors.
The kind of legislation needed is that which shall apply to all banks
and bankers alike, whether organized under the national currency
act or otherwise. A law prohibiting the payment of interest on de-
posits by the national banks will have little effect, unless followed
by similar legislation under authority of the different States, ana
there is little hope that such legislation can be obtained. The national
currency act, which was passed during the war, provided for a tax
of one-half of one percent, upon all deposits, and, subsequently, in-
ternal revenue legislation extended this tax to all deposits made with
State banks and individual bankers. If legislation prohibiting the
payment of interest on deposits shall be proposed, I recommend that
this law be so amended as to repeal this tax, so far as it applies to
demand deposits, and that an increased rate of taxation be imposed
uniformly upon all deposits which, either directly or indirectly, are
placed with banks and bankers with the offer or expectation of re-
ceiving interest. Such legislation, if rigidly enforced, would have
the effect, not only of reducing the rate of interest throughout the
country, but at the same time preventing the illegitimate organiza-
tion of savings-banks—which organizations should be allowed only
upon the condition that the savings of the people shall be carefully
and prudently invested, and the interest arising therefrom, after
deducting reasonable expenses, distributed from time to time to the
depositors, and to no other persons whatsoever.
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Annual Report, Secretary of Treasury (William A. Richardson)

[Forty-third Congress, 1st Session, December 1,1873, Pages xl-xviii]

• • • * * • •

THE BANKS, THE FINANCIAL CRISIS, AND THE CURRENCY.

The prevailing practice, not only of national banks, but of State
winks and private bankers, of paying interest on deposits attracts
currency from all parts of the country to the large cities, and especially
to New York, the great financial centre. At seasons of the year when
there is comparatively little use for currency elsewhere, immense
balances accumulate in New York, where, not being required by the
demands of legitimate and ordinary business, they are loaned on call
at a higher rate of interest than that paid to depositors and are used
in speculation.

Every year, at the season when the demand sets in from the West
aN* oouth for currency to be used in payment for and transportation
or their agricultural products, there occurs a stringency in the money
market arising from the calling in of such loans to meet this demand.

Until this year, though annually creating some embarrassment, this
demand has been met without serious difficulty.
,, Jj,nnS the past summer, anticipating the usual autumn stringency,
tne Ireasury Department sold gold while the market price was high,

renfy abundant, and bonds for sale in the market were scarce,
while there was a surplus of gold in the Treasury, and thereby

accumulated about fourteen million dollars of currency with the view
using the same or such part thereof as might be necessary in the

purchase of bonds for the sinking fund at times during the autumn
'Act winter when they could be bought at a price not above par in
3 \ !Or i n meeting demands upon the Treasury, as circumstances
should require.
L his Vear there was a great demand for currency to pay for the
offaVy/r°ps o f a b o u n t i : f : u l harvest, for which the European countries
nered a ready market. The suspension of certain large banking
ouses, the first of which occurred on the 18th day of September,
armed the people as to the safety of banks and banking institutions in

8 neral. Suddenly there began a rapid calling in of demand loans and
very general run on the banks for the withdrawal of deposits. En-

naf Con
1

fidence was manifested in United States notes and even in
tai Sa ^ notes> a n d they were drawn wherever they could be ob-

£ a nd were l l h d d ith as much avidity as coin waseVer i
 n ^ were largely hoarded with as much avidity as coin was

j n g . jv!0 -̂ *n times of financial distress when that was the circulat-
m*et th ^ ° f t h e c o u n t r y- T h e b a n k j ! f o ? n d themselves unable to
ingiy f*e demands upon them, currency in circulation became exceed-
ŝsed Ca rce ' an(^ the business of the country became greatly embar-
T

the Tr 1S con^ition of things, great pressure was brought to bear upon
ftotes ThTy "DeParti?lent to afford relief by the issue of United States
v_, ' ^ne fii^t application came from a number of gentlemen in New

Q^=£esting that no measure of relief would be adequate that did
rtrt at the service of the banks of that city twenty millions of

United States notes, and asking that the assistant treasurer
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at New York should be authorized to issue to those banks that amount
of notes as a loan upon a pledge of clearing-house certificates secured
by ample collaterals, and for which certificates all the banks were to
be jointly and severally responsible. This proposition was declined,
it being clearly not within the duty or the authority of the Treasury
Department, under any provisions of law, thus to employ the public
money.

Exchange on Europe having fallen to unusually low rates, and in-
deed having become almost unsaleable in the market, to the embarrass-
ment of our foreign and domestic trade, applications were made to the
Secretary of the Treasury to use the money in the Treasury in the pur-
chase of exchange. The Treasury Department having no occasion
to do this for its own use, and no necessity for transferring funds to
Europe, was compelled to decline this proposition, which, if accepted,
would have put the Department in the position of becoming a dealer
in exchange, a position clearly inconsistent with its duties.

Subsequently the New York Produce Exchange made a proposition
to accomplish the same result in a different form, and also requested,
as others had before, that the Secretary should pay at once the twenty-
million loan of 1858, to which the following reply was made:

TREASURY DEPARTMENT,
Washington, September 30,1873.

SIR: Your letter of the 29th inst., covering two resolutions of the
New York Produce Exchange, has been received and the subject-
matter fully considered.

The resolutions are as follows:
"WHEREAS the critical condition of the commercial interests of the

country requires immediate relief by the removal of the block in nego-
tiating foreign exchange; therefore be it

Resolved, That we respectfully suggest to the Secretary of the
Treasury the following plans for relief in this extraordinary emer-
gency:

"First. That currency be immediately issued to banks or bankers,
upon satisfactory evidence that gold has been placed upon special
deposit m the Bank of England, by their correspondents in Lon-
don, to the credit of the United States, to be used solely in purchasing
commercial bills of exchange.

"Second. That the President of the United States and the Secre-
tary of the Treasury are respectfully requested to order the immediate
prepayment of the outstanding loan of the United States due Jan-
nary 1, 1874."

While the Government is desirous of doing- all in its power to relieve
the present unsettled condition of business affairs—as has already
been announced by the President—it is constrained, in all its acts, to
keep within the letter and spirit of the laws, which the officers of the
(Tovernment are sworn to support, and they cannot go beyond the au-
thority which Congress has conferred upon them. Your first resolu-
tion presents difficulties which cannot be overcome. It is not supposed
that you desire to exchange coin in England for United States notes in
New York at par If your proposition is for the Government to pur-
chase gold in England, to be pai'd for in United States notes at the cur-
rent market rate in New York, it would involve the Government in the

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



FEDERAL BANKING LAWS AND REPORTS 407

business of importing and speculating in gold, since the Treasury has
no use for coin beyond its ordinary receipts, and would be obliged to
sell the coin so purchased at a price greater or less than was paid for
it. If your object is to induce the Treasury Department to loan United
States notes to banks in New York upon the pledge and deposit in Lon-
don of gold, it is asking the Secretary of the Treasury to loan the
money of the United States upon collateral security for which there
is no authority in law. If the Secretary of the Treasury can loan notes
upon a pledge of coin he can loan them upon a pledge of other property
in his discretion, as he has recently been requested to do, which would
be an extraordinary power as well las a most dangerous business to
engage in, and which my judgment would deter me from undertaking,
as the Secretary of the Treasury, even if by any stretch of construc-
tion I might not find it absolutely prohibited by law. The objections
already mentioned to your first resolution are so insuperable and con-
clusive that it is unnecessary for me to refer to the many practical
difficulties which would arise if an attempt should be made to comply
with your request. Your second resolution calls for the payment at
once of the loan of 1858, or the bonds commonly called "Fives of 1874."
Upon a thorough investigation I am of opinion that Congress has not
conferred upon the Secretary of the Treasury power to comply with
your request in that particular, and in this opinion the law officers of
the Government concur. Under these circumstances you will per-
ceive that, while I have great respect for the gentlemen comprising
the New York Produce Exchange, I am compelled, by my views of
the law and of my duty, to respectfully decline to adopt the measure
which your resolutions propose.

I have the honor to be, very respectfully,
WM. A. RICHARDSON,

Secretary of the Treasury.

The Chamber of Commerce of Charleston, South Carolina, peti-
ôned for the transfer of currency to that city, and the purchase withit" aM-h°V t J l e - t r a n s f e r o f currency to that city, and the purcnase witn

iorw A ^ P°*nt> °f exchange on New York, to aid those engaged in
senT- n g t h e c°tton crop to the market. The following letter was
ent m answer to this petition:

TREASURY DEPARTMENT,

W E L V T ™ •* OctobeT 3 ' 1 8 7 3 '
*™L Y. TUPPER, Esq.,
president Chamber of Commerce, Charleston, S.C.:

CharW ^ e k ° n o r to acknowledge the receipt of the memorial of the
PiJ-^011* South Carolina, Chamber of Commerce, addressed to the

l ° f the United States, and referred to this Department,
"R ? r r e c^ing tli? present stringency in the money market and
Acuity of obtaining currency, requests "that the sum of five

the'ass t"ousa i^d dollars be placed and maintained on deposit with
of jrj^S1^ant treasurer at Charleson, to be used by him in the purchase

To i k ex.change from the banks."
^ P v with the request it would be necessary for the Treasury
~*~nt to send currency by express to Charleston from time to
-- to buy with it exchange on New York in competition with
bankers.
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Shoi
try mi

Should this request be granted a hundred other places in the coun-
ight, with equal propriety, ask for the same relief, and if all such

* " . - 1 . 1 -r-v , , 1 1 f» 1 ' i . I frequests were impartially granted, the Department would find itself
engaged in an extensive exchange business, fixing and regulating the
rate of exchange between different places in the country, and the
public money, raised by taxation only for the purpose of carrying on
the Government, would be employed to a very large amount in a busi-
ness which Congress has not given the Secretary of the Treasury any
authority to engage in.

With a due regard to the proper management of the Treasury De-
partment, within the provisions of law, I have felt it to be my duty to
decline all similar propositions from other places, and your request
must, therefore, receive the same response.

I have the honor to be, very respectfully, yours,
W M . A. EICHARDSON,
Secretary of the Treasury.

The Executive Department of the Government was anxious to do
everything in its power, under the law, and with due regard to the
protection of the Treasury and the maintenance of public credit, to
allajr the panic and to prevent disaster to the legitimate commercial
and industrial interests of the country; but it was found impossible to
afford the relief in any of the many forms in which that relief was
asked. It was decided, therefore, to adopt the only practicable course
which seemed to be open to it, the purchase of bonds for the sinking
fund to such an extent as the condition of the Treasury would allow,
and thus release a considerable amount of currency from its vaults.
Purchases of bonds were commenced on the morning of the 20th of
September, and were continued until the 24th, when it became evident
that the amount offering for purchase was increasing to an extent
beyond the power of the Treasury to accept, and the purchasing was
closed after bonds to the amount of about thirteen million dollars
had been bought, and without the use of any part of the forty-four
millions of United States notes, generally known as the reserve.

It should be stated that in the excitement there were many persons
in the city of New York who insisted with great earnestness that it
was the duty of the Executive to disregard any and all laws which
stood in the way of affording the relief suggested by them—a proposi-
tion which indicates the state of feeling and the excitement under
which applications were made to the Secretary of the Treasury to use
the public money, and which, it is scarcely necessary to add, could not
be entertained by the officers of the Government to whom it was
addressed.

These facts are recited in order to lay before Congress, and place
on record m a concise form, exactly what the Treasury Department was
asked to do, and what it did, in the late financial crisis.

The currency paid out of the Treasury for bonds did much to
strengthen many savings banks, and to prevent a panic among their
numerous depositors, who began to be alarmed, and had there
developed an extended run upon those useful institutions, it would
inevitably have caused widespread disaster and distress. It also forti-
fied other banks, and checked the general alarm to some extent. But
the loss of confidence in the value of a great amount of corporate prop-
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erty which immediately followed the failure of banking houses con-
nected with largely-indebted corporations, the distrust of the solvency
of many other institutions, the doubt as to the credit of firms and
individuals whose business was supposed to be greatly extended, and
the legitimate effect thereof in disturbing the business of the country,
could not be avoided by any amount of currency which might be
added to the circulation already existing.

Confidence was to be entirely restored only by the slow and cautious
process of gaining a better knowledge of true values and making in-
vestments accordingly, and by conducting business on a firmer basis,
with less inflation and more regard to real soundness and intrinsic
values.

There can be no doubt that the practice by banks of allowing inter-
est on deposits payable on demand is pernicious, and fraught with
danger and embarrassment to borrower and lender, as well as to the
general business interests.
. Deposits payable on demand should be limited to that surplus which
individuals require over and above their investments, and no part of
that from which they expect an income. Such deposits are compara-
ilve!v stable in average amount, and constitute a healthy basis for
banking purposes within proper limits, which prudent bankers know
how to determine.
. But if deposit accounts are employed as temporary investments, the
interest attracts a large amount of money to those cities where such
interest is paid, and where speculation is most active, at seasons when
as much profit thereon cannot be secured elsewhere. With the first
return of activity in legitimate business these temporary investments
^e called in, and jeopardize in their sudden withdrawal the whole
business of the banks', both affecting the legitimate depositors on the
one hand by excitement and distrust, and on the other creating a con-
ation of things in which the borrowers on call are also unable to
^spond. The banks have borrowed their money of depositors on call.
x™y have loaned it on call to speculators, who by its use have con-
tributed to inflate the prices of the stocks or merchandise which have
^ n the subject of their speculations. The speculator wants it to
Parry the stocks till he can dispose of them without a loss. This he
ls unable to do in a stringent money market. The banks, their de-
positors, and the borrowers, all want it at the same time, and of course
a stringency is developed which spreads distress throughout the
country.

The system creates immense amount of debts payable on demand,
dlj of which thus suddenly and unexpectedly mature at the first shock
°* financial or commercial embarrassment in the country, and at the
;ery time when most needed by debtors and when they are least able
torespond.

*Tere is no safety for corporations or individuals whose capital
^ployed is wholly or mostly borrowed on call. Many savings banks
!** protected from ruin in the recent financial excitement by availing

seles of provisions in their rules requiring sixty days or other
f of notice before paying depositors, thus making all their
^posits payable on time. Every cautious and well-managed savings

lstitution has such a rule among its by-laws.
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410 FEDERAL BANKING LAWS AND REPORTS

Without attributing the stringency in the money market, which is
experienced every autumn and occasionally at other seasons of the
year, solely to this practice of paying interest upon deposits in the
large cities, it is evident that, when money is less needed m legitimate
business, the practice encourages overtrading and speculation, always
detrimental to the best interests of the country, and the bad effects of
which upon those interests become more apparent, and the disaster
more widespread, when the necessary contraction begins to be felt.

I recommend that national banks be prevented from paying interest
on deposits, or that they be restricted and limited therein; either by
direct prohibition, by discriminating taxation, or otherwise.

While legislation by Congress cannot prevent State banks and pri-
vate bankers from continuing the practice, it can prevent national
banks from becoming involved in, and instrumental in producing, the
embax^rassments and difficulties to which it necessarily leads.

The national banks, organized by law of Congress and having rela-
tions with the Government in the issue of circulating notes, ought to
be the most cautious and safe banking institutions of the country, and
should be kept aloof from all hazardous business which it is not
possible to prevent sanguine, venturesome, and speculative individuals
from engaging in, at the risk of their capital and their credit.

With a fixed amount of circulation of bank notes and of United
States legal-tender notes not redeemable in coin, and with gold above
par in currency, there must be each year times of redundancy and
times of scarcity of currency, depending wholly on the demand, no
method existing for increasing the supply.

With a circulating medium redeemable in coin, a redundancy is cor-
rected by the export, and a scarcity by the import of specie from other
countries.

