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_:3/. jﬂf’Believe thet the percentage should be different for different local-

}g ities to take cere of the business of the particuler section in
pa

L_f which the benk is located.
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pfisvens medt with fm brovalX.

I have had considersble experience as first verintendent of‘z<;ka

/
under the recently enacted California Bé;k Act which permits departmental

banking, I would say thet the plan in practical and actuel operstion, is
to my mind entirely successful and I can, without reservation, recommend
it for the national system. In fact, I hope that it will be put into
effect.
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ffi?2 L vie would favor an smendment to the Nationel /Lewe, making it possibdle

j ‘ for banks under national auparvision to do all kinds of legitimate
banking business (commercial, trust and savings) to the end that there
might be but one uniform system of bankiﬁg and that under national
laws. The savings and t;ust departments could mcke the rezl estate
loans - the commercial departments should be kept liquid. We get

/
{
[ 4
{
|
|
|
% "lock-ups" without hunting for them.

EAKERERARRAER AR RR R RN

/

e / ,

-~ Stete banks and State Sevings banks and Trust Companies are now com-

| peting with national banks for commercisl business. National banks now

i have 650,000,000 savings deposits. ' National banks now doing trust and
savings business through State institutions = next door or dowh stairs, by
stock ownership tied up in such a way as to make the two benks virtually =
one - except that only one is under national supervision - national bank
laws not fitted to banks outside bf cities of say 50.GOO>- idesl bank in
smaller cities and country one thet can do commercial, savings, trust and
safe deposit business, in facét banks in larger cities'find it necessary
to do all these classeu of buaineas.

/ losa our commercial customers when we have to send them to our rivels,
bocaus ot d¢ the 'particular ial business t one.
Ve oat hhe :Em yeprs sﬂsnt nb : customer, when he
diea, aé his wfll isAfound lo who from that time on
has hie heirs as clients.

Departments should be kept separate = cash separate » statements should
be published showing condition of all departments and combined totals. The
national system would double in a few years if this were done, it should be
done, the business is legitimate and we should be able to give our clients
financial aids of all kinds and cheracter - in one institution under one set
of laws instead of having to beat the devil around the stump and form several
institutions under several laws.

e

TT————— S

a4 M f‘. B. Anderson,

W ‘ilfégaidenﬁ)

N
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f th-fFirst National Bank of-Au

&7 P.:a; East Aubu

When ths}jirat‘yational opened for business we had a savings
P [

department, but there was very small demand for commercial loans
and a large demand for real estate loans. The savings accounts
grew faster than the commercial, two to ome. They grew so fast
that on account of the big demand for real estate loans we were
forced to put in an entirely separate bank to handle that branch
as nationals were forbidden to loan on real estate. At the pre-

sent writing after three years of business in a country bank, our

a——
S —— ———

commercial deposits are 85,000 and the deposits of the savings

g —"

bank are /163,000, The commercial loans are 40,000 as against
$160,003//in the savings bank, all of which are real estate loans,

made in accordance with the present strict law of this state. Had

”~

.
the national law permitted the loaning of savings deposits on real
\ estate, it would have been unnecessary to have orgenized the savings
\\ bank and we could have helped our community more.

Youra Zery trilye-

s
T — G. W. and!ge,./)

CTW aashierj
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0T 2 ) This would allow national banks to accommodate

first a borrower who is their gustomer or other-

! wise upon a basis of 33} or 5q) of a conservative

valuation, secondly accommodate your customers or

otherwise who seeks an investment by selling the
same to him. In troublous times they would be

| better, in my opinion, than bonds, for the reason

: that & timid customer would more likely accept a

{ good real estate loan on local property for his

! deposits than he would a bond.

: Real-estate mortcrages are in demand herc, while
bonds are hard to sell, becsuse of low rate of
interest, and running for a long time. The in-

\ vestor cen immediately acquaint himself with the

\ security behind a loan, while it is hard to satisfy

\ f27 him on the bond.

To. 5. I would keep the savings deposits separate and in other
books, and not be restricted in investments, as are
the mutual savings banks of certain states.
lake these loans of the greatest use to the community

\ where located, and subject only to conditions local-
I think if we keep our money close at home, we do

\ the country more good than to put it elsewhere, and

\ when conditions are disturbed to further aggravate

\ the situation by withdrawing the funds, where they

\, have been counted upon for use, and probably where they

\ are most needed.

./ Chas. H. Cheney,

C ﬁinhier,
o
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J O bebarad?™ 1911,
i
! I M pleasure in enclosinww_wb-
! mitted savinges department.
§
]
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ngﬁs department was established soon after the orgenization of the bank
over years ago and has proved very satisfactory. Tt has helped the town
in encouraging people to open savings accounts snd has mede a bank, which
otherwise might have had hard work to earn dividends, pasy good .returns to ite
stockholders, Uhile we hzve a provision in the deposit book thet the direc-
tors may demand(égﬁdaya notice upon the withdrawal of any sum less then 5500/
and/6(/ days notice on any sum exceecding 500,00, it has never been necessary
to enforce this condition, all deposits having been paid upon demend and check
or deposit signed by the depositor or payee of depositor's order with denosit
book attached.

With nearly half of the national banks of the country already having estabdb-
lished savings departments without any legal obJjection having been discovered
ageinst it, it would seem peculiar to me, at this late date, to enact a law
authorizing such departments. As it seeng to me, a national bank with a savings
department, required as it is to carry lif/or more reserve asgsinst these savings
deposits which can be, in case of paniec, put upon time, is much safer than a bank
whose entire deposits are subject to check. 1L l-gsm-be of-any-service-t Froe=
ag you any further-informetion. in.regard. to our.saviogs-depertment, T §¥all ba -
VWM‘“‘M‘

I would-like »é e o.get a list of the banks which have savings depart-_
i L_. "G

merfts SFreCiglly” in Ao -Tay/g L, 111daTp SAFTN: and, 1 LW aot™ac &
top 1 Ihs 1 udshgfousmic a x’ conyverile ’&. suciygMist .W
forvargfed t® me and any expenses attending if, I w be pleased to nay.

ST

'd

st e Hosee liann »)

e gt e

- ]
C Cashi ary
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/m North Georgia ‘Vat%l Bank, Blue Ridge, Gg \( CAu CL “
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ji;iﬂferring to enclosed inquiry and answer thereto beg to say we would favor a
~ law authorizing national banks ‘to loan a certain per centesge - say fig{jﬁﬁ-to t
{ of their deposits on real estate security. They should however be restricted to
i short time loans, making regular commercial loans you might say with real estzste
{ liens as ultimate security.

{ If national banks should maintain savings departmente they should be sepearate
and should provide for notice of withdrawal and such notice should be enforced. Then
they might be allowed to loan the bigger per centage of such deposits on real estate
security, but such naticnal banks should not be allowed to loan any pert of their
regular commercial deposits on real estate security.

National banks, in our oplnion should be allowed to make & conservative amount
of real estate loans on short tlme but they should not enter too much into the
savings~bank field with the attendant long time real estate loans. Naticnal banks
should be comrercial banks pure and simple, but should be allowed a little latitude
on real estate loans to enable them to take care of the legitimate business of the
commnity that can hardly be handled outside of real estate security.

g TR

\ -
) P
\ y
. oF

o /# F. E. Conley, °
..-.....--....._m__,__‘"_a-_ G __“J
—-‘m
C Yice President,
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Ayers Netional "Bank of Jecksonville, Ilann;aE]S Cl{A{(wf

It is of vital importance thet petional banks situated in apricul=
tural districts be permitted to meke real estaté loens, otherwise they ere
unable to complete with Strtefé;nks and ?{ivetg/%enks in the community.
For illustration we will say fhst & customer of 2 national benk calls for
a loan, He is a farmer snd owns 160 acres of good lend, Joining him on
one side is an 80.-acre farm for sale which he wishes to buy. In order
to do so he will heve to borrow the money and seys thet it will take about
three years for him to pay it back. He offers reel ostate as security,
putting in the mortgage the 160 acres which he alresdy owns and the 80
acres he wishes to buy, thereby securing the loen by 240 sceres meking it

verfectly satisfactory. The loan is refused on the ground thet it is a
thional Bp;k end not permitted by the §overnment to make real estate loeans.
The customer is surprised, likely indiéﬁant. He poes to & Stete or ?§Evate
3an end is immedistely accomodsted, the national bank losing a2 very desir-

sble customer.,
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Girat ational Bank of amiljton, Hamilton, Illi-aetu.] A A

/
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/
/
/
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/r g}!;rewith I am pleased to return your circu of October 9th, stating
/' our opinion of the proposition of allowing natpdnal banks to invest a part
/ of their funds in farm mortgage securities, In my opinion federal super- r
vision of national bank investments should #eal primerily with fee-things:™ M4 /
First - and always, the safety of igvestment, and by that I mean
the certainty of its final payment.

Second = Availability, which igfproperly \ivided into two heads:

L O(KTLD e of
;\Lflp.ﬁ’&(d'b' T (3) Conveg

?b’ It\can safely be taken for granted that no reasonable person will ques-
t{fon the final security of a farm mortgage conservatively taken, and no other
one thing would add more to the convertibility of this particular security
than their admission to the ote file of national banks.

For mey years it has been the established policy of the povernment to
encourage and support agriculture » the fermer » and to my way of thinking,
nothing would do the debt burdened farmer more good than 2 federal law, Or a

\ ruling of your department, thet would give the dignity end prestige to his farm
" mort: ages that the real intrinsic value of his farm mortrage merits, and no
\ other one thing would more strengthen the position of the rural national banks.

————

R. R. Wallace,)

C 6&51’11 er,
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/%1rat National Banly of Kankakee, Nankakee, Illinais::s 63:“/[27'

Oglobar 22, 1911,

! _E'In rich agricultural localities like our own, real estate mortgages are

the safest security available. Stete banks make such loans, result, loan up

! close at all times on gilt-edge home paper, at pgood interest rate, while na-
tional banks when money is plentiful, must hunt for commercial baper from =21l
parts of the country, at low rate of interest or funds remsin idle.

If any question exists in your mind on this point, note incrssse in new

e e,

1 _state banks in lllinois as compared to national benks. A esreful investiga~-

tion throughout 'llinois by your office will substantiate every work of this

letter.
X Yeurs uerr—trudyyme_ _
. i
N— C. R. Miller, \
SR e y cf;) .
./63 shi el",
\-_-_"'""“"""'---..___,_ 4

Digitized for FRASER
http://fraser.stlouisfed.org/ "

Federal Reserve Bank of St. Louis



/JM1%‘@MQ* MN @&u,c r(_e,,u.. ) ‘671 7

N
55

/
(’Towa Nationgl Bank, Des loines, Iowal (’,LW“’ QLSRR Rty deddde ...

fur l¢tter of lovember Ird receivedgfwhich is the first letter of

the Kind that has come to my notice, engdll am pleessed indeed tgegnswer.

