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THE AMERICAN BANKERS AND 
THE WAR

Meeting as it did at the supreme moment of the 
war, with the news dispatches following one an
other rapidly in their description of the enemy’s 
collapse and with the American army again mov
ing fQrward to help make the victory complete, 
the American Bankers' Convention at Chicago 
necessarily gave up its deliberations for the most 
part to the war. Not the least striking part of 
its speeches and discussions was the absence of 
controversy, doubt or warning in regard to the 
financial and economic aftermath. Such considera
tions, it hardly need be recalled, had been in the

background of the financial mind from the time, 
four years ago, when it was seen how long and 
how costly a conflict this was to be and what 
revolutionary changes in the social, political, and 
economic institutions with which we have been 
familiar were certain to occur, even before the war 
itself was over.

• During the period of our own neutrality, in 1915 
and 1916, this question of what would come after 
the war was not only repeatedly uppermost in the 
financial markets, but was the natural burden of 
discussion at the bankers’ conventions. A  year 
ago, when we ourselves had just entered the war, 
there was naturally added to this the discussion of 
what would be the effect on the country’s financial 
and economic structure, of the enormous war ex
penditure and the restriction of peace-time activi
ties. But the Convention of last month reflected 
even more accurately the nation’s state of mind at 
the moment, in that it virtually dismissed all these 
considerations, giving itself up to whole-hearted 
endorsement of the Government's policies, and to 
dedication of all the banking resources and facili
ties to the securing of an early and complete 
victor^7.

It was once a popular tradition that from the 
banking community— cautious and conservative by 
instinct— the natural expectation was an appeal for 
termination of the war, on whatever basis it could 
be terminated. How little such a tradition has ap
plied, however, to the attitude of the banking com
munity towards America’s participation in this war, 
was sufficiently indicated when our own war 
finance plans were first under discussion. The 
open attack of the peace-at-any-price faction on the 
financial community, as itself responsible for our 
going to war and as deserving financial punishment 
for that attitude, gave conclusive evidence. But if 
any doubt had still remained, the speeches at this 
autumn’s Banker's Convention would have dis
sipated it.

The Convention’s message to President Wilson, 
to the effect that “ every ounce of energy and re
source at the command of the bankers of the na
tion is pledged to the cause of human freedom and
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BANKERS’ CONVENTION.

independence,” struck the keynote. President 
Hinsch’s declaration that “ the bankers will sup
port the nation, not merely to their last dollar but 
to their last unit of credit,” came still more defi
nitely down to declaration of the Convention’s 
purpose. Governor Lowden’s speech expressed 
the feeling of the Convention on the paramount 
issue as to the kind of peace we must insist on.

“ I want to say to the bankers of America,” said 
he, “ that until Germany admits the plain truth that 
this war was her war; that she was the aggressor; 
that this war was waged in pursuance of half a 
century-old conspiracy, the only answer she is en
titled to from America is that magnificent answer 
which President Wilson made last week to the Aus
trian Prime Minister.

“ I can imagine one of you bankers who had been 
defrauded by a customer in years agone, again, after 
a lapse of time, to resume negotiations with that 
customer, but I cannot imagine one of you permit
ting him to open up a new account in your bank 
until he confessed he had robbed you before. If 
the Central Empires want to resume relations with 
the rest of the world, they must first repent, and 
you cannot repent until you first confess vour 
faults.”

It will perhaps be said that speeches made in the 
face of the amazing achievements of the past fort
night on the battlefields, and with military victory 
coming so plainly into sight, could take no other 
ground. But the spirit in which the Convention 
greeted the news is none the less impressive for 
the cheerfulness and confidence with which the 
immense financial requisitions of the moment were 
faced, and with them the even more confusing un
certainties of the future. Underlying this sense of 
reassurance, the feeling that our new banking sys
tem was a financial anchor -naturally found ex
pression.

Mr. Chapman’s reference to the financing of our 
great harvest, a task under which the country’s 
banking facilities had broken down in 1907, was 
characteristic of that view. Whereas “ this year

90

there are over a billion bushels of wheat passing 
through Duluth,” that unprecedented movement 
“ is being handled without straining our finances 
and without incident.”

Mr. Otto H. Kahn gave a moment’s warning, 
based on the unavoidable centralization of power 
in the Government’s hands for purposes of war, 
of the tragedy which would be involved if, “ while 
our boys are fighting for liberty, the great and 
splendid structure of ordered, enlightened freedom 
and covenated individual rights, which was handed 
down to all Americans, should be invaded by that 
most insidious foe of liberty, paternalism, with its 
allies and close relatives, bureaucracy and so
cialism.”

These are considerations which the United States 
along with the rest of the world, and the banking 
community along with the rest of the United 
States, will necessarily have to confront in the 
period of after-war reconstruction. The manner 
in which the numerous problems of that sort will 
come before us cannot now be even foreshadowed 
in advance. Yet it is only fair to infer from the 
very absence of expression of doubt and misgiv
ing on that subject that the spirit of the associated 
bankers was one of hopefulness, for the longer 
future as for the immediate military outcome.

Perhaps the consciousness, first of the economic 
courage and stability shown by the United States 
in meeting the very first shock of war, next of the 
immense financial power exhibited during our two 
and a half years of neutrality, and finally the all but 
incredible resources displayed in the war loans 
raised after we entered the conflict, in the ad
vances made to our Allies, in the armies mobilized, 
trained, transported to Europe and sent into action 
at a moment when their presence turned the scale 
of the campaign, was the real basis for confidence 
of the Convention that the country might deal as 
wisely and efficiently with the other problems which 
will come up for settlement after the war is over.

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



B A N K I N G  S E C T I O N
American Bankers' Association

44th Annual Convention, Held at Chicago, 111., September 26 and 27, 1918

IN D E X  T O  C O N V E N T IO N  PROCEEDINGS

The Menace of Paternalism, Otto H , Kahn - - Page 99
T he Merchant Marine and T he R R sn H. A* Wheeler Page J09 
Necessity to Stimulate Agriculture, Clarence Ousley Page 112 
Employer and Employe, W . H. Vandervoort - - Page H5
Annual Address of Retiring President Charles A*

Hinsch - - - - - -  _ - Page D9
Annual Report of General Secretary - - - Page J22
Annual Report of General Counsel - - - Page 125
Report of Insurance Committee - - - Page J26
Report of Administrative Committee - Page 127
Report of Agricultural Commission - - - Page J29
Report of Executive Council - - - - - Page J3J
Report of Committee on Acceptances - - - Page 132
Detailed Report of Proceedings - - Page 134
Report of Committee on Co-ordination of Activities Page 138

Report of State Bank Section - -
Report of American Institute of Banking Section -
Report of Committee on Federal Legislation -
Report of Currency Commission -
Report of Clearing House Section -
Report of National Bank Section1 - - .
Report of Committee on Co-operation of Banking As

sociations
Report of State Secretaries Section - -
Report of Savings Bank Section - 
Report of Committee on State Legislation 
Report of Insurance Referendum Committee - 
Report of Federal Reserve Membership Campaign

C o m m i t t e e ..........................................................
Report of Special Committee of Five -

Page 144 
Page J44 
Page 145 
Page 145 
Page 145 
Page 147

Page 149 
Page 150 
Page 150 
Page 151 
Page 151

Page 155 
Page 155

The Menace of Paternalism
By Otto II. K ah n , of Kuhn, Loeb & Co., New York.

PART I
No apology is needed, 1 believe, if, in this meeting of 

business men, I begin my remarks with a tribute to the 
American Army. I hope I am not usually given to boast
ing, but I admit that since I came back from Europe two 
months ago, I have been boastful, vociferously and un- 
blushhrgly boastful, about our boys “ over there” and 
their leaders.

I saw1 the American soldiers on the boat, in their 
• ramped and crowded quarters, many of them away from 
home for the first time, all.but a few of them on the ocean 
for the first; time in their lives. I saw them in Paris un
concernedly playing ball in the streets while bombs from 
long-range guns were exploding in the immediate neigh
borhood. I saw them at French ports, and at villages 
throughout the fair land o f France, cheerily taking things 
as they came, the rough with the smooth—and there was 
a good deal more rough than smooth,*—making friends 
with the kids, and, especially in the case of the fair sex, 
with the grown-ups too. I met them as foresters in the 
extreme south of France, near the Spanish frontier. I 
met them as engineers and in numberless other capacities 
and, finally, I saw them as fighting men at the front.

I met many of their leaders, from their great chief, 
General Pershing, down. I saw the simply marvelous 
work at the French ports, in our huge camps and bases, 
and along our lines of communication, which these men 
had accomplished and were accomplishing with a big
ness of vision, a boldness of planning, a directness of 
attack, a perfection of execution and a courageous as
sumption of responsibility, which would have done credit 
to renowned captains of industry.

Everywhere I found, amongst officers as well as 
amongst men, the same simple and unostentatious, yet 
steel clad determination to hold life cheap for the honor 
and glory and safety of America. Everywhere the same 

• eager and tireless exertion and keen, quick-witted adapta
bility. Everywhere the same modest and soldierly bear
ing, the same uncomplaining endurance under hardships 
and discomforts, the same contempt for danger. Every

where the same note of splendid courage, moral and 
physical, of willing discipline and' service, of buoyant 
good nature and humor, of clean and kindly thought and 
feeling.

And, Gentlemen, I knew then that the war was won.
Those more competent than I will tell some day the 

lull story of how the American Army came to reveal its 
lighting qualities to its valiant comrades in arms, as 
well as to its brutal and insolent enemy to whom that 
revelation came as a most unpalatable surprise. They 
will tell how last March, during the gloomy days of the 
retreat of the British Fifth Army, six hundred American 
engineers, together with a number of British engineers, 
who had been at work behind the lines, threw away 
Iheir instruments and tools, took up rifles, constituted 
themselves into a rampart and held the line for seven 
long and bloody days, until reinforcements arrived; how 
a couple of months later our men again showed the stuff 
they were made of by storming Cantigny and holding in 
the face of fierce counter attacks again and again re
peated by the Germans, bent on giving a stern lesson to 
those green and presumptuous Americans. They will tell 
you the immortal story of the fighting of our marines 
and regulars at Chateau Thierry in the first days of 
June, in those dark and menacing days when the enemy 
had penetrated within 39 miles of Paris; how those men, 
hurriedly thrown into the battle, made of themselves a 
si>earliead against which the onslaught of the Germans 
broke and shattered, and the tide was turned.

Since then, our young army has been tested in many 
a battle, and wherever it has fought it has proved itself 
a worthy custodian of American honor and a zealous 
artisan of American glory.

A friend of mine returned recently from Europe, where 
he had occasion to speak to Marshal Foch, Field Marshal 
Haig and General Pershing. Foch said to him: “ The 
Americans fight like the ardent young troops we had in 
the early stages of the war. Higher praise I cannot give.” 
And Vershing said simply: “ Our troops are fighting as 
we expect Americans to fight.”
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I should like to add that in expressing my intense 
admiration for our army and its achievements, nothing 
is further from my thoughts than to take away one tittle 
from the immortal glory which belongs to the armies of 
the allied countries, nor from the undying gratitude 
which we owe to the nations who for four years have 
heroically fought the battle of civilization—our battle 
from the very beginning, no less than theirs—and borne 
untold sacrifices with never faltering spirit.

When America entered the war, and for some time 
afterwards, it was the taunt of Germany that we did 
not mean to be, and even if we meant to be, could not 
become a serious military factor. It was a question in 
the minds of neutrals, too, even of neutrals w'holly sym
pathetic towards our cause.

Well, our troops victoriously fighting on a dozen bloody 
battlefields, taking their places worthily by the side of 
the war-seasoned veterans of our allies in the w7ar, have 
given the answrer. The discipline, the morale, the co
hesion, the cheerful, uncomplaining endurance under all 
hardships and privations, of our Army taken from the 
farm, from workshops, universities, offices, millionaires' 
palaces and the poorest of tenements, have given the an
swer. The large percentage of German names in the list 
of our casualties show's that Americans of German de
scent have known how best to demolish the outrageous 
hope which basely calculated upon their disloyalty, and 
to resent the insult which appraised them as semi
traitors to the country of thqjr sworn allegiance. The 
unanimous voice of a united Nation, ready for any and 
every sacrifice, has thundered the answrer in accents 
which have penetrated, at last, even beyond the towering 
wall of lies and monstrous doctrines behind which a 
felon ruling caste holds the German people cowed and 
deluded and hideously transfigured.

Now, Gentlemen, what is the underlying cause for the 
phenomenon that our' boys, taken from the most diversi
fied wralks of life, brought up in surroundings and in a 
spirit which are the very negation of martial disposi
tion, became in an incredibly short space of time soldiers 
of first rate efficiency; that our business men, farmers, 
mechanics, college boys are making competent, indeed 
excellent, officers; that our West Pointers, taken from 
small array posts or office i>ositions in Washington, were 
found qualified generally not only to command large 
bodies of troops, but that amongst them were discovered 
men fitted, when the emergency arose, to plan and exe
cute the business undertakings of w'ar on a stupendous 
scale with a high degree of organizing and administra
tive ability (even though these men would be the last 
to dispute that a considerable share of the credit for 
the results accomplished is due to those wrho, at the very 
start of the w'ar, eagerly volunteered from civil life )? 
Why did our commanding officers, our engineers and 
others at various French ports, at our army bases, along 
our great lines of supplies, in a strange country, under 
conditions entirely new7 to them, demonstrate the capac- 

‘ ity of rapidly sizing up situations, of boldly meeting and 
overcoming difficulties, of vigorously cutting the red 
tape of generations, of accomplishing to the admiring 
amazement of our French friends and comrades things 
which the bureaucratic routine of ever so many years 
had found itself impotent to deal with?

French Views of A merica

I have heard these questions asked and debated a good 
many times lately both in England and France, and the 
consensus of replies wras this: “ You in America have 
always been a nation of private enterprise and individual 
initiative. Your incentive has never been to get a gov
ernmental title or a bureaucratic position. Your incen
tive was zest and scope for doing things, the joy of 
creative effort, a certain crude, roughhewn, unsystematic, 
but effective idealism, and also, of course, the material

reward of successful achievement. You have had no 
caste, or fixed class, either aristocratic or bureaucratic. 
You have given almost unlimited, perhaps too unlimited 
scope to ambition, ability, force, imagination, hard work. 
Your employee of today was and is the employer of to
morrow. The State, far from enjoying the halo descended 
from kingly times of something resembling omnipotence 
and omniscience, and being all-pervasive in its functions, 
was largely limited in its activities and you had a healthy 
skepticism of governmental capacity to do things well.

“ Under the stimulus of these conditions you have pro
duced a race— daring, keen, quick-witted, adaptable, self- 
reliant. The American of today, as w'e see him in the 
officers and men of your forces, and in the business men 
w'e have met, is the product of generations of sturdy in
dividualism.”

And then the Englishman w'ould be apt to explain that 
the rank and file of Britishers are also in their heart of 
hearts individualists and normally opposed to the undue 
multiplication of governmental functions. He would not 
dispute that the war wras bound to bring about a ten
dency towards far going radicalism and towards a general 
leveling, but w7ould maintain that the ambitious programs 
and sweeping pronouncements of those, largely writers, 
economists and theorists w7ho ran the political end, and 
only the political end, of the British labor party did not 
represent the level-headed majority of the rank and file, 
and were apparently taken more seriously at home than 
abroad. In this connection, it was interesting to me to 
read in a report cabled from Europe a few days ago by 
Mr. John Spargo, himself a leading Socialist, but at the 
same time a thoroughgoing American patriot, the follow7- 
ing sentence: “ The British Labor party is approaching 
a catastrophic and ignoble defeat.”