There is a prevailing sentiment that more elasticity should be given
to the volume of the currency, so that the amount in circulation might
increase and diminish according to the necessities of the business of
the country. But the difference of opinion on.this subject is so great,
and the real difficulties attending its solution are so numerous, that,
without discussing any of the multitude of plans which have been pre-
sented to the public through the press and otherwise, I earnestly com-
mend to the wisdom of Congress a careful and thorough consideration
of this important subject, rendered more obviously important by the
present embarrassed condition of large business interests which have
suffered by the recent financial crisis; and that, in such inquiry,
avoiding further inflation of the issue of irredeemable legal-tender
notes, the most desirable of all financial results to be attained, namely,
a permanent return to the sound basis of specie payments, and a gold
standard to which all our paper issues shall be made of equal value,
shall be the aim.

To allow national banks to use part of their reserves at seasons of
tto greatest pressure, under proper restrictions and regulations, would
afford some flexibility.

Rigid statute laws applied to all banks, at all seasons, and in all
places alike, often prove an embarrassment and injury when they con-
flict with economic principles and the laws of trade and business,
which are stronger than legislative enactments, and cannot be over-
thrown thereby. Associated banks at the several redemption cities
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named in the banking law, which are the great controlling centres of
business, might do much to give steadiness and safety, if they were
authorized, through properly constituted boards or committees of their
own officers, to exercise a large discretion in the use of their reserves,
in the rate of interest to be charged at different seasons and under
different circumstances, and in other matters, within limits prescribed
by law.

Should it be deemed necessary or expedient to temporarily enlarge
the paper-money circulation in cases of great emergency, provision
maybe made to permit the national banks, under certain circumstances
and to a limited extent, to increase their note circulation by a pledge
of United States bonds, bearing no interest while so pledged, or sub-
jecting the banks to special taxation upon the circulating notes ob-
tained thereon, or upon such other terms that it would be for their
interest to recall the notes and redeem the bonds at the earliest possible
day after the pressure and their necessities should have ceased.

Annual Report, Comptroller of Currency (John Jay Knox)

[Forty-fourth Congress, 2d Session, December 2, 1876, Pages 5-15]

OTHER SYSTEMS OF BANKING

The Comptroller receives frequent applications for public docu-
ments containing statements of the resources and liabilities of the
banks authorized by the legislatures of the several States previous to
toe establishment of the national banking system; and similar inquiries
are also made in reference to the two Banks of the United States
authorized by Congress, the first by act of February 25, 1791, and the
second by act of April 10,1816. A resolution of the House of Kepre-
sentatives of July 10, 1832, directed the Secretary of the Treasury to
procure and publish such statements of the banks organized in the
vanous States as could be obtained from State officials; and in 1873 it
*as made the duty of the Comptroller of the Currency to present
annually to Congress similar information from official and other
^able sources.

to compliance with the resolution of 1832, a compilation of statistics,
more or less complete, showing the condition of the banks m the
^eral States, was, with the exception of a few years, published
annually until 1863. Many of these reports are out of print, and
wnen comparative statistical information is desired in reference to
Particular States it cannot be obtained without consulting a series of
jolumes. Information in reference to the two Banks of the United
^ t e s is alike inconvenient of access. The Comptroller, therefore,
<|eemmg the present time and circumstances especially appropriate,
clevotes a portion of his report for 1876 to the presentation, in a concise
?ncl convenient form, of the more valuable of the statistics contained
j1* these various reports, together with such additional information as
fte has been able to collect from other official sources.

92180 0—63 27
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412 FEDERAL BANKING LAWS AND REPORTS

As preliminary to these statistics, a brief sketch is herewith given of
the history of the Bank of North America and of the two Banks of the
United States, the only banking institutions authorized by Congress
previous to the establishment of the national banking system. It is not
proposed here to trace the history of banking in this country, nor to
sketch in detail its progress in the several States. The execution of
such a purpose would require a ATolume, instead of the space usually
allotted to an annual report. A glance at the history of banking in
Massachusetts and New York, and in a few of the older Western and
Southern States, exhibits the general outlines of the bank legislation
of the country previous to 1863. This review presents to us in a favor-
able light the operations of the charter system of banks in two of the
most prosperous States of the Union, while it also exposes many of the
imperfections of that system as it existed in some of the other States
of the Union during the period when circulation was issued by State
authority.

BANK OF NORTH AMERICA.

The first organized bank in the United States, and "the first one which
had any direct relation to the Government of the United States," com-
menced operations on January 7,1782. The institution had its origin,*
as a banking company without charter, in a meeting of citizens of
Philadelphia on June 17, 1780, at which it was resolved to open a
"security subscription to the amount of three hundred thousand
pounds, Pennsylvania currency, in real money," the intention being to
supply the Army, at the time reported by Washington to be destitute
of the common necessaries of life and on the verge of mutiny. Thomas
Paine, then clerk of the Pennsylvania Assembly, suggested a subscrip-
tion, in a letter to Mr. Blair ™~™ 1--~ - 1--1- 1 -~ ~~i—^ « ^ -, McClenaghaii, in which he inclosed a con-
tribution of five hundred dollars to the fund, the latter gentleman and
Robert Morris each subscribing two hundred pounds in hard money.

The first proceedings in the Congress of the United States in refer-
ence to the establishment of a bank were on June 21, 1780, at which
time a committee of three was appointed to conifer with the inspectors
and directors of this proposed association. The committee reported a
series of resolutions, which were unanimously adopted, accepting the
offerings of the associators as a distinguished proof of their patriotism,
and pledging the faith of the Government for the effectual reimburse-
ment of the amount advanced. The resolution was accompanied by
the following preamble:

Whereas a number of patriotic citizens of Pennsylvania
have communicated to Congress a liberal offer, on their own
or^fcAn b y t h e i r o w n exertions, to supply and transport
<3,000,000 rations, and 300 hogsheads of rum, for the use of the
Army, and have established a bank for the sole purpose of
obtaining and transporting the said supplies with the greater
facility and dispatch; and whereas, on the one hand, the
associators, animated to this laudable exertion by a desire to
relieve the public necessities, mean not to derive from it the
least pecuniary advantage, so, on the other, it is just and
reasonable that they should be fully re-imbursed and
indemnified. J

•Palne's Dissertations on Government, 1786.
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In the spring of 1781, Robert Morris, then holding the office of Su-
perintendent of Finance, under appointment of Congress, arranged
the system of the Bank of North America. On the 26th of May, 1781,

o - - . — ^ ^ i V uuiia tif p i p u u u ^nuiici, »ILII utijjittii njiiutju to ren

million Spanish silver milled dolars. The amount of capital paid in
by the individual stockholders did not, however, exceed $85,000. The
Superintendent of Finance, to encourage the undertaking, subscribed
|25O,OOO to the stock on behalf of the Government, but the national
finances were so far exhausted that the bank was subsequently obliged
to release $200,000 of the subscription, and its remaining stock paid in
was sold to persons in Holland. The bank was opened for business on
January 7, 1782. Before the month of July following, it had loaned
to the Government $400,000 and to the State of Pennsylvania $80,000.

The legislature of Pennsylvania granted the company an act of incor-
poration of perpetual duration on April 1,1782, which was repealed in
1785, but the bank continued its business under the act of Congress.
A change of parties in 1787 brought with it a renewal of the charter by
the State of Pennsylvania, limited, however, to the term of fourteen
years, with a capital of two million dollars. In 1790 Hamilton, in
Jus report, refers to the "ambiguous situation in which the Bank of
Aorth America has placed itself by the acceptance of its last State
charter," and concludes that, as this has rendered it a bank of an
individual State, with a capital of but two millions, liable to dissolu-
tion, at the expiration of its charter in fourteen years, it would not be
^pedient to accept it as an equivalent for a Bank of the United States.
Ihe State charter of the bank was renewed from time to time until
December 3,1864, when it became a national bank, retaining its original
name, with a capital of $1,000,000, and a surplus of nearly the same
amount.

The annual dividends of this bank from 1792 to 1875—eighty-four
years-—have averaged within a small fraction of eleven per cent. The
amount of its outstanding State-bank circulation in 1862 was $687,000.
*he amount unredeemed is estimated at $40,000.

THE FIRST BANK OF THE UNITED STATES

The first Bank of the United States was proposed by Alexander
^amilton, Secretary of the Treasury, in his report on a national bank
v1 aci? December 13,1790. In that report he acknowledges the essential
ervice rendered by the Bank of North America, as a fiscal agent of

T
ne ^neral Government, from the commencement of its operations,

lwUa-ry 7 ' 1 7 8 2 ' t o t h e c l o s e o f t h e revolutionary war, which bank at
time (1790) was operating under the charter obtained from the( ) as operatg

le I °* ^ e n n s y l v a n i a in 1787. ^n a n elaborate report, he gives at
k ngth his reasons for the necessity of the organization of the proposed

a and disapproves of the proposition to issue United States notes,
is point he says:
The emitting of paper money by the authority of Govern-

ment is wisely prohibited to the individual States by the
National Constitution, and the spirit of that prohibition
ought not to be disregarded by the Government of the United
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States. Though paper emissions, under a general authority,
might have some advantages not applicable, and be free from
some disadvantages which are applicable to the like emissions
by the States separately, yet they are of a nature so liable to
abuse, and, it may even be affirmed, so certain of being abused,
that the wisdom of the Government will be shown in never
trusting itself with the use of so seducing and dangerous an
expedient.*

The capital of the proposed bank was fixed at ten millions; and one-
fourth of all the private and corporate subscriptions was to be paid in
gold and silver, and three-fourths in United States stock bearing six
per cent, interest. Two millions were to be subscribed by the United
States, and paid in ten equal annual installments by loans from the
bank, or, as Mr. Hamilton describes the operation, by "borrowing with
one hand what is lent with the other." The board of directors of the
bank was to consist of twenty-five persons, not more than three-fourths
of them to be eligible for re-election in the next succeeding year. The
bank had authority to loan on real estate security, but could only hold
such real estate as was requisite for the erection of suitable banking-
houses, or should be conveyed to it in satisfaction of mortgages or
judgments. No stockholder, unless a citizen of the United States,
could be a director, and the directors were to give their services with-
out compensation. The bills and notes of the bank were made receiv-
able in payment of all debts to the United States.

The act of incorporation was opposed in the House of Representa-
tives by James Madison and eighteen others, all of whom, with one
exception, were members from the States of Virginia, Maryland, and
North and South Carolina. It was also opposed by Thomas Jefferson,
Secretary of State, and Edmund Randolph, Attorney-General, in opin-
ions requested by the President. The grounds taken by the opponents
of the charter were, a denial of the general utility of banking systems,
and opposition to the special provisions of the bill; but the mam
force of their objections was directed against the constitutional author-
ity of Congress to pass an act for the incorporation of a national bank.
The supporters of the bill in the House of Representatives numbered
thirty-nine—a majority of twenty; all of them, except four, being
representatives of Northern States, among whom were Fisher Ames,

xi c » o vn>vy; ana i-eter Munienberg, of Fennsylvama. namiiwu, »*>*
retary of the Treasury, and Knox, Secretary of War, in official opinions
rendered to the President, maintained the constitutionality and tlie
policy of the act.f

Hamilton's plan, substantially unchanged, was adopted by Congress,
and the act was approved by Washington on February 25, 1791. 1W>
average dividends of the bank, from its organization to March, IJW
were at the rate of 8% per centum per annum. The 5,000 shares of four
hundred dollars each, owned by the United States, were disposed of m
the years 1796 to 1802, at a considerable profit, 2,220 shares having been
sold in the last mentioned year at a premium of 45 per cent. Accord-

- - N a t l 0 B a l
failed to disclose any such opinion by Secretary fcnox.
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ing to the Treasury records the Government subscription, with the
addition of the interest which was paid by the United States on the
stock issued for it, amounted to $2,636,427.71, while there was received
by the Treasury in dividends, and from the sale of the bank stock at
various times, $3,773,580, the profit realized by the Government being
$1,137,152.29, or nearly fifty-seven per cent, on the original investment.

The act provided that a report of the condition of the bank should be
furnished to the Secretary whenever required by Mm, but not oftener
than once a week. The Treasury records do not show that any formal
reports were ever made to the Department, and the only balanced state-
ments to be found, showing the condition of the bank are two, which
are contained in letters* of Albert Gallatin, Secretary of the Treasury,
communicated to Congress on March 2, 1809, and January 24, 1811.
These reports are follows:

January, 1809. January, 1811.

T RESOURCES.
Loans and discounts „
JJtedStates six per cent, stock
Other United States indebtedness
Uuei from other banks
Real estate
Notes of other banks on hand" I
Specie

$15,000,000
2,230,000

800,000
480,000

5,000,000

$14,578,294
2,750,000

57,046
894,145
500,653
393,341

5,009,567

Totals,.

Capital stock _.
Undivided surplus

U ^ t i n t
p

i ^ n g n o t e s outstanding.
individual deposits
United States deposits

ue to other b a n k s . ; ;unpaid d f

23,510,000

10,000,000
510,000

4,500,000
8,500,000

ue to other banks . . , ; ;
unpaid drafts outstanding"

24,183,046

10,000,000
509,678

5,037,125
5,900,423
1,929,999

634,348
171,473

Totals.. 23,510,000 24,183,046

Renetoal of charter.

The charter of the bank expired by limitation on the 4th of March
18U, and application for its renewal was made in April, 1808. In 181U
[he subject underwent investigation and discussion in Congress. Al-
b(*t Gallatin, then Secretary of the Treasury, favored the renewal,
^ith some minor changes. Of the conduct of the bank under its first
charter he said: "The affairs of the bank, considered as a moneyed
^stitution, have been wisely and skillfully managed." On the final
)2>te in the Senate, on February 20,1811, the parties stood 11 to 17, and
Jhe bill was defeated by the casting vote of the Vice-President, George
V™ton. Mr. Clay voted against its passage, and Mr. Crawford and
*}*• Pickering in its favor, the latter voting against instructions ot the
AHassachusetts legislature. The legislatures of Pennsylvania and Vir-
6"ua instructed their representatives to oppose the renewal oi the
barter on the ground of its unconstitutionahty. The bill was lost in
S10 House by a minority of one vote, as it had previously been in the
Senate by the casting vote of the Vice-President.

American State Papers—Finance, vol. 2, pp. 352 and 470.
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The State banks, which the opponents of the recharter believed ade-
quate to the fiscal requirements of the Government and to the monetary
necessities of trade and industry, failed in the trial to which the exigen-
cies of the war of 1812 subjected them. In September, 1814, all of them
which were south of NewT England suspended specie payments. Nearly
one hundred of them, in different sections of the country, had been, of
necessity, in the absence of a national bank, selected as depositories of
Government funds. The check of the redemption of their notes being
removed, an expansion of their issues followed; its amount, which
was estimated in 1811 at $28,100,000, being in succeeding years, ac-
cording to Mr. Crawford, as follows:* In 1813, from $62,000,000 to
$70,000,000; in 1815, from $99,000,000 to $110,000,000; and in 1819,
from $45,000,000 to $53,000,000. During the year 1816 the banks
continued to issue largely, and that, in addition to this, floods of
unchartered currency were poured out, in notes of all denominations,
from six cents upward. Great distress resulted to the country from the
depreciation of the currency, and from the failures of banks in 1818,
'19, and '20. The root of the evil lay in the attempt of the Government
to carry on an expensive war by means of bank-loans, and the notes of
State corporations over which it had no control, thereby converting
on irredeemable paper, issued by irresponsible institutions, into a na-
tional currency, assisting in its circulation and encouraging its expan-
sion. In 1814, Treasury funds to the amount of nearly nine millions
of dollars were in the suspended banks; and the correspondence of
Secretary Crawford with the deposit-banks, from January 1,1817, to
May 8, 1822, fills two volumes, comprising 1237 pages, f The loans
of the Government in 1815 amounted to $35,220,671. Treasury notes
were not redeemed, and general distrust prevailed.