To youn question No. 1 -- Does ygMir bank receive savings fieposits-Al
hav$ hed to pnswer no, as we do notlave any time or savings fieposits ¢f
anyf nature ip our national benk, } following‘pﬁ:t I have anged thef wond
"dgpartment"}to "benk", and h‘v. answered the bélence of thf questipng’alohe
thpse lines,tns we hoge a sevigfs benk in £he fame room wigh our naj#dnal
bank, and yogp will fin& corrgfpondence’ ;ﬂ'uho neighborhord of twoffgcts agd
thet sdvisedfyou along Wgesg lines, in{ act, fwe adviced wWith yogFfas|tp whegher
wq would be pble to do tTNé. ' 4

Our natfional bank hyfE :
of\ over $40Q,000. Thig
bark, whichjis called
+230,000, w¥th near

These fwo banife
ho se and oxe on

00,000, andfsurglus and yrofits

lational Bay We hevd g savings

Nloifles “avinde Renk, andf g have a capftel of

rplus and fgofits i et bank. |/

in the same¥room, gife on one side/¢f the

the room, Wut gffefkept entirely’ kepzrate,
ing to youRendgrtment for thejlows Ta-

es heregdfor pur Savings Rank. I hav

ivilgPe,YgAd requested thgh to make

ifoank # the time they fwere look-

cad

ouiv &
=!
=
i ]
(1]
3
4%
~
m
)
N
m
o
™
g

always give :
any exami ;]Qd of the savi
ne throug fbank, and they Swlvgshfelt free to hake any
iMuirieg orl any versonal investigotion gt all- mesg and they heye tried at
times tof geti{the State Department to wgffk here at the’same time with them, and
sycceeded sofe of the time in making arrangement of’
' ess in Iowa for th
d experience with tim®& depogits, losing a
108 B under penic conditions.™ My exrerience wit
JEIT morigages \has been fine alffays, and especially during the two panics, find- /

tional Bank

~

-LJ.

, have paesed

e people who at those times in first mort 8 on farms, ajd
= .’ DO 5 C

" I.’r. Aldrlch in h1s lateat eddition, in the way of‘ eubgestions to the Jlone
tar;y omnmittee, under date of October 14, 1911, has zdvised that natmnalﬁnke
be aflowed a savings department, in which they shell keep & reserve of 4dﬁDof
that required of demand deposits in the same locality, and thaet they shall be
allowed to loan 4dZ) of their savings deposits upon productive real estate, the
loans not to exceed 50 Jof the sctual value of the proverty.

I think these are two excellent suggestions and will aid the business in-
torests of the United States meterially, end is a very safe feature, but my ex-
perience would warrant me in increasing the.per cent. of savinre derosits allow-
ed to be loaned on real estate to 60 or 7TA_¢ becauses=

First, the savings deposits are very seldom and almost never called upon,
the averape deposits for the year running along in the usual way:

fecond, deof cash and short time notes would be ample to cover any shrini
age which it seems to me could poqnihlg oceur:

Third, if my experience ofatnuytv vears is of value, farm loan paper in
times of trouble one is able to realize on better even than short time demand
paper held by the cormercial department of our banks,.

I very much hope the suggestions of lir. Aldrich on resl estate loans, the
savings department in national banks, the reserve requirement, and the thirty
days notice privilege on timo and savio-s devosits may be adopted gs they woul
be of great help. - = N Yoo bR v

-
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/ ( gn First National Bank,<Neterloo, Iowsz. ary :
;’ -

o

- 1 have

e =

rours of the #rd Inst. ret:

e B V-‘"“'“.'“ e

. gth inst.
! =
!

g —"

1@ reason thet T did

I i e T Y -

e e
.

8 wos governing

ST

It would not be my idea to segregete more then £i#t% nor-

i —————

Y cent of the deposits &nd invest them in resl estate mortgaces.
\’\ In other words I would t'ink that ﬁf:uy poer cent should be a suf-
5\___‘ _ ficient amount to invest in this way, and ‘he balence invested
\"\_\in short time commercial paper.
\
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Pirst National Bank, Dydrsville, Iowzacw
T

. »

Answering question 2 more fully, will say: Dyer
) y :

2 more deno:cits thanfny othpﬁ;town of its sizg.An Yow posits
I-’ - i'"
i as they ary rep saqx'gﬁrmers' money g»*at leas e deposits,
\ 7/ 7 4 .
it naturally

v of Ge

7

"-»-\_.\.....

apter i in the

. E;We have 'c’h&@& been

and =re now handicapped in not being able to loan on first ferm mort-

gages, and feel and know that we always will be and will not be able to

get and command our share of deposits and insure and bring confidence

to our people unless we are allowed to loan at least a certain percent-

age of our deposits on real estate. While we are surely anxious to

have the national banking law amended ss to the above, we know it is

important thet this is done and earnestly hope thet good results are

\

\
\ forthconing and will thank you for your efforts in this way.

__# H. B. Willenborg,)

(
qz;ahler>
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First Nationel BankBeldon, Io.-:e] Ceunlon
s
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2, 4%] I think it is a great injustice to’ national banks in ferming communities

S

that they sre unavle to taie R. &, mtgsy on farm lends at lesst. The busei-

/ ness of the Iowa banks is almost en irely with farmers and there is no bet-
ter paper offered any plece than the Iowe fermers notes, I know several
State end private banks in thie locality that carry a lot of real estate
mortgages and when close times come, they have placed new loane with the
insurance companies, and paid the bank up. These banks have had paper

that was more aveilable than a lot of the commercisl loans that were floated
during 1907.
S rT Tt
-Egihera are a good many country banks that have hard time getting all the

good loans they need, and they would be glad to take & certain amount of resl
estete paper on their customers. Many times they have to sell off the No. 1
real estate secured paper and then look for paper away from home which they don't
like nearly as well, and which they have to take on recommend of some other bank.
I think in some instances the sssets of the banks would be better. A farmer mey
owe the Lank a good sized note that the banker would really prefer to get secured
on the ferm but it seems to be contrary to law, so he keeps the note without the
security or takes mortgage and fails to show it to the exsminer, The country
bank ought to have privilege of taking the loesns without regard to savings de-

posits as savings accounts are small in rural commnities,
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First National Bank, M s Iowa, | (et
M rs ationa ;&y 'erengo omj

0ctohar 30 ot

advise that we hsve The Iows County Lo : Sav-
ings Bank, in connegfion with o%t nationsl bank and the same being congdlected in
the national banki ) savings benk is a corporstion with
of .15,000 and th¢/ stock is held ntirely indevmendent of thet of o
bank, however it/fis conducted by e same office force, but under
directory.

national
different

of neerly .,340,000, t same being repre-
three months or longfr veriods, aggre-
cial savings deparpfent with nearly

gs department resents nearly 350 ac-
r bApks will run ghom $525,000 to $600,000.,

Our savjmgs bank carries deposi
sented by t¥fme certificates issued f
gating negfly $300.00 and we heve a
40,000 savings accounts. This
counts. /' The combined deposits of

EZ? t is our opinion thet if there could be scme amendment to the National
Henk Law rermitting national banks to loan a portion of their depocits on real
estate that it would broaden the field of the netionsl bsnks and thereby dis-
courage the operating or orgenization of savings banks in connection with na-
tional banks. From our own experience we find thet the netional bank business is
stimulated and madc more profitable where it is in a position to hendle farm
loans conveniently and with the law as it is, our netional banks in this section
of the country are more or less handicapped unless they possess the facility of
& savings bank, such as we heve in our building.

e : /" Frank Cook,
g —

: .
(\‘ﬂ’ Presidentq )

Federal Reserve Bank of St. Louis
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Second National Bank, Dubuqt:% Iowa, | (ew L7

H\.
—

.___D-Qc-r—i-,—_}m?—_

It my recollection that

recommendation was mede to Congress, by you

e inveatment in fe or real estate loans, of
a portiofg of the pavi national banks. -4nterest in the pro-
5 =nd L4rust you will pardon the liberty

I take it pfesenting them to-you.

.zgihatever may have been the objection to real estate loans, as a means of in-
vestment of the funds of national banks, in the minds of the original framers of
the }Jetional t, it is certain that conditions have changed so radically

in the past(twentydyears, as to werrant a reconsideration of the subject. There
has been a large investment of funds in Western lands, creating in some localities
& basis of credit resting upon real estate security only. National banks opey=
ating in such localities must either evade or violate the law prohibiting real
estate loans, or else must loan upon open credit, without security. In either case
the credit is based upon the ownership of real property, but in one case security
is absolute by transfer of title, and in the other case the payment of the debt is
subject to interventions and hagzards over which the bank has no control. And these
conditions do not rnrevail in strictly asgricultural cormmities alone, but effect
banking operations in the smsll cities to which such communities are tributary.

To meet the situation, national banks which desire to conform strictly to the
law &and yet supply the requirements of those to whom they look for business sup-
port, have found it necessary to organize institutions under State lews, such as
_Seévings Benks and Prust<Companies, to operate in comnection with the national bank
under the same management and control, thereby providing a channel for the invest-
ment in farm loans of funds which would otherwise be forced into more hazardous
lines. It seems clear that the efficiency of the national bank suffers by this
division of its deposits in separete organizations, and thet the business could be
handled more safely, more profitably, and more advrontageously in the one institu-
tion.

Under the provision of the,?ifzsnalfﬂﬁnk’lct permitting savings derartments in
national banks, a way is opened for uniting in one institution the privileges
granted both in a national and a Stete charter, which would largely increase the
value and efficiency of the national banking system. It would seem to be a reason
able and safe proposition that a national banks should be rermitted to loan upon
real estate security (uron the usual basis of one-half of the appraised value)
one-half of its savings deposits, and that the remaining (outside of the required
cash reserve} mi he invested in listed bonds or securities approved by the Comp-
troller of the rency or other officers of the Tressury Department. Should a
law be enacted embodying these provisions, it would result in the coalition of
banks now practically operating under two charters, would materially increase the
deposits under national bank control, would enlarge the scope end efficiency of
the national banking system, would provide more substantiel security for bank as-
sete, and would furnish a more liquid form of investment for savings deposits.
Furthermore, it would do wway with a restriction which is openly violated or
evaded by many national banks at the éxpense of their more conscientious competi=
tors.

4 &)
b .

.org/ ‘ -

Federal Reserve Bank of St. Louis
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ansvwers egre the
scussed with

ther soqkoes and |

oms 2 : _ ther statjftics of this kind
and e erstand thet % : ot to havefthe National Bank-

{ ing A€t amended so g i banks to make® rezl estate loans.

This is & proposition to which I em emphaticelly opposed as I believe
that nationel banks should be commercisl benks in the stricted sense of
the wordsa Their loans should be commercial loans in the resl meening of
the term and sll forms of capital investment, underwriting, bonds, stocks,
and such investments, as representing fixed, as opposed to liquid, should be
prohibited. In other words, we have properly three figlds for benking in-
stitutions. TFirst; State and ssvings banxs; second, rust Compenies and
third, national banke. Each hes it's serercte and distinct field of useful~
ness #nd should be orgenized and equipped to hendle it's own particular line
of business &nd should not be permitted to encrosch upon the functions of

@ither of the others.

O —.

oy

National banks should bé prohidbited from vaying interest on any form of
deposits whatsoever, especially on the balances of other banks. While we &re
! offenders in this sense, as we accept time certificates of deposits, savings
accounts, and pey interest on bank balences, it is because of competition and

not through any desire on our part. =

. o —_—
. —

I

f;esident, \
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2 jﬁ1(%9)per cent. I think this ssfe and conservative. In country banks
we lose, not only desirable and adventageious loans beccuse not allowed
f to loan on mortgages on resl estate, but as a consequence of thie inabil-

| ity, lose also some good deposits. Depositors go where they can get

! loans when needed.

If question 4 means that loans on real estste mortgages are to be re-
stricted to the savings depertment, and that such losns cannot be msde with
other deposits, I say, no; but if it means thet such loans by the savings
department are to be limited in amount, as is the case with other deposits,
I say:yes.