The Frenchman, being like most of his countrymen, 
something of a practical philosopher and an admirable 
talker, would be liable to go rather further afield. He 
would point out that France has had experience of 
bureaucracy, governmental centralization and paternal
ism for several generations. They had tested that sys
tem under an autocratic regime, under a liberal mon
archy, under a bourgeois republic and under a radical, 
and at time semi-socialist, republic. And the conclusion 
w7as widespread that it w7as not w7hat it w7as “ cracked 
up ” to be, failing a great organizing and vitalizing 
genius like the first Napoleon, and that they did not like 
it. That system had lamed enterprise, atrophied com
mercial daring, retarded the development of the country, 
and driven a large portion of the national wealth into 
speculative undertakings abroad, failing constructive 
opportunity for it at home. It was largely responsible 
for the fact that France, naturally the richest and most 
abundantly endow:ed country of Europe, had permitted 
itself to be outdistanced economically and industrially 
by other countries less favorably situated as far as nat
ural resources were concerned, notably Germany. It 
had allowed a state of affairs to develop where but for 
the magnificent manifestation of the superb innate 
qualities of the French race which no governmental 
system could permanently vitiate, Germany might have 
come measurably near succeeding in its infernal plan to 
cripple France lastingly.

In Russia, bureaucracy and paternalism, plus weak, 
corrupt and inefficient autocracy, had l„ed to revolution, 
chaos and anarchy.

In Germany, bureaucracy and paternalism plus mili
tarism and junkerism had resulted in bringing untold 
misery upon the wrorld at large and inevitable disaster 
in the end to the German people. And that notwith
standing the fact that not only was the German system 
of bureaucracy and paternalism the most efficient the 
world had ever seen, but that with deep and insidious 
cunning it camouflaged its true meaning and purpose: 
It made an alliance with big business by which, in return
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for being left alone and, if need be, supported in its 
political dominion and in its particular interests, it 
maintained a reciprocal attitude towards the great com
binations in finance and industry. It furthered enter
prise and gave liberal scope and rich reward to achieve
ment Its method of dealing with labor was in part to 
coerce it and deprive it, by direct or indirect means, of 
adequate voting and political power and in part to cajole 
and conciliate it by apparently progressive and fair- 
seeming social welfare legislation. In other words, it 
aimed at making contented and prosperous chainbearers 
out of the German people, and at the same time— and 
alas! all too successfully—at substituting for their old 
conceptions and ideals a religion of greed, covetousness, 
power-worship and materialism, the deity of which was 
the state as represented by its ruling caste.

In short, my French interlocutors would coincide 
that whenever, wherever and however the system of 
governmental omnipotence had been tried, it had failed 
in a greater or lesser degree; that France had given it 
a sufficiently long test to be weary of it, and that after 
the war the tendency of the French people would he 
rather to turn towards individual effort and to stimulate 
personal initiative.

I should add, in order to give an entirely truthful pic
ture, that the Englishmen whom I heard discuss this 
subject, were mainly business men and others whose 
views may have been somewhat colored because their 
surroundings and interests would naturally tend to make 
them averse to a radical change in the existing order of 
things. But the French feeling as I have tried to set it 
forth, I heard expressed by all kinds and conditions of 
men—from workingmen and small tradespeople to finah- 
ciers, military officers and statesmen. And it should be 
borne in mind that the French are endowed with the 
faculty of a proverbially clear recognition of the realities 
of things and more than once in history have been the 
pathfinders for the social and intellectual movements of 
the world.

On the other hand, it cannot be gainsaid that there are 
a good many persons in Francb, as in Great Britain and 
America, who firmly believe that the era of individualism, 
or as they prefer to call it, capitalism, has come to an 
end, and that an entirely new kind of social structure 
will be reared after the war.

I n d i v i d u a l i s m .

They are very active, zealous and eager, these militant 
preachers of a new day. They possess the fervor of the 
prophet allied often to the plausibility and cunning of the 
demagogue. They have the enviable and persuasive 
cocksureness which goes with lack of responsibility and 
of practical experience. They pour the vials of scorn 
and contempt upon those benighted ones who still tie 
their boat to the old moorings of the teachings of his
tory and of common sense appraisal of human nature. 
And being vociferous and plausible, they are unquestion
ably making converts. They are offering the vista of a 
catching program to the popularity-seeking politician. 
They are perturbing the minds of a good many who hon
estly seek—as every right-minded man should—to bring 
about a better and more justly ordained world. They 
have not been without producing a certain effect even in 
high places.

Nothing is easier than to start, nothing moves faster 
when once started, than economic fallacies, especially 
when to their natural speed is added the impulse of a glit
tering and facile idealism which holds out to the world 
surcease from many of these troubles with which mankind 
has grappled since its progenitors left the Garden of 
Eden. Nothing is harder than for sober, unvarnished 
truth, loaded down with the weight of the realities of 
existence, to catch up with those fallacies. It invariably 
does in the end, but meanwhile the fallacies on their long

BANKING

start and rapid flight may have wrought vast harm, as 
we have recently seen exemplified in Russia.

We hear a good deal nowadays of “ The war after the 
war ’’—meaning thereby the expected economic discord 
and strife in the markets of the wfrrld between Germany 
and her vassals on the one hand, and the Powers 
now arrayed against them on the other. That discus
sion, to an extent, it seems to me, is premature. Ger
many and those who aided and abetted her must and 
will be defeated, decisively and completely defeated. 
The handwriting on the wall which proclaims the 
doom and destruction of Prussianism stands out more 
fatefully and legibly every day. The treatment to be 
accorded to Germany in the future will depend, in 
part, at least, as President n Wilson has indicated, upon 
the answer to the questions whether she will sincerely 
and unmistakably purge herself of the accursed spirit 
which has made her name a byword and a hissing 
amongst decent nations, what attitude and action she 
will take towards those loaded down with the execration 
of the world who primarily personify that spirit, and 
whether, contrite, chastened and freed from the hideous 
rule of a barbarous military caste, she will atone, as far 
as it is in the power of her people, for the unspeakable 
crime of the war unchained'by her and the atrocious bru
tality of its conduct, and a like test applies to those 
nations who made themselves sharers of her guilt.

But there is one “ War after the war” for which the 
lines are now being drawn, and which indeed the attack
ing party has already started, although it was the coun
try’s general understanding that until the war against 
our external enemy is won, internal conflict should be 
postponed: The opposing forces are, on the one side, the 
motley army ranging from the American variety of de
structive Bolsheviks in various graduations to self-seek
ing demagogues, well-meaning utopianists, iconoclast 
theorists, intolerant and impetuous young writers strong 
in the assured consciousness of their mental and moral 
superiority, and, alas! none too rarely college professors 
and other teachers—generally-underpaid, frequently over
worked, some rather disgruntled and acidified, others 
carried away by intenipered idealism and inclined to take 
the world as a theoretical proposition rather than as a 
stubborn fact. Confronting that army on the other side, 
stand those who believe that the accumulated wisdom 
of centuries of human experience is wisdom still, and 
who see in individualism, ordered, enlightened, progres
sive, sympathetic and adjusted to the changing needs and 
social conceptions of the age, the soundest and most ef
fective instrument for the advancement and the happi
ness of humanity.

When I speak of individualism, I do not mean the 
harsh doctrine of the so-called Manchester school of the 
nineteenth century which, with a somewhat naive faith 
in the automatic and beneficent self-regulation of human 
forces, bade the individual to exploit his opportunities 
to the unrestrained limit of his strength, and the devil 
take the hindmost. , Nor do 1 mean the picturesque, semi
romantic but socially intolerable individualism which in 
the pioneer period of our country’s development brought 
forth a body of men whose daring, vision, creative energy 
and striving for wealth and power, strangely mixed at 
times with an element of idealism and emotionalism, did 
much to produce the tremendous epic of America’s un
rivaled development, but who, after all, were more or 
less industrial despots, and as such—even though benevo
lent despots, which many of them were—rightly ob
noxious to a free people.

About ten years ago, in a sketch which I wrote of that 
great Business genius, the late E. II. Ilarriman, I said:

“  His death coincided with what apjjears to be the ending of au 
epoch in our economic development. His career was the embodiment 
of unfettered individualism. For belter or for worse— personally I 
la-lleve for better unless we go too far and b>o fast— the people appear 
determined to put limits and restraints upon the exercise of economic 
power and overlordship, just as in former days they determined to
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put limits and restraints upon the absolutism of rulers. Therefore, I 
believe there will be no successor to Mr. Iiarriman. There will be 
no other career like his. The romance of the American industrial 
pioneer of that type ends with him.”

The individualism to which I adhere spells neither re
action nor greed, selfishness, class feeling or callousness. 
No less than those who carry their heart, visibly aching 
for the rxx>ple and aflame againt their oppressors, into 
magazine articles, political assemblies and upon lecture 
platforms; no less than those who in the fervor of their 
world-improving pursuit discover ciirealls for the ills of 
humanity \tfhich they fondly believe new and unfailing 
remedies, but which, as a matter of fact, this old globe of 
ours at one time or another, in one of its parts or another, 
has seen tried and discarded, after sad disillusionment— 
no less than they are we desirous for the well-being and 
contentment of the masses of the people and sympathetic 
toward and responsive to their aspirations.

In common with all right-minded and fair-thinking 
men, he they employer or employees, we are ready and 
glad to join in every sincere effort consistent with sane 
recognition of the realities of things to make life more 
worth living to the rank and file of humankind. So far 
from obstructing we will zealously and earnestly co
operate toward all rational measures calculated to 
augment the opportunities and happiness of the mass 
of the people, to enhance their share of ease and 
comfort and of the rewards and joys of life, and to 
correct such shortcomings of the present social order as 
justly call for reform. B ut. we will resolutely oppose 
those who in their impatient grasping for unattainable 
perfection would make of liberty a raging and destructive 
torrent instead of a majestic and fertilizing stream; who 
out of the ingredients of sentimental and emotional fal
lacies mixed with the deleterious substances of envy and 
demagogy, would concoct a fantastic political and social 
system ; who ignorantly and arrogantly scorn the benefi
cent work and the wise teachings of the great architects 
o f ordered freedom.

I suppose most of us when we were twenty knew of a 
short-cut to the millenium and were impatient, resentful 
and rather contemptuous of those whose fossilized 
prejudices or selfishness, as we regarded them, prevented 
that short cut from becoming the high road of humanity. 
Now that we are older, though we known that our eyes 
will not behold the millenium, we should still like the 
nearest, possible approach to it, but we have learned 
that no short cut leads there, and that anybody who 
claims to have found one is either an impostor or self- 
ceived. We have seen into what an abyss of despair and 
disgrace and suffering the self-constituted, fanatical or 
corrupt guides to the millenium have plunged the people 
of Russia who followed them confidingly.

I n c e n t iv e  t o  E f f o r t .

The individualism we believe in gives incentive to 
every man to put forth his best effort, while at the same 
time it recognizes fully the right and the duty of the 
State to impose upon business reasonable supervision, re
straints and regulations, to take measures destined to 
raise the general level of popular well being, to protect 
particularly those least able to protect themselves, to 
prevent exploitation and oppression of the weak by the 
strong and to debar privilege and unfair or socially harm
ful practices.

And we further believe that in addition to, and over 
and above the limitations imposed by the State there are 
restraints which a man’s conscience should impose upon 
his actions in affairs. Just as we heed the “ still small 
voice”  of conscience in our personal conduct, so must 
we hearken to it and be controlled by it in our relations 
to society and the State. It is not enough to be “ law 
honest”  or “ money honest,” and the obligation to make 
his actions square with the dictates of his “ social con
science ” increases in force and extent in proportion

as a man’s success and opportunities increase. I believe 
I am not asserting an unjustified claim when I say that 
the recognition of the place due to the “ social con
science” is getting to he more and more developed in the 
business community.

Few things have brought more harm upon the world 
than attempts, well meant or otherwise, to force mankind 
into ways‘of thought and action to which the nature of 
the average man or woman does not respond. I am far 
from undervaluing the compelling impulse of the call of 
duty, the joy of service, the selfless zeal on the high occa
sions of life, hut what we are ordinarily dealing with are 
men’s normal attitude, motives and reactions in the af
fairs of the workaday world. Experience has shown and 
common sense observation confirms that, excepting such 
callings as men take up because of an “ inner urge,” 
from a natural bent or altruistic motives, or because 
they desire primarily position, public office or political 
power, the vast majority of people require, in order to 
put forth the maximum of effort and of venturing, an 
incentive largely, though not solely, of a tangible kind.

In an emergency, of course, at the call of the country, 
every right-thinking man will not only forget all thought 
of reward, hut will he ready for every sacrifice. He will 
work and strive fully as hard, and far harder than he 
would for his personal advantage and spend himself 
without limit, from motives of patriotism or public spirit.

But under normal conditions other incentives are 
needed. And it must not lx* forgotten that legitimate 
individual achievement, however gainful to the person 
concerned, means in the last analysis the creation of 
assets, tangible or otherwise, the resultants from which 
in various ways redound to much the greater extent to 
the benefit and advantage of the community as a whole. 
Just as punishment is meant as a deterrent and a cor
rective,, so' individual reward is primarily intended as a 
stimulus to and for social utility. It is. bestowed not 
from tender solicitude for the recipient, hut because of a 
recognition that the exercise of his faculties is ot 
advantage to the community. The result aimed at and 
effectively achieved is to stimulate-the .energies required 
for the world's work .and progress'-and to enhance the 
scope of activity of those who are endowed above the 
average with the capacities for producing or directing 
and to make- that scope as near as may he proportionate 
to those capacities. The opposite way, that is, the coin- 
munistie method, the system of common -property of an 
equal task and equal reward for all alike has been tried 
over and over again and has failed invariably.

I am far from saying that material reward is the only 
incentive to business effort. The prospect of* and am
bition for attaining reputation, standing, influence, tin* 
desire to be of usefulness and service, the zest of work 
and strife, the joy of creative effort, the fascination of 
catching one’s L qualities of mind and character against 
those of others, count for much, hut amongst the con
glomerate of impulses which make men dare and plan 
and work to their utmost 'capacity, the hope of attaining- 
material success is still one of the most effective. Nor is 
this wholly, or even mainly, a materialistic impulse.

Individualism frankly denies that the world can be 
run on a theory which presupposes the existence of 
mental, moral and physical equality between men. 
Equality before the law, equality of political rights,— 
yes, equality of opportunity, as far as humanly possi
ble,—yes. But, an inscrutable Providence has bestowed 
upon His creatures, animate as well as inanimate, 
inequality of natural endowment, and from that springs 
and must necessarily spring inequality o f results. 
Abstract justice is not in the eternal scheme of things. 
Why do some trees grow straight and magnificent, and 
others wither or are stunted? Why are some people 
born with vigorous constitutions or with conspicuous 
talents and others not? Why is Caruso gifted with a
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voice which enables him to make as much money in one 
evening as the average artist gets for a year’s work? 
Why do people willingly pay $10,000 or more to have a 
portrait painted by Sargent, when Tom Smith would 
gladly accept $100 for making their picture? Why are 
some people endowed with the privilege of understand
ing and appreciating art and deriving a wealth of joy, 
recreation and inspiration from it—a privilege which I 
personally would not exchange for any amount of money 
—and many others not?

A lady said to me the Wher day: “ It makes me angry 
that Mr. X should live in that splendid house, whilst I 
have onjP*a simple flat. Such inequalities ought not to 
be allowed. It is not fair that he should be thus 
favored.” I answered: “ Is it fair that you happen to 
be good to look upon and bright and attractive to talk 
to (which she was), whilst some others of your sex, 
pardon the ungallant observation, are plain or dull? 
Because of this gross inequality, galling as it must be to 
some of those less favored, do^’ou think there^hould be 
a law providing that all women must go veiled and have 
other appropriate restraints put upon the power of their 
attractiveness? Do you realize that if all incomes above 
$100,000 were confiscated, as has been urged by some, 
and which in your present frame of mind you would 
presumably favor, the resulting sum would barely cover 
our war expenditures for one month? Do you know that 
if all incomes above even $10,000 were taken and dis
tributed amongst those earning less than $10,000, the 
result, as far as I can figure out, would be that the 
aggregate‘ income of those receiving that distribution 
would be increased barely ten per cent?”

I ..used various other arguments and examples, not 
without interruption and rejoinder on her part. I do not 
Hatter myself that I succeeded in converting her but I 
believe when we parted she was a little less sure than 

■ before that Mr. X ought to be turned out of his fine 
house forthwith.