On October 6, 1814, Mr. Dallas was appointed Secretary of the
Treasury, and on the 14th of the same month, in response to a com-
munication from the Committee of Ways and Means, he transmitted
a reportj strongly recommending the organization of a national
bank. In that report he says:

The multiplication of State banks in the several States
has so increased the quantity of paper currency that it would
be difficult to calculate its amount, and still more difficult to
ascertain its value. * * * There exists, at this time, no ade-
quate circulating medium common to the citizens of the
United States. The moneyed transactions of private life are
at a stand, and the fiscal operations of the Government
labor with extreme inconvenience. * * * Under favorable cir-
cumstances, and to a limited extent, an emission of treasury-
notes would probably afford relief; but treasury-notes are
an expensive and precarious substitute either for coin or
bank-notes, charged as they are with a growing interest, pro-
ductive of no countervailing profit or emolument, and ex-
posed to every breath of popular prejudice or alarm. The es-
tablishment of a national institution, operating upon credit,
combined with capital, and regulated by prudence and
good faith, is, after all, the only efficient remedy for the dis-

*Finance Report* vol. 12, page 59.
*tl8 Cong., 1 aesa., No. 140.
X American State Papers—Finance, vol. 2, p. 866.
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ordered condition of our circulating medium. The estab-
lishment of a national bank will not only be useful in promot-
ing the general welfare, but it is necessary and proper for
carrying into execution some of the most important powers
constitutionally vested in the Government.

At this time, in place of one United States bank acting as its fiscal
agent, the Government accounts were distributed among a large
number of State banks, scattered all over the Union. Such was the
state of the public credit in 18L3-'H, that in those two years $42,269,-
776 of six per cent, stocks, issued by the Government, and running
for twelve years, were sold at a discount of nearly fifteen per cent.,
the Government realizing from their sale but $35,987,762? On Febru-
ary 24, 1815, a loan of $8,856,960, running for nine years, but with
interest increased to seven per cent., was negotiated at par; and on
March 3, following, another loan of $9,745,745, for nine months, at
six per cent, interest, brought into the Treasury but $9,284,044, the dis-
count in this instance being nearly five per cent.J In addition to these
losses, the money received for the loans was at a heavy discount
for specie—the depreciation in the local currency at the close of the
war ranging to twenty and even twenty-five per cent., and the Gov-
ernment supplies being obtained only at a proportionate rise in price.
Such were some of the results of a State-bank system during the
period that followed the expiration of the charter of the bank on
March 4, 1811, and until its re-establishment on January 7, 1817.

The effect of this experience was to revolutionize the opinions of
Congress, insomuch that on January 20, 1815, and in accordance with
the recommendation of Secretary Dallas, a bill was passed re-orgamz-
ing the bank, many prominent members of both houses who had pre-
viously voted against a renewal of the charter now voting in its favor.
The bill was vetoed by President Madison,* in his message of January
30, in which, "waiving the question of the constitutional authority of
the legislature to establish an incorporated bank," he says: "The pro-

d b h f
g a t u r e to establish an incorporated , y p

Posed bank does not appear to be calculated to answer the purposes of
reviving the public credit, of providing a national medium of circula-
tjon, of aiding the Treasury by facilitating the indispensable anticipa-
ting ~m ,, J *> •••- . _ xi 1.1: , durable loans."

copious arguments, con-
o • ^ ^ s _ , v , i A , .„„. ./they did not meet with the approval

or Congress they could be constitutionally overruled, but that in a con-
trary event "a more commensurate and certain provision for the public
Agencies" could be substituted.

SECOND BANK OF THE UNITED STATES.

On the 10th of April, 1816, a bill was approved by President Madi-
S01*, which was the second and last charter of the bank granted by the
general Government. The plan proposed by Mr. Dallas was modeled
uPon the charter of the first United States Bank, and the act of incor-
poration, as finally passed, did not differ materially from the plan

Mm-?*!*'8 Fun<Ungr System, pp. 567, 572, and 584.
American State Papers—Finance, vol. 2, p. 891.
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proposed by him. The charter was limited to twenty years, expiring
on March 3,1836. The capital was fixed at $35,000,000, seven millions*
of which was to be subscribed by the Government, payable in coin, or
in stock of the United States bearing interest at five per.cent., and
redeemable at the pleasure of the Government. The remaining stock
was to be subscribed for by individuals and corporations, one-fourth
being payable in coin, and three-fourths in coin or in the funded debt
of the United States. Five of the directors were to be appointed by
the President, and all of them were required to be resident citizens of
the United States, and to serve without compensation. The amount of
indebtedness, exclusive of deposits, was not to exceed the capital of
the bank. The directors were empowered to establish branches, and
the notes of the bank, payable on demand, were receivable in all pay-
ments to the United States. The penalty for refusing to pay its notes
or deposits in coin, on demand, was twelve per cent, per annum until
fully paid. The bank was required to give the necessary facilities,
without charge, for transferring the funds of the Government to dif-
ferent portions of the Union, and for negotiating public loans. The
moneys of the Government were to be deposited in the bank and its
branches, unless the Secretary of the Treasury should otherwise direct.
No notes were to be issued of a less denomination than five dollars, and
all notes smaller than one hundred dollars were to be made payable on
demand. The bank was not, directly nor indirectly, to deal in any-
thing except bills of exchange, gold or silver bullion, goods pledged
for money lent, or in the sale of goods really and truly pledged for
loans, or of the proceeds of its lands. No other bank was to be estab-
lished by authority of Congress during the continuance of the corpora-
tion, except such as might be organized in the District of Columbia
with an aggregate capital not exceeding six millions of dollars; and,
in consideration of all the grants of the charter, the bank was to pay
to the United States a bonus of $1,500,000, in three annual installments.

The bank went into operation on January 7, 1817. This was at
the worst stage of the monetary troubles, which began with the sus-
pension of specie payments in 1814, and continued till the general
crash of 1819-'20. At this time lands and agricultural products had
Tallen to one-half the prices which were readily obtainable in 1808-10*
and to one-third of the value they possessed when the excessive
indebtedness of the people was incurred—namely, during the infla-
tion years of the State banks. The contraction of the circulation and
the genera] failures of the State banks began in 1818. The second
United States Bank, therefore, came into existence on the very verge
of a great monetary crisis. A committee of investigation was ap-
pointed by the House on November 30, 1818, which reported that the
charter had been violated in four instances; and a resolution was
introduced on February 9, 1819, instructing the Committee on the
Judiciary to report a bill repealing the act incorporating the banK.
This resolution failed of adoption.

In 1819, the financial affairs of the country were in a wretched
condition. The currency was greatly depreciated; very many failures
ot State banks, corporations, and individuals had occurred, and the
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a million, to restore soundness to the currency; but it became itself
embarrassed, largely through the mismanagement of the branch at
Baltimore, and was in danger of absolute failure. Its losses were
reported to exceed three millions of dollars; but the bank, as well as
the business of the country, eventually recovered.

The industries of the people and the finances of the Government
prospered from 1820 to 1835. In this interval the national debt was
paid, and the stock of the bank rose in the market until it commanded
'X premium of twenty per cent. "Long before the election of General
Jackson," says Mr. Parton,* "the bank appeared to have lived down
all opposition. In the presidential campaign of 1824 it was not as
much as mentioned, nor was it mentioned in that of 1828. In all the
political pamphlets, volumes, newspapers, campaign papers, burlesques
and caricatures of those years there is not the most distant illusion
to the bank as a political issue." It was therefore a surprise to all
parties when President Jackson, in his first message, in December,
1829, recommended that Congress should take into consideration the
constitutional difficulties which might interfere to prevent a recharter
or the bank. During the session of 1832-'33, the House of Repre-
sentatives, by a vote of 110 to 46, passed a resolution declaring that
the public moneys were safe in the bank of the United States. Mr.
McLane, then Secretary of the Treasury, was, in 1833, appointed
Secretary of State, and Mr. Duane succeeded him in the Treasury.

After the adjournment of Congress, Secretary Duane declined to re-
move the public deposits upon the request of the President, in conse-
quence of which he was displaced and Attorney-General Taney ap-
pointed in his stead, by whom they were removed. On the re-assem-
blmg of Congress, in December, 1833, the Secretary gave his reasons
'ot1 removing the deposits.! Resolutions of both houses followed upon
this procedure of the Executive, and the memoranda of John Quincy
Adams thus briefly presents the results :J "The Senate this day (March
28,1834) took the question on two resolutions offered by Henry Clay:
J- Censuring the President of the United States for usurpation of
power in his late measures; passed by a vote of 26 to 20. 2. That the
reasons of the Secretary of the Treasury for removing the deposits are
'"sufficient; by 28 to 18." And Mr. Adams adds that, m his opinion, the
irst of these resolutions should not have been passed. It was afterward
(March 16, 1837) expunged from the Senate Journal. On April 4,
™4, he has the following entry :§ "The first resolution in the House of
Representatives (that the Bank of the United States ought not to be
lechartered) was carried, 134 to 82. The second resolution, that the
public deposits ought not to be restored to the Bank of the United
^tates, passed by a vote of 118 to 103. The third resolution, that the
Y»te banks should be continued as depositories, and that Congress

l further regulate the subject by law, passed by 117 to 105. The
f h resolution, directing the appointment of a select committee for
jl bank investigation, with power to visit the bank and any of its
branches, was adopted by a vote of 175 to 42."

lh\f*ot Andrew Jackson, by James Parton, New York, vol. 3, p. 256.
'if,1 nance Report Vol 1 n 117

PhihS30Lr8 o f J o h ' n Quincv* Adams, comprising portions of his diary from 1795 to 1848,

a^emoirs of John Quincy Adams, vol. 9, p. 122.
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The Treasury records show that the Government realized a profit of
$6,093,167 upon its investment in the stock of the bank, as will appear
by the following statement:
Bonus paid by the bank to the United States $1, 500,000 00
Dividends paid by the bank to the United States 7,118, 41G 29
Proceeds of stocks sold and other moneys paid by the bank to the

United States 9,424,750 78

Total 18, (M3,167 07
Five-per-cent. stock issued by the United States for

its subscription to the stock of the bank $7,000,000
Interest paid on the same from issue to redemption. 4,950,000

11,950,000 00

Profit 6,093,167 07

The agitation of the United States Bank question, involving the

until, as a subject of legislation, it was settled on July 10, 1832, by his
veto of the bill for rechartering the bank. The interval of about six
years from the time of the President's first intimations of hostility to
the bank to the expiration of its charter, in March, 1836, is memorable
for the persistence and violence of the warfare between the bank ana
its party, and the administration and its supporters, in and out of
Congress. The most important event which marked the struggle was
the removal of the deposits of the Government from the Bank of the
United States to the State banks, under the order of Secretary Taney,
executed on the 1st of October, 1833, which has already been noticed.

Removal of the public deposits.

"The Globe, of the 20th of September, 1833, announced that the pub-
lic deposits would, 'after the 1st of October, be made in the State
banks, but that it is contemplated not to remove at once the whole ol
the public money now on deposit in the Bank of the United States, but
to suffer it to remain there until it shall be gradually withdrawn by
the usual operations of the Government.' The bank thenceforward
knew that if its own policy should be pacific, it had nothing to fear
from any unusual call from the Government; yet with specie enough
in its vaults to pay the entire public deposit at once, it maintained its
stringency, under the pretext that it must be prepared for vindictive
attacks from the Treasury Department."*

But other results followed, which were of much more consequence
than the question of the fitness or unfitness of a particular f&*i
agency of the Government. The State banks which were selected as
depositories of the large revenues of the Treasury expanded then
issues, and a multitude of other banks, old and new, went wild m »
general inflation of the circulation. The Aggregate of their circulat-
fg n**e-f l e ^ c l u s i v e o f t h o s e o f t h e Bank of the United States) rose
from $61,000,000 in 1830 to $149,000,000 in 1837. In March, 1880,, the
finance Committee of the Senate had said: "They are satisfied tiitf
the country is m the enjoyment of a uniform national currency, n°l

• Autobiography of Amos KendaU, Boston, 1872, p. 398.
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only sound and uniform in itself, but perfectly adapted to all the
purposes of the Government and the community, and more sound and
uniform than that possessed by any other country." And yet, but
seven years after this, on the 10th of May, 1837, all the banks then
in operation, with the mammoth United States Bank of Pennsylvania
among them, went into suspension, as if by common consent; or, as
Colonel Benton has it, "with a concert and punctuality of action
which announced arrangement and determination such as attend re-
volts and insurrections in other countries;" and he declares that "the
prime mover and master manager of the suspension was the Bank of
the United States, then rotton to the core and tottering to its fall,
but strong enough to carry others with it, and seeking to hide its own
downfall in the crash of a general catastrophe."* This allegation
derives some support from the report of the committee of the stock
Holders, made in January, 1841, after the failure of the bank. They
say: "The origin of the course of policy which has conducted to the
present situation of the affairs of the institution dates beyond the
period of the recharter by the State."

Favored by an excess of importations of specie, amounting to nearly
twenty millions in the two years ending September 20,1838, the banks
of New York and New England resumed on May 10 of that year. The
banks of Philadelphia made three resumptions and as many failures
before February, 1841, and did not effectively resume until March of
jhe following year; so that, from the time when the Senate committee
jjad so highly commended them, a period of twelve years of vicious
fluctuation and depreciation of the currency elapsed before the banks
?gnin settled into what was then called "a state of regularity." Dur-
uig this period they reduced their circulation from 149 millions in 1837
to 58 millions in 1843, which is three millions below the amount at
wjuch it stood thirteen years before.

yie United States Bank did not wind up its affairs, nor even prepare
J° ao so; on the contrary, it applied for and obtained a charter from
ne legislature of Pennsylvania, which was granted and approved by
the Governor of the State on the 18th of February, 1836, just thirteen
S s before the expiration of its charter from the general Government.
A1us charter differed in nothing essential from that just expiring, ex-
|*pt m the term of the bank, which was extended to thirty years, and in
lJ*e amount of the bonus paid and to be paid for it. It was in effect a
^newal and extension of the charter, without change of conditions or
Proses, and under the old corporate name. The title of the act of
Corporation, however, is worthy of note. It is styled, "An act to

Iepeal the State tax on real and personal property, and to continue and
Wend the improvements of the State by railroads and canals, and to
charter a State bank, to be called the United States Bank." The
°onus, or/cost of the charter to the bank, if it had maintained its ex-
stence and solvency long enough to meet the charges imposed, would
not have fallen short of five millions of dollars, assuming, which it is
afe to do, that the long list of subscriptions required to be made to
'^roads, canals, navigation companies,.and turnpike roads, scattered
lU1 over the State, should eventually prove to be unproductive.
J-olonel Benton describes the Pennsylvania charter as a transmi-
ssion of the Bank of the United States, * * changing itself from

ton's Thirty Years In United States Senate, vol. 2, p. 21.
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an imperial to a provincial institution, retaining all the while its body
and essence, its nature and attributes, its name and location;" and he
does not hesitate to ascribe "every circumstance of its enactment to
corruption, bribery in the members who passed the act, and an attempt
to bribe the people by distributing the bonus among them."* The sub-
sequent disastrous history of the bank would seem in some measure to
justify these charges. This bank, as has been seen, suspended specie
payments as often as other State institutions, and finally succumbed to
trials which other banks, more prudently managed, survived. It made
an assignment of certain securities on May 1, 1841, to secure five mil-
lions of post notes which other banks had taken in exchange for its
demand-notes. The second assignment was made June 7, 1841, to
secure its notes and deposits, "among which were notes and deposits
of the late Bank of the United States, incorporated by Congress," so
that it appears to have been, up to 1841, using its old issues. The third
and final assignment, made on September 4, 1841, covered all its re-
maining property, uto provide for the payment of sundry persons and
bodies corporate which the bank is at present unable to pay."

Nicholas Biddle had been the president of the bank from January,
1823, to March, 1839, when he resigned, leaving the institution, as he
said, "prosperous." The shares, however, were sold at that time at 111,
instead of 125, as in 1837, and and were quoted in April, 1843, after its
failure, at one and seven-eighths.