I think it will be very helpful to country national banks to be allowed

\ to lend on real estate mortgages, say to 20 per cent. of their deposits.
\_ R e
b J. P, Harrison::)

C lcashi ery
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" 2, ) Not exceeding 1@ Experience has shown that banks should

}; have the privilege of accepting a mortgage on real estate.
/ e
/ _ 4 &) If restricted to deposits in savings departments, national banks
: ; not operating savings departments are at disadvantage.
;? 5. By so doing it will seriously interfee'e with the ability of a na-
- *
W

tional bank to accommodate its customers aoﬁnow doing. A savings department
\ would lose much of its value and to make it profitable would necessitate a
\ larger investment in bonds with less resources with which to care for com-
\

\ mercial customers. No. 5 is favored by bond dealers. Commercial paper is

.-
\ a more liquid asset than bonds. Why loc+a11 assats in nonfliquid securities.

(=
X
S
\\.‘\. ”.‘-,A—
e ;
e ————_ /’ C. L. Smith_,)
s “fashier.
\\-..-.-_..p.—-'"
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There should be no segregation of savings deposits from commercial de-
posits other than a separate system of bookkeeping which is already universal-
ly practiced. There certainly should be no distinction made in the loaning or
investing. The savings dollar is no more sacred than the commerciel dollar;
both are sacred, equally so, and should stand on the same footing.

The present national banking laws as applied to the handling of deposits
of the national banks, in our opinion, cannot be improved upon. The moment
you begin to hedge about the investing possibilities of banks with abstract,
unnatural and inflexible laws, that morent you begin to weaken the banking sit-
uation. The safety of every bank depends principally on the judgment, ability
and integrity of the management thereof. To our minds, the weaskest points
of our strictly savings institutions today, are the laws by which they are sup-
posed to be safeguarded; their szfeguards sre their weaknesses.

rcontage 4 es of n al banks and losses to
c it fa egrand S
ons, verifies the ab statement.

. » We believe that national banks should be
permitted to loan a prover percentaf® of their capital and surplus on real
estate security. We further believe that the reserve required on deposits
can be safely reduced to the extent of one-half of the present reserve on the
amount of savings accounts, that the required reserve should be so reduced.

-¥é&fl"fruly, i

¥ g
# C. W. Westcott, ‘>

)

e
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your circular letter of October Sth,

which we/are r : & F-‘“‘ting thergoma dlyect replyto its
several/in Fast  the ew of th importance of the
subje hich it : " the questions, it is
hardly”possible in my ~ghort answer and

rasaoon . N - e

: _ - nche S e w1 -4 g mr. ¥ The answer
"no" to your firet question relieves us of the necessity of making comment
upon its sugéﬁivisions. To youhsecond question my answer would be "yes",

but here it is necessary to make qualifications. In practice and notwith-
standing the law to the contrary, many national benks, particularly those
located away from the cenﬁbéa, have in their assets a very meterisl pass of
loans, meny times with mortgages attached but possibly more commonly holding
only a principal note, the mortgage security being held in escrow snd out of
the bank. In other words the country bank is almost obliged to loan some of
its money on the security afforded in the ownership of the land. In their
situation there is no good reason why they should be deniad the privilege of
protecting themselves in such transactions by accepting security of record

if for no other reason than to permit them to the limit of prudence to com-
pete with Ctate chartered institutions. I, therefore, feel that the banks

in comunities numbering less tgir say a population of 100,000 people should

by law be permitted to invest 2‘9 of their assets in mortgege loans on pro-
perty within a radius of an agreéd number of miles of such town and further
provided that the aggregate amount of such mortgage loan should in no case
exceed the sum of the capital stock and surplus of the bank in aquestion,

In cities having a population of 100,000 or more, by which I particularly
mean the reserve cities of both classes, I think it would be most unwise to
permit national banks to accept or hold mortgece loans except as now provided
by law. While conditions in the country banks are apt to be more or less fixed
in their nature, the prime duty of a reserve city bank should be to have as
great a proportion of its assets in liguid form as is possible snd we 211 know
that even without the presence of mortrage loens it is extremely difficult to
avoid the accumlation of paper secured or otherwise perfectly good at bottom
but upon which it will be next to immossible to realize promptly enough to
serve any practical purpose. While approving of sn amendment to the law
specifically authorizing national benks to establish savings departments, I
feel thet in their regulation the same general principles should apply as
those above suggested. In a city large enough to own 100,000 inhabitsnts
or more there can always be found savings banks, building associstions, etc.,
which can comfortably care for all mortrage loans offercd.

A national bank in such a city in its savings department should if care-
fully managed prefer to have its savings assets investad in "quick" directionms,
although I recognize the fact that many very handsomely engraved bonds are more
unsaleable and less secure than many mortgages on land payable five years after
any given date.

Federal Reserve Bank of St. Louis -
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Answering question 5, I possibly am disposed to take what may be the
unpopular view and suggest that it would be unwise to attempt segregation

.of savings deposits. “Thile I think the law should require that all na-

tional banks in investing their funds whether current or from their savings
department should be mede to closely asdhere to the rules laid down in the

law of certaln States governing the conduct of mutual savings benks, it

might be unwise to attempt to differentiate too widely between the two classes
of institutions both under the same roof and management. The opportunity

and temptation to juggle bookkeeping would be great. There is no reason in
my mind why a savings depositor in a particuler bank should have afforded him
better security than a current depositor in the same institution but they both
alike should on equal terms be given the security afforded by the bank's capi-
tal, surplus and the personnel of its management.

When all is said such a savings department is merelylintended to be a
feeder for the main body of the bank's business, and while I think the law
should recognize the propriety of owning such a feeder it should not make it
easy for the management of any bank at ‘their pleasure to discriminate between
them as far as security is concarned.
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r in your ﬁ:w
onal.-bfnks", would say that

We strongly feel that nationel banks, particularly outside of the large

cities, must be allowed to take resl estate loans: safely gurrded as to val-

ues and total amounts, if they are to compete with the State benks.

Mighigan/I/think it is regarded thet we ha g.2 good St

!

I dp no "B Nowfa nationel bank, where the ompetiti‘aﬂ“ﬁ; strong, cen ¢

I

today4 ¥hd holM\our volume of bineaa agajnst the “tate Renk, with it ‘equip-

mept to do business. 2
%

Som¢ way and some hoWwgthe nationsd bank t be allowed to £ake the best

”~

i

\ sgcurity that can/b d, whidh a.' f:;ea‘l'h;stat | mortgege.
\I \ e articularly urge the "partmentto aasis; a)l they cen along this
\ i ‘\
."\ The nevorts from your exfminers muft cerds nly Shew-the conditiews-all

Ywer the co » besring 3 thie subject .
\ Haspee b y subr~r e'

e Chalmers Curtis,
l.-"n.‘ - ""/
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In reply to your question 2 [A) would call your attention to the fact
that the country benks at present are as a rule unable to loan their money
in their own locality but must buy railroad bonds and commercial paver, the
value of which they have no definite kmowledge and from which the community

fronw which the money is dreswn derives no direct benefit, the banks receiving

in most ccses a low rate of interest.

Should the country banks be allowed to loan on mortgage they could in-
vest their money at home where it would be helpful to them and the community,

they would be antirelz/independant of any city bank, which is clesrly the in-

/

tent of the Héilona{/ﬁanking we and in time of panic or depression would heve
{
something which they could readily dispoa'of in their own locality, when the

best foreign security they might have must be s0ld at & sacrifice.

“Rewpretutyy; ==

I &

/  R. J. McCendlish,

‘ _
(. (\_ﬁaahier7
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All practical political economists being agreed on an asset
bank note currency, the question for us to consider is the instrumen—
tality for carrying i1t into effect, That may be done in two ways:
by ONE BANK OF ISSUE or by MANY RANKS OF ISSUE., Under the MANY bank
plan we would have the old state banking system under Federal super-
vislon, and consequently no system, The ONE BAWK OF ISSU® rlan 1is

ONE BANK OF ISSUE-A the only one which will give system to our banke
SYSTEM; MANY BANKS ing business and effect its thorough reform, This
OF ISSUE- NO SYSTEM, ONE BANK OF ISSUE plan may be accomplished in two

ways, ONE bank for the whole country, or SEVERAL DISTRIOT BANKS for
the different sections, ONE BANK OF ISSUE for a country doing 25%
of the commerce of the world would be too large, Therefore we con=-
tend that the only logical sclution would be SEVERAL DISTRICT BANKS
OF ISSUE, Granting the correcctness of this position the only remaine
ing questions are, the CAPITAL required and MAYNIR of thoirp COMTROL,
but on these two questions there 1s plenty of food for eeconomiec
thought.

No people should have had less trouble on finances than we
(but few have had less), for the framers of our Gonetitution mads it
S0 vlain that the blind could see. Those delegates knew that one of
the predisposing causes of the Revolutionary war was the insistence
by the Colonies for the right to issue paper monev,- a right never

exerclsed by the British Government up to that time. 8o when they

PINANCIAL POLICY WHICH assembled in Philadelphia in 1788 to begin their

THE FRAMERS OF OUR CON- great work there was well nigh a unanimous senti-

STITUTION CONTEMPLATED, ment for the distruction of the Colonial financi-

Digitized for FRASER

al policy of paternalism and fiat money and adoption of that of the
mother country, for the people were sick and tired of what they had,
the delegates from lMaryland being detained at home for three weekg
on account of the financial conditions then existing in that Colony.
To accomplish that they empowered Congress only,

"To COIN money, regulate the value thercof, and of
foreign COINT,
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They did not stop with such limitation on the power of Congress, but
added this rprohibition against the states:

"No State shall # # COIN money, &mit bills of
credit, (or) meke anything but # # COIN a legal ten-
der in the payment of debtsgw,

The cormittee on detall added a provision empowering Congress ®to
émit bills on the credlt of the United statesv. A motion to striks
out that provision carrled by the votes of nine states against New
Jersey and Maryland., James Wilson, the great lawyer of the Convent-
ion, speaking on that motion said:

"I you clothe Congress with that power it will
be exercised during the first great war in which we
engage, and the government's resources for borrowing
money will be destroyedw,

Exactly what happened in 1862 when we issued ths first beteh of
greenbacks. Our financilal advisers having besn taught that velus
could not be created by flat of law, though at the enormous expense
to the public and private credit, many other expedients were resort-
ed to, notably our National Banking system, the principval object of

which was to CREATE a MARKET for government securities.

THE FINANCIAL ADVICE OF QUR We have pald dearly for the violation of the nat-

PATHERS VIRIFIED SOON APTrR ural law of sound finance, but we are not alons

BY COSTLY FOLLIES IN EUROPE in that. In 1797 the British government was 1n

Digitized for FRASER
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dire financial distress and forced the Bank of Ensland to loan it
£F,000,000 gold. In order to compensate the Bank for that forced
loan the Pitt ministry had Parliament make the bank of Englsnd's un-
protected notes a lsgal tender in the payment of debts. As a result
of that act its notes went below par and remeined below rar during
the Napoleonic wars which were conducted on a paper basls. Such pa-
ternalistic ald was tendered the Scoteh banks but declined, and thelr
notes remained at par with gold during the whole period. This pater-
nalistic act of the British Parliament was not repealed until 1825,
dJuring a greater portion of which veriod the Bank of England's notes
were at a discount. That act caused the discontent which culminated
in the celsbrated Bank Act of 1844 making that great institutlon a

mere store house for pold. But such is the penalty imposed for

violating a natural law,
..3_



Sti1ll another case we might cite is the history of Prance for the
same period. In 1793, all French bank notes were prohibited and the
government began issuing the celsbratsed ASSIGNAT. Laws were enacted
fixing the maxlmum values for all commodlties payeble in ASSIGNATS
with severe penalties for withholding them from the market. Spscie
exportations were prohibited and 1t was a crime to disgredit an
ASSIGNAT 1in private conversation. At the end of the third yesr a
£10 ASSIGNAT was worth but lct in specie. In August 1796 the French
government saw the folly of such laws and repealsd them, thus enable
ing the people to transact business according to the dictates of
thelr individual consclences. Immediately geld bezan to flow into
France. Banks were organized and thelr notes began circulating
throughout the country and the whole of Napoleon's wars were conduct-
ed on a specle basis.