The sound common sense of the plain people, healthily 
skeptical of the fancies and theories of “ advanced 
thinkers ” or the catch-phrases of agitators, may be 
trusted fortunately to look through the folly of attempt
ing to force into a mold of equality that which nature 
has not created equal. Watch a gang of laborers at 
work and see with what lack of ceremony the foreman 
deals with the subject of abstract “ equality.” The 
“ directive faculty,” the quality of leadership in thought 
and action is not only one absolutely needful in all 
organized undertakings, great or small, but it becomes 
increasingly rare and, consequently, increasingly more 
valuable as the object to which it addressed itself 
increases in size, complexity and difficulty*. How much 
in dollars and cents, not to mention in comfort, enjoy
ment and contentment, is it worth to the people that Mr. 
Ford’s “ directive faculty ” in organizing and manufac
turing has brought the automobile within reach of those 
with modest incomes? Even Lenine, that sinister arch
apostle of enforced equality geared to the standard of 
the lowest level of class selfishness, made the following 
admission in an official pronouncement to his followers, 
in April last, embodying one of the lessons which he has 
learned in the sixth month of his disastrous and blood
stained rule: “ We must purchase the services of a 
thousand first class scientists, specialists and managers, 
and even though we pay each of these capitalist stars 
25.000, 50,000 or even 100.000 rubles a year, they will be 
cheap at that price.”

I have complete confidence in the sober common sense 
of the American people. I believe that when they have 
been placed in possession of adequate information, when 
the pros and cons of a proposition have been fully dis- 
cussed before them and by them, they can always be 
relied upon to reach sound conclusions. I am convinced 
that, while earnestly and determinedly contending for

social justice and progress and the greatest attainable 
diffusion of well-being, contentment and opportunity, 
they are not prepared to abandon the principles and 
underlying features of a governmental and social system 
which has created out of the heterogeneous elements of 
our population a strong and gre^t, self-reliant and enter
prising race and procured for the people prosperity and 
other advantages superior on the whole to those pos
sessed by any other nation. They will not, I feel assured, 
permit Americanism to be adulterated by a spirit or by 
methods having kinship to either world-destructive Prus- 
sianism or self-destructive Russianism. They will not, I 
am certain, cast aside knowingly the theories and prin
ciples of institutions which we inherited from the wisest 
and most enlightened body of men that ever met in de
liberative assembly and which are the envy and admira
tion of the world, in exchange for a regime of bureau
cracy, paternalism, socialism or bolshevism.

And these institutions, the most perfect embodiment 
ever conceived of a true and workable democracy, are 
based upon the great principle of individualism because 
the illustrious men who framed our fundamental instru
ment of government were led by a deep insight into and 
a wonderefully sagacious recognition of the trend of 
human affairs ahd the springs of human actions. They 
indeed made America “ safe for democracy.” Let us 
beware lest in aiming “ to make the world safe for 
democracy ” we permit the safety of democracy in our 
own laild to be jeopardized by having the foundations 
tampered with on which it has rested for a century and 
a half. By all means, let us be open to new ideas, let 
us go forward and strive to realize what formerly were 
considered unattainable ideals, but irn boldly venturing 
forth upon uncharted waters do not let us throw over
board the compass of immutable principles.

T he Menace

The menace which I see is not in the deliberate will 
o f the people, but in the fact that under the emotional 
stress of war, under the patriotic impulse of the time, 
under the actual or fancied necessity of the war situation 
tendencies are tolerated and modes of thought and action 
permitted to gain a footing unopposed, which are apt to 
create very serious problems upon the return of normal 
conditions. That menace is aggravated by the fact that 
from a thoroughly laudable and patriotic desire to sus: 
tain the Nation’s spokesman and chosen leader in the 
formidable difficulty and responsibility of his task of 
conducting the war, we are all reluctant to raise con
troversies, and most of us would rather swallow our 
convictions in silence, at whatever discomfort to our 
mental digestive apparatus, than place ourselves in the 
position where our patriotism may be doubted or our 
motives suspected to be those of a selfish concern for 
our individual or class interests, in a time when selfish
ness is almost treasonable.

In what I am going to say I wish very distinctly and 
earnestly to disclaim any intention of criticising our 
present Government. It would be most unbecoming and 
improper to do so before this non-partisan gathering in 
which politics can haye no place. What I mean to bring 
out is not any sins .of omission or commission of the 
present Administration, but unavoidable, frailties and 
shortcomings which are inherent in the very essence of 
all government and which emphasize the need, particu
larly in a democracy, of confining the business functions 
of government to activities which private enterprise 
cannot undertake equally as well as or better than the 
State, or which, in the interest of the maintenance of 
free institutions, private enterprise ought not to be per
mitted to undertake.

Liberty necessarily limits governmental efficiency. That 
is part of the price which we pay for freedom. We do

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



104 BANKERS’ CONVENTION.

not begrudge the price. We are prepared to pay any 
price for the supreme blessing of being free men,—if 
necessary, even the price of our very lives as many of 
those did, who procured for us the great legacy o f lib
erty. But why unnecessarily bid up the price against 
ourselves by extending the scope of governmental activi
ties beyond the field which naturally belongs to them?

Government, in its veryvessence, is the negation of 
competition. It is, by the very fact of its being, what
ever its name or kind, the monopoly of monopolies. It 
cannot but be affected with those shortcomings which 
spring from the absence of competition and the exercise 
of monopoly. Why, then should a people which rightly 
discountenances monopoly and rightly believes in the 
principles of competition, enlarge the operations of gov
ernmental agencies further than is required for the 
recognized purposes which a free government is meant 
to serve?

In saying this,11 do not fail to recognize that certainly 
during the period of reconstruction, and probably more 
or less permanently, both here and in Europe, the scope 
of State activities is bound to increase and must concern 
itself with, and intercede in, matters which heretofore 
were left entirely to private enterprise. But this con
cern and intercession should be such as not to eliminate, 
or lame, private enterprise, but to' make it more effective. 
In this respect we might learn from the enemy through 
a careful study of the methods followed in Germany 
before the war, some of which are worthy of adaptation 
whilst others must be rejected as being in contrast with 
our conception of right and morality.

Nor do I fail to recognize, but, on the contrary, I wel
come unreservedly;—as I am sure we all do—the pros
pect that in the times which will follow the profound 
upheaval of the war, the standard by which men will be 
judged and rewarded will be, more strictly, exactingly 
and far-reachingly than heretofore, that of work done, 
duty performed, service rendered. The world will have 
no place for idlers and social slackers. Rank will reside 
not in birth or wealth—neither, I trust, will it reside in 
an office holding caste— but in useful achievement.

The tremendous event of the war will not leave the 
world as it found it. It will never be quite the same 
again. To the extent that social and economic institu
tions, however deep and ancient their roots, may be 
found to stand in the way of the highest achievable level 
of social justice and the widest attainable extension of 
opportunity, welfare and contentment, they .will have to 
submit to change. And the less obstructive and stubborn, 
the more broadminded, co-operative and disinterested 
those who pre-eminently prospered under the old condi
tions will prove themselves in meeting the spirit of the 
new day and the reforms which it may justly call for, 
the better it will be both for them and fqr the com
munity at large.

S o c ia l is m

All extremes meet, as the French saying is. From 
governmental paternalism to socialism is not a very 
long step. To enter into a discussion of the fallacies of 
socialism or of its limited form, known as state socialism, 
would take far more time than even your kindly indul
gence would grant me. Suffice it' to say that the dis
coverer of the socialistic creed was a German and that 
it bears all the earmarks of the German passion for 
cataloguing and scheduling and ordering men and things 
in a rigid and cast-iron way. It is characteristic of the 
German trait of looking upon human beings mainly as 
state material, of failing to appreciate and respect the 
passion for freedom among men and nations, and of the 
German’s fundamental lack of enlightened insight into 
the currents o f human nature, especially non-German 
human nature— which national defects are amongst the 
principal actuating causes that led Germany to look

upon this war as a wanning venture instead of recogniz
ing it as the colossal crime which it is and the equally 
colossal folly which it was bound to be for Germany in 
its ultimate consequences even if it ended in victory 
instead of, as it will, in defeat.

It would be futile to deny that some of the credit for 
the advance which has been made in the last half cen
tury, through legislation or otherwise, towards social 
justice and towards the amelioration o f conditions which 
the conscience of the wotld ought never to have tolerated, 
belongs to Socialist suggestion and agitation. To the 
extent that aims and measures advocated by Socialism 
may still be found to make for the promotion of public 
welfare as distinguished from selfish and narrow and ill- 
conceived class interest, they will not fail to achieve 
recognition. It would be equally futile to shut our 
eyes to the fact that not a few of the dangerous and 
insidious fallacies of Socialism have taken root amongst 
sections of the American people, which are far from 
subscribing to its program as a whole. These fallacies 
present an issue which*will have to be squarely met 
and I believe can be successfully met, as the kindred 
fallacy of free silver was squarely and successfully met.

But I see all the less reason for testing your patience 
with a general discussion of Socialism, as I am con
vinced that we are not now confronted with the serious 
possibility of the approval by the American people of 
the tenets and the program of regular Socialism, as ex- 
pounded by its recognized leaders whom the test of war 
lias exposed as utterly un-American, to say the least.

It is true that a good many—indeed too many—of the 
fraternity of “ intellectuals” for a variety of reasons, 
some deserving of resi>ect and some less so, are flirting 
with or have succumbed to Socialism, and that too many 
of our youth in institutions of learning have surrendered 
to its seductive appearance, but the bulk of our people 
recoil from it and the large majority of those composing 
our labor unions under the leadership o f Mr. Gompers 
have recognized it for the outlandish thing it is and have 
rejected its blandishments. As Mr. Gompers finely said 
in one o f his speeches a number of years ago :

“ I want to tell you Socialists that I have studied your philosophy: 
read your works upon economics, and not the meanest of them ; studied 
your standard works both in English and German—-have not only 
read, hut studied them. I have heard your orators and watched the 
work of your movement the world over. I have kept close watch upon 
your doctrines for thirty years; have been closely associated with 
many of you, and know how you think and what you propose. I 
know, too, what you have up your sleeve. And I want to say that 
I am entirely at variance with your philosophy. I declare it to you,
I am not only at variance with your doctrines hut with your philosophy.
■ “  Economically, you are unsound; socially, you are wrong; Indus- 
tHally, you are an impossibility , . . ”

No lightning will come, I believe, out of the thunder- 
cloud of m il Socialism, for the present.

P a t e r n a l i s m

Tile menace; however, of bureaucratism and semi socialistic paternalism 
with their insidious effect upon the very fibre and marrow of the race, 
confronts us now, and it is none too early, even in the midst of the 
all-absorbing drama of war, for business men to take a stand against 
their perpetuation in times of peace.

Our British business comrades have pointed the way. Let me quote 
ihe following passages from a public pronouncement recently issued in 
London;

, ■ 1
“ Tiie sure and certain result of the present policy, if persisted in* 

will be neither more nor less than the utter ruin of the established 
business of a very considerable section of the community, a section 
noted for its energy and enterprise, ami the jeopardizing of our whole 
foreign commerce by the deliberate scrapping of the organizations of 
proved efficiency and adaptability through which it has hitherto been 
conducted, and the substitution for these of an immense bureaucratic 
organization, which will certainly kill all individual Initiative and enterprise. . . .

“  The Iron. Steel, Tinplate aud Metal Merchants of this country, 
recognizing the serious state into which the nation’s trade is snrelv 
drifting, have formed themselves into a Federation. . . . They 
invite the other classes of the merchant trading community to form 
similar federations with the same objects. . . .

“  They consider that these Government departments, which were set 
up for war conditions only (and which would not otherwise have been 
tolerated for a week), desire, if possible, to perpetuate their existence, 
and if they are allowed to have their way now they will wreck the 
whole system upon which our world-wide trade has been built cp and 
established.”

Tt may be stated as an axiom that while bureaucracy and efficiency 
may go together under an autocratic regime, it is impossible Id the 
very nature o f things for bureaucracy to go together with efficiency
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in a democracy. Nor, indeed, can paternalism and liberty exist side 
by side.
“  But how do you reconcile,”  I may be asked, “  this statement with 
what you said a little while ago about the marvelous efficiency of our 
democratic army? ".V My answer is that the efficiency of the army is 
not a contradiction^ of, but a confirmation of my thesis, because the 
army in war tildes is and must be organized and administered upon 
an autocratic basis. Obedience, discipline, esprit de corps, unques
tioning submission to established authority, complete merging of self 
in the task on hand are of its very essence. Promotion is according 
to merit, selection according to qualifications, political pull and inter
ference are conspicuous by their absence. Were these things not so, 
the army could achieve little, whatever the bravery of all ranks. 
Will any one say that this is a picture of the habitual frame of mind 
and disposition of our civilian popoulation or o f the practices of our 
Government, Democratic or Republican, in ordinary times? We all 
know it is not, and it never well be a life-like picture of us in our 
normal state. “  Never ”  is a big word, but if the experience of many 
centuries may be taken as a guide, it may safely be applied to certain 
essential qualities o f human nature, excepting temporary conditions 
when, under the impulse of a great emergency, the floodgates of what 
is highest and noblest in man are opened and the mighty current car
ries us along to regions not ordinarily within our power to attain.

What are the elements which compose our governmental agencies— 
executive, legislative and administrative— including those instruments 
of government which of late years have become more and more numer
ous and important, i.e ., Commissions and Boards? Far be it from 
me to wish to reflect upon the ability, the character and the motives 
•>f our public servants in general. Indeed, It Is my conviction that 
generally speaking their standard of capacity, industry, devotion to 
duty and conscientious effort to seek the right and to promote the peo
ple’s w’elfare is deserving of a good deal more recognition than is 
usually accorded to it.

But surely no candid estimate would not claim that acquaintance 
with, and experience in, handling large business affairs— let alone 
international business affairs— are prevalent in normal times among 
those in executive, legislative and administrative positions in our 
country. Now, you and I, who are trained in business, have all we 
can do to conduct our respective concerns and personal affairs with 
a fair measure of success. On what ground, then, can it be assumed 
that by becoming endowed with the dignity of a governmental appoint
ment, men of average or even much more than average ability will 
develop the capacity to run successfully the huge and complex business 
undertakings which the devotees of paternalism would place in their 
charge? I know, of course, the arguments of the preachers and 
prophets of governmental assumption o f divers functions heretofore 
belonging to private enterprise. I know their denunciation of what 
they consider the selfishness, the greed, the oppression, the economic 
waste and soeiai injustice of the established order of business, and 
the sweeping conclusions they draw from the scandals or abuses which, 
from time to time, in sporadic cases have unfortunately demeaned the 
conduct of such business.

lint granting some, granting, for argument's sake, many or even all 
of their allegations, would a regime of paternalism and bureaucracy 
afford the remedy? Do they find support in history, ancient and 
modern, for their plea? Have our city administrations, for instance—  
(and (• run a city is essentially little different from running a busi
ness organization) been such as to show superiority over, or equality 
with, private enterpriseV Hus the management of our postal depart
ment, which is purely a business proposition, and an easy one at that? 
Is it conceivable that an army o f government clerks such as a bureau
cracy would have to create, with its deadening routine and its absence 
of incentive, could come anywhere near equalling in efficiency and 
initiative the private employees stimulated by the inevitable an'd never 
ceasing search and demand for capable men which is bound to bring 
the ablest to the top in private business and to reward them with posi
tion and compensation? Has our civil service brought men to cabinet 
• >r other leading positions as the great majority of our leading men in 
business have risen from the ranks? Has the State anywhere or at any 
time produced results comparable with the best of those produced by 
private effort, taking into account itoth efficiency and economy? Have 
its officials shown themselves amenable to new Ideas? Have they en
couraged or even recognized new inventions? Have they fostered initia
tive? 1 do not wish to weary von with a string of similar questions 
which eould be prolonged lo almost indefinite length, and tlie answer 
to all *f which is emphatically ‘ ‘ No.”