The final result of the liquidation of the bank is briefly stated in a let-
ter to this Office from Thomas Robins, esq., president of the Philadel-
phia National Bank, who is believed to be the only survivor of its
numerous assignees. He says: "All the circulating notes of the Bank
of the United States, together with the deposits, were paid in full,
principal and interest, and the acccounts of the assignees were finally
settled in 1856. There were no funds, and no dividend was paid to the
stockholders of the bank; the whole twenty-eight millions of dollars
were a total loss to them. The seven millions of stock held by the
United States previous to the institution becoming a State bank yas
paid m full to the Government, so that the United States lost nothing
by the bank." Elsewhere the profit made by the Government upon its
shares in the bank is given from official sources.

Annual Report, Comptroller of Currency (Henry W- Cannon)

[48th Congress, 2d Session, December 1, 1884, Pages xxxii-lix]
* * * * * * *

THE FINANCIAL CRISIS OF MAY

Owing to the large number of mercantile failures which had oc-
curred during 1883. considerable financial uneasiness was felt at the
beginning of 1884, and the year opened inauspiciously, by the appoint-
ment on January 1 of a receiver for the New York and New England
Kailroad. Following closely upon this failure were the troubles oi

•Benton's Thirty Years In United States Senate, vol. 2, p. 24.
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the Oregon and Transcontinental Company, and the appointment on
January 12 of a receiver for the North River Construction Company.
The months of February, March, and April were characterized by
many commercial failures, rumors affecting the credit of various cor-
porations, and a still further depreciation in the price of stocks and
bonds, and in fact of all products and commodities.

This feeling of uneasiness and of uncertainty as to values culmi-
nated on May 6 with the failure of the Marine National Bank of New
York whose president was a member of the firm of Grant & Ward.
The failure of this firm immediately followed, and owing to the prom-
inence of some of its members and its large liabilities, exceeding $17,-
000,000, its failure caused great excitement, that had not subsided
when on May 13 the president of the Second National Bank of New
lork was discovered to be a defaulter to the extent of $3,185,000.
Although this defalcation was immediately made good by the direc-
tors of the bank and did not result in its suspension or failure, such
a shock was given to credit, and to the confidence of the public in all
institutions and firms supposed to have loaned money upon such rail-
road and other securities as had greatly decreased in value or whose
managers were supposed to be directly or indirectly interested in
speculation in Wall street, was so shaken, that there was great pres-
sure to sell stocks and securities and an active demand on the banks
for deposits.

This condition of affairs culminated on May 14 in the suspension
of the Metropolitan National Bank, the failures of Donnell, Lawson
& Simpson, Hatch & Foote, and several other bankers and brokers,
fhese failures were followed on May 15 by that of the Newark Sav-
"igs Bank, and by the suspension of Fiske & Hatch and others. Fail-
ures and suspensions continued through the months of May and June,
including those of the Wall Street Bank, the Philadelphia and Eead-
Jftg Railroad, the West Shore Railroad, of C. K. Garrison, M. Mor-
£a£'s Sons, and of other bankers and brokers.

Ihe suspension of the Metropolitan National Bank on May 14
caused great excitement. All stocks and securities called upon the
^ew York Stock Exchange were greatly depreciated under the pres-
sure to sell, and it was practically impossible for the banks to collect
their call loans, as their borrowers could not obtain monev by sale of
their securities except at ruinous rates; neither could they borrow
sisewhere; and it was impracticable and impolitic to throw the mass
°i securities held as collateral to the call loans of the associated banks
upon the market. If it had been done it is probable that a suspension
°f gold and currency payments by the banks throughout the coun-
ty would have followed the general panic that would have ensued.
lji this emergency the members of the New York Clearing-House As-
sociation, realizing that an immediate demand for deposits would be
made by their country correspondents, called a meeting at the clearing
£<mse on the afternoon of May 14, and the following plan for settling
Glances at the clearing house was unanimous adopted: * * *

Resolved. That, in view of the present crisis, the banks in
this association, for the purpose of sustaining each other and
the business community, resolve:

That a committee of five be appointed by the chair, to re-
ceive from bank members of the association bills receivable
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and other securities to be approved by said committee, who
shall be authorized to issue therefor to such depositing banks
certificates of deposit bearing interest at six per cent, per
annum not in excess of 75 per cent, of the securities or bills
receivable so deposited, except in case of United States bonds,
and said certificates shall be received in settlement of bal-
ances at the clearing house.

After consultation with the officers and directors of the Metro-
politan National Bank, a committee of examination was appointed to
visit the bank and to ascertain if some plan could not be arranged
to permit it to open again for business. The greater part of the securi-
ties of the bank were found to be of such a character that loan cer-
tificates could safely be issued upon them, and in this way the Metro-
politan National was enabled to resume business on May 15 and set-
tle its balances at the clearing house. The prompt action of the mem-
bers of the associated banks and the resumption of the Metropolitan
National Bank greatly assisted in allaying excitement and staying
the panic, and although confidence was not immediately restored, and
although the banks in the city of New York were largely drawn upon
by their country correspondents reducing their reserve for a time be-
low the 25 per cent, limit prescribed by law, and although on ac-
count of the great depreciation of values and the stringency of the
money market occasioned by the want of confidence other failures of
State banks, private bankers, and mercantile firms occurred in New
York and throughout the country, there was no suspension of gold
and currency payments at any point, and the issue of loan certificates
was confined to the banks of New York City, which were soon en-
abled to collect their loans and make good their reserves.

The crisis of May, 1884, seems to have been even more unexpected to
the country than that of September, 1873. xVlthough many conserva-
tive people had predicted that the large increase in railroad and other
securities, and the general inflation which had been going on for a
number of years would bring financial troubles and disasters to the
country, it was nevertheless generally believed that the depreciation
of values and the liquidation which had already been going on for
many months, and the further facts that the country was doing busi-
ness upon a gold basis, that the prices of all commodities were already
very low, that an increased area of territory was under cultivation,
and that the prospects were excellent for good crops, together with
the larger distribution of wealth throughout the Union, would pre-
vent a repetition of the panic of 1873. This general belief was
measurably correct, as the panic or crisis was confined principally to
i\ ew York City, although its effects were more or less felt in all parts
of the country, and the liquidation resulting therefrom has not yet
been fully completed.

The most profound students of political economy have for many
years endeavored to explain the causes which have led to financial
troubles similar to those of 1857, 1873, and 1884, and it is not to be
expected that the Comptroller can obtain sufficient data to enter into
a complete and satisfactory explanation of the causes of the financia
disturbances of the present year. The causes that lead to financial
crises in a country so rich in agriculture, of which the manufactunng
and mining interests are so varied and important, the imports ana
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exports so great, of so extensive an area of territory, and in which
wealth is becoming so equally distributed, and the population of which
is increasing so rapidly, are difficult to explain, and the issue of cur-
rency and creation of debt requires elaborate study to ascertain the
reasons for the rise and fall in value of commodities and realty which
cause a panic. It is scarcely possible at this time to explain why it
should be necessary for the country to go through the liquidation and
financial trouble which is now being experienced.

It is apparent, however, that a repetition of some of the same circum-
stances which brought about the monetary crisis of 1873 has been
largely influential in causing the present crisis. Property of all kinds
had been capitalized, as it is called; bonds and stocks had been issued
for the purpose of building railroads, carrying on manufacturing and
other business; municipal and other bonds had been issued for public
improvements. These bonds and stocks were put upon the market, and
commercial credit was extended until a point was reached where capi-
talists of this and other countries questioned the intrinsic value of
these securities and the earning power of the property on which they
were based, and also doubted the solvency of many firms in commercial
business. This lack of confidence induced them to decline to make
further advances or investments. A decrease in the earnings of rail-
roads, manufacturing, and other enterprises followed, and the entire
business of the country has consequently been restricted and deadened.

There is little doubt that one of the causes which led to the local
disturbances among the banks, national and State, and private bankers
of the city of New York, was their intimate relation in many instances
to the New York Stock Exchange, and the fact that a large portion
of the loans made by the banks and bankers of New York were based
upon the security of stocks and bonds, often speculative in their
character, which are dealt in and regularly called at the Stock Board.

It is no doubt correct in principle to advance money in aid of enter-
prises which are legitimate in their aims, and from which reasonable
returns may be expected, and in order that the general business and
commerce or the carrying trade of the country may be benefited. Due
pare should, however, be taken that loans so made should not exceed
the amount which it would be safe to advance upon the intrinsic value
°f the property represented by the securities, and not upon a fictitious
or unreal valuation. Lines should be closely drawn between ligiti-
njate business and speculation. The principles which underlie judi-
cious and sound banking are the growth of an experience of many
years. Banks not only loan their own capital but that of their deposi-
tors and creditors, anil are therefore, to a certain extent, trustees, and
should not encourage speculation or lend money for the furtherance of
doubtful enterprises, even though the profits promise to be exorbitant.
1 h e Proper relation of the New York Stock Exchange to the business
of the United States is yet to be determined. The value of an ex-
change for the convenient sale and handling of stocks and securities
]s unquestioned; but when the members of this exchange, who have as-
sociated themselves together for the purpose of furthering the busi-
e s and commerce of the country, use the machinery of this exchange
to create speculative values and to increase or decrease prices of stocks
and bonds for purposes of speculation solely, or, more properly, to
encourage a form of gambling, it is a matter for serious consideration
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whether legislation by the State of New York or by the Congress of
the United States should not be had to regulate a business which ap-
pears at times to be carried on to the great detriment of the true busi-
ness interests of the country.

Just what restrictions should be placed upon the business of the New
York Stock Exchange, or what legislation should be had, is difficult to
determine. Just how far the Federal or State law can interfere with
the business of private citizens is a delicate and difficult matter to
settle.

In considering the financial troubles of May, 1884, in the city of New
York, the Comptroller desires to call attention to the fact that while
many banks and private banking firms of excellent repute failed, but
one association organized under the national-bank act failed, and but
one suspended.

The liabilities of State banks and private bankers failing during the
month of May in the city of New York it is estimated exceeded in the
aggregate 32 million dollars, while the liabilities of the only national
bank in the same category was about 4 ^ millions, no loss to the public
occurring through the national bank which suspended.

Upon learning of the defalcation at the Second National Bank
on May 14, and when it was apparent that a financial crisis was immi-
nent in the city of New York, the Comptroller ordered expert and re-
liable examiners to the assistance of the national-bank examiner sta-
tioned at New York in order to protect the public. The examiners
were instructed to exercise the utmost caution and vigilance, and to
visit any of the national banks that appeared to be in trouble, or where
violations of law or irregularities were suspected. They were espe-
cially instructed to report any criminal irregularities or violations of
section 5209. Before permitting the Second National Bank^ whose
president had misappropriated over 3 millions of its funds, to open for
business, the defalcation was made good under the supervision of the
examiner. The plan of resumption for the Metropolitan National
Bank, by obtaining loan certificates of the New York Clearing-House
Association upon its securities, was also submitted by the examiner
m charge of the bank to the Comptroller, the examiner remaining m
charge until the plan was carried into effect and the bank permitted to
resume.

During the crisis in New York, bank examiners throughout the coun-
try were directed to exercise the utmost vigilance in the districts to
which they were assigned, to visit any of the national banks wlucn
appeared to be in trouble or which were suspected of irregularities.
They were further instructed to report promptly by telegraph any
matters of importance which might occur in their respective districts.

Ine Comptroller desires to call attention to the fact that only eleven
national banks failed in the United States during the year ending No-
vember 1, 1884, although more than one hundred banks and bankers
otiier than national failed during the same period. The records of tins
office show that many of the transactions of the national banks wlncU
failed including the Marine and Metropolitan National Banks of W*
York City, were looked upon with disfavor, and that these associations
as a rule had been frequently reprimanded for irregularities during tne
past lew years. None of the disclosures made by the examiner's re-
ports, however, gave the Department an adequate idea of the dangerous
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character of the business which was being carried on by the Marine Na-
tional Bank of New York, and this is not singular, as the directors of
the bank, as will hereafter be seen, were equally deceived in regard
to the situation. &

Further information relating to this and other matters pertaining to
the banks that have failed during 1884 will be found under the head of
national bank failures in this report.

CLEARING-HOUSE LOAN CERTIFICATES.

As has been stated, a meeting of the members of the New York
Ueanng-House Association was held on May 14,1884, to consider what
measures could be adopted to protect the reserves of the associated
banks and to prevent suspension of gold and currency payments in

Resolutions were there adopted, which are given elsewhere, author-
izing the issuance by the loan committee of the Clearing-House As-
sociation of what were termed clearing-house loan certificates, of which
the following is a copy:

No- —J [$10,000.

Loan committee of the New York Clearing-House Association.

New York, May 15,1884.
This certifies that the National Bank has deposited

with the committee securities in accordance with the pro-
ceedings of a meeting of the association held May 14, 1884,
upon which this certificate is issued. This certificate will
be received in payment of balances at the clearing-house for
the sum of ten thousand dollars from any member of the
Clearing-House Association. On the surrender of the cer-
tificate by the depositing bank above named, the committee
will indorse the amount as a payment on the obligation of said
bank, held by them, and surrender a proportionate share
of collateral securities held therefor.

Committee.

th e ? e r ^^ c a t e s w e r e to be issued to banks who were members of
Ae association upon their securities or bills receivable, at the rate of
t*> cents on the dollar. By the cooperation of all the members of the
of h r|ln2"House Association, the certificates were accepted in payment

1 balances at the clearing-house. Similar resolutions were adopted
Y certificates issued during the panic of 1873, but this measure of
ef v̂as not taken until after the panic had assumed such propor-

that their use and the consequent relief to the banks in settling
s^ balances at the clearing-house could not restore confidence,

in Afe *S ^ ! e doubt but that the prompt action of the associated banks
May last in issuing these loan certificates had a most excellent effect

10t only in the city of New York but throughout the country. The

92180 0—63- 28
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greatest amount of these certificates outstanding on any one day was
on May 24, 1884, when they amounted to $21,885,000. After that date
they were issued in limited amounts only, and on June 7 their further
issue was discontinued.

Of the eighty-two banks, members of the Clearing-House Associa-
tion, only twenty took out these certificates, and several of the banks
so taking them out, did so simply as a precautionary measure and did
not use them. The total amount issued was $24,915,000, and about
$7,000,000 of these were issued to the Metropolitan National Bank.
On and after June 10 balances at the clearing-house were paid in law-
ful money. The principal security on which these certificates were
issued consisted of mercantile paper.

On July 1 all of the loan certificates, with the exception of a portion
of those which had been issued by the loan committee to the Metro-
politan National Bank, had been returned to the committee and can-
celed and the securities taken up. This bank had been compelled,
owing to its suspension and the lack of confidence which was caused
thereby, to liquidate almost its entire deposit account, having reduced
its deposits from $11,294,000, on May 15 to $1,338,000 on September
30. Owing to this enormous liquidation of deposits, the Metropolitan
National Bank was unable to collect its loans and realize upon its secu-
rities with sufficient promptness to cancel its loan certificates by July 1,
and as these certificates bear interest at six per cent, and are secured
by a deposit of ample collaterals, as heretofore stated, the associated
banks were willing to carry them as loans, and on October 3,1884, were
still carrying $5,290,000 of the certificates issued to the Metropolitan
National Bank. Since that time this bank has gone into voluntary
liquidation, and these certificates will be paid and canceled as rapidly
as the collection of the securities upon which they are based can be
made.

The following table shows the aggregate issuance and cancellation
of clearing-house certificates from day to day from May 15, 1884, to
October 3, 1884:

Date. Issued. Canceled. Outstanding.