This brings us to a consideration of the financial policy
of the mother country at the time of the adoption of our Constitu-
tion. As we have gafd before, up to that tims the British govern-
msnt was content with COINING money, all CURRENT GREDITS (currency)
belng issued by banks, principally DISTRICT BANKS, especially char-
tered, for the several sasctions. The Bank of England was the largest,
though Scotland, for- nearly a century befors, had

MANNER OF CONTROL OF
had her indepsndent banking system. In the first

THE RANK OF ENGLAND.
Place the Bank of England is a monopoly, but such

monopoly extends only sixty-five niles from London. It is controll-

ed by a governor, dsputy Governor and twenty-four Directors, slected
anmially by the Bank's ELECTORS. All are required to be subjects of
England and make affidavit they own, in goocd failth and for their own

use and beneflt, the Bank's stock in the following sums, respsctive-

ly:
The Governor 20,000 The deputy Governor $15,000.
Each Director 10,000 Each ELECTOR - 2,500,

Each ELECTOR 1s entitled to but ONE vote, whether he owns $2,500 or
425,000,000 of the stock. Foreigners and corporations may own that

stock and draw dividends thereon, but they can never use it to con-

.
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trol that great publiec service corporation, Thus we have a RISPONSI-
BLE RESIDENT CITIZEN suffrage qualified in two ways, viz: (1) By

the ownership of enough stock to nean a versonal FINANCIAL loz=s to
each ELECTOR in case of bad management, therelvy preventing the
DUMMYISM and INCAPACITY so frequent under soeialistic and paternslise
tic control, (2) By CITIZENSHIP to meke each generally interested
in the clean and efficient SERVICE to be rendered by the corporation,
but of the two his CITIZENSHIP interest out welzhs his PINANCIAL

interecst,

We shall now compare the Bank of Inglandts control with
one of the modern "TRUSTS", Lets first define a "TRUSTY, Recent
writers on corporation law elain the word, as now meant, derived its
name from the practice of Mr, Rockerfeller in procuring "trust cer-
tificates" from the owners of stock of corporations absorbed by the
Standard 0il Company, thereby enabling him to vote the stoek carried
by such certificates in the election of the directorate who control

the Standard, We may derine a "TRUST" to be,

DEFINITION A mass of corporate wealth CONTROLLED BY ONE

OF A

Digitized for FRASER

http://fraser.stlouisfed.org/ —
Federal Reserve Bank of St. Louis N

MAN (or a very few men) whose interests are OP-
" TRUST" POSED to these who furnish it PATRONAGE,
A "TRUST" may be just as effectual by making the VOTING UNITS infini-
tesimally small as by making them abnormally larre. The "mitual"
life insurance gompany is a case in peint, The NEW YORK LIFPE INSUR-
ANCE COMPANY has 1,000,000 policy holders scattered all over the
world, each entitled to one vote for the directorate which controls
more than half a billion of wealth, The mumerical value of sach UNIT
ils 1/1,000,000 of 1, but when we consider that few of then care lite
tle about thelr policies each iz so small that it is a waste of pos-
tage to atternt to record them individually, Hence the elections £o
by default, there being but 62 votes cast at the eleection on April
12th 1208, But the "ina* in CONTROL make them most valuable through
thelr well organized and highly pald agency force, Here is an exall-

Ple of SOCIALISM, pure and simple,

-5



We shall now aprly the foregolng definition of a *TRUST*
to the CONTROL of the STANDARD OIL COMPANY and BANK OF ENGLAND. In
the first place we find thirtsen individuals owning a majority of
the sStandard's stock, thelr nersonal consumption of refined oil
amounting to nothing, thus macxing them alwnys interested in the
HIGHEST price for that product, while their PATRONS are always in-
terested in the LOYEST. Hence the political conflict betwsen the
masses who contribute and the few shareholders who ars ths recipi-
snts of that corporation's $80,000,000 of annual profits. In the
first place the VOTING UNITS are far more numerous with the Bank
of England than with the Standard 011 Company and comprise the res-
ident merchants and bankers of England who are more interestsd in
the S ERVICZEZ of that institution than the dividends on
thelr individual stock, If the question should arise as to whether
the Bank of England should pay an &% or 10/ dividend and it were
questionable whethsr the financial conditions would justify. the larg-
6r, then the smaller amount would bs declarsd, for the diffsrence,2/,

would mean but $50 to the average ELECTOR. But suppose it wers a

ANTI-TRUST gtock controllied institution and two individuals
PRINCIPLE owned £25,000,000 sach, then 2% would mean an in-
ILLUSTRATED cone of $500,000 to sach. In that case GRIED

Digitized for FRASER

would control instead of SELP-INTEZREST (&elfishness) as at »resent.
The dirsctors of a corporation are business politicians who may be
relied on to execute the will of those electing them to o7fice. The
ANTI-TRUST principle of the charter of the Bank of Encland is the
death knell to CZARISM of CONTROL of that great public serviece cor-
roration. No set of capitalists has sver been so daring as to at-
tempt to sscure control by fraud, for that would require the outlay
of too much capital in the first place and the chance of losing it

in such a fraudulent schsme has besn a bar to any such attemnt.

wlin

http://fraser.stlouisfed.org/ X n
Federal Reserve Bank of St. Louis -



Am apt 1lllustration of the ANTI-TRUST prineiple in corvo-
rate control 1s the FACTORY MUTUAL PIRE INSURANCE GOMPANY of Roston,
orzanized by the late Edward Atkinson, a most practical and sound
political economist, That companv has reduced the cost of fire ine-
surance to 1ts patrons 90%11! Such feat has been accomplished by
virtually eliminating the "fire waste" of property insured by 1t and
reducing the expense of management to a minimum, Its risks are lir-
ited to i1ts own membership, No new member is admitted unleas its
Tactory 1s equipred according to plans and speciications furnished
by the officers of the FACTORY MUTUAL; and no old one can obtain in-
surance unless precaution 1s exercised to prevent fire, and its offi-
cers see to 1t that such precaution is actuslly exercised, for they
believe in the metto that, "An once of prevention is worth a pound

of cure®, This is a marvelous record when we consider that the

SENTIMENTAL SOCIALISM
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Y8 azainst only 48 cts for Burove, Add to our "fire
waste" $1.39 per capita, the expense rate of cone
dueting our fire insurance business and we have a total waste of
94.191111 Yet but 60% of our "fire waste" is insured., WNo country
but ours could stand such a terrible drain, The FACTORY MUTUAL is
controlled by responsible residents INTIRESTED S OL B L Y in the
SERVICE, Instead of wasting its members funds in a mad seram-
ble for new business wise exvenditures are made in vreventing fires,
A votent factor in that success is that those in CONTROL enjoy the
unbounded confidence of the patrons they serve so well, 1In the be-
ginning scme there were who refused to ineur the expense of equipving
thelr plants to meet the views of its management, but when the mane
agenent demonstrated, by actual experience, that such expenditures
were necessary and would mean large savings to them in the course of
time, they, too, came to their terms, Had there been many such con—
panles, each fighting the other in bitter and unfair competition for
busliness, such reform would never have been asccomplished, O N T
HEAD<« A SYSTEM MANY HEADS - NO SY S8 -

TEM.,
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In contrast with the marvelous record of the FACTORY MUTUAL we
have narrated we refer to that of a SOCIALISTIC TRUST. Afain we
take the NIZW YORK LIPX INSURANCE COMPANY, the largest of the "mtuals,
During the year 1902 it made the following invsestments:
l.Atlantic Coast Line Comvany (Holdine Co.) ¥ T/C $5,000,000

2,International Navigation Bond Syndicnte L-1/2¢ 3,200,000

3.L & N - So Ry ("Monon Router) Y T/c 2,535,000

4,No Pac- Gt Wo - C , B & Q ¥ Coll 12,500,000
Total §0%,035,000

All thoss securltises were the cr=ations and property of the rromoting
firm of J., Plerpont Morgan and cormpany, and new flotatlons when sold
to the 1life company. In those transactions one man, Mr, Psrkins,
acted as both buyer and seller, bsing chalrman of the finance commit-
tee of the 1life company and co-partner of the promoting firm, in
acting for the former he represented a million persons widely scatter-

ed who looked tc him alone to protect their interssts, wherseas the

ILLUSTRATION SHOVING promoting firm had able financiszrs present to see
SOCIALISM PRACTICED to it that their interests were protectsd, and
RESULTS IN GREED they were well protected, for the 1ife company
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raid right at par for sscuritiss which private investors accured at a
discount of one-third, a difference amounting to nearly &&,000,000,

a profit nearly twice that pald that year to its poliey holders who
contrivuted more than £65,000,000 in premiums. The lose to that one
1ife company's policy holders was not all the harm dons by those four
transactions, for they were the means of enabling the promoting firm
to secure control of several ilmportant transportation lines without
incurring any risk themselves, placing that on the 1ife companilses

and loading down the railroads with large additional indebtednesses.,
The most pernicious TRUST in the country 1s the raillroad HOLDING COM-
PANY, controlled by those INTERESTED SOLELY in the HIGHEST transpor-
tation rate commerce will bsar, when the PATRONS seck the LOWEST.
Hence the conflict, rsesulting in hostile legislation which is harmful
to every class of business, REMEDY : Rid the 1life companiss
of SOCIALISM by providing for their CONTROL by RESPONSIBLE and INTER-

ESTED RESIDENTS who furnish them with premiums.

-8~
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We shall cite an instance of the evils of PATERWALISM. It has
long been the polley of New York for the Legislature to designate
the 1dentical sscurities in which thes funds of their savings banks
shall be invested. When Mr, B H.Harrimen was a dominant political
factor the Chicago & Alton's bonds were, by such decree, 0 designa-
ted. Mr.Roosevelt, as governor, avrroving the act. After its ras-
sage $6&,000,000, 37 and 3-1/2%, new bonds of that road were issued
and sold to the savings banks and life insurance companies rigzht at
par. Since then they have been quoted at prices which meant a loss
to the original investors of more than $20,000,000. 1In reply to a
criticism of his act aporoving that bill, Mr. Roosevelt has said he
did not know Mr. Harriman was interested in that railrcad at the time.
The public off'iclals on whom such grave responsibility rests are not
bond experts and are forced to sesk advice second hand. The ablest

expert could not give a rellable opinion without being in possession

LLUSTRATION of all the facts. If the ppinion relates to the
OF THE FVIL OF future status and value of a bond he et know
PATERNALISM the maximum amount of possible future issues, an
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important fact not considered in that instance. But reliable finan-
clal advice costs something, and even when it is for sale the state
1s net always ready to vay the nrice. Therefore the representatlves
mist resort to guese work and seek advice from whom they can, fre-
quently from the willing members of the *Third House® in dispuise.
This principle of mixing business and pollitics is altogether wrong,
and if presisted in will cause universal distrust in representative
government. Because of the unboundsed public confidence in the integ-
rity of the sxscutive who approved that act the harm extended only

to those directly in interest, but the same thing is 1iabls to happen
to an absolutely honast executive who does not enjoy public confi-
dence to that degres when the trouble will come. If the most ignor-
ant man has sense enough to make and save money and select the bank
in which to derosit it, certainly his PINANCIAL REPRISENTATIVIES
should be relled on in preference to his LEGISLATIVE REPRISENTATIVES
to perform that duty, for if they err their FINANCIAL RIEPUTATIONS

must suffer.
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The true secret of the success of the Bank of Ingland as well
as the Bank of Prance 1is largelv due to these five important facts:

THE TRUE SECRET OF THE 51; CONTROL by RESPONSIBLE RTESIDENTS.
: 2 CONFIDENCE in ACCURACY of statements,

SUCCESS OF THE WORLD!'S (3) PERMANENT deposit of PUBLIC FUNDS.