Bureaucracy is either wasteful,' stagnant and inefficient or when it is 
efficient, as in Germany, ruthless in its methods, obnoxious in its spirit, 
and morally poisonous in its effect. Bureaucracy resents progress, 
vision and innovation' because those are disturbing and antagonistic to 
the very essence of its being— routine. An. English writer lias pointed 
out the characteristic fact that Columbus was disbelieved, turned down 
and sneered at by all tlie bureaucracy of his day and country, and that 
it was two private patrons who enabled him to realize his vision. 
Bureaucracy has hardly changed since then in its essentials.

In our own ease the soil for the growth of the noxious weeds whi<ffi 
spring front the s«*ed of bureaucracy is particularly fertile,, for a 
variety of reasons. One.of them consists in the fact that our capital 
city is not, as are the other principal capitals o f the world, a great 

..commercial city, but is located on a back-water, so to speak, away from 
the grotft and fast flowing currents of commerce and industry and 
their attendant activities, and out of contact with the doers o f things. 
The result is that Washington is heavy with the atmosphere of poli 
tics and pervaded, as no other capitul I know, with the spirit and Ho
wry odor of things governmental. We are all ‘more or less creatures 
of our surroundings, and instances will occur to most of you of the 
changes which the atmosphere of Washington has wrought upon men 
whose mental processes and tendencies of thought and action wo 
thought we knew thoroughly well and whom we believed proof against 
such influences.

Another thing, more or less peculiar to our political ways and fatal 
to the attainment of governmental efficiency of a high order, is the 
custom of changing officials with a change* of administration. Of 
court*, a great many government employees are protected in their 
t'-nuff by civil serv»<-c rules, but » considerable number— and those

the most important ones— are not. Moreover, because o f the lack of 
scope for their ambitions, the insufficiency of material incentive, the 
vexations of red tape and because of sundry other reasons, it is a well- 
known fact that, generally speaking, except in the army and navy, 
many of the best men do not remain in the Government service 
for any great length of time, while the less competent, and particu
larly the least competent ones, hang on forever, snugly fixed in a 
governmental berth. It Is precisely the reverse o f the ways of private 
business, these ways being continuity of direction and policy, incentive 
and reward and permanency o f tenure for the man of ability, and 
weeding out of the incompetent ones.

A characteristic instance of the protean changeableness of govern
mental bodies is afforded by the Federal Trade Commission. This 
institution, which was created but four years ago, is charged with 
functions for the effective fulfillment o f which stability of personnel 
and consistency of policy and program are absolutely essential. Yet. 
not a single one of the original appointees remains today mi the Com
mission. Its policy, methods and conceptions have been utterly and 
radically reversed in the space of a. few years. Under its original 
chairman, it had the confidence, good-will and respectful following of 
the business community in its constructive and helpful work. What 
the sentiments of the business community are, in respect of the activi
ties and the personnel of the Commission as now constituted, is 
plainly set forth in the recent memorandum on this subject addressed 
to President Wilson by the Chamber of Commerce of the United States.

An American bureaucracy, if paternalism were to be permitted to 
strike root in our country, having the center of Its being in Wash
ington, would be apt, therefore, to become a most characteristic sample 
of the foibles, defects and drawbacks which the bureaucratic species is 
heir to. Even under existing conditions, with the quickening effect of 
war upon administrative activity, the time and effort spent by business 
men in traveling to what for the present has become the center of all 
dispensations— Washington, in hanging around departmental bureaus, 
seeking the man or the committee authorized to make decisions, trying 
to get attention and action, and so forth— amounts to an appalling 
total o f lost energy. A recently published report by one of the Senate 
Committees contains the following passages descriptive of the workings 
of bureaucracy:

. • functions, ill-defined, conflicted with or overlapping each 
other. Contractors, inventors, material men, every one having business,
. . . directed from one official to the other, could not well transact 
their business and secure results with directness ami efficiency. 
While this condition seems to be inseparable from official business rou
tine in Washington, etc. . . . ”

As bearing upon the question of transferring business functions 
from private control to Government control, I need hardly enter into 
the subject of the vastly increased cost which such a transfer would 
involve, because governmental extravagance and costliness of method 
have become proverbial. It was Senator Aldrich— a man in the bab’ t 
of weighing his words— who said, on the strength o f many years’ 
experience with, and observations of, public affairs, that if our govern
mental expenditures could be administered on the principles and 
methods prevailing in private business, the cost to the people could be 
reduced by two hundred million dollars per year. Bear in mind that 
this was said at a time when our expenditures were normal, and then 
apply it to expenditures immensely enlarged.

THE NEED FOR SOBER REASONING
To win the war and tb deal with the problems incident to, and 

resulting from it, bravery and patriotic devotion alone are not sufficient. 
Reason must check emotion, reflection must curb impulse. Sober and 
earnest thought is called for and the moral courage to speak one’s con
victions, with the sole limitation that they must be the. convictions of a 
loyal American and not such as are calculated when uttered to give aid 
and comfort to the .enemy and as tend to weaken the nation’s war 
effort and determination to achieve complete victory.

It is easy to float with the prevailing surface currents of the day, 
and tempting to attune one’s utterances to sentiments which are sure 
to meet with popular applause. But the value of an exchange of views 
lies in the difference of views honestly held and presented. It is 
through free discussion, through the meeting of conflicting opinions In 
tlie public forum, that the truth is sought and ascertained in a Repub
lic. And Truth is a stubborn and exacting thing. She will respond 
neither to the stormy wooing of the visionary nor to the more subdued 
call of selfishness. We business men shall not be accused of following 
visionary aims. Nor, on the other hand, are we any more selfish than 
is inherent in the imperfections of average human nature. But what 
the time imperatively calls for is that we rise above our normal selves, 
that to the best of our conscience and ability we cast aside self- 
interest and class interest and that we merge ourselves in the great 
and high task to which the nation lias set its hand. It is with a full 
appreciation of this obligation resting upon every one of ns— and 
especially those of us who for the moment are permitted to speak 
publicly to and for business men— and with an earnest desire to meet 
this obligation to the best of my conscience and judgment that I have 
reached the views and conclusions which I have ventured to express 
before this distinguished body.

The other day, I heard a distinguished labor leader pronounce a 
statement which, as far as I have retained it in my memory, runs as 
follow s:

“  I have always done, and shall always do, my utmost to bring 
about the maximum o f democracy, of soeiai justice, and of opportunity 
for all and to establish tlie very best possible conditions for the 
masses of our people, to the extent that these things do and can con
form to the practically attainable at the time without doing more 
harm than good. To the extent lhat they are not so attainable, 1 am 
willing to discard them or defer them to a more propitious time.”

I wholly subscribe to that, and I do not see how any genuine adherent 
of democracy and well-wisher o f humankind can fail to subscribe to it.

A few days later I came across an article by that gifted and clear- 
thinking statesman, Senator William E. Borah, in which, referring to 
tendencies which would make of the United States “  a Republic in 
form but a bureaucracy in fact,”  he uses the following language:

‘ ‘ It may be possible to devise some system of government more dead
ening (o individual initiative, more destructive to human progress,
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Ifii-oii <*• to tin; people than a bureau (-racy, but so far Hod. in 
His infinite unify, has not permitted it to curse the human family. 
I'p to date, the. worst of all forms of government is a bureaucracy.”

And to that also I subscribe.
* Gentlemen, the .picture of bureaucratic paternalism fastening its 
shackles upon a nation, which went to war to preserve liberty, is not 
a fanciful one. Through the accident of war. paternalism at present 
rules supreme. That is inevitable in war time. The one and supreme 
task before the nation is to win tiie war. No personal or business 
consideration must be permitted to stand in the way of the necessities 
of that task, and no one must for one moment hesitate to submit, to 
them. We sire- not criticising or complaining of the present facts, we 
are thinking of the future. Officialdom is in possession. it is en
trenched in power beyond what it dared to hope for in its fondest 
dreams. And power is sweet. Officialdom and those who feed at its 
table will not easily give it up. It Is but human nature that they 
should come really to believe and endeavor to induce the people to 
believe that it is for the best to leave in the Government's charge 
permanently much of that which has been confided to it in the stress 
of the emergency of war.

Bureaucracy has, and will have, an array of plausible arguments to 
support its ]dea. I heard a Government-official exclaim dramatically in 
the course of a speech before a great meeting: “  If such and such a 
measure is good enough for us to adopt in war times, when our sons 
and brothers are offering their lives abroad, why is it not good enough 
for us to continue to have in peace time, when our sons and brothers 
will again be leading their lives in-our midst? ”  The answer is, of 
course, that war is, fortunately, an utterly abnormal condition and 
that much of what is appropriate and needful in war -times is inap
plicable, harmful umL even pernicious in peace times. But the answer 
was not given, and the orator’s question was greeted with approving 
applause.

Paternalism, under a variety of names and disguises, will have the 
support of the vast army of those who live dr hope to live on its huge 
patronage. It will have ibc support of the popularity-seeker, the oppor
tunist and the demagogue: of many who are rightly desirous to furiher 
social justice, but do not go to the effort of painstakingly studying and 
critically examining in the light of reason and experience the ways 
and means which are available to that cud without doing more harm 
than good,”  and of some who are moved by envy (consciously or, more 
often, unconsciously) towards those who have been materially success
ful. It will have the support of numerous dwellers in air castles who 
want to set; the world regulated and ordered after the pattern of their 
dreams, and of the socialist win) sees in tin; assumption by the Gov
ernment of various functions heretofore left to private . enterprise, and 
of various regulating activities heretofore left to the free play of 
economic forces, the lirst step towards the adoption and realization of 
Ids full program.

The movement will be eounlena.need by many who do not sufficiently 
appreciate, in the face of,tin* lessons of all history, ancient and modern, 
that the only free government which ever lias lasted, or ever can last, 
was and is a government, which gives the broadest scope to tlu* indi
vidual, limited only by equally broad but wisely conceived regard for 
ihe general welfare. Liberty means neither uniformity nor the rule of 
mediocrity. Liberty is strong enough and conscious enough of its 
strength not to fear but t<> foster individual capacity. If political
liberty is not the sum of individual liberties, fairly ordered and rea 
sonably restrained, it is not liberty at all.

It would 1m; a tragedy, if ii Avert* to be |»ermittod that whilst cur 
Isays are lighting for liberty..the great and splendid structure of ordered 
and enlightened freedom and. covenanted individual rights, which was 
handed ddwn to all Americans, should be invaded by that most insidious 
foe of liberty, paternalism, with its allies and close relatives, bureau
cracy and socialism. ]l would he a grievous affliction if under the 
emotional stress and .turmoil produced by war, our people were to 
tolerate doctrines to lake a footing oh our soil, which their sober 
wisdom heretofore has scornfully rejected as will-o’ -the-wisps and as 
un-American. It would he bitter irony of fate if whilst democracy 
triumphed on tlu* bloody .fields of war over that arch representative* of 
the paternalistic system and spirit, Germany, our own governmental 
and social conceptions and practices were to be infected with the 
Prussian poison of paternalism and bureaucracy.

1 he illustrious men who founded the United States of America gave 
us the wisest instrument of government which the wit of man lias 
ever devised. Gladstone eal'ed it* ”  the most wonderful work ever 
struck off at a given time by the brain and purpose of man.”  A great 
British jurist referred to it: ns ”  the bulwark of American individual
ism.”  I-aith in individual effort, and the aim to give it incentive and 
protection are of its very warp and woof. Under that instrument tld< 
Republic, through test - and trial and storm, lias lived for near a 
century and a half— a space of time far longer than any other genuine 
republic lias ever endured. While prospering materially beyond all 
parallel, it lias maintained High and noble ideals. While devoted to 
the arts of peace, it lias preserved its sturdy virility, and. whenever 
called upon, has splendidly demonstrated its undiminished martial 
prowess. it has been the land of opportunity,, beckoning to and 
drawing hither men and women from all countries of the world. We 
do not pretend that it has achieved perfection in its social conditions, 
we earnestly desire even further progress toward that end, but we do 
claim that it has ottered and otters to the masses of its people a fairer 
and larger field and more of reward and of well-being than exists 
anywhere else.

Gentlemen, it is tlie task and the duty of all men and women having 
a stake material or spiritual in the present and future of tin* nation, to 
resist those who would remove or loosen the cornerstone on which our 
institutions rest— individual effort. And amongst those who are .called 
to that task and that duty, the business men of America have a leading 
place. We yield to none, either in the intensity of our patriotism or 
in the earnestness of our desire to bring about tlie greatest attainable 
well-being for all the people. We look ahead, after victory and peace 
shall have been achieved, to a forward movement, to an ever more wide
ly diffused prosperity, to opportunities and achievements in the field of 
the material as well as of the ideal, such as has rarely fallen to the 
lot of any people, provided always that our country remains steadfast 
to its tried and tested principles and time-honored traditions, wisely

and fairly and progressively adjusting their -■application to the needs- 
of the day.

To that <*nd. we must stand together, counsel with each other and 
work together. We rnus,t give voice to our convictions. We must be- 
eoi/tf* a militant phalanx ' in the cause of that which we profoundly 
believe to be right and wise and just and making for the greatness 
of America and the happiness and welfare o f her people. We are liv
ing in a portentous time, big with the destiny of the world, for good 
or, ill. for generations to come. The problems of the immediate future 
loom large before us. That nation which will best know liow to cgm- 
binr ih>, dictates of social justice with incentive and protection to 
indirMwl effort icttll secure the prize of world leadership no less than 
of opportunity, well-being and contentment for the masses of its own 
people. .

Some fifty years ago. President Lincoln addressed these words to 
Congress:

”  Von <•:.nmit, if you would, be blind lo the signs o f the times. I 
lx*g of yon a calm and enlarged consideration of them, ranging, if it: 
may be, far above* personal and partisan politics. . . .  So much 
good lias not been done., by one effort, in all past time, as in the 
Providences of Hod it is now your high privilege to do. May tie- 
vast future ),i,t have to lament that you have* neglected it.”

Our collective responsibility as well as the responsibility of each 
patriotic and thoughtful American is heavy indeed in the face of the 
times and the signs of the times. -Well may we pray that the spirit 
of that noble invocation and the tolerance and moderation, the deep 
human understanding and wise, dispassionate vision of the immortal 
American who uttered it, may lead and inspire the American people 
and those constituted by them in authority, in the trials of the 
present and the perplexities of the future. Well may we pray that we 
be vouchsafed tin* guidance of that spirit both in the solemn days of 
sacrifice and consecration through which we are passing, and in the 
high task of making fruitful, for the good of our own country and. of 
all the world, the victory and the triumph which 'will crown our 
righteous cause.

PART II

T h e  G o v e r n .’h u n t  a n d  t i -ie  R a il r o a d s  

Q u e s t io n s  o f  W a r  T a x a t i o n

Paternalistic- control, even when entirely benevolent in intent, is gen
erally  harmful in effect. It is apt to be doubly so when, as some
times occurs, it is punitive in intent.

THE GOVERNMENT AND THE RAILROADS

The history of our railroads in the last ten years is a case in point.
In their early youth our railroads were allowed to grow up like 

spoiled, wilful, untamed children. They were given pretty nearly every
thing they asked for, and what they were not freely given they were 
apt to get somehow, anyhow. They fought amongst themselves and in 
doing so wen- liable to do harm to* persons and objects in the neighbor
hood. They were overbearing and inconsiderate and did not show 
proper respect to their parent, i. e .. the people. But the fond parent, 
seeing how strong and sturdy they were and on the whole, how hustling 
and effective in their work, and how, with all their faults of temper 
and demeanor, they made themselves so useful around the house that 
he could not really get along without them, only smiled complacently at 
their occasional mischief or looked tin* other way. Moreover, he was 
really too busy with other matters to give proper attention to their 
education and upbringing.

As the railroads grew toward man’s estate and married and begot 
other railroads, they gradually sloughed off tin* roughness and objec
tionable ways of their early youth, and though they did not sprout 
wings and though once in a while they still did shock- the community, 
they were amazingly capable at their work and really rendered service 
of inestimable value.