May 15 _.._
:\Iayl6 _
May 17 __ __
May 19
May 20-
May 21
May 22 _
May 23
May 24._
May 26
May 27 _
May 28
May 29
June 2 .._ _ _
June 3 _
June 4 _
June 5 _
June 6
June 6 to July 1
July 1 to August 1 ___
August 1 to September 1 _
September 1 to October 3 ___

$3,820,000
6,885,000
6,740,000
1,190,000
1,950,000

580.000
1,560,000

140,000
180,000

640,000

700,000
335,000
70,000
40,000

85,000

$200,000

"800,"600"

160,000
415,000
460,000
450,000
400,000

1,100,000
90,000

1,030,000
120,000

1,050,000
9,070,000
2,850,000
1,220,000

210,000

24,915,000
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As has been stated, loan certificates were issued during the panic of
1873. On September 20 of that year resolutions* were adopted for the
issuance of these certificates, as follows:

That in order to enable the banks of this association to
afford such additional assistance to the business community,
and also for the purpose of facilitating the settlement of the
exchanges between the banks, it is proposed :

That any bank in the Clearing House Association may, at
its option, deposit with a committee of five persons, to be
appointed for that purpose, an amount of its bills receivable
and other securities, to be approved by said committee, who
shall be authorized to issue therefore to said depositing banks
certificates of deposit, bearing interest at seven per cent, per
annum, in denominations of five and ten thousand dollars,
to an amount not in excess of seventy-five per cent, of the
securities or bills receivable so deposited; except that when
the securities deposited shall consist either of United States
stocks or gold certificates, the certificates of deposit may be
issued upon the par value of such certificates.

These certificates may be used in settlement of balances at
the clearing-house for a period not to extend beyond the first
of November proximo, and they shall be received by creditor
banks during that period daily in the same proportion as they
bear to the aggregate amount of debtor balances paid to the
clearing-house. The interest which may accrue upon these
certificates shall, on the first of November next, or sooner,
should the certificates be all redeemed, be apportioned among
the banks which shall have held them during that time.

The securities deposited wTith the committee above-named
shall be held by them as a special deposit pledged for the
redemption of the certificates issued thereon.

* * * * *
The total amount of loan certificates issued under this resolution was

$26,565,000, and the following table shows the issue and cancellation of
same:

Issued.

September 22 to 29, 1873
Sgytajl to 29, 1873
November 1 to 20.1873

$22,080,000
3,205,000
1,280,000

$26,565,000

Canceled.

October 3 to 31,1873— -
November 3 to 29,1873
December 1 to 31,1873
January 5 to 14,1874

$5,370,000
8,235,000

12,020,000
940,000

26,565,000

Upon comparison it will be seen that the issue of loan certificatest
during September, October, and November, 1873, exceeded the issue
of May and June 1884 by only $1,650,000.

t^hese resolutions were first printed In the Comptroller's report for the year 1873
te *The Comptroller la Indebted to Mr. W. A. Camp, manager, and Mr. F D. Tappen, chair-
S i of the loan committee of the New York clearing-house, for valuable Information
regarding the issue of loan certificates.
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NATIONAL BANK FAILURES

* * * * * * *

The failures of national banks during the year ending November 1,
1884, have been more numerous than for a number of preceding years,
and this is not surprising considering the great depreciation in values
and the consequent general liquidation, which has resulted in failures
among traders and others having an aggregate indebtedness of about
$200,000,000, as nearly as can be estimated. These failures have en-
tailed large losses upon the banks generally, and the national banks
mentioned, as well as many State banks and private bankers, have been
unable to meet the continued strain. It is, however, surprising that the
occasional failure of a national bank, to whatever cause due, with com-
paratively small capital and liabilities, should give rise to so much com-
ment and excitement, when the numerous failures of State banks and
private banks, of mercantile and manufacturing firms, and of joint
stock enterprises, causing losses vastly larger than those occasioned by
the failures of national banks, attract comparatively little attention or
criticism. As a rule, the jobber, manufacturer, or joint stock concern
has obtained his or its capital in such a manner that the effects of
their disasters are more widely distributed, and therefore less noticed.
The failing State bank and private banker, however, equally with the
national bank, inflict loss upon the immediate community in which
they are located, and apparently the complaint should be as great of
one class as of the other, which, however, is not the case.

It is also of interest to know that this is not the only country which
has suffered from financial troubles, caused by the failure of banks
and bankers. Banks of note have failed during the year in England
and her provinces. The failure of the Oriental Bank was especially
noticeable. This institution was represented by branches in India,
Australia, and elsewhere throughout the British empire. It owed its
depositors about six or seven million pounds sterling, equivalent to
thirty to thirty-five millions of dollars. The liabilities of this one
institution were therefore about equal to the aggregate liabilities of all
the State and private bankers failing in the State of New York dur-
ing the last year. The failure of the Oriental Bank was in some
measure due to its giving its support to what in this country would
be termed wildcat land speculations.

The most notable national-bank'failure of the year in the United
btates was that of the Marine National Bank, of the city of New York,
which closed its doors at about 11 a. m. on the 6th of May. The bans
examiners of the city of New York immediately took possession of the
bank and found that it had been indebted to the clearing-house that
clay in the sum of $555,000. The examiner also found the account
%*rT?4> ^ °T

v;erdrawn on the books of the bank to the amount ot
$< 66,5* 0.14 Upon further examination it was found that this fir"}
owed a total of about $2,430,500, being more than six times the capital
of the bank. A portion of this indebtedness was in the names of other
parties-clerks m their office and relations of one of the firm. How
far the officials of the bank are criminally responsible for these matters
is a subject now under investigation in the courts. The Comptrollei
finds from the report of the examiner that this firm had three different
accounts with the bank—a private account of a member of the firm,
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a general account and a special account. It appears, from an exami-
nation of the transcript of these accounts, that on May 5 their special
account was overdrawn by certified checks $383,402.07, and that on
the same day their general account was also overdrawn. It is appar-
ent, therefore that the bank had violated the law in regard to certifi-
cations by permitting these overdrafts. It is claimed, however, by the
officers of the bank that these certifications were made against secu-
rities which were subsequently obtained from the bank by one of the
firm upon his representations that he had obtained a loan upon them
elsewhere, and would make good his account. A further examination
of the various accounts of the firm shows that while the certification
of their checks was carried on to an enormous extent, they also made
very heavy deposits from day to day, and it will, perhaps, be very
difficult to furnish evidence proving conclusively that the checks were
certified before the depositswere made.

An examination of the minutes of the board of directors of the bank
shows that on the 11th day of April, 1884, twenty-five days before the
failure of the bank, the committee of examination appointed by the
board of directors reported that they had examined the securities,
counted the bills and specie, and examined the balances on the ledgers
of the bank, and found the recorded statement of the 7th of April, 1884,
to be correct. The minutes further show that the directors were in
session about an hour before the bank closed. They apparently had no
suspicion of the state of its affairs, and voted to discount certain offer-
wgs of commercial paper; and within half an hour after the adjourn-
ment of this meeting the bank closed its doors. It would seem, there-
fore, that the board of directors was grossly deceived as to the true
state of affairs.

In this connection I desire to state that the records of the Comptrol-
ler s office show that many of the transactions of the Marine National
Uank of the city of New York have been looked upon with disfavor,
and that the association had been frequently reprimanded for irregu-
larities during the past few years. None of the reports of examina-
tions of the bank made to this office, however, disclosed any violations
°* the law forbidding the overcertification of checks, or gave the De-
partment any adequate idea of the dangerous character of its loans, and
tfns is not surprising, the directors of the bank having been equally
deceived in regard to the situation.

After reviewing the information in his possession, it seems to the
Comptroller that the failure of the Marine National Bank is in conse-
quence of the board of directors having chosen for their president a
P̂ an who was willing to risk his own honor and the funds of the bank
In speculation. He joined with himself another, who is now in Lud-
{^w-street jail under indictment, and who was also a member of the
board of directors of the bank. While it is true that the final failure
Jlas shown that there were overcertifications on the last day, the Comp-
troller judges, from the information which he has received, that the
bank had been for a long time in the power of the firm to whom the
Justifications were granted, through the president's copartnership.
Atos matter was carried to the extent of permitting one of the firm
to have access to, and apparently free disposal of, the securities left as
collateral to his loans, and, so far as actual results are concerned, he
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might as well have had the combinations of the cash vaults of the bank
raid helped himself to their contents.

The Metropolitan National Bank suspended and closed its doors
about noon on May 14, and opened again for business at 12 o'clock on
the following day, the bank examiner remaining in charge of the bank
during its suspension. He also remained at the bank during the first
days of its resumption, and has frequently visited it since, and for-
warded reports as to its liquidation of deposits. Before permitting the
bank to resume business the Comptroller received assurances from the
examiner that the bank was solvent, and also received telegrams from
the president and chairman on loans of the New York Clearing-House,
stating that in their opinion the bank was solvent and should be per-
mitted to resume. The bank is now closing its affairs, having ar-
ranged to pay its depositors in full and gone into voluntary liquida-
tion under sections 5220 and 5221 of the United States Revised Statutes.

It is difficult to determine, in the case of this bank, what brought
about its suspension. From the information which the Comptroller
lias, however, it appears that the president of the Metropolitan
National Bank had the credit, at least, of being a very large speculator.
He was supposed to be a man of very large means and was interested
m many enterprises which required the use of large sums of money.
The general liquidation in railroad and other securities which has
been going on for the past two years had no doubt affected the prop-
erties in which the president was interested, and the public having
become suspicious and. apparently believing that he was a large bor-
rower from the bank, and had loaned money to parties who were
interested with himself, all of whom were assumed to have lost largely
by this depreciation of property, rumors were circulated which excited
distrust and suspicion against his bank and caused the run upon it
which resulted in its suspension. Reports of examinations do not
disclose any overcertification of checks, and I cannot conclude that
irregularities of this kind had anything to do with bringing about the
suspension.

The Metropolitan National Bank was examined on April 28, 1884.
The examination disclosed certain irregularities, and a letter was
promptly written to the bank, requiring the correction of the irregu-
larities, and forbidding the declaration of any further dividends until
this had been done. While this letter was acknowledged, the matter
was pending at the time of the suspension of the bank. ,

lhe trouble at the Second National Bank of the city of New York
grew out of a defalcation amounting to $3,185,000 by the president of
the bank. The amount of this defalcation was immediately guaranteed
and the money paid in by the directors. Owing to this prompt assist-
ance the bank did not suspend, and is going on with its business in a
solvent condition. As far as this office is advised, the president used
the money in speculations in Wall street, and was able to conceal the
tact oi his misappropriation of the funds of the bank on account of the
securities being kept in a vault located at some distance from the regu-
lar banking rooms, which are on the corner of Twenty-third street and
* ifth avenue. It appears that the president had access to these secu-
rities without check or hindrance, and used them to obtain money for
his own private speculations.

In the matter of the failure of the Marine National Bank o f / e *
York, and the defalcation at the Second National Bank of New York,
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it appears from the information on file in this office that there have
been not only irregularities, but violations of section 5209 United
States Revised Statutes. The United States district attorney at the
city of New York is in communication with the national bank ex-
aminer and the receiver of the Marine National Bank in regard to
these matters, and the facts, which have been submitted to this office,
the Comptroller has formally transmitted to the Attorney-General of
the United States through the Secretary of the Treasury.

Since the commencement of the national banking system 100 banks
have been placed in the hands of receivers, 474 banks have voluntarily
closed their business, by the vote of shareholders owning two-thirds of
their stock, under the provisions of sections 5220 and 5221 of the
Revised Statutes of the United States, and the corporate existence of
15 banks has expired by limitation. Of the banks in the hands of re-
ceivers, 9 had been previously placed in voluntary liquidation by their
stockholders, but failing to pay their depositors, receivers were after-
wards appointed by the Comptroller to wind up their affairs. Of the
100 banks placed in the hands of receivers, 63 have been finally closed,
leaving 37 still in process of settlement; 21 of which, as has been seen,
are awaiting the results of pending litigation, leaving about 16 re-
ceiverships only in active operation.

The loss to creditors of national banks which have been placed in the
hands of receivers during the twenty-one years that have elapsed since
the passage of the act of February 25,1863, as near as can be estimated,
including dividends which will probably be hereafter paid, has been
about $8,266,000. The annual average loss has been, therefore, about
$400,000 in the business of corporations having an annual average cap-
ital of about $450,000,000, and which have been responsible for the
safe-keeping of deposits in their hands, averaging constantly over
$800,000,000, or about one-twentieth of 1 per cent, of annual loss to
depositors.

The total amount paid to creditors of insolvent national banks
amounts to $23,499,522, upon proved claims amounting to $38,489,810.

The dividends so far paid thus equal about 61 per cent of the proved
claims. The amount paid during the year was $1,720,850.

Assessments amounting to $8,901,750 have been made upon the stock-
holders of insolvent national banks for the purpose of enforcing their
^dividual liability under section 5151 of the Revised Statutes, of
*hich $3,633,957 has been collected—$282,678 during the past year.

ILLEGAL CERTIFICATION OF CHECKS
* * • * *

The reports to Congress of my predecessor, the Hon. John Jay
Kftox, for the years 1882 and 1883 contained full information m
r£gard to the certification of checks, legal and illegal, and enumerated
Jhe numerous ways there were of evading a technical violation of the
la*. At the same time a history of the growth of the practice of
citifying checks was given. Certification was in use as a method of
business for more than thirty years previous to the organization of
toe national banking system, and at least twenty years previous to the
^tablishment of the clearing-house. I t is the province of the office
°£the Comptroller of the Currency to call the attention of the proper
officers of the Government to evidence by which violations of law mey
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be punished. In regard to over-certification of checks, unless they re-
sult in loss, it is almost impossible to obtain evidence which will con-
vict the offenders. The examiner cannot be in the bank at all times.
He must depend for his knowledge of its business upon an examina-
tion of its books and accounts, and the general conduct of its business
while he is making his examination. In any case of certification,
where no loss is encountered, the books at the close of the day, as a
rule, show deposits equal to or greater than the checks drawn. In
the case of the Wall Street National Bank a loss occurred by which
the violation of the law was made apparent, and proceedings were
commenced. In the case of the Marine National Bank the Comp-
troller judges from the information on file that there is good evidence
of over-certification, and, as has been seen, action has already been
taken by the United States district attorney. It has been stated to the
Comptroller that on the day of the suspension of the Metropolitan
National Bank many of the brokers engaged in business on Wall
street, in New York, were very indignant at the national banks because
they would not overcertify their checks, and in this way lend their
credit to afford the brokers relief in the emergency. It is the opinion
of the Comptroller that since the passage of the act of July 12,1882,
the officers of the national banks of New York have given the matter
of certification of checks their serious attention, and that they have
endeavored to diminish the dangerous features of this method of doing
business.

After the passage of the act of July 12, 1882, my predecessor sug-
gested the establishment of a stock clearing-house to enable the
brokers to make their settlements without calling upon the banks to
certify their checks for the purpose of clearing their stocks. This mat-
ter has received careful consideration by the bankers and brokers of
New York. No plan has yet been suggested, however, which has
seemed to meet the peculiar requirements of the Stock Exchange busi-
ness in New York. The Comptroller hopes that the recent troubles
growing out of Wall street speculations will force the bankers and
brokers of New York, for their own protection, to agree upon a stock
clearing-house system, and he believes that the present is an excellent
time for the conservative bankers in the city of New York to make a
move in this matter.

The Comptroller believes, however, that overcertification of checks,
viz, the certification of checks as "good" when no funds are to the
credit of the drawer of the checks, is not only practiced for the accom-
modation of the brokers who deal in stocks, but is also done for the
accommodation of the dealers in produce. These dealers often require
large temporary accommodations of money to take up bills of lading
for produce which has been shipped to them from the interior, and
winch they desire to take from cars and warehouses for shipment
abroad, and some accommodation is necessary in the interim until the
ocean bills of lading c a n be obtained and exchange drawn against the
consignment. While this practice is reprehensible and is not legiti-
mate as a banking transaction, business has been and is carried on m
this manner, and the fact that the national banks of the city of *e*
i ork |ine endeavoring to comply with the law in regard to illegali cer-

tification of checks has caused many dealers in produce to withdraw
their accounts from the national banking associations and has large!)
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increased the business of certain of the State banks, which are under
no restrictions of law in this matter. This is particularly noticeable in
the case of the bank which was organized under the auspices of the
New York Produce Exchange.

BANK EXAMINATIONS.