(4) AMPLE, but not excessive, GAPITAL.

GREATEST RANKS OF ISSUE (5) And the fact they are MONOPOLIES,

We have heretofore dlscussed the MAVNER OF CONTROL of the BANK

O ENGLAND and shall therefore confine our remarks to the other four

propositions,

The BANK OF ENGLAND 1lssues a weekly statement which 1s verifiea
by CHARTTRED ACCOUNTANTS of established reputations not in its reg-
ular employ, OConcealment by them might mean thelr ruin, for they
live by the work they recelve from the business institutions of that
locality, while publiclity of the truth would enhance their reputa-

METHOD OF THE BANK OF tions, In this they differ materially from ac-

ENGLAND IN SECURING countants in the regular employ of such an insti-

ACCURATE STATEMENTS tion to whose head they are responsible for their
prositions, for no one is free to criticise the acts of a man furnish-
ing him meat and bread. The Scoteh banks, by employing a similar
self lmposed inspeetlon, have rendered obsolete the inspection yre-
vided by Parliament, Napoleon looked on this practice of the banks
of England and Scotland with such favor that he made it a vart of
the organic law of the BANK OF FRANCE, its charter providing for the
election of three QENSORS by its ELECTORS,

The BANK OF ENGLAND 1s the sole depository for the British ZOV=
ernment and agent for keeplng those funds active, for without it
they would be 1ldle at certain seasons, Those funds range from
$5,000,000 to $25,000,000, a small amount compared to the devosits
belonging to the state, county and rmnieipal

THE BANK OF ENGLAND!S
governmentsof the United States which are now

GOVERNMENT DEPOSITS
without fiscal agents, The phrase, "capltal is
timid*, is so familiar that we regard it as axiocnatic, but one
notable exception is publliec funds,

-
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There are two objects of bank CAPITAL, first to afford securi-
ty to its creditors and second to furnish a reserve, But thers are
two classes of CAPITAL required by a BANK OF ISSUE, PERMANENT and
TEMPORARY, or the CAPITAL proper and DEPOSITS, the object of the lat-
ter being to afford EC O N O M Y. If the PERMANENT CAPITAL be

excessive 1t means a waste to the business in-

CAPITAL CLASSIFIED,;

terests of the territory for which the particu-

OBJECT OF EACH CLASS

lar BANK OF ISSUE 1s created to serve. The CAP-
ITAL of the world's great BANKS OF ISSUE is as follows: That of
the BANK OF ENGLAND $8%5,000,000, BANK OF FRANCE 435,200,000 snd that
of the BANK OF GERMANY until recently only $37,500,000., The sec-—
ond UNITZD STATES BANK had $35,000,000. The BAYK OF ENGLAND'S cap-
ital 1s excesslve in view of the restrictions imposed by the Rank
act of 184k,

To demonstrate our pronosition, THAT BANK NOTES SHOULD BE ISSU-

ED BY A MONOPOLY, we have but to refer to the practices of the Euro-
peon BANKS OF ISSUE., For instance, when gold 1s too cheap and ex-
chanze runs azainst London the BANK OF ENGLAND steps into the market
as purchaser, and vice versa when that comnodity is too high, in
which way that financial balance wheel keeps falrly stable their

MEASURE OF VALUE- G OLD. If there werse

WHY A BANK OF ISSUE

many of such banks there, each in bitter compe-

SHOULD BE A MONOPOLY
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tition with the others for businsss, then no one

of them could afford to buy or sell gold at a
loss, but enjoying a MONOPOLY 1t can afford to lose by such trans—
actions for a day or so, for such losses will be equalized by small
profits extending over many months. Unless one bank be glven a
MONCPOLY for a certain district there can be no SYSTEM to the bank
note ersdits therein, nor systei: in the banking business there.
Again, where there are innmumerable BANKS OF ISSUE for the sanme
territory, good, bad and indifferent, the failure of one will bring

distrust among the note holders of all.

-10=-
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THE BANK OF FTRANCE!S CONTROL is modeled after that of the BANK
OF ENGLAND, as it was in 1803, when Napoleon drafted the charter,
with thls exeception, viz: That the Governor is selected by the
French governument from Prench citizens owning $20,000 stock, this
HEAD 18 vested with a VETG.power only,; the power to INITIATE or incur
a liability is vested in the DIRECTORE; and the power to INSPECT is
vested 1n the OENSORS elected by the ELECTCRS, Here we have three
separate powers in control, each independent of the others, the
duties of no two conflicting, Vhile the prinecipal factors constitut-
ing this ARRANGEMENT of power were taken from the charters and
pPractices of the ENGLISH and SCOTCH banks, yet the eredit for thus
ARFANGING and making them a part and varcel of the organic law of the
corporate body, sc as not to be abrogated or anmilled by a by-law,
1o due to the wonderful constructive ingenulty of Napoleon, There
is neither SOCIALISM nor PATFERWALISK in it, The State is granted

the privilege of electing the VETO power, not

MANNER OF THE CONTROL

g0 mich for lack of confidence in t he capi-

0" THE BANK OF FTRANCE
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talists but as a matter of RIGHT to give rep-
resentatlon in control to the TEMPORARY CAPITAL, but to prevent
dunmylsm and incapaeity so frequentin soclalisitic and paternalistic
control the State's selcetion ig 1limited to those citizens owning
$20,000 stock, As the TEMPORARY CAPITAL is protected by the PERUAN-
FNT CAPITAL the latter is given the sole power to incur a liability.
The MINORITY in interest but not in controcl of PERMANENT CGAPITAL is
represented by the INSPECTION- CENSORS, A corporation, pexr se, is
both harmless and soulless, All harm results from those in control.
The statesmen of France with one accord contend that the faet that
thelr BANK OF BANKS has been made a PRI VATE M ONOPOLY
has been the salvation of the State, And that is the truth, for
when the Germans had possession of the Caplital that great publie
service corporation negotisted a loan for $250,000,000 and freed the

government of her eneny,

32



THE FRENCH AND AMERICAN FINANCIAL SYSTEM COMPARED.

FRENCH. AMERICAN.
ONE BANK OF ISSUE., ONX HEAD- A AVY NUMBER OF BANKS O asUw.
SYSTEM; MANY HEADS- NO SYSTRM, ¥:iNY HEADS- NO srgﬁmu. TR

RESERVES.

RESERVE responsibility placed on Each bank required to maintain its
CENTRAL BANK,and in case of finan- own ressrve, a%d in panies =saech
cial flurry all banks come to its fights all others. The statute law

rescue with dencsits., It is nerely FIXES reserve AS TEST OF SOLVINCY.
required o A NNOUNC ™ the such political ediet in meducing to
status of its reserves, which vary an actual seience that whieh is gov-
from day to day to meet the varying  erned by a law as variable as the
laws of trade,as well as the fitful Wim, is a monstroeity unknown to
demands of saprice, any country but our own. To meet
the natural laws the statute laws
are violated with impunity, and
that with the consent of hign
officers sworn to enforee themn,

BANK NOTES

Maximum amount of notes virtually Fach note secured by bond worth
unlimited,- 3$1,450,000,000, =Rach but 704 as dividend rayer; limited
note is seecured by BANK'S assets and to sach bank's eapital snd issued
issued immediately to meet the de- without reference to the demards of
mands of trade, trade but only on the assumption

that there will be a profit on sach
bond purchase.

MANNER O F PROCURING CHARTERS.

All charters granted.by O N E Charters granted under the generil
- 0 2

governnant under a speecial agt of laws of 50 govermments, twe in each
Parliament, only tc persous of #o0d. state. Rach elass is subjeect tc the
cnaraocter where g necessity exists laws and regulations of different
for additional banking facilities, governments, Many persons proeure
If the politipal bower should err charters from both, so they may do
in granting eharter to baa charac= business under one whieh is prohib-
ters, their vower to harm the pub=- ited by governument ereating the oth-
lic may be destroyed by the refusal er class, and vice vers.,
of the BANK OF BRANKS to do business E
with themn,

CONTROL O F EACH

The power of CONTROL vested in No attempt at SYSTEM in CONTROL.
three SEPARATE elasses; INATIVT Ffequently ONE MAN owns majority of
(Directors); VETO (Governor) and the stoek and elects himself as pres
INSPECTION (Censors)., =EFach class ident and direetor and nhis friends
being independent of the others, as co-directors., If the ONE MAN be
with elearly defined duties to honest, as is usually the ense, and
verform which do not eonflist he bhe a safe and experienced banker
with those imposed on the othor all goes well; if not, and seandal
two, ensues, public distrust extends to

all finaneial institutions bhacause
the publio is taught to rely on the
law and government superviasion.

-12=
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COMPARISON OF FRENCH AND AMERICAN FINANCIAL SYSTEMS (econtinued ).

( FRENCH )

The HEAD (Governor) is selected
from limited number of RESPONSIBLE
and INTZRESTED residents owning
$20,000 of stock by the Minister
of Finanece, not so selected as rmoh
for distrust in eapitalists as a
right to government, the BANKS!
largest despositor. The HTAD'S
SOLE duty is the BANK'S affairs,

INSPECTO

The CFNSORS are PUBLIC EXPRERT sg-
countants, selected by the BANK'S
ELECTORS= Minority in interest out
of CONTROL. Changed frequently to
prevent vossibility of eollusion,
They accept the vosition more to
ald their profession THEN aprlied
than the salary it pavs, but their
reutationsare enhanced most by
gtrict attention to duty THERE im-
posed. Hence the INCENTIVE is not
to conceal but give nublicity to
errors and "business politiosgw
discovered by then,

HE AD.

(AMERICAN).,

The HEAD (Secy of Treasury) is
required to possess neither experi-
ence nor capital in banking or any
other business, His time is ocoupi-
ed with momentous affairs of State;
hedged about with law; responsibil-
ities out of all provortion to the
authority vested in him and is a con
stant target for politicnl attaok,

RS .

EXAMINERS are not required to pos-
8ess any knowledge of the science of
accounting, and are frequently se-
lected solely by reason of their
"politiesl pullse Their AMBITION
is either a econtinuance in rublie
service (invariably in a line en-
tirely different from duties THEN
engaging them) or graduate into a
lucrative benk office, to accompl®h
either the INCTNTIVE 1is to conceal
important faets. That flarrant
violations of plain statute 1law
is frequently eonscesaled is toco well
known for ecomaent,

THE LESSONS TAUGHT BY EACH SYSTEM.