But meanwhile*, for various reasons and owing to sundry influences, 
tin* lather bad grown testy and rather sour (Jn them. ITe cut their 
allowance, lie restrained them in various ways, some wise, some less 
so. he changed his will in tlieir disfavor, he showed marked preference 
to other ehiidren of bis. And one fine day, partly because he was 
annoyed at tin* discovery of some wrongdoing in which, despite’bis re
peated warnings, a few of the railroads had indulged (though tin* 
overwhelming majority were blameless) and partly at the prompting 
of plausible, self-seekers nr well-meaning specialists in the improvement 
of everylnidy and everything— one line* day lie lost his temper and with 
it his sense of proportion. He struck blindly at the railroads, be ap
pointed guardians (called commissions) to ‘whom they would have to 
report daily, who would prescribe certain rigid rules of conduct for 
them, who would henceforth determine tlieir allowance and supervise 
their method of spending it. etc. And these commissions, naturally 
wishing to act in the spirit of the parent who had designated them, 
but actually being, as guardians are liable to be. more harsh and severe 
and unrelenting than lie would have been or really meant to be, put 
the railroads on a starvation diet and otherwise so exercised Their 
functions, with good intent, doubtless, in most eases, that after a 
while those railroads, formerly so vigorous and capable, became quite 
emaciated and several of them succumbed under the strain of the 
regime imposed upon them. And then, seeing their condition and hav
ing need, owing to special emergencies, of railroad services which re
quired great physical strength and endurance, one fine morning the 
parent determined upon the drastic step of taking tilings into his own 
hands. And so forth

To drop the style of story telling: Individual enterprise has given
us what is admittedly the most etfieeut railroad system in the world. 
It has done so whilst making our average capitalization per mile of 
road less, the scale of wages higher, the average rates lower, the service 
and conveniences offered to the shipper and the traveler greater than in 
any other of the principal countries. It must be admitted that in the 
pioneer period of railroad development, and fur some years thereafter, 
numerous tilings were done, and although generally known to be done.
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were tolerated by the Government and the public, which should never 
have been permitted, lint during the second administration and upon 
the courageous initiative of President Roosevelt these evils and abuses 
were resolutely tackled and a definite and effective stop put to most of 
them. Means were provided by salutary legislation, fortified by de
cisions of the Supreme Court, for adequate supervision and regulation 
of railroads.

The railroads promptly fell in line with the countrywide summons for 
a more exacting standard of business ethics. The spirit and practices 
of railroad administration became standardized, so to speak, at a moral 
level certainly not inferior to that of any other calling. It is true, 
certain regrettable abuses and incidents of misconduct still came to 
light in subsequent years, but these were sporadic instances, by no 
means characteristic of railroading methods and practices in general, 
condemned by the great body of those responsible for the conduct of 
our railroads, no less than by the public at large, and entirely capable 
o f being dealt with by the existing law, possibly amended in nones
sential features, and by the force of public opinion.

Unfortunately, the law enacted under President Roosevelt’ s adminis
tration was not allowed to stand for a sufficient length of time to test 
its effects. The enactment o f new railroad legislation in 1909, largely 
shaped by Congressmen and Senators of very radical tendencies and 
hostile to the railroads, and acquiesced in by President Taft with ill- 
advised and opportunist complacency, established, for the first time in 
America, paternalistic control over the railroads. It was an unscien
tific and ill-devised statute, gravely defective in important respects 
and bearing evidence of having been shaped in heat, hurry and anger. 
Mr. Taft himself, it seems, has since recognized its faultiness, for he 
has repeatedly and publicly protested against the over-regulation, the 
starvation and the oppression o f the railroads, which were the inevit
able and easy-to-be-forseen consequences of its enactment. The States, 
to the extent that they had not already anticipated it, were not slow 
to follow the precedent set. by the Federal Government. The resulting 
structure of federal and state laws under which the railroads were 
compelled to carry on their business, was little short of a legislative 
monstrosity.

You all know the result. The spirit of enterprise in railroading was 
killed. Subjected to an obsolete and incongruous national policy, ham
pered. confined, harassed by multifarious, minute, narrow, and some
times flatly contradictory regulations and restrictions, state and 
federal, starved as to rates in the face of steadily mounting costs of 
labor and materials— that great industry began to fall away. Initia
tive on the part of those in charge became chilled, the free flow of 
investment capital was halted, creative ability was stopped, growth 
was stifled, credit was crippled. ■The theory of governmental regulation 
and supervision was entirely right. No fair-minded man would quarrel 
with that. The railroads had exercised great, and in certain respects 
undoubtedly excessive power for a long time, and all power tends to 
breed abuses and requires limitations and restraints. But the practical 
application of that theory was wholly at fault and in defiance of both 
economic law and common sense. It was bound to lead to a crisis, 
ft is not the railroads that have broken down, it is our railroad legis
lation and commissions which have broken down.

And now the Government, in the emergency of war, probably wisely 
and. in view of the prevailing circumstances, necessarily, has assumed 
the operation of the railroads. The Director General of Railroads, 
rightly and courageously, proceeded to do immediately that which the 
railroads for years had again and again asked in vain to be permitted 
to do—M)nly more so. Freight rates were raised 25 per cent, pas
senger rates in varying degrees up to 50 per cent. Many wasteful and 
needless practices heretofore compulsorily imposed were done away 
with. Passenger train service, for the abolition of some of which the 
railroads had petitioned unsuccessfully for years, was cut to the ex
tent of an aggregate train mileage of over 47,000,000. The system of 
pooling for which since years many of the railroads had in vain en
deavored to obtain legal sanction was promptly adopted with the 
natural result of greater simplicity and directness o f service and of 
considerable savings. The whole theory under which intelligent, effec
tive and systematic co-operation between the different railways had 
been made impossible formerly, was thrown into the scrap heap.

Incidentally, certain services and conveniences were abolished, of 
which the railroad managements would never have sought to deprive 
the public, and the very suggestion of the abrogation of which would 
have led to indignant and quickly effective protest had it been at
tempted in the days of private control. Lest this remark might be 
misunderstood, let me say that I have no word of criticism against 
Mr. McAdoo’s administration of the railoads, as far as I have been 
able to observe it. I think, on the contrary, that he is entitled to 
great praise and that he has handled the formidable and complex task 
confided to him with a high degree of ability, fine courage,, inde
fatigable energy, and with the evident determination to keep the run
ning of .the railroads clear of politics and to make them above all 
things effective instruments in our war effort.

Time does not permit me to enter into the general subject of Gov
ernment ownership or operation of railroads. For a concise statement 
of the results accomplished elsewhere under that system, I would 
recommend you to obtain from the Public Printer, and to read, a short 
pamphlet entitled “  Historical Sketch of Government Ownership of 
Railroads in Foteign Countries." presented to the Joint Committee of 
Congress on Interstate Commerce by the great English authority, Mr. 
\V. M. Aeworth. It will well repay you the half hour spent in its 
perusal. You will learn from it that, prior to the war, about 50 per 
cent of the railways in Europe were state railways; that in practically
• very case of the substitution of government for private operation (with 
the exception, subject to certain reservations, of Germany) the service 
deteriorated, the discipline and. consequently the punctuality and safety
• >f train service diminished, politics came to be a factor in the admin
istrated and the cost of operatous increased vastly. (The net revenue, 
for example, of Tin; Western Railway of France in the worst year of 
private ownership was $13,750,000; in the fourth year of government 
operation it fell to $5,350,000.) lie  quotes the eminefit French econo
mist, Leory-Beaulieu, as follows:

"  One may readily -ic  how dangerous to tie- liberty of citizens the 
extension of the industrial regime of the Stab1 would be, where the 
numl>er of functionaries would be indefinitely multiplied.

From all points of view the experience of State Railways in France 
is unfavorable as was foreseen by all those who had reflected upon 
the bad reults given by the other industrial undertakings o f the 
State. . . . The State, above all, under an elective government,
cannot be a good commercial manager. \ . . The experience which
we have recently gained has provoked a very lively movement, not 
only against acquisition of the railways by the State, but against all 
extension of State industry. I hope . . . that not only we, but
our neighbors also may profit by the lesson of these facts.”

Mr. Aeworth mentions as a characteristic indication that after years 
of sad experience with goverumentally owned and operated railways, 
the Italian Government, ■ just before the war, started on the new de
parture (or rather returned to the old system) o f granting a concession 
to a private enterpise which was to take over a portion o f the existing 
state railway, build an extension with the aid of state subsidies, and 
I hen work on its own account both sections as one undertaking under 
private management. I may add, as a fact within my own knowledge, 
that shortly before the outbreak of the war the Belgian Government 
was studying the question of returning its state railways to pivate 
enterprise and management.

Mr. Aeworth relates a resolution unanimously passed by the Freuch 
Senate a few years after the State had taken over certain lines, be
ginning: “  The deplorable situation of the State system, the insecurity 
and irregularity of its workings.”  He gives figures demonstrating the 
invariably greater efficiency, economy and superiority o f service of 
private management as compared to State management in countries 
where these two systems are in operation side by side. He treats of 
the effect of the conflicting interests, sectional and otherwise, which 
necessarily come into play under government control when the ques
tion arises where new lines are to be built and what extensions to be 
made of existing lines.

He asks: ‘ ‘ Can it be expected that they (these questions) will be
decided rightly by a Minister responsible to a democratic legislature, 
I'ach member of which, naturally and rightly, makes the best case he 
<•011 for his own constituents, while he is quite ignorant, even if not 
careless, o f the interests, not only of liis neighbor’s constituency, but 
of the public at large? And he replied: ‘ ‘ The answer is written
large in railway history. . . . The facts show that Parliamentary 
interference has meant running the railways, not for the benefit of 
Hie people at large, but to satisfy local and sectional or even personal 
interests.”  He maintains that in a country governed on the Prussian 
principles railroad operation and planning may be conducted by the 
Government with a fair degree of success, as' an Executive function, 
Imt in democratic countries, he points out that in normal times, " i t  
is the legislative branch of the government which not only decides 
policy but dictates always in main outline, often down to the detail 
" f a particular appointment or a special rate, how the policy shall lie 
carried out.”

For corroboration of this latter statement we need only turn to the 
array of statutes in our own States, which not only fix certain railroad 
rates by legislative enactment, but deal with such details as the repair 
of equipment, the maximum movement of freight cars, the kind of 
headlights to be used on locomotives, the safety appliances to be in
stalled, etc.— and all this in the face of the fact that these States 
have Public Service Commissions whose function it is to supervise and 
regulate the railroads.

The reason why the system of state railways in Germany was largely 
I re<; lroin most, though by no means all, of the unfavorable features 
ami results produced by government ownership and operation elsewhere, 
is inherent in the habits and conditions created in that country by 
generations of autocratic and bureaucratic government. But Mr. Ac- 
worth points out very acutely that while German manufacturers, mer
chants. financiers, physicians, scientists, etc., ‘ ‘ have taught the 
world a good deal in fhe twenty years preceding the war, German 
railway men have taught the world nothing.”  And ho asks: ”  Why 
is this? ’ And his answer is: ‘ ‘ Because they were state officials, 
and. as such, bureaucrats and routiniers, and without incentive to 
invent and progress themselves or to encourage or welcome or even 
accept inventions and progress. It is the private railways of England 
and France, and particularly of America, which have led the world in 
improvements and new ideas, whilst it would be difficult to mention a 
single reform or invention for which the world is indebted to the 
state railways of Germany.”

1 he question of the disposition to be made of the railroads after the 
war is one of tho most important and far-reaching of the post-bellum 
questions which will confront us. It will be one of the great test 
questions, the answer to which will determine whither we arc* bound. 
Ami, it seems to me, one of the duties of business men is to inform 
themselves accurately and carefully on this subject, so as to be ready 
to take their flue and legitimate part in shaping public opinion, and 
indeed to start on that task now, before public opinion, one-sidedly in- 
fomied and led of. set purpose with adroitly colored statements of 
halt truths, crystallizes into definite judgment.

My concern is not for the stock and bond holders. They will, I 
have no doubt, be properly and fairly taken care of in case tin- Gov
ernment were definitely to acquire the railroads. Indeed, it may well 
bo that, from the standpoint of their selfish interests, a reasonable 
guarantee or other fixed compensation by the Government would be 
preferable to the financial risks and uncertainties under private rail
road operation in the new and untried era which we shall enter after 
the war. I know, indeed, that not a few large holders of railroad 
securities take this view and therefore have this preference.

Nor do I speak as one who believes that the railroad situation can 
be restored just as it was before the war. The function, responsibility 
ami obligation ol the railroads its a whole are primarily to serve the 
interests and economic requirements of the Nation. The disjointed 
operation o f the railroads, each one considering merely its own system 
(and being under the law practically prevented from doing otherwise) 
will, I am sure, not be permitted again. The relinquishment of certain 
features of our existing legislation, the addition of others, a more 
clearly defined and purposeful relationship of the Nation to the rail
roads, involving amongst other things possibly some financial interest 
of the Government, in the results of railroad operations, are certain 
to come from our experiences under Government operation and from a 
fresh study of the subject, in case the railroads, as I hope, are re
turned to private management.
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Personally I believe that in its underlying principle, the system 
gradually evolved in America but never as yet given a fair chance for 
adequate translation into practical execution, is an almost Ideal one.
It preserves for the country, in the conduct of its railroads, the ines
timable advantage of private* initiative, efficiency, resourcefulness and 
financial responsibility, while at the same time through governmental 
regulation and supervision it emphasizes the semi-public character and 
duties of railroads, prot.cts the community’s rights and just claims 
and guards against those evils and excesses of unrestrained individ
ualism which experience lias Indicated. It is, I am profoundly con
vinced, a far better system than government ownership of railroads, 
which, Wherever tested, has proved its Inferiority except, to an extent, 
in the Germany on which the Prussian Junker planted his heel and of 
which he made a scourge and a horrible example to the world; and 
the very reasons which have made state railways measurably successful 
In that Germany are the reasons which would make government owner
ship and operation In America a menace to our free institutions, a 
detriment to oar racial characteristics and a grave economic disservice.

IM NITIVK PATJ5KNAUSM IN TAXATION

I have spoken of the treatment or our railroads in the past ten years 
as “  punitive paternalism.”  In some respects this same term may 
he applied to our existing and proposed war taxation.

Of course, the burden of meeting the cost of the war must be laid 
according to capacity to bear it. It would be crass selfishness to wish 
it laid otherwise and fatuous folly to endeavor to have it laid other
wise. We all agree that the principal single sources of war revenue 
must necessarily be business and accumulated capital, but these sources 
should not be used excessively and to the exclusion of others. The 
structure of taxation should lx* harmonious and symmetrical. No part 
of it should be so planned as to produce an unscientific and dangerous 
strain. The science of taxation consists In raising the largest obtain 
able amount of needed revenue In .tbe most equitable manner, with 
the least economic disturbance, and, as far as possible, with the effect 
of promoting thrift.

The House Bill proposes to raise from Income, excess or war profits 
and Inheritance taxes $5,686,000,000 out of an estimated total of 
$8,182,000,000. In other words, almost 70 per cent of our stupendous 
total taxation is to come from these few sources. It seems to me that 
the effect and meaning of this is to penalize capital, to fine business 
success, as well as thrift and self-denial practised in the pasl, 
thereby tending to discourage saving. The House bill falls, on tbe 
other hand, to impose certain taxes the effect of which is to promote 
saving. Intentionally or not, yet effectively, it penalizes certain call
ings and sections of the country and favors others.

J.<et me say at the outset that my criticism does not refer to the 
principle of an 80 per cent war profits tax. Indeed, I have from the 
very beginning advocated a high tax on war profits. To permit indi
viduals und corporations to enrich themselves out of tbe dreadful 
calamity of war is repugnant to one’s sense of justice and gravely 
detrimental to the war morale of the people.

Strictly from tbe economic point of view, the 80 per cent w'ar profits 
tax is not entirely free from objection. Whether England did wisely 
on the whole in fixing the tax at quite so high a rate is a debatable 
point, and is being questioned by some economists of high standing in 
that country, not from the point of view of tenderness for the bene
ficiaries from war profits, but from that of national advantage. More
over, conditions in America and England are not quite Identical, and 
1 believe it to be a justifiable statement that British industry is better 
able to stand so high a tax than American industry, for reasons in
herent in the respective business situations and methods. However,

„ everything considered, circumstances being what they are, I believe the 
enactment of the proposed 80 per cent war profits tax to be expedient, 
provided that, like in England, the standard of comparison with pre
war profits Is fairly fixed aud due and fair allowance made, in deter
mining taxable profits, for such bona fide items of depreciation ami 
other write-offs as a reasonably conservative business man would ordi
narily take into account before arriving at net profits.