The recent financial disturbances throughout the country, and the
consequent failures of national and State banks, have called the atten-
tion of the public to the official examination of banks as conducted
under the authority of the national-bank act, and under various State
laws. '

The national-bank act provides for the issue and regulation of a na-
tional currency secured by United States bonds, and provides, also, for
a banking system, in order to facilitate the issue of this circulation. I t
contains provisions bestowing certain privileges upon the banks organ-
ized under it, and provides many safeguards for the public by impos-
ttg on these banks such restrictions as the history of banking through-
out the world has seemed to indicate were of a character to create a
safe and permanent banking system. This law has been amended
and improved from time to time, but it is not to be supposed that the
national b a n k i ^ system is absolutely perfect, nor that imprudent
banking under. . t;an be altogether prevented.

in order to enable him to ascertain if the provisions of the law are
followed, section 5240 Eevised Statutes authorizes the Comptroller to
appoint suitable persons to make an examination of the affairs of every
national banking association. I t has been customary from the estab-
lishment of the system to have a regularly appointed examiner visit
each national bank at least once a year, in many cases twice a year,
and when deemed necessary, even more frequently. The examination
°r national banks is conducted by the examiners in accordance with in-
structions issued from this office, which instructions, both general and
specific, have grown with the growth of the system. The first general
instructions to examiners were issued September 15,1864, by the Hon.
nugh McCulloch, then Comptroller of the Currency, and as the bank
^ t has been amended and revised these instructions have been altered
!? circumstances seemed to warrant. I t has been the aim of the
Comptroller to increase the efficiency of the examinations by carefully
noting the causes that have in particular cases led to the suspension or
failure of national banks, and calling the attention of the examiners to
juese causes, suggesting such methods of examination as seemed to be
°?st calculated to prevent repetition of such disasters, and to expose
Eolations of law which led to the same.

.yns official inquiry into the affairs of a national bank does not end
Wjth the mere inspection of the cash, bills receivable, books and ac-
counts of the association, but the examiners are instructed to closely
^rutmize the business of the bank, to investigate the standing and
Jitness for their positions of the persons to whom the management of
^ affairs of the association are intrusted, and the manner in which

Jlle business is usually conducted, whether prudently or otherwise;
r° ascertain as far as possible the character of the loans and discounts
* the bank, and what losses, if any, have been or are likely to be

sustained.
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The examiner is also instructed to ascertain how frequently the
board of directors meet together to consult in relation to the affairs of
the bank, and to discover if possible any malfeasance in office or will-
ful neglect of business on the part of the management; and is more-
over particularly instructed to report to the Comptroller whether any
excessive accommodations are granted in violation of section 5200
Eevised Statutes, and to note if the officers of the banks are borrowing
largely from the association; to ascertain the customary state of the
lawful-money reserve by examining the daily statements for some
time previous to the examination; whether or not the bank borrows
money to loan again; and in short, to discover and report to this office
all violations of law of whatever character.

Upon receipt of the report at this office all matters above mentioned,
and such others as may be referred to therein, are carefully reviewed
and considered, and the directors of the bank are immediately notified
of all violations of the law, and they are required to have the same
promptly corrected. The attention of the directory is also specially
called to the reform of such matters as are deemed detrimental to the
safety and welfare of the association.

The general public do not understand the amount of labor performed
weekly, monthly, and yearly by the examiners of national banks, many
of whom have for years rendered most excellent service. It can hardly
be expected, however, with the limited compensation allowed by law
for making these examinations, that the Comptroller can in all cases re-
tain the services of the most expert accountants, although by systematic
division of the labor he has endeavored to obtain the best results possi-
ble under the circumstances.*

For the purposes of bank examination the United States is appor-
tioned into twenty-five districts, bank examiners being stationed m
each district. Important reserve cities, such as New York and Boston,
generally form a district of themselves, and the duties of the examiner
stationed there are usually confined to that city and its immediate
vicinity. Owing to the nature of the work, the position of a national-
bank examiner is one of great responsibility. Notwithstanding their
vigilance, the most competent examiners are liable to be deceived, and
sometimes find it impossible to discover and remedy in time even gross
mismanagement of the affairs of national banks.

i\o laws or system of examinations will prevent dishonest men from
keeping false accounts and rendering untrue statements, and by means
or these and other devices they can conceal from the examiner the fact
that they are using the money intrusted to their charge in private spec-
ulations until final disaster makes longer disguise impossible. It *

S e S e k diffiCUU t0 deteCt viol*tions ° f law or misUSe
SsSbank
The surest preventive is to have an honest, active, and competent

«71 £ r .e c t o r s- . A r°gue or a dishonest man, who acquires the con-
ndence of his associates to such an extent that lie can appropriate the

KevlLd StSSte^ie^^in^Ti118^011 a l l ° w e d ^tional-bank examiners by
provides that the e x a m i n e r s ' l ^ 6 ^ ^ ? h e assessments upon the banks, by *
banks examined, and ? a r v o r . ^ f a l J b e p a i d ' a r e b a s e d "P° n t h e c a P l t a l of«*
capital is not the proper h a ^ . m i n g t ^ C 5 p i t a 1 ' f r o m $ 2 0 t o *75- I n m a I 1 J ^
examiners, as man? b l n k with -> w h i c b *° compute the compensation of ™
and consequently do a much l ^ ? ^ ^ ? 1 1 1 1 ^ ^ 8 m a 1 1 c a P i t a l h a v e laTSe}^eLr from &e

exumtner than other n^ociatinr? b«!^irVlSS a n d ™<Wl™ more time and !{*?',J1^? the
opinion that the fels paid to S?«nWlJ K *^e S a m e <»PitaL The Comptroller is oi j
and average deposiKhe &*$£!$$££S^^**™1* be baSe(f OP°n '
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funds of a bank for his own use without their knowledge or that of the
board of directors, can have but little trouble in deceiving the exam-
iner and hiding his peculations from him.

In times of financial disaster and of a stringent money market the
acts of dishonest and corrupt officials in any bank or banking firm or
private corporation are more liable to be discovered, and naturally dur-
ing the last year the consequences of disastrous speculation, which had
been for a long period carried on with impunity with the aid o | mis-
appropriated funds, have been brought to the surface. Men who were
supposed to be worthy of the entire confidence of communities, whose
character stood so high that they were intrusted not only with the
management of corporations, but with the investment of private
funds, have now been proven to have dishonestly betrayed their trust.
Never were the instances of this kind more numerous than during the
nnancial troubles of the present year.

Such practices and the resulting disasters, however, do not prove
that the national banking laws are inefficient, or that the national oank
examiners do not do their duty. They rather indicate that the share-
holders of joint-stock corporations of all kinds, and particularly those
of banks, should be more careful to elect men as directors and trustees
who are competent and who will exercise proper care and supervision
over the management of the affairs intrusted to them, who will select
competent and honest officers, provide suitable rules and regulations for
the conduct of the bank, keeping its accounts, &c., and appoint regular
committees of examination, whose duty it shall be not only to verify the
accounts, but to keep a watchful eye over the affairs of the association

qn?16 °fficers who immediately carry them on.
i.,. " e public frequently draw wrong deductions as to the responsi-
bility of the Government and the bank examiners in particular cases,
for instance, in many cases where failures occur the principal cause
!s found in the character of the loans made, which are either excessive
°r made on improper security. There are 2,671 national banks in the
country. The loans and discounts of the banks at the close of business
September 30, aggregated more than $1,240,000,000, and it is of course
not the province of the bank examiners to supervise the making of
^ese loans. Section 5200, Eevised Statutes, provides that no loans
shall be made to any one individual, firm, or corporation in amount
exceeding one-tenth of the paid-in capital of a bank, but there are
J£any ways of evading this law, and it is a physical impossibility for
«je (joVernment to maintain the constant espionage over the affairs of
lhe national banks which alone would prevent the violation of this
statute. Any attempt to direct the making of loans and to dictate to
Jhe directors and managers of the national -banks throughout the coun-
ty as to what use they shall make of their funds would, of course, be
^practicable.

ni
 arn/^er. When, however, some unexpected failure occurs, brought

lat ^Judicious banking, bad management, or adventurous specu-
ion, or by dishonesty and fraud on the part of the officers or direc-

lo t *°* a r e ^ i e .very m e n ^° w n o m *ne examiner must more or less
a *°.r information, the Government and the national banking laws
** unjustly criticised. The fault is not with the law and not with the
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examiner, on whose reports the directors have very likely been notified
and warned to exercise more care in the management of their affairs
and to hold their officers in check,

A national bank being a joint-stock association, its aggregation of
capital having been brought together by bankers or other persons for
the purpose of utilizing more effectually the resources of the locality in
which it is doing business, it is not the intention of the bank act to in-
terfere with the business of said association so long as it is conducted
in accordance with the law. The exact line at which the Government
shall interfere and the point at which Government discipline shall com-
mence is a matter of some delicacy to determine. I t is exceedingly
difficult to add materially to the restrictions of the national-bank act
without such an interference with the business of the banks as would
be practically prohibitory, for it is well known that banking can be
carried on under the laws of most of the States of the Union with but
very little interference and scarcely any espionage on the part of the
officials of the State government. It is because the national banking
system has raised the standard of banking, and because it is generally
understood that money deposited with a national bank is as a rule much
safer than in institutions not under similar restrictions, that bankers
and capitalists avail themselves of the national-bank act in order to
gain the confidence and thereby the deposits and business of the
public.

The act appears to contain ample provisions for the punishment of
criminal offenders, and the Comptroller is of the opinion that it is not
so much the lack of law, as it is the difficulty of detection of offenders
and of obtaining sufficient evidence to convict, that has prevented the
punishment of officers and others connected with national banks who
have violated the criminal sections of this act. In some cases the
directors and shareholders of banks have apparently suppressed in-
formation and evidence, and in many instances it has been with great
difficulty that the Comptroller was able to present the necessary facts
to the Department of Justice to make a case. For obvious reasons,
the number of instances in which this office has endeavored to secure
the arrest and conviction of offenders by reporting to the proper offi-
cers of the law facts that came to the knowledge of the Comptroller,
which seemed to indicate certain violations of law, cannot be presented,
but it is believed that the records of the various States and United
btates courts show a larger number of indictments and of convictions

ublic n S ° f t h e n a t l o n a l - b a n k a c t t h a n i s generally known to the

It is possible that the provisions of the act relating to the punishment
of offenders in the matter of false oaths of officers of banks with inten-
tion of deceiving the Comptroller as to the correctness of reports niigW
be profitably amended. The Comptroller is of the opinion that if the
criminal provisions of the bank act are to be amended, the Department
of Justice of the United States should be consulted for suggestions as
to any weakness or defect in the existing law.

* * . * * „ * *
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INTEREST ON DEPOSITS.

The practice of paying interest on deposits by the national banks
has been the subject of discussion for some time past. It is the custom
of the country banks to pay interest on current accounts, and also to
issue certificates of deposit bearing interest, which latter usually state
upon their face that no interest will be paid upon the same unless the
deposit remains with.the bank for three, six, nine, or twelve months, as
the case may be.

Banks located in the cities, where a portion of the lawful money
reserve of country banks may legally be kept, have been for many
years in the habit of paying interest upon the daily balances of the
accounts of their country depositors. Owing to the fact that the
banks in the reserve cities other than New York keep large current
accounts with their correspondents in that city, who in turn pav
interest on the average daily balances of their correspondents, the result
is that in times of easy money large sums accumulate in the city of
flew York subject to interest on current account. It is believed that
this accumulation of money in the New York banks occasioned by this
custom has a tendency to encourage speculation in stocks, as these
banks are compelled to find some use for the money deposited with
toem on which they are in turn compelled to pay interest, and as this
money is liable to t>e called for at any time, it is necessary to make loans
payable on demand, and dealers in stocks called on the stock exchange,
which theoretically can be readily sold at any time, are in consequence
enabled to obtain money for speculation by pledging these securities
as collateral and agreeing to repay the sum advanced on demand.
-Ine panic of 1873 and the financial troubles of May, 1884, have shown
that these so-called demand loans are of such a character that the
banks are not always able to realize upon them in case of emergency,
-the members of the New York Clearing-House Association, after the
Panic of 1873, discussed the abolition of the payment of interest upon
current accounts. Again, upon the 4th of June, 1884, the association
endeavored to have its members agree to discontinue the payment of
Merest on daily balances, but owing to the persistent dissent of a few
Members the association was unable to make the arrangement.

While the united action of the Clearing-House Association in
°i the abolition of the payment of interest on deposits would doubtless
nave great effect, yet so long as it is the almost universal custom of
banks, State and national, and of private bankers throughout the
country, to pay such interest, it is probable that if the associated banks
shnnU ^ i s c o n t i n u e t n e practice, they would do so to their own great

it and loss of business. lVfany of the accounts of country
and out-of-town correspondents would be transferred to the

P^st companies, State banks, and private bankers who are not mem-
^rs of the association, and who would not be bound by its regulations,
a£d for this and other reasons it seems very difficult to bring about an
apsolute cessation of the practice. Until all the bankers in the pnn-
... 1 cities of the country agree to discontinue the payment of interest,
11 is probable that it will continue to be paid upon current accounts.

& has been held by the courts that the conferring of special powers
uPon national banking associations prohibited them from the exercise
£ certain other powers not specifically conferred, and the decisions of
t n e United States courts seem to indicate that it is unlawful for a
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national bank to borrow money to lend again or to receive deposits
payable at fixed future dates with interest thereon.

Notwithstanding the fact that it has been held that national banks
could not receive deposits payable otherwise than on demand, it is
possible that, in view of the fact that the custom of purchasing deposits
by the payment of interest is so universal, the courts might hold that
national banks would have the same rights as other bankers to receive
deposits subject to repayment upon a notice of from five to thirty
days, and if this should be the case it is submitted that they should pay
interest only upon deposits of this character, for there can be no doubt
that it is extremely injudicious to receive current accounts payable
on demand subject to interest. It would appear that if this course
was adopted two classes of accounts would have to be maintained with
most of the country correspondents of national banks in reserve cities,
as it would be impracticable for a national bank in the interior to have
any portion of its reserve deposited in such a manner that it could not
be drawn upon demand. In view of the facts as stated, it is doubtful
if any legislation upon this matter should be had which would dis-
criminate against the national banks.

It is a question if in the business of banking it is not a correct prin-
ciple to use eveiy legitimate means to bring together an aggregation
of funds for the purpose of carrying on large commercial transactions
incident to the business of handling produce and carrying on the job-
bing and other trades, which would otherwise be impossible. It
is believed by many that the financial supremacy of London has been
partially brought about by the custom of the bankers of that city of
purchasing deposits and stimulating the accumulation of funds by the
payment of interest. While the London joint-stock banks do not
pay interest on their customers' accounts as a rule, they do pay interest
on deposits on demand at a low rate, and at a higher rate where the
money is left on seven days- and other longer notice, and enormous
sums are constantly on deposit in London subject to interest in tins
manner.*

In some instances the money must be left for a month. These
deposits are received from the general public, and also very largely
trom country correspondents. It is the custom, however, for the
London banks to charge a commission, generally a fixed sum, but
sometimes varying with the transactions, upon the business done \ntn
their correspondents in the country. The private bankers of London
also pay interest in the same manner, and in many instances allo*
interest upon their customers' accounts, payable on demand. The rate
of interest allowed on deposits in the city of London is usually but
trom one to one and a half per cent, per annum below the Bank oi
iimgland rate for the time being on discounts. The country banKs
throughout the United Kingdom are in the habit of allowing interest
on deposits and current accounts, to offset which, to a certain extent,
they usually charge a commission on the transactions of tnew
customers.
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Act of March 3, 1887

[24 Statutes at Large 559, Forty-Ninth Congress, Chapter 378,
2nd Session, Approved March 3,1887, by Grover Cleveland]

441

AN ACT TO AMEND SECTIONS FIVE THOUSAND ONE HUNDRED
AND NINETY-ONE AND FIVE THOUSAND ONE HUNDRED AND
NINETY-TWO OF THE REVISED STATUTES OF THE UNITED
STATES, AND FOR OTHER PURPOSES.

^ Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress as-
sembled, That whenever three-fourths in number of the
national banks located in any city of the United States
having a population of fifty thousand people shall make
application to the Comptroller of the Currency, in writ-
ing, asking that the name of the city in which such banks
are located shall be added to the cities named in sections,
fifty-one hundred and ninety-one and fifty-one hundred
and ninety-two of the Kevised Statutes, the Comptroller
shall have authority to grant such request, and every
bank located in such city shall at all times thereafter
have on hand, in lawful money of the United States, an
amount equal to at least twenty-five per centum of its
deposits, as provided in sections fifty-one hundred and
ninety-one and fifty-one hundred and ninety-five of the
Revised Statutes.

SEC. 2. That whenever three-fourths in number of the
national banks located in any city of the United States
i?Viln£ a population of two hundred thousand people

snail make application to the Comptroller of the Cur-
rency, in writing, asking that such city may be a central
reserve city, like the city of New York, in which one-half
?* the lawful-money reserve of the national banks located
ni other reserve cities may be deposited, as provided in
section fifty-one hundred and ninety-five of the Kevised
statutes, the Comptroller shall have authority, with the
aPproval of the Secretary of the Treasury, to grant such
JHuest. and every bank located in such city shall at all
wines thereafter have on hand, in lawful money of the
United States, twenty-five per centum of its deposits, as
ff^Yided in section fifty-one hundred and ninety-one of
the Revised Statutes.

OEC. 3. That section three of the act of January
fourteenth, eighteen hundred and seventy-five, entitled
/^n act to provide for the resumption of specie pay-
ments, be, and the same is, hereby amended by adding
wer the words "New York" the words "and the city of
*an Francisco, California."

approved, March 3,1887.

Cities having
50,000 popula-
tion may be
added to "re-
serve" cities.

Cities having
200,000 popu-
lation may be
made "central
reserve" cities.

Legal-tender
notes may be
redeemed at
San Francisco.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



442 FEDERAL BANKING LAWS AND REPORTS

Annual Report, Comptroller of Currency (Edward S. Lacey)

[Fifty-Second Congress, 1st Session, December 7, 1891, Pages 9-15]
* * * * * * *

MONETARY STRINGENCY OF 1890

The previous report year, which ended November 1,1890, showed a
comparatively small number of failures of national banking associa-
tions. Up to Midsummer of 1890 that year had been one of more than
average business activity. I t was, however, apparent in the early
Spring, to those who were most observant of passing events, that unfa-
vorable conditions existed, the evil effects of which would appear in the
near future. This arose from consideration of the fact that agricul-
tural interests were in an unsatisfactory condition, and also that over-
trading and unhealthf ul expansion were everyAvhere apparent. Dur-
ing the year the building of railroads had been prosecuted with un-
usual vigor, making necessary the placing of unusually large lines of
securities.

Immense sums heretofore available as loanable capital in the New
England and Middle States had taken a fixed form by reason of in-
vestments in the Mississippi Valley and upon the Pacific coast in city
and suburban property, in loans represented by farm mortgages, and
in the stocks and bonds of unnumbered corporations organized for the
purpose of conducting various kinds of manufacturing operations,
and supplying water, light, and rapid transit to the inhabitants of the
many rapidly growing cities and villages in the regions named. Not
only did these enterprises attract capital from the Atlantic States, but
English investors brought to this country vast sums for the purpose of
grouping together and recapitalizing corporations engaged in manu-
facturing, industrial, and commercial pursuits.

This unexampled movement of capital toward the West not only di-
vested the Atlantic States in a large degree of the loanable funds here-
tofore available for the relief of those engaged there in manufacturing
and in business in its various forms, but it also had its effect upon the
West m unduly stimulating speculative operations in real estate and
laying the groundwork for the future collapse in prices which it was
apparent must follow whenever the flow of money toward the field ot
these operations should for any cause be greatly diminished or entirely
arrested. s J

The various banking institutions located in the region of country
attected by the speculative spirit thus incited became necessarily more
or less involved in the operations of their local customers. They found
themselves early m the Summer of 1890 carrying large lines of loans
representing investments in various forms of corporate enterprises,
which were in a large degree in untried fields and dependent for success
upon the rapid growth of towns and cities, yet unrealized. The bank
of the country were therefore in an unduly extended condition upon
the approach of Midsummer, and dependent in many cases upon redis-

^ \ t h e i F colTCSPondents in the reserve cities in order to

S? T * the l l e a v ? l i n e s with which they were hnrdTi
2 5 J 1 S condition the transfer of funds to this country from Eng-

f S l t n t l i e ,C o
A

n tln e n
1

t b e c»™ at first greatly reduced in volume, and
finally ceased. Not only was the supply of f r i l i funds from this source
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cut off, but it was discovered that during the late Spring and early
Summer months, as well as later on, vast amounts of American securi-
ties held abroad were forced upon the New York market by European
holders for the purpose of preparing for a collapse which was expected
to result from similar conditions of undue expansion existing abroad.
The Continental countries had already passed through a period of
liquidation and loss consequent upon the failure of the Panama Canal
Company and the French Copper Syndicate. England, by reason of
unusually large investments in all parts of the world, and especially in
the Argentine Republic, was gradually but surely approaching an
exceptionally severe monetary stringency.

As an evidence of this and the consequent disposition to increase the
stock of gold there held, in order to strengthen their cash resources, it
is noted that during the months of June, July, and August of last year
the net exportation from the United States of gold coin and bullion ex-
ceeded $14,000,000, and for the period extending from January 1,1890,
to August 31,1891, the net exportations of gold amounted to $75,405,-
613. While these causes were operating to prevent the necessary relief
from reaching us from Europe, the demands upon the banks in New
York and other large reserve cities rapidly increased, producing a
reduction in the amount of deposits and an increase in the amounts
loaned to and rediscounted for the interior banks.

The gross deposits of forty-six national banks in the city of New
York show a falling off of $44,831,356 between the 28th of February
?nd 17th of May, 1890; $13,519,527 of this representing a reduction
*n balances due to interior banks and those located in other reserve
cities, while the reduction in loans and discounts was less than $10,-
000,000. The New York banks, however, were enabled to so strengthen
their positions during the months of June and July that the marked
stringency was delayed until August. It culminated about the middle
°f November, when the failure of a leading firm of brokers, the em-
barrassment of one large State bank, and the failure of another oc-
curred in New York. These events were simultaneous with the an-
nouncement of the embarrassment of the Baring Brothers, of London,
and the fact that a syndicate had been formed, headed by the Bank of
England, through whose agency Baring Brothers' obligations were
Guaranteed to the extent of about $75,000,000.

unsatisfactory condition of monetary affaire in England, and

tjorrow £3,uuu,000 in gold from the liank ot ±> ranee, in addition w
^500,000 received from Russia upon sale of treasury bonds. This
j^traordinary transaction is an evidence of the serious character of
1)8 monetary stringency in England, aggravated by the unsatisfactory

c°nditions apparent in almost every civilized country where English
apital has heretofore found investment.retofore found investment.
, ^ ° n g the unfavorable conditions existing in our own country, in

petition to the undue expansion and resulting speculative investments
jnich have been heretofore noted, should be mentioned the greatly re-
cced yield last year of wheat, oats, and corn, and the low prices which
Prevailed for the same. It is also to be observed that the importation

r foreign commodities in 1890 exceeded in value that of any previous
3 ear. This was due, to some extent, to the passage of the new tariff
4ct> which was made to take effect on the 6th of October, 1890. This

92180 0—63 29
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undoubtedly greatly stimulated importations, in order that their ar-
rival prior to the date mentioned might enable them to escape the
higher rate of duty supposed to be imposed by the new act.

To relieve this severe monetary stringency the Secretary of the
Treasury increased his purchase of United States bonds to such an ex-
tent as to almost entirely exhaust the available surplus in the Treasury.
During the three and one-third months from July 19 to November 1,
1890, over $99,000,000 were disbursed in payment for United States
bonds and interest thereon. It is apparent, however, that while the
relief afforded was timely and the sums disbursed very large, the un-
favorable and threatening conditions were caused to a greater degree
by want of confidence and a curtailment of credits than by lack of cir-
culating medium. That this large disbursement had the effect of allay-
ing excitement and promoting a return of confidence on the part of the
general public is no doubt true.

As has been noted, the monetary stringency culminated on the 15th
of November, 1890, and its effects within thirty days thereafter had
to a considerable extent passed away, so far as could be observed in
the larger cities. Its effect upon the country at large, however, still
continued. Inability to place securities and to borrow money had
arrested the operations of a great multitude of corporations scattered
all over the country, and insolvency and failure had in a large num-
ber of cases ensued. Where failure did not take place new work was
stopped, all credits were curtailed, and business in its different forms
became greatly depressed. The growth of cities and villages was m
many cases arrested, and the prices of city property, especially of a
suburban character, became greatly reduced.

Corporations newly organized, with insufficient capital and inex-
perienced management, generally became insolvent, and speculative
operations of every kind and character were prostrated. Liquida-
tion took place in all branches of business, resulting in the failure
and extinction of a large number of business enterprises which were
never entitled to credit and in the curtailment of the operations of
many possessing ample capital and skillful management.

The process of liquidation above referred to did not end with the
monetary stringency in December, 1890, but has continued since that
date, and its influences are still felt and its effects observed, A he
subject is here discussed because of its intimate connection with the
bank failures of 1891.

CLEARING-HOUSE LOAN CERTIFICATES.

The effect of a general monetary stringency is felt first and most
seriously by banks located in the larger of the reserve cities. Who-
ever financial affairs are in a normal condition the surplus f^ds
oi the local banks find their way to the vaults of their correspondent
banks located in the great centers of business activity. This is un-
doubtedly due in part to the fact that these deposits may be made
available for lawful money reserve and that a small rate of interest
is, as a rule, paid upon bank balances by associations in the larger
cities, and to the further fact that the maintenance of a good balance
with their city correspondents strengthens the claim of the mterior
banks upon the former for rediscounts when the temporary condition
of redundancy passes away and the increased demand for money i>
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greater than the interior banks from their resources can conveniently
sup

Thus it results that the wants of a continent in case of general de-
pression are at last brought through various channels of business
activity, by way of withdrawals or loans, to the bankers of the great
metropolitan cities for relief, and they are presented in such a form,
in many cases, as to preclude the possibility of refusal, if general
bankruptcy is to be avoided.

During the period of the stringency above discussed the cities of
New York, Philadelphia, and Boston were subjected to the most press-
ing demands, and after very careful consideration it was decided by
the associated banks that the exigency made necessary a resort to the
issuing of clearing-house loan certificates, for the purpose of settling
clearing-house balances. This expedient had been successfully Te-
sorted to during the panics of 1873 and 1884.

At a meeting of the New York Clearing-House Association on the
11th day of November, 1890, the following resolution was unanimous-
ly adopted:

Resolved, That a committee of five be appointed by the
chair, of which the chairman shall be one, to receive from
banks members of the association bills receivable and other
securities, to be approved by said committee, who shall be
authorized to issue therefor, to such depositing banks, loan
certificates bearing interest at 6 percent per annum, and in
addition thereto a commission of one-quarter of 1 cent for
every thirty days such certificates shall remain unpaid, and
such loan certificates shall not be in excess of 75 per cent of
the market valu'e of the securities of bills receivable so de-
posited, and such certificates shall be received and paid in
settlement of balances at the clearing house.

Under this resolution a committee of five was appointed, and they
proceeded, upon deposit of proper securities, to issue to applying banks
loan certificates in the following form:

No $20,000
Loan committee of the New York Clearing House Associa-
tion, New York, , 1890.
This certifies that the has deposited with this
committee securities in accordance with the proceedings of
a meeting of the association held November 11, 1890, upon
which this certificate is issued. This certificate will be re-
ceived in payment of balances at the clearing house for the
sum of twenty thousand dollars from any member of the
Clearing-House Association.
On the surrender of this certificate by the depositing bank
above named the committee will indorse the amount as a pay-
ment on the obligation of said bank held by them, and sur-
render a proportionate share of the collateral securities held
therefor.
$20,000.

Committee.
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These certificates were, by unanimous agreement upon the part of
the clearing-house banks, accepted in lieu of money in the settlement
of clearing-house balances.

In order to provide for the retirement of these securities in case the
collaterals pledged were found insufficient, the several boards of di-
rectors of the associated banks were requested to, and did, pass a
resolution in the following form:

Resolved, That any loss resulting from the issue of loan cer-
tificates shall be borne by the banks comprising the Clearing-
House Association pro rata of capital and surplus, and this
resolution shall be ratified by the boards of the respective
banks, members of the association, and a certified copy of such
consent delivered to the chairman of the loan committee.

This committee, acting under the authority granted by the above
resolution, issued to the associated banks loan certificates aggregat-
ing $16,645,000. The first issue was made November 12, 1890, and
the entire issue was retired on February 7, 1891. The largest amount
outstanding at any one time was $15,205,000, on the 13th of December,
1890.

On the 17th of November, 1890, similar proceedings were had by
the Boston Clearing-House Association.

* * * * * * *
Under the operation of the resolution of authority granted by the

clearing-house committee, as above noted, loan certificates were first
issued on November 19, 1890, and the last were issued on December 6,
1890. On the latter date the issue reached its maximum of $5,065,000.
The last of the issue was retired on January 6,1891.

The Clearing-House Association of Philadelphia took action on
November 18, 1890 . . .

* * * * * * *
It will be observed that the original agreement under which the com-

mittee proceeded in this case was adopted during the panic of 1°7<3
and after that subsided no further action was had under it until No-
vember, 1890, but the machinery was kept standing during the whole
intervening period ready for immediate use whenever required.

The clearing-house committee having, by the agreement aforesaid,
been authorized to issue loan certificates resolved, on Novmber 5,189^
to exercise this power, whereupon the banks desiring to take out loan
certificates were required to adopt a resolution empowering the hypoth-
ecation of securities, under which the issue of loan certificates, sig^a
by not less than three members of the committee, was commenced on
Aovember 19, 1890, and ceased on May 22, 1891, the total issue being
$9,655,000. The maximum issue, $8,870,000, was reached on January
9 1 he certificates have all been retired excepting $170,000 issued to
the Keystone and Spring Garden National Banks.
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Annual Report, Comptroller of Currency (James H. Eckels)

[Fifty-third Congress, 2d Session, December 4,1893, pages 10-25}
* * * * * * *

SUSPENSIONS OF NATIONAL BANKS

It does not seem essential, nor would it be possible to enter into a
minute statement of all the circumstances attendant upon the closing
of the banks during the past year. It is sufficient to say that the cause
which brought about the large proportion of such suspensions was the
action of depositors who, becoming doubtful of the solvency of the
banking institutions of the country, withdrew their deposits. The re-
sult was that many banks after paying out on the one hand all the
money in their vaults and failing to collect their loans on the other,
suspended and passed into the hands of the Comptroller. With a full
knowledge of the general solvency of these institutions and the cause
which brought about their suspension, the policy was inaugurated of
giving all banks, which, under ordinary• circumstances would not have
closed, and whose management had been honest, an opportunity to re-
sume business. This policy Mas one which seemed to commend itself to
the Comptroller as proper to pursue under the circumstances, and it
is believed the results have justified the experiment of its adoption.

In no instance has any bank been permitted to resume on money bor-
rowed or for which as an association it has become liable. Whenever
those active in the management of the banks resuming, either as exec-
utive officers or directors, have been debtors to such banks, their in-
debtedness has been paid or secured, and whenever impairment of cap-
ital stock has been found, such impairment has been made good, either
by voluntary or enforced assessment on the shareholders. In a num-
ber of instances changes have been made in the directory and offi-
cial corps of resuming banks. The criticism to be made upon the man-
agement of these banks was the improper distribution of their loans, a
circumstance which greatly retarded the conversion of such loans into
money at a time when it was needed to avoid suspension.

Of the banks which failed to resume many had long been under the
continual criticism of this Bureau for violations of law and imprudent
Methods of banking, and the closing of them was only hastened by the
general condition of financial affairs. Some failed because of criminal
acts on the part of the officials in charge, and others because of a lack
°f proper appreciation of the purposes of a bank.