The French system teaches the
publie the TRUTH,- that a BANK
note is a CREDIT to be destroyed
when the nsecssity for its issu-
ance ceascs to exist and not re-
main in eirculation to play thief
in robbing labor of its rew™ard,

The American system teaches the
publiec a FALLACY,~ that a BANK NOTR
is MONEZY. Therefore it remains in
circulation until it wears out, thum
inflating credit and ereating naniec.

CONFIDENCE OF THOSE GOVERNMENTS IN THEIR RESH CTIVE CREATIONS,

The French government devosits
all its funds with its "BANK OF
BAYKS" on sole security of its
capital setting an example
to the publiec of its own confi-
dence in its finaneial ereation.

Our government sets ensnaring trep
baited "legal rescrveY,'governient
supervision®, ate. tc entice the
vublie to deposit their funds but
exacts ample collateral security
for its own.,

THE BASIC PRINCIPLE OF EACH SYSTEM.

That RESPONSIBILE AND INTERESTED
residents, operating under a char-
ter clenrly safe guarding the rights
of the MINORITY IN INTRREST OUT OF
CONTROL (a elass always interested
in elean and effiecient corporate
management ) may be trusted to man-
ufacture CURRENT CRTDITS necessary
to expedite the business of the
count™y and portect all intercets,-
STATE, INDIVIDUAL and CORPORATE.

Under our free banking system the
politieal power has attemmted to
appease every class by allowing all
to engage in the business, but in
puttine it in execution distrust is
manifested everywhere, for all are
hedged about with law from start
to finish.

-13-

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

[ R —



The charter of the first UNITZID STATES BANK reflected no
credit on 1ts intelligent author, It vrovided that the stoek
should be divided into 25,000 shares of £400 each, of wnieh 18,000
were owned by foreigners., Bach sharcholder was entitled to vote
for the directors, in person and by LroxXy, one vote for the first
share, one vote for next two shares, and so cn, no ones bveing entite-
led to more than thirty votes, Foreigners were entitled to vote on
the same basis as residents in verson only., No provision was made
for the inspection by publie exvert ascountants elected by the MIN-
ORITY IN INTEREST OUT OF CONTROL, and the secretary of the TRWASURY
wag expresasly denled the right to insveet its private accounts,
though the government was the largest shareholder ang devosited
three-fourths of its funds with the bank on the sole seccurity of
its capital, A more ideal TRUST would be difficult to frame, Not
only did the UNITS vary in value, thirty to one,- thus making it

stock controlled instead of enploying the stock to qualify the

SOME OF THE WORST RESPONSIBLE MAN,- but all the UNITS were re-
FAULTS OF THE FIRST quired to vote for the ~ame candidates, instead
UNITED STATES BANK of dividing them into districts, FRven now
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the best bankers of one state are not acquainted with the mme
class in an adjoining state, but with these of thelr own siate

1t 1s otherwise, for there is a bankers association in eash state.
The mere ownership of bank stock carries with it no acquaintance-
shiy of persons fit for such a position, Hence the HEAD OFFICH-
CLIZUE CONTROL of that bank., Directors were elected in a manner
unknovn to the "provinelals", similar to the "out of town® direct-
ors of the large life insurance eompanies at Present who are given
a few crumbs for the use of their names, The lsading statesmen

of the day charged it with practicing favofitiam and its control
being dominated by foreigners. This was denled by its defenders
who pointed to the charter permitting them to vote only in person,
but every experienced ran knows that where one possesses the rower
to do a thing it is not necessary to actually exereise the same

in order to enjoy the fruits of its force., Pass word down the 1line

that such and such mst be done and it is usually done,
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The charter of the second UNITED STATES BANK was drafted in
1816 and contained all the imperfections of the first, except that
it vrohibited foreighers from voting and did not deny the right of
the Seoretary of the Treasury to inspect its business, Tt contained
no provision for the election of PUBLIC EXPHRT ACCOUNTANTS, the lack
of which nearly caused its ruin before it had been in business three
years, 1t then being involvent, owing ot its lax business methods
and practices of favoritism, and would have gone 1into the hands of
a recelver had 1t not been for the £8,000,000 of government devosits,
It also got into polities, All its dircctors resided in six states,
all bordering the Worth Atlantic occean, vet the west and south con-
tributed largely towards its supvort, Business politicians who re-~
fused to do business on business principles rosorted to politics for

favors they were not entitled to on their merit., Its not our pum=

SOME OF THE WORST pose to dlscuss the preat political "BANK wape
FAULTS OF SECOND which paralysed business in this country for a
UNITED STATES BANK decade, its enough to say that the bank engaged

Digitized for FRASER

in the vresidential campalgn of 1€36 with all its wealth and influ-
ence and lost out, President Jackson being re-elected by a large
majority, Peeling that the people had vindicated his aet in vetoing
the bill renewing the bank's charter, the President next had the
government's deposits reroved which proved the undoing of that fin-
aneial institution., After such removal the bank continued seversl
years under 1lts Pederal charter and when it expired it operated under
& State charter, but the act of removing the government deposits so
destroyed public confidence in it that it never afterwards LVropsar-
ed and had to liguidate at a great loss to its shareholders. Here
we have two valuable lessons; FIRST, the INFLUENGCE OF PUBLIC DEPOS-
IT8;

SECOND, That a FEDERAL chartor, ver se, though it grants a
HONOPOLY 1is no better than a STATE charter,

~15-
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The faults of our old STATE SYSTIM ars too numerous to mention,
if that epoch in American financial history may be referred to
as a SYSTEM. However, we shall direct attention to three of the
prineipal faults., PIRST: The fault of faults was in its lack of
a HEAD or directing force. Every one, so to speak, was in the bank-
ing business, and each bank was lssulng CURRENT CREDITS. If a
person of doubtful financial ability failed to secure notes from a
rgsponsible and conservatively managed bank, he could secure acommo-
datlons from a *wild cat" concern. So the failure of the wrild cats®
to redesm thelr notes 1n gold brought discersdit on the sound institu-
tions. SECOND: The next fault was that most of them had insuffi-
clent capital, and the notes of the weak onss drove from circulation
those of the best banks, thus lliustrating the force of w»Gresham's

law®, THIRD: The next greatest fault was that a large najority of

SOME OF THE WORST them 1ssued notes altcgether on commercial and
FAULTS OF OUR OLD individual deposits as reserves, Such denosits
STATE BANK SYSTEM are entirely too timid to form the sole basis of
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a bank note ecirculation., The individual deposits his money with a
benk confidently believing he can get it any moment on demand, and
he 1s not going to wait until actual danger arisss before making
demand, for if thers be a slight rumor that he may not get it on
demand he 1s going to eall for it. But with PUBLIC DEPOSITSthis is
not the case, for their custondians will investigate rumors, and in
doing so are not crazy like individual depositors, and finding the
bank to be solvent they are contented. FPurthermore, PUBLIC DEPOSITS
such as state, county and municipal taxes, are usually collected

for ten to twelve months 1in advance to run those governments for that
preriod, so that one may calculats with a degree of certainty =s to
thelr stage at all seasons. The bulk of such taxes in the farming
gections are collscted at the season the principal cror is marketed,
that season when the bank's resscrves should bs largest and its most

difficult to maintain them.
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The advocates of our present NATIONAL BANKING SYSTEM made no
claim that 1t would reform our curreney or banking bisiness. Their
only object being to furnish a market for government bonds during
a most devasting war, The bank notes have been made less secure by
each amendment to the original act, beginning with a 90% issue of
5% bonds it is now a 100% issue of 2% bonds, and the only reason the
latter are at par 1s because they may be converted intoc CURRINT
CREDITS, Let us engage 1in a great war or meet with a few yeers hard
times, thus necessitating a billion dollar bond issue and those bonds
would fall to a dividend bearing basis and entall a tremendous loss
to the.banks and create a panic which would ruin the countrv. The
scope of this vaper will not permit of a full discussion of the many
defects of our present finaneial system which is almost identical
with that of the Colonies when the Constitution was adoyted. We shall
coniine our criticism to two of the most important defects:

1) To the LACK OF ELASTICITY OF OUR PANK NOT®S, and
2) TO the INFLEXIBILITY OF OUR BANK RESERVES,

(1) This LACK OF ELASTICITY is due to the fact
PRINCIPAL FAULTS OF QUR
that our bank notes are bond secured, the banks

NATIONAL BANKING SYSTEM
issuing and retiring them being actuated solely

by the stage of the bend market instead of the demand for current
credits, Hence they perform every office of flat money by remaining
in eirculation until they wear out. They inflate credit by thelr
use as reserve money. Some of the states have no reserve laws and
those that have make distinetion between bank notes and real monoy.
dr, Fowler, former chairman of the House comiltee oh Banking
and Currency publiely declared, in December 1907, that no less than
$200,000,000 of bank notes were then used as reserve money, Its rmech
easier to eriticise than sugrest a renedy, but we can see but two
ways of curing this defect; Pirst, Either by annihilating the
state banks and trust companies and placing government inspectors in
each National bank, (An impossible remedy because Congress lacks
such power, and if 1t jossessed the power the remedy would be too
expensive) Second, Or by organizing ONE CENTRAL BANK OF ISSUE or
SEVERAL DISTRICT BAWKS clothed with exelusive reserve responsibillt-

ies,
1T
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To demonstrate the disasterous efrect of the INFLEXIBILI'Y OF
OUR BANK RESFRVE LAW, we give below the status of the reserves and
reserve deficlt of the New York House banks the first nine
weeks of the 1907 panie:

Week ending: Reserve deficit: Reserve per cent,
October 26 $1,233,300 24,68
November 2 38,838,835 21,309

" 9 51,924,625 20,20%

“ 16 53,666,950 20.37?

" 23 54,103,600 19,98

v 30 52,989,425 20,11
December 7 46,210,350 20,70%

" 14 40,101,175 21,24%

" 21 31,751,000 22,006

The report of the Comptroller's report shows that while the reserves
of those New York banks were only 5% below the legal test, those of
the banks of one city were 200% above, and those of several citles
ranged from 30% to 100% above the test. Yet those New York banks

AN APT ILLUSTRATION OF THE were exerting every effort within their power to

DISASTEROUS EFFECT OF OUR secure gold, succeeding finally in getting $100,

PLAED-INFLEXIBLE RESVRVES 000,000 from the Bank of England. The psople
were frightened out of their wits., So were the manks throughout the
country, and as the law imposed an individual responsiblility on then,
each looked after its individual intercst. It was a "hold tight to
every thing you get" poliecy all the way round to the detriment of
each and the public as well. The rmistake was in a llowing gold ex—
portations during the surmer of 1907 amounting to $145,000,000, Such
mlstake can not be lald to the door of any one bank or the banks of
any one city, It was the duty of all and, "what'!s everybody!'s busi-
ness 1s nobodyts", It was unquestlonably good banking for those
banks to suspend svecie payments while the publiec vas so frightened,
but 1t was barbarism to compel them to do so after the ifth week,
and nothing but our monstrous reserve law forced them to do so. The
breaking down of our bank reserves disarranged our whole credit sys-
tem, paralyzed business in every branch, clesed our factories and
devressed the markets for our crops to a frightiul extent, ¥No other
country has such a legal bugaboo to frighten the public into a panic,