Amongst tlie principles of correct and effective taxation, which are 
axiomatic, are these:

1. No tax should be so ..burdensome as to extinguish or seriously
jeopardize the source from which it derives its productivity. In other 
words, do not be so eager to secure every iwssible golden egg. that you 
kill the goose which lays them. g*

2. In war time, when the practice of thrift Is of more vital impor
tance than ever to the nation, one of the most valuable by-products 
Which taxation should aim to secure is to compel reduction in individ
ual expenditures. * •

Taxation should be as widely diffused as possible, at however 
small u rate the minimum contribution may be fixed, if only to give 
the greatest possible number of citizens an interest to watch govern
mental expenditure, ami, an incentive to curb governmental extrava
gance.

It may safely be asserted that our war taxation runs counter to 
every one of these tested principles.

The characteristic difference lie tween the House Bill and the revenue 
measures of Great Britain (1 am not referring to those of France 
and Germany because they are Incomparably less drastic than ours or 
Great Britain’s) is, first, that we do not resort to consumption taxes 
and only to a limited degree to general stamp taxes, and, secondly, 
that our income tax on small and moderate incomes is far smaller, on 
large incomes somewhat smaller and on the largest incomes a great 
deal heavier. The House rate of taxation on incomes up to, say, $5,00o. 
averages only one-fifth of what it is in England; the House rate of 
taxation on maximum incomes is approximately 50 per cent higher 
than it is in England. Moreover, married men with incomes of less 
than $2,000 are entirely exempted from taxation in this country. In 
England all incomes from $650 on are subject to taxation.

I believe, on the whole, our system of graduation is juster than tln- 
English system, but I think we are going, to an extreme at both ends. 
And if must be borne in mind that our actual taxation of high in
comes is not even measured by the rates fixed in the House Bill, be
cause to them must be added State ami Municipal taxes. There must 
further be added what to all Intents and purposes is. though a volun

tary act, yet in effect for all right minded citizens tantamount t» taxa
tion, namely, a man’ s habitual expenditures for charities aad his con
tributions to the Bed Cross and other war relief works.

The sentimental aud thereby the actual effect of extreme ineome 
taxation is not confined to the relatively small number of people ia 
possession of very large incomes directly affected by It. The appreben- 
sion caused by the contemplation of an excessively high ratio of 
taxation is contagious and apt to react unfavorably on constructive 
activity.

It is highly Important that taxation should not reach a point ar 
which business would be crippled, cash resources unduly eurtailed and 
the incentive to maximum effort and enterprise destroyed. And it 
should not be forgotten that both theoretically and actually the spend
ing of money by the Government cannot and does not, have the same 
effect on the prosperity of the country as productive use of his foods 
by the individual.

If all European nations have stopped during the war at a certain 
maximum limit of individual income and inheritance taxation, even 
after four years of war, the reason is surely not that they love rich 
men more than we do or that they are all less democratic than we 
are. The reason Is that these nations, Including the financially wisest 
and most experienced, recognize the unwisdom and economic ill effect 
under existing conditions of going beyond that limit.

The same observations hold good in the case of our proposed In
heritance taxation (maximum proposed here 40 per cent, as against 
20 per cent maximum in England and much less in all other countries.) 
And again there are to be added to federal taxation the rates o f state 
legacy and inheritance taxation.

Inheritance taxation, moreover, has that inevitable element of un
fairness that it leaves entirely untouched the wastrel who never laid 
by a cent in his life, and penalizes him who practiced industry, self- 
denial and thrift. And it cannot be too often said that the encourage
ment of thrift and enterprise is of the utmost desirability under the 
circumstances in which the world finds itself, because it is only by the 
intensified creation of wealth through savings and production that the 
world can be re-established on an even keel after the ravages and the 
waste of the war. Furthermore, business men, of necessity, have only 
a limited amount of their capital in liquid or quickly realizable form, 
and through the absorption by the inheritance tax of a large propor
tion of such assets, many a business may find itself with insufficient 
current capital to continue operations after the death of a partner. 
This effect is not only unfair in itself, but is made doubly so, as being 
a discrimination in favor of corporations as against private business 
men and business houses, inasmuch as corporations are, af course, not 
amenable to inheritance taxation.

Whilst in the case o f the rich we discourage savipg by the very 
hugeness of our taxation, or make it impossible, we fail to use the in
strument of taxation to promote saving in the case of those with 
moderate incomes. And the enormous preponderance of saving which 
could and should be effected does not lie within the possibilities o f the 
relatively small number of people with large means, but of the huge 
number of people with moderate incomes. Moreover, while the rich, 
in Consequence of taxation, limitation of profits, etc., have become less 
able to spend freely since our entrance into the war, workingmen and 
farmers, through increased wages, steadier employment and higher 
prices of crops, respectively, have become able to spend more freely.

Workingmen are in receipt of wages never approached in pre-war 
times, rnaby of them making incomes a good deal higher than the 
average professional man, while the profits of business, generally speak
ing, are rather on a declining scale and certain branches of business 
have been .brought virtually or even completely to a standstill.

Of our total national income, conservatively estimated at, say, 
$40,000,000,000 for the last year before our entrance into the war, 
i.e., the year 1916, it is safe to say tha,t not more than $2,000,000,000 
goes to those with incomes of, say, $15,000 and above, whilst $38,- 
000,000.000 goes to those with lower incomes.

A carefully compiled statement issued by the Bankers Trust Company 
of New York estimates the total individual incomes o f the nation for 
the fiscal year ending June 30, 1919, at about $53,000,000,000, and 
calculates that families with incomes of $15,000 or less receive $48.- 
250,000,000 of that tota l: or. applying the calculation to families with 
incomes of $5,000 or le-s. it is found that they receive $46,000,000,000 
of that total.

Whilst the House Bill imposes luxury aud semi-luxury taxes, it 
fails— as I have mentioned before— to resort to consumption taxes of 
a general kind— a deliberate, but, in my opinion, unwarrantable 
omission.

My advocacy of consumption aud similar taxes, such as stamp taxes 
of many kinds, is not actuated by any desire to relieve those with large 
incomes from the maximum of contribution which may wisely and 
fairly be imposed on them. I advocate consumption and general stamp 
taxes— such as every other belligerent country without exception Lais 
found it well to impose— because of the well attested fact that while 
productive of a very large revenue in the aggregate, they are easily 
borne, causing no strain or dislocation, and automatically collected; aud 
because of the further fact th a t, they tend to induce economy than 
which nothing is more important at this time and which, as far as 1 
can observe, is not being practised by the rank and file o f our people 
to a degree comparable to wbat it is in England and France.

The tendency of the House Bill is to rely mostly on heavy taxation — 
in some respects unprecedentedly heavy— of a relatively limited selec
tion of items. I am— ;i  ̂ 1 have already said— in favor of the highest 
possible war profits tax and of at least as high a rate of income and 
inheritance taxation during war as exist in any other country. But 
apart from these and a few other items which can naturally support 
very heavy taxation, such, for instance, as cigars and tobacco, I 
believe that the maximum of revenue aud the minimum of economic 
disadvantage and dislocation can be secured not by the very heavy 
taxation of a relatively limited selection, but by a comparatively light 
taxation distributed over a vast number of items. I believe such taxes 
would be productive enough to make good the impending revenue losses 
from Prohibition. I think, for instance, the imposition o f a tax of 
one per cent on every single purchase exceeding, say, two dollars (the 
tax to be borne by the purchaser, not by the seller) would be pro
ductive of a large amount of revenue and be harmful to none. A

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



•imilar tax was imposed in the course of the Civil War and appears to 
bare functioned so well and met with such ready acceptance that It 
was not repealed until several years after the close of that war.

There is apparently small limit to the zeal of many politicians and 
ethers when it is a question of taxing business and business men, 
especially those guilty of success. We are, I believe, justified in in
quiring to what extent there is a relation between this tendency and 
political considerations which ought to be remote fom the treatment of 
economic subjects such as taxation.

Let us take, as an instance, the case of the farmer. I (lo not pretend 
to judge whether in these war times the farmers of the country are 
bearing an equitable share of taxation in proportion to other callings 
or not. I certainly recognize that they are entitled to be dealt with 
liberally, even generously, for I know the rigors of the farmers’ life, 
the ups and downs of their industry’s productivity, and fully appre
ciate that there work lies at the very basis* of national existence. 
Everything that can fairly make for the contentment, well being and 
prosperity of the farmer is to be wholeheartedly welcomed and pro
moted.

Yet, we cannot avoid noticing that the average value of farm lands 
in this country is estimated to have increased between 1900 and 1918 
more than 200 per cent, that the value of farm products has been 
vastly enhanced, but that according to the latest published details of 
Income tax returns, the farmer contributes but a very small percentage 
to the total income tax collected. Of twenty-two selected occupations 
the farmers’ class contributes the least in the aggregate, although it 
is numerically the largest class in the country.

Let it be clearly understood that I have not the remotest thought 
of suggesting “ tax dodging ” on the part of the farmers. I know 
well how fully they are doing their part toward winning the war, and 
am entirely certain that they are just as ready to carry patriotically 
their due share of the financial cost of achieving victory as the splen
did young fellows taken from the farms, many of whom I met In 
Europe, have been ready to bear their full share of the cost in life 
and limb of achieving victory.

The point of my question is not the action and attitude of the 
farmer. But here Is a great industry exempt from the excess profit 
and war profit tax and apparently not effectively reached by the in
come tax, which is entirely natural, because in this case the income 
tax can neither be retained at the source nor a ^ th e  large body of 
the farmers, many of whom do not keep and cannot be expected to keep 
books, in a position to determine their taxable income. Is it con
ceivable that the politicians who are so rigorous In their watchfulness 
that no business profit shall escape the tax-gatherer would not devise 
means to lay an effective tax if the same situation existed in a busi
ness industry? The point of my question is, taking the case of the 
farmers as an instance, whether in framing our system and method of
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taxation, the steady aim has been to ascertain impartially what is 
equitable and wisely proudetive of revenue and to act accordingly, or 
whether considerations of the anticipated effect of taxation measures 
upon the fortunes of individual legislators or of their party, have been 
permitted unduly to sway their deliberations and conclusions.

Turning aside from this interrogation mark, I will only add, in re
turning to our general scheme of„ taxation, that there are numerous 
taxes of a tried and tested and socially just kind— some of them applied 
in this country during the Civil War and the Spanish War— which 
would raise a very large amount of revenue and yet would be little 
felt by the individual. Some of them have been suggested to our 
legislators, but have not found favor in their eyes. Their non-imposi
tion, taken together with the entire character of our taxation pro
gram, the burden of which falls to an enormously preponderant extent 
upon the mainly industrial States and the business classes, not only 
proportionately, which, of course, is just, but discriminatingly, which 
is not just, seems hardly explainable except on the theory that the 
intention of those who were primarily in charge of framing that pro
gram was punitive and corrective and that they were Influenced— though 
I am willing to believe unconsciously—-by sectional and vocational 
partiality.

The fact that the revenue bill was passed in the House by a unani
mous vote does not mean, of course, that it met with unanimous ap
proval on the part of Congessmen. The debate shows this. The bill, 
as reported after months of labor, either had to be approved practically 
as it stood or rejected and returned to the Committee. It is not possible 
for a body of 400 men to deal in a detailed manner with a subject *o 
complex as a taxation measure of the magnitude of the present one. 
The bill could not be made over or materially amended in the House. 
In view of the urgency of the emergency and the vital need to raise 
the sum asked for by the Treasury, no patriotic course was open to 
t he b House but to accept the bill and pass it up to the Senate.

I know it is not popular to say things in criticism of war burdens 
of a financial nature. One’s motives are liable to be misunderstood or 
misinterpreted and he is very apt to have it scornfully pointed out to 
him bow small relatively is the sacrifice asked of him, compared with 
the sacrifice of position, prospects, and life Itself, so willingly and 
proudly offered by the young manhood of the land. It is a natural 
and effective rejoinder, but it is not a sound or logical one. Heaven 
knows, my heart goes out to our splendid boys, and my admiration for 
their conduct and achievements and my reverence for the spirit which 
animates them knows no bounds. But I am acquainted with hundreds 
of business men who bemoan their gray hair and their responsibilities, 
which prevent them from having the privilege of fighting our foe arms 
in hand. And I know no American business man worthy of the name, 
who would not willingly give his life and all his possessions if the 
country’s safety and honor required that sacrifice.

SECTION. 109

The Merchant Marine and the Railroads
By H. A. W heeler, President, Chamber of Commerce of the United States, and Vice-President of the

Union Trust Co. of Chicago.

in order that you may, acquit me of indiscretion in the 
choice of a subject, or of lack of appreciation of the ex
tent of its ramification, I must confide in you that this 
subject is of your President’s choosing rather than mine, 
and I am obeying orders to present for your consideration 
some observations that may perchance furnish a little 
food for thought, even though they offer no conclusion or 
point to no solution.

The subject is in reality “ Transportation.” The in
quiry is with regard to its present and future develop
ment and control.

Transportation—rail, inland water, and overseas—has, 
as a result of war emergency, been lifted out of the field 
of academic discussion and today constitutes a problem 
of the most vital character to all classes of our people. 
The solution demands impartial study, flexible thinking, 
and a willingness to abandon some cherished ideas for 
the sake of truth and progress.

Conditions that influence our thinking with respect to 
development, ownership, control, operation, or regulation, 
have so far changed as to compel the abandonment of 
declarations that were once most common regarding the 
possibility and effect of public control, and we are con
fronted with a new set of facts which overthrow our old 
barriers of thought, force a suspension of pre-war conclu
sions, and compel a new survey of the field and an adjust
ment not to theories but to outstanding though to some 
unpalatable facts.

Transportation lies at the root of national prosperity. 
It is of paramount importance in war time in carrying 
out the war program, but with the return of peace it

becomes the foundation stone beneath our economic 
structure.

If we could put our problems with respect to both 
merchant marine and railroad in the form of laboratory 
exhibits and analyze them with scientific impartiality, 
we would, at least, come to know the problems better and 
the solution would be more in keeping with public wel
fare than with either political or private interest.

As a nation we have no reason to be proud of our 
merchant marine policy as expressed in legislation of the 
decade prior to 1014. If our legislative course was de
structive, the fault was not wholly with the law makers, 
who doubtless believed that they were accurately regis
tering public sentiment, but with the lack of conscious
ness of the necessity of a merchant marine as contrib
uting to our national prosperity.

To produce a creditable overseas service involved the 
settlement of a number of highly controversial questions 
upon which we were divided politically and geographi
cally without regard to politics. The interior was quar
relling with the coast over mail subventions and subsi
dies. The coast was pointing to labor differentials as be
tween the United States and other iparitime nations, and 
asserting that ships could neither be built in American 
yards nor sailed under our flag until the differentials had 
been removed or equalized. Sellers of raw materials for 
export exceeded sellers of finished products, and bottoms 
flying foreign flags were available to carry our raw 
products abroad, while finished products must await the 
pleasure of competitive countries to provide us with de
liveries to markets awaiting our products.
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We lost sight of three controlling factors:
1. That permanent or enduring national prosperity 

depends not upon selling our raw products and buying 
back the finished commodities, but in converting our raw 
products and retaining both profits at home.

'1. That if wo would add to the variety of raw products 
for conversion, we must be able to provide for their 
iransportation to our own shores, and in the same bot
toms return our finished manufactures to the countries; 
from whom we buy.

3. That subvention and subsidy are expansive as be
tween competing nations, and never can be depended 
upon to equalize permanently existing differentials in 
cost of ships and of operation.