* * * * * * *
The fright among depositors of the present year appears to have

jjnected all classes of banking institutions alike. The shrinkage of
deposits of national banks from May 1 to July 12 last exceeded
£190,000,000. In order to ascertain the extent of the shrinkage in
b£pks other than national, the Comptroller requested each State
officer charged with the supervision of banks organized under State
authority to submit a statement showing similar information with
respect to that class of banks. Keplies were received from the officers
°* 23 States and 2 Territories indicating that the loss to banks of this
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character corresponded with that shown by the returns from na-
tional banks. Generally no information was given with respect to
savings banks and much less regarding private banks.

CLEARING-HOUSE LOAN CERTIFICATES.

The unprecedented condition of the money market from June to
September called for extraordinary remedies, not only to avert general
disaster to the banks but to prevent commercial ruin. This remedy
was the issuing of clearing-house loan certificates, which were brought
into use as in 1873,1884,1890-'91, by the associated banks of New York,
Boston, Philadelphia, Baltimore, and other cities where needed. The
service rendered by them was invaluable, and to their timely issuance
by the associated banks of the cities named is due the fact that the year's
record of suspensions and failures is not greatly augmented.

The form of these certificates, with the conditions under which they
were issued in 1890-'91 (the form and conditions being the same during
the late issuance of them as then), is described at length in the Comp-
troller's Annual Report for 1891. The subject is alluded to again only
because it constitutes a very important part of the year's banking his-
tory, and for the additional reason that here and there are to be found
those who entertain an entirely erroneous idea of the purpose for
which these certificates were issued and what was accomplished by
their issuance. Briefly stated, they were temporary loans made by the
banks associated together as a clearing-house association, to the mem-
bers of such association, and were available to such banks only for the
purpose of settling balances due from and to each other, these balances
under normal conditions of business being always settled in coin or cur-
rency. Each clearing-house association selected a committee charged
with the issuing of the certificates to each bank desiring the same,
such bank being required before receiving them to deposit with the
committee its bills receivable, or other securities, as collateral for the
loan. The amount of certificates issued to each' bank was limited to
75 per cent of the value of the securities deposited. They bore interest
at rates varying from 6 to 7%0 per cent. Immediately upon their
surrender to the committee they were canceled and the securities held
as collateral were returned to the bank depositing the same.

At a time when vast sums of coin and currency were being with-
drawn from the banks, to be hoarded, these loan certificates, by per-
forming the functions of the currency or coin customarily required for
settling daily balances at the clearing house, released so much cur-
rency or coin to the legitimate and current demands of business and
unquestionably placed it within the power of the banks in the cities
named to extend to outside banks the aid needed on the one hand and
liberally granted on the other. In no instance were these certificates
designed to nor did they circulate as money. They were but due-bills
and their sole function consisted in discharging the single obligation
at the clearing house. An attempt on the part of a bank in any of the
associations issuing these certificates to use them otherwise would
have incurred a fine and other penalties provided in the rules govern-
ing such associations. Their issuance at so early a date in the financial
derangement of the country was most opportune in not only prevent-
ing an acute panic, but in tending to restore public confidence, sucli
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action demonstrating that by mutual agreement of all, the weak banks
of the association would be, so far as depositors and other creditors
were concerned, as strong as the strongest.

In inaugurating the issuing of certificates so promptly and in issu-
ing them to so large an amount the Clearing-house Association of New
York, in particular, rendered the country great service, and the asso-
ciated banks of that city are entitled to the credit which the public
generally accords them.

The following figures, showing the movement and amount of the
issue of loan certificates in 1893 in the cities named, will indicate the
measure of relief afforded by them:

New York
Philadelphia
Boston
Baltimore
Pittsburgh....

Total

Date of
issue of
first cer-
tificate.

June 21
June 16
June 27

do
Aug. 11

Date of largest
amount out-

standing.

Aug. 29 to Sept. 6.
Aug 15
Aucr. 23 to Sept. 1-
Aug. 24 to Sept. 9.
Sept. 15

Largest
amount out-

standing.

$38,280,000
10 965 000
11,445,000
1,475,000

987,000

63,152,000

Date of
surren-
der of

last cer-
tificate.

Nov. 1

Oct. 20

Amount
outstand-

ing Oct. 31.

$3,835,000

845,000
332,000

The issue of loan certificates in 1893 greatly exceeded that of
previous years. In 1873 and 1884 they were issued only by the New
York Clearing House Association, the total amount issued in 1873
being $26,565,000 and in 1884 $24,915,000.

In 1890-?91 they were issued in New York, Boston, and Philadelphia,
the largest amounts outstanding at any time being as follows:

New York....
Boston " " " " "
Philadelphia

Total..
•

Date of first
issue.

Nov. 12,1890
Nov. 19,1890
Nov. 19,1890

Largest amount outstand-
ing at any one time and
date of same.

$15,205,000, Dec. 13, 1890.
5,065,000, Dec. 6, 1890.

29,140,000, Jan. 9, 1891.

49,410,000

LAWFUL. MOXEY RESERVE.

less attention has been attracted during the present year, and
particularly during the closing months of the year, to the subject of
lawful -money reserve to be held by the banks, than to that of clear-
m£-house loan certificates, and the discussion provoked has been
(|uite as widespread.

As the law now stands all national banks, outside of certain desig-
nated "reserve cities," are required to maintain a reserve fund equal
to 15 per cent of the net deposits made with such banks by individuals
and by other banks and bankers. They are permitted by law to deposit
not over three-fifths of this 15 per cent (or 9 per cent) with such na-
"onal banks located in the "reserve cities" as the outside banks may
Jtili the Comptrollers approval select. The remaining two-fifths
V°r 6 per cent) must be kept in bank in lawful money, or more, if less
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than three-fifths is kept with reserve agents. The national banks
located in reserve cities are divided into two classes: (1) Those in the
"central" reserve cities of New York, Chicago, and St. Louis being
required to keep 25 per cent of their net deposits in bank in lawful
money, with the privilege of acting as the reserve agents of any na-
tional banks located outside of these three cities. (2) Those located
in the reserve cities, other than New York, Chicago, and St. Louis, be-
ing required to keep 25 per cent of their net deposits on hand, not over
one-half of which may be deposited with any national bank or banks
located in any of the three central reserve cities, while the remainder
must be actually on hand in lawful money. The banks in the reserve
cities of this class have the privilege of holding a part of the reserve
of any bank or banks located outside of all reserve cities, viz, banks
of the 15 per cent class.

In effect these requirements are not as onerous as they appear, for a
national bank in New York City holding $100,000 of the reserve of any
other bank or banks on deposit must keep only $25,000 of the amount
on hand in money, while it is at liberty to lend or otherwise invest the
remaining $75,000. So a bank in a reserve city of the second class
holding $100,000 on deposit for other national banks may loan out or
invest $75,000 of the amount, and of the remaining $25,000 must keep
$12,500 in bank in money and may deposit $12,500 with its reserve
agents, receiving a low rate of interest (usually 2 per cent) on the same.
A bank of the 15 per cent class must keep only 6 per cent of its depos-
itors' money actually on hand in bank, and is at liberty to deposit not
over 9 per cent with its reserve agents, on which it usually receives a
low rate of interest. To illustrate the operation of the law it will be
found that with normal conditions of business the banks in reserve
cities (not central) held on December 9,1892, net deposits amounting
to $495,196,952, against which they held $77,869,593 cash in banker
about 16 per cent, and the 15 per cent banks held net deposits of $£<;>,-
022,088, and against these $108,012,546 cash in bank, or about 11 per
cent. Again, a large portion of the reserve actually held by the banks
can not be considered as taken out of circulation, or as hoarded through
operation of the law, for much of it is paid out during each business
day, other money coming in through deposits to take the place of that
paid out.

In any view of the matter, however, the intent of the law is to com-
pel a bank to retain always on hand a very moderate proportion of the
money deposited with it for safe keeping by the depositor, who prac-
tically makes a loan to the bank payable on demand, for the use oi
which he ordinarily receives no interest. The entire effect is to exercise
a wholesome restraint upon a tendency to an undue extension of busi-
ness by a bank, and that this intent is recognized as an underlying prin-
ciple of safe and conservative commercial banking is evidenced by the
fact that those banks which are compelled by law to maintain but l<>
per cent reserve have voluntarily for years past held an average of over
25 per cent the proportion required for banks located in reserve cities.

The evident theory of the law is that a bank shall always have on
hand such an amount of lawful money as will enable it under normal
conditions of business to meet the current demands of its depositors, A
careful examination of section 5191, United States Revised Statutes, as
amended, will show that it is expected that emergencies will arise un-
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der which this fund will fall below the legal requirements. This con-
tingency is distinctly recognized by the plain provisions contained in
the section named, prescribing what shall be done "whenever the lawful
money reserve of any association shall be below the amount'' of the
required percentage of its deposits. The provisions referred to are that
the bank shall make no new loans or discounts, except the discount of
bills of exchange payable at sight, nor make any dividend of its prof-
its until the required amount of reserve has been again accumulated.
The reason for this is obvious. The depletion of a bank's reserve
occurs either because the bank has loaned out or otherwise invested
too great a proportion of the funds it has received on deposit, or that
its depositors have withdrawn their money to an extent which pro-
duces a similar result. In either case the only safe and prudent course
for the bank to pursue is to cease paying out money in any direction
except to depositors until either through the collection of demand or
maturing loans on the one hand, or the receipt of deposits on the
other, the required proportion has been restored. The discount of
sight bills of exchange is excepted because money invested in this
way will be repaid immediately, and in this branch of its business the
bank's customers wTill be caused no inconvenience and the commercial
interests of the country be thus protected from loss which otherwise
might ensue.

The provision of law governing the time allowed a bank to make
£°od a depleted reserve is most lenient. It provides that the Comp-
troller may notify the bank to make good its reserve, and further that
if it fails for thirty days thereafter to do this the Comptroller, with
the concurrence of the Secretary of the Treasury, may appoint a re-
ceiver for the bank. However, before the Comptroller can send notice
jo any bank he must have reliable information that its reserve is de-
ficient, and as the source of such information is either the report of its
lamination heretofore made once a year, but hereafter to be made
twice, or its sworn report of condition made five times a year, some
time may intervene before such condition becomes known to him.
Again, when he is officially informed, the use of the word may both as
to his sending notice and as to his appointing a receiver in a case of
'incompliance with such notice, plainly leaves the enforcement of the
Jaw to the discretion of the Comptroller in either or both of these
particulars. This power thus conferred upon the Comptroller is one
that ought to be used with great prudence and caution. It would be
not only unwise but would work great injury to the business interests
°f individual communities and the general public to exercise the au-
thority thus vested in him at a time when arbitrary action must neces-
sarily result in general disaster, and therefore in the interest of the
Public the discretion given to the Comptroller has always been used
Wl*h moderation. It is this moderation which in an emergency has in
dimerous instances contributed in no small degree to averting wide-
spread financial ruin. In this view there can be no question as to the
iegality and propriety of a bank's exhausting its entire reserve, if
pessary, in an emergency, to pay its depositors, but for no other pur-
pose, except to discount or buy sight bills of exchange, and where the
withdrawal of deposits continues or is likely to continue no careful
^ank manager needs to be informed that not only must he cease to

new loans and discounts, but must replenish his exhausted stock
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of lawful money by converting his resources into cash through collec-
tions of loans and discounts or selling securities, or where this is not
possible by using these assets to borrow the money needed to enable
him to meet his liabilities.

CURRENCY LEGISLATION.

The Comptroller has been urged to make some specific recom-
mendation with respect to a revision of the law so far as it per-
tains to the issuing of currency. After a careful consideration of the
question the Comptroller is of the opinion that, aside from the amend-
ments heretofore suggested, allowing banks to issue circulating notes
to an amount equal to the par value of the bonds held to secure circu-
lation, and abolishing a portion of the tax on national-bank circulation,
the public good will be best subserved at this time by making no rad-
ical change in the provisions of the law.

The financial situation of the past months was not the result of either
a lack in the volume of currency, of which there is now a plethora, or a
want of elasticity in the present system of issuing it, but arose from a
loss of confidence on the part of the people in the solvency of the dis-
tinctively monetary institutions of the country. It is worthy of note
and of serious consideration that at the very time the scarcity of cur-
rency for business purposes was at its height, the country's volume of
currency was increasing the most rapidly, and the amount per capita
was much larger than in any recent years. Under the same peculiar
condition of affairs which marked the monetary situation from May to
September, no system, no matter how elastic, or volume of currency
however large, could afford relief. As long as confidence is destroyed
and credit wanting, money hoarding will go on and additional issues
but add to the hoardings and give but little, if any, actual relief. On
the other hand, when confidence and credit abound there exists little
need for an abundant circulating medium, because under such a con-
dition of affairs the amount of actual money required to transact the
daily business affairs of life is reduced to a minimum. ,

The statistics show that the volume of business carried on through
cash transactions is on an average but 8.7 per cent, and as the mone-
tary conditions of the country become inore fixed and confidence in
them established, cash transactions will decrease and credit transac-
tions correspondingly increase. This fact is to be considered in con-
nection with all plans having as their sole object an increase of the
volume of banknote or other paper currency, and coupled with this is
the further fact that no issue is so dangerous to a people's prosperity
as a large paper issue, unless such paper rests upon a proper founda-
tion, is absolutely redeemable and convertible into coin upon tne
demand of the noteholder, and surrounded with every safeguard as to
supervision of issue and redemption. f

In view of the fact that there is now a very great abundance oi
unemployed currency in the country, as shown by the daily money
returns from the commercial centers, it would seem that whatere
need appeared some months since for enlarging to any marked exten
the circulating medium has now ceased to exist; and therefore Con-
gress is afforded an opportunity of giving to the whole subject tna
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careful research and investigation which its importance in all of its
bearings demands. It will not do to place upon the statute books any
experimental legislation upon this subject, but whenever a new law
governing bank issues is enacted it must be one that immediately upon
going into operation shall command in every respect the confidence of
the whole people and insure to them a currency as safe in every respect
as the present one, but with none of its defects.

In the meantime it is respectfully suggested that Congress, either
through a monetary commission created for such purpose or through
the appropriate committees, obtain detailed information of the various
systems of banks of issue now in operation, and also such information
as is to be ascertained from skilled students of finance and practical
financiers, that it may be able to formulate a system complete and
harmonious.

Annual Report, Comptroller of Currency (William B. Ridgely)

[Sixtieth Congress, 1st Session, December 2,1907, Pages 6&-79]

* * * * * * *

THE CRISIS OF 1907

Certainly since as long ago as the date of the San Francisco ca-
tastrophe there has been no lack of warning indications of financial
troubles and possible business disaster. For at least ten or twelve
years there has been an era of advancing prices and great industrial,
commercial, a,nd speculative activity in all the countries of the world,
yredits have increased and multiplied until the limit has been reached
Jn die amount of reserve money on which they must be based.

For at least two or three years, however, it has been becoming more
and more evident that there must soon be a slackening of pace if we
*̂ere to avoid a general and universal crisis in financial and com-

mercial affairs. These conditions have been world-wide and not by
any means confined to the United States. Crises of more or less
severity have arisen in several important countries. As is always
™ case when there is a demand for liquidation, it first manifested
rtself in the stock market. For months there has been a more or less
steady decline in stock-market quotations. Not only stocks, but-the
Vej7 best bonds, have dropped lower and lower in price. The diffi-
culty in selling bonds has become so great that for several years
many of the railways have had to raise money for their necessary
expenditures and improvements with so-called short time notes, in-

d of regular bond issues, the rates of inte
ier and higher and each issue being har
manufacturers of the highest standing

more and more difficult to secure or renew loans and the rates have
risen.steadily for months past.

"#ith such conditions existing we approached the autumn crop-
moving period, when there is always more or less disturbance of
credits on account of currency shipments and withdrawals of balances
tr°m the reserve cities. For a time it seemed as if there were good
reason to hope that there might be no more than a gradual liquidation
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