-18-
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Lets make another illustration of that RESERVE LAW, Say that
the reserves of ten National banks located in the state of Kansag
are $1,000,000, If they care for their own reserves then the law
would require them to hold in their own vaults lawful money amount-
ing to $1,000,000, But the law vrovides that they ney send 3/5
(#600,000) to some authorized bank in a RESERVE CITY. Suppose that
bank be located in Kansas City. The law vrovides it must maintain a
reserve of 25%, of which 1/2 mist be in 1ts own vaults and the bal-
ance 1t may keep in a CENTRAL RESTRVE CITY. Suprose it sends all of
that deposit permmitted by law (%$525,000) to a bank in New York City,
The latter would be required to keep in lawful money 25% of that de-
posit, or $151,250, in its own vaults, By this device the original
$1,000,000 of deposits of the ten Kansas banks have been expanded
112% ($600,000 in Kansas City and #525,000 in New York ¢ity) and the
lawful money behind them has been reduced nearly 40% ($400,000 in
the Kansas banks; $75,000 in the Kansas ¢ity bank and $131,250
in the New York ¢ity bank). Henry Dunning MeLeod, in higa

HISTORY OF ECONOMIOS, page 400, says,

INFLATION OF CREDIT BY BANK "A sudden inerease of devosits is, there-~

“ore, nothing more than inflation of eredit, ex-

DEPOSITS IS AR MO:E DANGHER-getly gsimilar to & sudden inerease of bank notes,

Deposits are nothing but bank notes in disguiser,

OUS THAN THROUGH BANK NOT=ES
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The NEW YORK RVENING POST, in a well con-

sidered artiele on this subject, says:

®Inflation through excessive expansion of deposits is rar
nore dangerous in its irmediate results than inflation through
excessive expansion of bank notes; because bank notes will inev-
itably be widely distributed, so that it will take time to accu-
milate them for a run by the public, whereas a run of deposit-~
ors may begin on an hours noticev,
As credit is inflated by bank devosits 1t is centracted by
their withdrawal, The inflation beginning at the beginning of the
dull season and elosing at the end thereof when the reverse actiocn
takes place, 0f course, thils is due to a large extent becausc the
banks of the reserve cities pay from 2% to 4% for bank deposits, Then
how can any well informed person doubt that we NEED BANK R E-

FORM PARMORE THAN CURRENCY RIFORM?
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The SUFFOLK BANKINS SYSTEM of New England was the nearest ap-
proach-to a gound system this country has ever had, The SUT™OLK BANK
of Bostom was organized in 1818 and operated until 1863, when anni-
hilated by our National system, When it began the seven strong banks
of Boston had 50% of New England banking cspital, though but 4%
of the bank note cireculation. The reason for such disvarity was that
notes of the weak country banks had Put "Gresham's Law® in operation
which drove those of the strong ones out, for those unsound banks
were discounting commereial payper right in Bogton and other cormer-
cial centers of New England., So it will be seen that the SUPFOLK
reformed the CURRENCY as well as the BANKING BUSINESS of New Eng-
land. Of this Horace White, in his CURRENCY and BANKING, savs:

NEAREST APPROACH TO "Under such elrcumstances the SU™W OLK took

Falk'
W

IN
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upon 1itself the office of g comptroller of the

STLITUTIONAL SYSTEM  gurrency, It did not samit e new bank to the

membershly of the system narely because it had
brocured a charter, perhaps by favoritism, per-
haps by fraud, It firgt satisfied itself the
ghareholders were men of good character and that
the institution had been started in good faith, Of course, the
SUFTOLK could not prevent the neweomer from issuing notes, but it
could withhold 1ts passport and thus prevent it rom getting an ex-
tensive eirculation, The precautions which it took in admdltting
newcomers were taken for the eredit and good name of New England
Dankingw

OUR WHOLE HISTORY

The object of the SUFFOLK was to enable the New England banks
to redeem their notes in specie. At the start it had limited cap-
1tal and its officers and directors were without financial prestige,
and had the opuosition of all the Boston banks who la ter on when they
saw 1t was for their benefit, came to 1ts resque with all the capital
necessary to make 1t the gremt suwcess 1t was, Here we have another
illustration of the DISTRIOT 8YSTEM directed by
ONE HEAD. Had such attempt been made for the whole country
1t would have failled, just as did the two UNITED STATES BANKS, for
1t would have inourred the enmity of the "business volitician® who
would have played on the prejudices of the people in the country
districts, by telling that the SUFFOLK was an attempt of the "bloat-
ed bond holder of State street® to make them "finanolal serfs", Such
attemyts were tried and it was called the "seven tailed Bashaw" etc,,
but they failed, as those men were personally acquainted throughout

New Engleand and known to be real human beings,

-20-

Federal Reserve Bank of St. Louis pr—



The CANADIAN bank note CURRENCY i1s sound and ideal, being a
pure ass2t currency, but the instrumsntalities are thirtv-four strong
and censervatively managed banks, snd no new one can organize with
less than 8500,000 capital. It would be disastarous to us to ongraft
thelr CURRENCY PRINCIPLE on our weak banking system, where the banks
number more than 25,000 and new ones organizing daily by 50 differ-
ent governments. Whlle the CANADIAN BANKING SYSTEM is rmuch stronger
than ours it 1s not an ideal one by any means and not at all suited
to the conditions of our country, Their bank capital is owned prin-
c¢lipally in the commsercial centers of CANADA, Encland and Scotland
and a large majorlty of the business of those banks 1s dons by branch
gs managed by clserks whose authority 1s limited in a manner similar
to the local railroad agents in Amsrica, agents who can't put in
one hundred feet of side track without going through a lot of red
tape. Under our banking system the capital is owned locally and

those in control possess absolute authority to

THE CANADIAN AND AMERICAN
grant credit without consulting outside parties.

TSR SRR SN This is just as it should be and our wonderful
vrogress 1s more attributable to that than any other one fact. ¥No
cne 1s in a better position to grant credit to another than the very
rerson who knows all the conditions and factors forming the basis
for that credit. Therefore clothe him with authority to act, and
that can best be done by letting him back his judgment with his in-
dividual capltal. Therefore the conscientious practical political
economist will attempt to REFORM and STRENGTHEN
our banking system rather than ANNIHILATE it. The
CANADIAN BANKING SYSTEM is the Scoteh system planted in a large ter-
ritory. The area of Scotland is less than one-eighth of just one of
the American states and their financiers are known vsrsonally by a
largs majority of the people of that country, whereas a majority
of the people of a county here do not know the financiers of the
adjoining county. Therefore to CANADIANIZE our BANKING SYSTEM will

never do.

5 o
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The REMEDY 1s for CONGRESZ to divide the country into
four I NTER-S8TATE  BANKING DISTRICTS, by amending the
act of July 13, 1866, imposing a 10% tax on all bank rote circulation
except those of Natlonal Banks, and inelude in such exception the
notes of those INTER-STATE BANKS, Let the amended act define an
INTER-STATE BANK by requiring that the charter of each shall Dbe
granted by some one of the states comprising the DISTRICT in which
its notes are to circulate free from such tax and yrovide that such

charters contain these express provisions:

R E M E D Y (1) That each bank shall possess AMPLE CAPITAL.
(2) Be Controlled by RESPONSIBLE RESIDENTS.
INTERSTARE (3) ZElect CENSORS by RESPONSIBLE MINORITY,
————————— (4) Eleot RESPONSIBLE HEAD with VETO power,
BANKING SYSTEM. (5) Let states make them fiseal agents,

Lets take up those five yprerequisites, in the order stated above.
(1) CAPITAL, Let the CAPITAL of each be $35,000,000 of which
$25,000,000 should be represented by its 8% preferred stock and
$10,000,000 by its 10% commion stock, Let the yreferred be paild as
follows, $5,000,000 each and $1,000,000 annually
CATPITAL SHOULD BE AM-
until the whole of the preferred 1s pald, Cre-

PLE,- NOT EXCESSIVE,
ate the common out of the profits and issue it

when all the preferred is pald., Let the profits after defraying ex-
penses, pavment of authoriged dividends and creating oommnon stock
be divided among the states comprising each BANKING DISTRICT in
proportion to their deposits, less any taxes irposed on the bank or
its c¢clirculation,

(2) CONTROL BY RESPONSIRLE RESIDENTS. Let the charter
vrovide that the power to INITIATE (incur an oblization) be vested
in the BCARD OF DIRECTORS the members of which shall e elected

COMIMON SENSE METHOD by the ELECTORS of thelr respective States,
OF CONTROI, NECESSARY Define an ELECTOR, as does the Bank of England's
FOR GOOD MANAGEMENT, charter, a resldent citizen owning in good

faith 2,500 of the bank's stock, Give each DIRECTOR a REPRNSENTATION

-22=

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




on the Board in provortion to the STOCK owned in his state and

PUBLIC DEPOSITS furnished by his state and its subsidiary governments,
thus giving the TEMPORARY CAPITAL REPRESENTATICON

with the PRRMANENT CAPITAL IN CONTROL,

(3) CENSORS. Designate each city of 50,000 inhabitants in
each BANKING DISTRICT as a separate CENSOR!'S DISTRICT and provide
for the election of one CENSOR every four months by the ballots of
the ELTCTORS residing in the CENSOR'S DISTRICT in which such elect-
ion is held, Let there be three CENSORS, serving the BANK one year
each, elected four months apart, so there will be two old ones in
service when the new one takes office. Define a CENOR to be a PUR=-
LIC EXPERT ACCOUNTANT residing in the CENSOR!'S DISTRICT from which
he is elected, Let the charter empower the CENSORS to supervise zll

'XPERT CENSORS SELECTED BY elections, verify the statements, audit the ac-

MINORITY BACKERS ARE FAR counts and inspect the transactions and preper-

SUPERIOR TO BANK EXAMINERS +ties of the BANK., Let no two of them serving
the BANK at one time be residents of the same state, Prohibit any
officer or director from voting for or using his influence for or
against the election of a candidate for CENSOR, The science of
accounting is a sim;le one, and in our large cities may be found as
corpetent ones as there are in London or Paris. All we have to do
1s to profide a simple and rractical method for their election by
the RESPONSIBLE MINORITY OUT OF CONTROL. Such CENSORS would not
be rushed for time as are our governrent exaniners, Coming from the
cities all over the BAWKING DISTRIQT they would advance to the of-
ficers the latest and best methods of checks. They would prevent
the formation of ecliques on the "inside" and destroy "business poli-
tics* in its control, Three would leave the BANK annmually going
into separate sections of the BANKING DISTRICT acqualnting the pub=-
lic as to the actual manner in which the PANK'S affalrs were belng

conducted, and in that way gain for 1t the confidence of the publie,
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(4) THE HEAD SHOULD POSSRSS A VETO POWER, the same as the Goy-
ernor of the BANK OF FRANCE, Require him to own $20,000 stosk, as

required by the Governors of the banks of France and England, Let
him be elected by the BANK COMMISS IONFERS of the astates comprising
the BANKING DISTRICT, to correspond with the election of the HEAD

RESPONSIBLE HE A D of the BANK OF FRANCE, There will be little or
ELECTED LIKE GOVERNOR no polities in this selection, for the reason
OF THE BANK OF FRANCE that there will be, on an average, t welve BANK

COMMISSIONERS for each BANKING DISTRIZT, thus necessitating eleven
to vote for a candidate living entirely bevond his orn political
zone,

(5) ZIHAT STATES MAY MAKE THEM THEIR FISOAL AGENTS for rdding
our local governments 1n issuing and marketing their bonds, also to
become responsible for the funds belonging to these loeal govern—

THESE INTERSTATE BANKS ments by designating the loeal mmnks to collect

WOULD GIVE STATE GOVERN- and care for them, the local bank acting as the

MENTS GOOD FISCAL AGENTS ggent of the BANK OF BANKS, Instead of having
25,000 banks now in a political scramble for the some £$400,000,000
funds belonging to our state and subsidiary state governments, as at
present, those local banks would seek such deposits from the CENTRAL
BANK on thelr individuel merit, Of course, the CEINTRAL RANK would
have no earthly use for them in its own vaults but would have them
in the local banks or channels of trade, e xcept when its reserves
should need replenishing it could make demand for such an amount

a3 the occasion demands.