Successful building of merchant ships depends upon 
standardization, upon willingness to exercise the same 
courage, ingenuity and skill that have characterized our 
development of other industries, and upon getting into 
the consciousness of the people, not the reasons why we 
cannot succeed, but the confidence that we can and must 
overcome all obstacles, not by artificial and temporary 
aids, but by efficiency and skill as the only paramount 
1 evelers of competitive conditions.

Successful operation of merchant ships depends, not: 
upon cheap Labor and subvention of subsidy, but upon 
efficient and well paid labor in whom tin* spirit of team 
play can be instilled and whose interest in winning lies 
in something more than multiplying profits to the em
ployer.

Successful operation of merchant ships depends upon 
quick turn around and the number of ton miles consti
tuting the year’s work rather than the number of days 
at anchor or at berth awaiting discharge or receipt of 
cargo. This necessitates port facilities of modern type 
and co-operation of land transportation agencies working 
jn close harmony with .vessel movement.

Successful operation of merchant ships depends upon 
abundant available cargo for round trip, and with our 
lack of appreciation o f exjKwt trade, our short-sighted 
policy in solicitation, in adapting our productions to the 
demands of our would-be customers, and in our inade
quate and often unintelligent facilities for financing (ex
port operations, wo find one of the most difficult of all 
obstacles to the maintenance of a successful American 
merchant marine.

Part of our problem is being solved for us by the 
demands of war. Whereas in 11)1(5 our merchant marine 
had dwindled to two and one-half million dead weight 
tons of ships, two million tons of which were in coast
wise trade, we have today, by one authority, man* than 
four million tons of our own and three million tons 
seized and chartered, while another authority estimates 
the American merchant marine controlled by the Ship
ping Hoard at 2,185 vessels, aggregating nine and one- 
half million tons, while the ship program comprises 
2,3<5o contract ships of thirteen and one-half million 
dead weight tons. In other words, our American mer
chant marine, when the present program is fulfilled, will 
consist of more than twenty million dead weight tons, 
or about the equivalent of Great Britain’s merchant ship
ping at the beginning of the war.

Our problem is, how shall we use this new instrumenta- 
aiity which the emergency of war has placed in our 
hands?

Ships have no value except as cargo carriers. If a 
nation has no ambition to acquire foreign markets for 
its production, or if it uses foreign markets only as a 
dumping ground of its surpluses, it cannot sustain a mer
chant marine, nor doe it deserve onue.

It will require more intensive education and propa
ganda than we have conducted in the past to make the 
search for foreign markets a practice rather than a play
thing. It involves training our boys to go to foreign 
lands and live—to carry with them not a line of samples

only, but a consciousness that they are the advance 
agents of the nation, establishing commercial relation
ships which are to persist and which some day, when 
conditions are depressed at home, will save their busi
ness from loss or disintegration..

Upon the American banker as an individual more than 
upon any other factor rests the responsibility for en
couraging .and even, pushing out into larger fields the 
timid or self-satisfied producer whose adviser you are.

Under what flag shall this great merchant marine we 
are building sail? Today under the Stars and Stripes. 
That flag a few short months ago was so seldom seen in 
a foreign port as to make it a novelty. Now across West
ern and Southern Europe it is being carried in the inter
est of human liberty by the truest, bravest and fittest 
army that ever trod the soil of old Europe. These men 
and that flag represent to the war ridden peoples whom 
they have come to succor and defend the unselfishness 
and ideals of the crusader—liberty, national integrity, 
honor, salvation, and. please God, on the sea from this 
day forward, as on the land, that symbol we love and 
for which no sacrifice is too great, shall be the symbol 
in commerce of the same high purpose as that which 
carries it across Europe's bloody battlefields.

Under what control, federal or private, shall it he op- 
<'rated? That question, involving so much of American 
policy, must be approached with an open mind, and upon 
the right solution will depend whether success and prog
ress. or failure and retrogression, accompanies this return 
of America upon the high seas.

Now, turn with me for a few minutes-to the railroad 
problem.

Our national policy in tin* decade prior to the war. 
with respect to development and operation of our steam 
railroad facilities, was almost as destructive as our mer-1 
chant marine policy.

I will not discuss the abuses and faults that gave rise 
to such a policy. That unlovely chapter in our history 
is closed, finis has been written upon its closing page, and 
except as we turn the pages, from time to time, to study 
past errors for the purpose of avoiding a repetition of an 
unwholesome experience, we should be content to lay the 
volume aside and forget the wrongs and bitterness and 
prejudices that are therein contained.

The President’s proclamation on December 20, 11)17. 
assuming possession and operation of all of the railroads 
in continental United States, terminated forever the old 
railroad order, and the return of the properties to private 
ownership, if this shall come at the end of twenty-one 
months from the close of the war, will be preceded by the 
enactment of new laws and new agencies of control and 
regulation will be created out of the experience of the 
months or years in which complete centralization of con
trol by federal authority shall continue.

Traffic rivalry has been suspended, traffic individuality 
destroyed, and it follows that the property and the going 
business which the Government is to convey to the 
owners .cannot he physically or commercially the same 
as that originally borrowed.

If the properties cannot be restored to the owners sub
stantially as borrowed, than an opportunity is offered for 
working out a new status to terminate the borrowing by 
the Government that will correct maladjustments of the 
past and provide a system better adapted to the needs 
of the country in the years to come.

With the advantage of a new point of departure in our 
transportation system, we are also confronted with the 
danger of making some calamitous blunder, and the de
cision may determine whether or not the America of the 
future is to be an America of individual self-reliance and 
opportunity.

There are three basic factors in our economic life— 
the banking and credit system, transportation, and indus
try. By rare good fortune, the first of those had been
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adjusted on an exceptionally satisfactory basis before 
the war. This provides the sub-structure essential for 
any durable edifice affecting the two other prime factors. 
Transportation comes next, or rather transportation and 
industry come now together, for they have common ele
ments to be dealt with, notably the sweeping inhibitions 
of the Sherman Act.

Immediately before the war, defects in the system of 
railroad operation had been the subject of organized 
study and recommendation for their correction. Much 
was learned from the administration of the Kail roads’ 
War Board. More will be learned from the present 
regime. Keeping our grasp upon the threadfof discus
sion before the war, with the popudar mind, because of 
what has occurred, open to new conceptions, the hour is 
here for framing a constructive plan to be perfected and 
put in effect as soon as practicable upon the return of 
peace.

Drafting legislation is essentially the duty of the com
mittees of Congress. Inasmuch, however, as legislation 
is responsive to public opinion, the statesman is entitled 
to all the aid that business men can give him, and there 
are a number of general principles which it may be use
ful to suggest with what light we have.

For the sake not only of being well served with trans
portation, but of rededicating ourselves all along the line 
to the American principle of individual initiative, should 
we not rely first and last mi the investment public to 
furnish railroad capital and to employ railroad man
agers? What are some reasons for adhering to that 
policy?

Our citizens as users of transportation will cling feme 
Hously to their hard-won right of appeal from the rail
road operator to some regulatory authority. Such an ap
peal can be effective only if the Government does tin* 
regulating and a functionary outside the Government is 
the operator. A Government officer cannot be said to 
'•regulate” his subordinates.. When a political power 
both regulates and operates, policies proceed from tin 
top down. In that case, you have bureaucratic rigidity, 
mediocrity and stagnation. When the political power 
regulates and a non-political functionary operates, the 
policies proceed from below, out of current experience, 
and. under a workable practice, meet interference only 
when they conflict with the general interest or with par
ticular rights. Then we can have supervision, but we 
shall also have elasticity, robust growth and progress.

Again, will our people willingly give up competition? 
They have seen in the war an elimination of duplication 
and a pooling of facilities. They recognize the advan
tage of these innovations and will resist any attempt to 
re-establish waste. This whole matter, however, is going 
to be settled on the basis of actualities, and means will 
be found for preserving whatever form of competition 
between railroad corporations is necessary to assure con
tinuous advance in the art. The career in railroading 
should be open for promotion inside each corporation 
without other influence than that of merit as judged by 
a responsible chief executive or his deputies; or for 
transfer from one corporation to another which is en
tirely free to compete for services of valuable men.

Will not the people insist again upon competition be
tween regional populations? They may rightly demand, 
subject to federal control, which must be paramount, an 
organized and weighty influence in negotiating or adju
dicating advantages desired for the industrial contest 
with the people of other localities. State lines do not 
correspond to traffic areas. Concurrent jurisdiction of 
nation and state has not opera ted satisfactorily and is 
involved in the uncertainty of continual litigation before 
the Supreme Court. The people of local communities 
may ask for some arrangement under which, while sub
mitting to an ultimate federal authority, they can have 
in matters of regulation affecting them strong local in
itiative and a wide measure of local autonomy.

If we are to rely upon the investment public to fur
nish railroad capital, war loan campaighs have given sev
eral million of our people their first taste of investment. 
Granted public confidence in railway earnings, these new
comers to the realm of thrift may become an important 
factor. We stand at a juncture analagous to that when 
the locomotive was* new and localities made great sacri
fices in their desperate deal to obtain for their neighbor
hoods this improvement over the canal and the post road. 
Today provision of railway facilities is behind the de
mand. The people of localities are calling for additions, 
betterments and new mileage. Coupling the two motives 
of investment and community prosperity, these new sons 
and daughters of thrift may supply in our day the place 
of the federal, state, county and municipal bond issues 
which were used in the last century to induce railroad 
facilities. A material enlargement of the number of 
shareholders would bring into play such individual influ
ence for focusing the public mind of each region upon 
the affirmative project of developing railway facilities.

But how shall the public be induced to invest in rail
roads? By making adequacy of facilities the principal 
aim in regulation of rates and service. This means at
traction of capital by permitting earnings which will pay 
a return that attracts. That involves acquisition of 
mechanism and personnel, federal and local, to perform 
a function of regulation never yet performed in our gov
ernment, because no functionary has ever been explicitly 
delegated by Congress to perform it. That function is to 
sanction revenues sufficient to meet all authorized ex
penses plus a margin calculated to sustain credit, and 
since authorized expenses include wages, and adequacy 
of facilities embraces continuous operation, it is a part of 
this function to regulate wages, to make railway labor 
responsible in its organized capacity, and to maintain 
interstate traffic free of interruption from large scale 
strikes.

Our willingness to make adequacy the chief aim of 
regulation is as good a test as any of what kind of an 
America we are headed for. If transportation facilities 
are adequate, other things being favorable, the United 
States can compete, hold her position, and aspire to world 
leadership; if transportation facilities are inadequate, 
the whole structure of commerce is undermined and the 
national position put in jeopardy. Adequacy is to be 
assured by exercise of the old-fashioned virtues of fore
sight and provision.

I believe the bankers, in union with other business 
interests, will in a businesslike way equip themselves 
with whatever of organization and of leadership they 
need in order to co-operate helpfully and effectively with 
the general public in the diffusion of intelligence and the 
exchange of views, arid with the political authorities in 
the translation of the popular will into statute.

When our banking system became obsolete and great 
danger of financial collapse confronted us, you joined 
with others in the creation of an organization known as 
the National Citizens’ League, for the promotion of a 
sound banking system, that through the development of 
certain sound principles gave to the country the educa
tional basis for the Federal Reserve Law, and by in
forming the public upon the underlying principles of 
sound finance, brought definite relief to a highly contro
versial and technical subject.

Second only to sound finance, is the importance of 
wisely solving the future control of our transportation 
instrumentalities, and I make bold to offer for your con
sideration the duplication, in this field of study and re
search and determination, of the machinery that served 
us so well in those other days.

Cherished ideas, supposedly unbreakable precedents, 
and fixed policies, have been shattered over night by the 
emergency of war.

Powers to deal with lives, property and things have 
been conferred upon executive authority that constitute
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the highest form of autocracy in the midst of a demo
cratic country.

Controls that in pre-war days could have been intro
duced only after a social and economic cataclysm have 
come to pass without a ripple of surprise or a murmur 
of protest.

Old things and old nations have passed with the dis- 
'* r d .

Such are the by-products of war, and these things we 
must acknowledge, accept and work with in the days 
when by accommodation; adjustment and reorganization 
we rebuild our economic structure to the music of a new 
civilization and in recognition of the new relationship 
which will direct our domestic and international inter
course when victory has crowned our arms.

Necessity of Greater Effort to Stimulate Agriculture
fly C l a r e n c e  O u s l e y , Assistant Secretary of Agriculture.

At the outset I wish to acknowledge the great service 
rendered to agriculture by bankers generally in the agri
cultural regions of the United States, and especially to 
the agricultural commission of the American Bankers’ 
Association and the agricultural committees of the 
several state bankers associations. I shall speak later 
somewhat in detail of these services. I wish first to get 
into our minds the background of the common obligation, 
not to say the imperious necessity of greater effort to 
stimulate agriculture and to hearten producers.

War experiences are reminding us of elemental things 
which many of the elders had forgotten and many of the 
middle-aged and the young never knew. Among them is 
the fact that wealth as represented in the commodities 
o f industry, and money as the measure of wages and 
income, derive their primary value to humankind from 
what they will purchase in food and raiment. More
over, we find that the high cost of living is of secondary 
importance to securing food and raiment enough at any 
price. The richest man in the warring nations has dis
covered that his wealth is of no avail now to purchase 
more than the limited ration which his government 
allows in the equitable apportionment of a limited sup
ply. In times of food crisis Dives and Lazarus are of 
equal rank in the bread line.

Such experiences throw agriculture into the perspec
tive of a new—or rather an old but forgotten—relation 
of vast significance. Not once but several times, during 
the last four fateful years, the cause of civilization and 
human freedom a  ̂ it is conceived by democratic peoples 
trembled and staggered in the faintness of near famine. 
It was news of hunger at home as much as seductive 
German propagandism in Italia Irredenta that caused 
the Italian debacle last autumn. It was hunger as well 
as ignorance that caused the Russian collapse. And the 
London Daily News lately has said that: “ Only those 
in the inner councils of the Ministry of Food know how 
the specter of starvation haunted us last winter, how 
perilously near we were to disaster, how our fate and 
the fate of our allies hung , upon the capacity of the 
United States ‘to feed us.”

Nor is the food crisis to be reckoned only as a peril 
of war to pass when peace comes to crown the certain 
victory of the Allies. It had been approaching for years 
beiore the war because the world in general and the 
United States in particular had begun to worship idols 
of wealth in the fashion of speculative commerce, indus
trial exploitation and easy living. Kxcept for the efforts 
of a few scientists and economists, who were almost as 
a voice crying in the wilderness, every enlightened 
nation except Germany had been guilty of more or less 
neglect of agriculture, and Germany had developed it 
only as the instrument of a malign purpose of world war. 
It is to the everlasting credit of the United States, 
through the wisdom of a few statesmen fifty years ago 
who provided for the establishment of the United States

Department of Agriculture and the land grant Agricul
tural Colleges, that we had an organization sufficient 
for the emergency, that the American farmers in spite 
of reduced man power and increasing difficulties re
sponded to that leadership with increased acreage and 
harder work, and that the American people responded 
cheerfully to the appeals and the regulations of the Food 
Administration and so, on the whole, we contrived to 
save the world from the unspeakable disaster of the 
Dominion of the Beast.

But our duty is not done; our task is not finished, nor 
will it be finished when the war ends. We are called 
upon for increased production and for continuing econ
omy, as a necessity for bringing the war to a successful 
conclusion, but the task will be even greater during the 
period of demobilizing and redistributing the forces of 
war, which will last perhaps nearly or quite as long as 
the war itself, for the moment we sign treaties of peace 
with the Central Powers their hungry millions will be 
in the market for our products. We deny them now as 
a measure of war; we cannot deny them then in mere 
retribution. For my part I shall not be quick to forgive 
them their infamies; I believe in punishing the wicked, 
not for vengeance but for example to those who may be 
tempted hereafter to do wrong, but I am willing to sell 
them food while they repent.