It will be observed, therefore, that each BANK OF DANKS will
be INTERSTATE IN CONTROL as well as in OPERATION. It would be ime
bractical to expect the best bankers of Texas to vote intelligently
for residents of Florida, for there is little business intercourse
between the bankers of those two states. Therefore, the ELICTORS
of each state should vote only for the DIRRGTOR of that state. As
the business of the statds will differ in amount give each DIRECTOR
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a vote on the BOARD 1n propvortion to the stock owned in and deposits
furnished by his state, and as some DIRECTORS will reside further
from the executive office than others each should be required to
retain hls rssidence in the state from which he is elected, In this
INTERSTATE IN CONTROL AS way the CORPORATE (supreme) power will reside
WELL AS IN THEIR OPERATION in the several states forming the BANKING DIS-
WITH EQUAL REPRESENTATION TRICT, just reversing the present order of such
corporation control in this ecountry, As the DIRECTORATE of a eorpor-
ation 1s its legislative body it could, by by-law, create a BOARD OF
CONTROL to remaln at the executive office and veriorm such duties as
the by-laws impose., The BOARD OF CONTROL would be the agents of the
DIRECTORS, With four sueh banks operating in this country and an
act of Congress vroviding for the retirement of our vresent bond
secured bank note currency, it would be but & short time until that
would be replaced Ly a sound seientific currency whieh would expand
and contract to meet the demands of trade. Such BANK OF BANKS would
reform the banking business of its district far more effectually
than all the laws which Congress and the Leglislatures might enact
in a century,

Lets see the economy and simplicity with which this system
could be operated, The CENTRAL BANK of each district would form
CLEARING HOUSES in each eity with $1,000,000 banking capital and
surplus sending them its CURRENCY to be countersigned by them and
elrculated as the demands of trade required, just as is beingz done
at present by the fire insurance companies, Actinga s the agent

for the CENTRAL BANK the CLEARING HOUSE would

SIMPLICITY s ECONOMY AND
dlscount paper for the banks of that CLEARING

SECURITY OF THIS SYSTEM
HOUSE DISTRICT. The CFNTRAL A NK would keep
accountants at each CLEARING HOUSE to revort to it dally as to the
status of the business and that its instructions were belng carried
out, This would be far less exvensive than for the CENTRAL BANK
to have branches, as that would be a reduplication of the work done

by the local banks by mere clerks and an unnecegsary expense in
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equippring and maintaining banking houses, and it will be far
betier for the public interest, as the capital of the banks forming
the CLEARING HOUSES would be additional security behind its note
issues. 1In other words, the CENTRAL BANK would be farming out to
the CLEARING HOUSHES its monopolistic privilers to issue curr ency
and control of publle depoits, If a loecal bank should fall in the
hands of speculators the local CLEARING HOUSE would refuse to
do business with it, thus so limiting its business operation as

to make business unvroiitable,

There are five reasons why these CENTRAL BANKS should be
INTERSTATE rather than P ED U R AL corvorstions:
(1) Because the states would not make them their fisceal agents
unless they possess the scle vower of their supervision, and until
VHY AN INTERSTATE BANKING the $400,000,000 of public funds belonsinz to
SYSTEM IS PREFERABLE TO A our state and subsidiary state governuents are
NATIONAL OR STATE SYSTEM gontrolled by ONE CENTRAL BANK for easch dlstrict
it is out of the question to thoroughly reform our mnking business

and take our twenty-five thousand banks out of volities,

(2) Because 1t is out of the guestion to hope to reform our

banking business so long as two legislative bodies possess concur-

ANOTHER REASON rent authority to enact laws on precisely t he
IN PAVOR OF THIS same subject matter, in t he same territory, and
BANKING SYSTEM at the same time, as is the case at vresent, As

it would be unconstitutional for Congress to annihilate the state
banking gystem or prevent those governmnents creating mnks, t he only
way out of the dilenma is for Congress to conditionally surrender

to the states the authority which rightfully belonged to them under
the Constitution, but usurped by it to meet the exigencies of a

terrible war,

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



(3) Because under this plan the Publie can be better taught
the TRUTH ,- THAT A BANK NOTE® IS A CREDIT AND NOT MONEY,- and
that 1t is no more the duty of the government,-Federal or State,-
to 1ssue or become responsible for CURRENT CREDIT than any other
specles of credit, whether it be evidenced by a bill of exchonge, a
check, or a promissory note, We can also under this plan better

teach the public that inasmueh as a corioration is the eresture of

ANOTHER REASON the state, that its control may be just what
IN PAVOR OF THIS ite ecreators will, and that svueeial business
BANKING SYSTEM duties imposed upon their CORPORATE RIPRESENTA-

TIVES may be done in a manner far rore satisfactory to the vublie
interest than by thelr GOVERNKENT REPRESENTATIVES whose duties are
far more multifarious and who are frequently elected without regard
for thelr sveeclal fitness for sueh business, and that by divereing
the government from this business we remove the terwtation of the

evil minded to corrupt our public of'ficials,

(4) Because this (INTERSTATE) plan is the Constitutional meth—
0d, belnz in perfeet harmony with our system of government, which
means that the states shall do for themselves everythine within their
vower, with a Federal government holding them in check. Congress
can apply this corrective indirectly by amending, from time to time,
its definition of an INTERSTATE BANK when it becomes convinced that

the public intorest requires it, for unless the charters be amended

ANOTHER REASON to meet the requirements of the Congressional
IN FAVOR OF THIS definition the Federal tax would make it impmc-
BANKING SYSTEM tical for such tanks to operate and enploy the

amount of cavital required., The charter is to a corporation just
what the constitution is to a state, and for such a P lic service
corporation serving several millions of people widely scattered, the
same care should be exercised in its drafting as that of a great

government.,
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(5) Because under the INTERSTATE system we could rore efi’'ect-
ually eliminate polities from the banking business than under either
a FEDERAL of STATE system, There sre but four political zones in
thls country,- National, State, County and Municipal, As we have
sald, there would be about twelve states in each banking dletrict,
thus giving us twelve VOTING UNITS in each for the election of the

HEAD, If 1t were a FEDERAL PANK then there would e a chance for

THE FINAL REASON the political power selecting the HEAD to reward
IN FAVOR OF THIS some politielan who aided him in getting his own
BANKING SYSTEM position, The same thing would be true if 1t

were a STATE BANK, but belng an INTERSTATE corporation a large
majorlty of the BANK COMMISSIONFRS would have to vote for versons
reslding entirely bevond thelr political zones, It i3 sertain

that 1t would not have as mich polities in it as exists to day in

elther our Federal or State system,

ENDORSELENT OF READERS,

1, the undersigned, have read the Toregoing prospsctus for an
INTERSTATE BANK OF ISSUE, but have not had the time to give it the
careful conslderation the subject deserves, yet on the whole it

apyrears to be the best solution for our verplexing financial problem
to which my attention has been directed, ) o

Respectfully glgned,

NAME, ADDRESS, OFFICE OR V.CATION,
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2o A 7 &ﬁT’Local conditions would warrant the loaning of:ﬁfﬂof deposite on real
estate mortgages, and would aid very materially in our giving credit. Our

savings benk cannot take care of all good mortgage offerings and we would
be better protected if loans could be made on real estate.

. J# Viouléd prefer that national banks be llowed to invest S&)of savings de-

'~£? posits in real estate loans and say 2§ of commercial deposits, if condi-
~0 tion, locally, warranted it.

v

ﬂe‘rw

na onal b

in

n

. We consider a savings de-

partment or the amendment of the Néticnal’éank Laws permitting loans on real
estate a very immortant and necessary matter for country banks, where the refussl
of » loan on real eatate would drive a good customer for the present as well as
for the future to snother institution. We consider real estate our best secur-
ity and heartily favor the amendment, loans to be limited of course to Séw\or
Gdé/Bf conservative actual market valutation.
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ot of your favor c¢f the 9th, and answer herewith
() as possible. Judging frojmdhe enclosed
o havgee gl ut we did not

‘:El We are deeply interested in the guestions asked, and hope that the laws,

: through the influence of the fommieelon, may be amended to meet the recuirements
‘;s of a grest, growing country,’iﬁch as is ours, with wonderful and varled conditione.
We are somew " gbout the edvisability of handling real estate promiscu-

s national or commercial bank, except under proper condi-

ut sre equally firm in our belief that local conditions are best conserved
ocal management &s nearly as possible, when consistent with sound end conserva-
tive methods.

tion

e doubt the advieability, however, of allowing national banks to losn more

than 1@ of their cormerciel deposits on real estate in any community, agri cultural o

or otherwise. But on eavings deposits, the limit of 31@’w0u1d not appear a2ciedr
Lias? sive possibly. We favor at the same time allowing a national bank to accumulate

a surplus account, over and above the requir »20t} and if the local board of direc- .

tors - who ought to be familier with local conditions - meet and agree to allow

the finance committee‘;oan that fund on realty securities, we believe the law should

allow it so handled.

Possibly these opinions are of no velue in the greet field of financial econony,
but they are based on experience and local conditions. There is no use celling a
spede something else to make it sound good, and the nationsl benking lsw at present
ie not meeting the requirements of the times, because the banks, we believe, as a
whole sre now either violating the realty law openly or indirectly, and doing 8O
because they feel that they must meet conditions in their territory. Some sections
seem to call theirs reelty bonds, and buy them; some banks make smell loans, and
later by reasﬁgiof the demends of customers for more money, are forced to teke reelty
to permit the ﬁ‘leep et nights; others cell it "additional security" to ressonable
amount of personality; while some put them down in black and white, end take their
nipcking up" as often as the department sees fit to sdminister it. At any rate, the
1aw seems to be eveded or violsted in spite of the efforts mode to enforce it. To law
is a good one that meets with such measures in nearly every community, and it seems
to us that it would be far better both for the depositors and the benks (not to men-
tion the Banking Depsrtment) to amend the law with due and ressonable provisions, and
with penalties or fines sufficient to check those who go beyond the bounds of conserva-

tism.
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Ei?Agigzme prohibition against such loans wes written in the act, over a
large area of the nation real estate was largely speculetive in valuefand

. (¢
therefore loans upon same were either hazardous or nonfliquid in character.

Conditlions since then have changed. Real estete, except in spots
easily avoided, has every element thet goes to meke up first class security
and in many instences losns upon it can be collected with pgreater ease than
mercantile or menufacturing paper and at the same time the calling of such
loans is not marked by the business disturbances incident to the two latter
classes of paper, when called.

A 1imit to real estate loans with national banks which does not exceed
capital or say ZdJ}of total deposits would vastly benefit national banks now
orgenized and would ultimately result in the conversion into nationals of the
great majority of/gtate institutions save those with trust company features.
Zven here @ divigfsn of the business into two concerns, & national bank with
separate trust company, would be frequently witnessed.

In my judgment this privilege must be extendec;‘?mtio:mal banks if order is
to be brought out of existiﬁg chaos due to the dual system and before the pro-
blem of currency reform can be tackled with any show of success.
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