In view of this present and probably continuing dis
parity between supply and demand for food, we con
front a situation which brings distress to a large part 
o f our own population and of the world's population in 
the high cost of food products. In the natural course 
of events, that disparity will disappear through the slow 
processes of economic readjustment. Continuing high 
prices and improved methods o f agriculture will make 
farming so comparatively profitable that men o f the 
towns and cities will turn to farming as a vocation just 
as ambitious young men from the. farms heretofore have 
been attracted to the cities because of the lure of wealth. 
After all, in the long range of experience, nothing so 
surely and so justly balances occupation, industry and 
gain as the free play of human forces and human aspira
tions. In war times, as a matter of national necessity, 
we may be compelled to resort to the artifices of price 
regulation on the one hand or price stimulation on the 
other, but in normal times the surest and the safest 
regulator of inequality is self-interest and self-protection 
in full liberty of personal activity and free choice. In 
such times the only justification for the exercise of gov
ernmental powers of control is in restraint of monopoly 
or combinations of men to oppress their fellows.

But there is much that we can do to eliminate waste 
and needless expense and thereby to reduce compara
tively the cost of living without reducing proportionately 
the rewards of the producers. We have made some 
progress during the last few years in reducing the cost 
of distribution of food products from the farm to the
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table, je t  much remains to be done. In 1915 the ratio of 
the farm price to the retail price on several of the prin
cipal food products was as follows:

Wheat . .
Pot* toe* Hens . . . .
‘ >uion#
P-ean# ..  . ' ' *".*V
In July, 1918, the ratios were:
Wheat . .. •
Potatoes Hens
Onions . .
Beana . . . Hogs .................

On all except potatoes, beans and beef cattle the ratio 
had increased, and on these it had decreased. On the 
average there is some improvement, but yet it costs from 

to 30 per cent of the retail value of the product to get 
it from the farm to the table. The cost with perishable 
products is much greater.

Improvement has been effected during the last few 
years chiefly by the activities of the Bureau of Markets 
of the Department of Agriculture, by the marketing 
activities of the land grant college extension forces, and 
by marketing bureaus of several of the states, all of 
which have made a beginning in the development of 
more intelligent and more economical marketing, better 
grading, wiser distribution and more serviceable broker
age. Marketing is the business side of agriculture and it 
is the side that has been the most neglected because, to 
a large extent, heretofore commerce has made little at
tempt to serve agriculture in the true sense but has 
taken advantage of the farmer’s lack of information 
and aloofness from the currents of trade to exploit his 
products. This is too large a subject to ‘permit the dis
cussion of details, but I have said enough to show that 
it is a matter of common interest, the interest of the con
sumer as well as the producer, to develop better methods 
in marketing farm products. To this end I think it not 
too much to say that it is becoming for bankers in the 
agricultural regions, by means of their influence over 
credits and commercial obligations generally, to set them
selves against waste and exploitation in the marketing 
of farm products. In. nearly all agricultural regions 
there are' the beginnings of cooperative marketing by 
1 armors. Many of these undertakings have been wrecked 
by lack of skill or lack of perseverance, or lack of co
hesion ; many others have been wrecked by the steady 
and sometimes by the unfair opposition of men of com
merce. I raise here a moral as well as an economic 
question. The farmer on the one hand and the con
sumer on the other are entitled to fair service and fair 
prices. The necessary middleman is entitled to fair 
profit, but I think it is not necessary to particularize for 
the sake of demonstrating the truth of the statement 
that many of the transactions between the farmer and 
the consumer are unnecessary and wasteful, and some 
of them are mere sharp practice which should not be 
countenanced in honorable commerce. I think I am not 
stating the case too strongly when I say that it is in the 
power of the bankers of the United States to influence 
a standard of dealing in farm products that will dis
countenance exploitation, and I submit that it is within 
the range of their dutiful obligations to society and in
dustry to contribute what they can of their wisdom in 
the solution of the problem of economical marketing.

The time has passed for indulging the German practice 
of “ the survival of the fittest” in the sense that the 
strong or the smart may be permitted at will to exploit 
the weak or the dull. Every commercial practice, as 
every social practice, flourishes or perishes accordingly 
as it receives the approval or the disapproval of the com
munity. We are all responsible in a degree for what is 
done in our midst.

But my concern for agriculture is deei>er than a solici- 
t ude for the outcome of the present emergency. I believe 
with my whole mind and heart that a prosperous, cul

tured and contented husbandry is the only sound basis 
of a wholesome and enduring society. The production of 
food and raiment is the first necessity of existence and 
it is a monstrous social injustice for the creators o f the 
means of subsistence as a whole or as a class to receive 
less of the comforts of life than the distributers of their 
products. Such injustice long practiced will bring retri
bution. It has always been so. Where cities prosper and 
rural places stagnate there is industrial, political and 
social ill health and sooner or later there will be de
terioration and collapse in the body-politic and the body- 
social.

As I said at the outset, I acknowledge the very great 
service which has been rendered to agriculture by 
bankers generally in the agricultural regions of the 
United States and especially by the agricultural commis
sion of the American Bankers’ Association and the agri
cultural committees of the several state bankers’ asso
ciations. I hope by these remarks to stimulate the 
bankers to greater effort, and I trust that what I have 
said indicates in some degree that the service is not 
merely one of class benefit, but is one of general and 
far reaching value to the whole o$society.

During the last few years, and especially during the 
last year, bankers in many parts of the United States 
have been potential factors in agricultural improvement, 
thousands of farmers have followed the advice of their 
bankers in diversifying their agricultural and especially 
in multiplying and improving their live stock, and more 
thousands o f boys and girls have been aided by bankers 
in the financing of pig clubs, sheep clubs, baby beef 
clubs, poultry clubs and other clubs. Among the states 
conspicuous for such accomplishments are Illinois, with 
a live stock campaign ; Wisconsin and Michigan, with a 
dairy campaign; Utah with a pig campaign; Missouri, 
Kansas, Washington, California, Pennsylvania and Colo
rado with varying projects, and almost the entire South 
with a persistent and efficient campaign for safe farm
ing by raising food and feed to sustain the family and 
the live stock, and making cotton a cash crop.

A few years ago when a banker became interested 
tlnough the boys and girls’ club work organization he 
usually offered cash prizes to the members securing the 
greatest results, a little later it became the more general 
practice to offer educational trips, canning outfits and 
other utility prizes, or if cash prizes were furnished they 
were restricted to savings accounts for the purchase of 
scholarships, etc. During the past four years, however, 
many bankers have found an unusual opportunity for 
good among the younger members of their community, 
and through them among the adults, by bringing into the 
community, under arrangements perfected by the state 
club leaders, a sufficient number of pure bred pigs, brood 
sows, etc., to distribute to the club members. The usual 
practice is for the banker to advance sufficient money 
for the purchase o f the animals and to go through the 
form of selling them to the club members at cost and 
taking the notes of the members at a reasonable interest 
in payment therefor, these notes being indorsed by the 
parents if thought advisable. Under this arrangement 
not only does the club member receive some practical 
business training but he is enabled to secure a pure bred 
animal and make payment for such animal at a later 
date when cash returns are possible. It brings into the 
community a higher grade of stock and furnishes the 
foundation for an extension of animal industry in that 
territory.

Such arrangements are now in operation in practically 
every state although, of course, some of the states have 
progressed further than others due either to greater 
need for such arrangement or to other causes. As an 
illustration of what may be done in such efforts, I cite the 
case of Utah, where the State Club Leader made arrange
ments through the Ogden and Salt Lake City Stock
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Yards and the hankers to distribute four or five carloads 
of pure bred sows. It was soon seen that more animals 
could be handled to advantage, and six car-loads were 
purchased. A month later the number of cars so dis
tributed had grown to ten, none o f the cars containing 
anything but pure bred sows bred to farrow in April. 
The demand for pigs was so great that following this dis
tribution 800 eight-weeks’ old pigs were distributed on 
the same plan by the first of July. In Salt Lake County 
the distribution was made during a blinding snow storm 
and many of the boys drove fifteen miles to secure their 
animals. The State Club Leader reports that the distri
bution of these animals has laid a foundation of much 
improvement in the quality of the pigs raised in Utah. 
Club members were of course impressed with the im
portance of maintaining a pure strain. It is an inter
esting point that many of the pure bred pigs secured 
were purchased from a father and son in the State of 
Nebraska who were in the hog business as a result of a 
prize pig won by the boy in his corn club work four years 
previously.

While I am trying to impress the larger social and 
national duty for the reward of the consciousness of a 
service performed, it is not amiss to be reminded that 
the boy who is aided by a banker in making a success 
of his first business undertaking is not apt to forget that 
banker in the days of his manhood. Extending this point 
of view a little farther, it is well to remember that the 
prosperous farmer is apt to carry a good deposit which 
is likely to remain with little diminution until a new 
harvest. He is a valuable customer.

Another very great service which I take pleasure in 
acknowledging is the aid that many bankers in the agri
cultural regions, particularly in the South, have given to 
the establishment o f farm demonstration or county agent 
work conducted cooperatively by the Federal Depart
ment of Agriculture and the agricultural colleges. The 
banker who gave a thought beyond the rate of interest 
and the value of collateral was quick to recognize in the 
county agent an efficiency expert which the business of 
agriculture needed just as every business needs the con
stant observation and suggestion of the best skill in or
ganization and operation. The county agent cannot be 
an expert in all the sciences of animal and plant life 
because each in itself is a lifetime study, but he can 
bring to the farmer the learning of the scientists in each 
of the many fields of agricultural research, experimenta
tion and demonstration. Of greater value than his con
tribution to the farmer’s agricultural knowledge is the 
county agent’s work in bringing farmers together for a 
coordination of their efforts and for learning from one 
another. He is to the agricultural community what the 
manager of the chamber of commerce is to the urban 
community.

. I cannot phrase my thought on this point better than 
to quote from a statement made by your chairman, Mr. 
Joseph Hirseh, whose personal activities in Texas have 
been of incalculable value to the agriculture of that 
state and whose leadership in this work has been at
tended by remarkable success. In his report last year 
he said:

“  The Agricultural Commission of the American Bankers’ Association 
enters upon the fifth year of its existence at a time when measures 
the Commission has been advocating ever since its organization— in
creased food, feed and live stock production— have become a vital factor 
in the successful prosecution of the great enterprise upon which this 
nation has engaged— that lofty adventure which, untarnished by desire 
for material benefit, aims to make the peoples of the world free, as we 
are free, to enjoy the blessings of liberty and self-government.

“  We have found that, to accomplish this purpose, agricultural pre
paredness is just as necessary as military preparation, and it is this 
doctrine which the Commission has been endeavoring to spread to the 
bankers of America. This nation-wide campaign which, within a few 
years’ time, has aroused the most intense interest among the bankers 
o f this country, has been directed with the view’ to increasing our 
agricultural efficiency. We have heard much of efficiency these past 
fewr years. Efficiency experts have helped to make every line of busi

ness safer, and several of our large banking institutions have engaged 
the services of these experts and have*'placed them at the disposal 
of their customers in order that the banks themselves might have a 
sounder basis for the extension of credit.

“  We are endeavoring to apply .these efficiency methods to the busi
ness of farming— the greatest business of this country. The real pur
pose of the Agricultural Commission and of the State Bankers’ 
Association agricultural committees is to increase our agricultural 
prosperity, and, at the same time, make the banking business more 
profitable and infinitely safer, by lending direction and financial assist
ance to the sound farming projects advoeaated by those efficiency ex- 
jierrs, the field forces of the United States and State colleges of agri
culture.”

I cannot say too much to' impress the fact that the 
banker who enters actively )nto the concerns of agricul
ture in his region can wieWa greater influence than any 
other single man. He is a man of affairs; he is a man 
of money, and every citizen naturally expects of him 
sound judgment in regard to all matters of profit making. 
He can easily become the financial counsellor to every 
farmer in his neighborhood.

I take occasion to say that I have had opportunity 
to observe the fine influence of The Banker-Farmer, the 
admirable publication by your committee circulated 
through your membership and through the agricultural 
committees of the state bankers’ associations. It is a 
unique publication and I have reason to know that it has 
been an inspiration to many bankers; to many exten
sion workers, and to many farmers. While I do not 
indulge the Utopian notion that we may eliminate selfish
ness and can give the buyer and the seller of the com
modity the same point of view, still there is common 
ground of service and accommodation for mutual benefit 
which the men of the farm and the men of commerce 
can occupy. Through the conferences of bankers and 
farmers and the agricultural forces of the colleges1 and 
the Department, and through the inspirational service 
of The Banker-Farmer, we have made substantial progress 
in the occupancy of this common ground.

Finally let me say as a spur to the increased activities 
for which I plead, that the war crisis has not passed. 
We all rejoice in the new strength and vigor of allied 
arms. We stand in rapt admiration of the masterful 
strategy of Marshal Foeli. We rejoice that the Amer
ican Republic, the first democracy of the world, has 
turned back the Hun as he was battering at the very 
gates of Paris, and furnished the necessary supplement 
of man power to recover the losses of his bloody spring 
crusade. We are hopeful of other and greater victories 
in the immediate future; we fire confident of the final 
result, for we know our strength, and we have faith in 
the righteousness of our cause; we know we cannot fail. 
But it is yet a long way from the little remnant of Bel
gium lying against the North Sea, and from the Allied 
lines in northern France, to the Rhine. The enemy’s 
front has been shortened and unless nis morale com 
pletely collapses he will fight more desperately over 
every inch of his further retreat because he realizes 
that he is losing all, that he has nothing to gain, and his 
own covetous and cruel philosophy teaches him to fear 
that we will take and hold his territory as he intended 
to take and hold ours. The Kaiser has well said that 
this contest is a struggle between the Anglo-Saxon con
cept of civilization and the German concept. It is a fight 
to the finish. There can be no compromise between the 
ideals of the allied democracies and the ideals of the 
Teutonic autocrats. We may not safely assume an early 
ending of the war; we must mobilize all our resources 
and energies for a continuingly bitter and desperate 
struggle. It is now plain that Germany cannot be 
starved. On the other hand, if she can compose any 
considerable part of Russia she will be economically 
invincible. But however the currents of public opinion 
may run in Germany or in Russia, and whatever may be 
the subtle psychology of German despair or Austrian 
revolution or Russian resurrection, the sure means and 
the quickest means of victory is the mighty momentum 
of all our resources organized and projected into a force
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that will plow its way irresistibly into Germany, and if 
need be, to the very gates of Potsdam. This means the 
employment of every man and every woman, and the 
utilization of every resource of soil or factory and agency

of distribution in devoted consecration to the single end 
of fierce, terrible and uncompromising war as the instru
ment of a new and more lasting peace than the world has 
over known before.

Relations Between Employer and Employe
By W, II. Y a n d e r v o o r t . Boot & Vandervoort Engineering Co.

A man's patriotism and loyalty to his country are 
measured by the same standards as those used in the 
measuring of his loyalty to his employer. It matters 
not whether he is a common laborer in an industrial 
plant, or the President of a great institution; it is the 
grade o f purity and not its magnitude that constitutes 
the measure'of loyalty in both cases. -

With our nation involved in the most terrible war in 
history, it must depend for its success upon those qual
ities in men given without limitation.

This war from the standpoint of destruction has 
passed almost beyond the conception of the human mind 
and we now realize that we threw into the balance none 
too soon the weight of our nation with its marvelous 
resources in men, wealth and material.

We have watched with increasing concern the methods 
of the great Prussian military monster that for more 
than forty years groomed itself for this conflict. Its 
purposes have become self-evident. Like a great vulture 
we have seen it single out and swoop down on its prey— 
Belgium, Serbia, Roumania, Poland, Russia. We have 
seen it enslave the people and strip these countries of 
their resources.

M ore, and more are we becoming imbued with the 
stern necessities of the situation and a firm determina
tion to conquer at all costs that autocratic power which, 
grown arrogant through its successes, now seeks to dom
inate the world. The safety of our national existence 
is at stake; there can be no turning back—no compromise.

Within the past ten days our President has, in his 
reply to Austria-Hungary’s proposal for a peace con
ference. so clearly expressed the temper of the American 
people.

With the development of the war, we as a peace-loving 
nation, totally unprepared for conflict, heeded not the 
handwriting so plainly written for us in the sinking of 
the Lusitania and other German atrocities and permitted 
two and a half years to pass without turning a wheel 
toward preparation This must go down in history as 
our greatest national blunder. That, however, is as 
water that has passed over the dam, gone,—an oppor
tunity lost. It may mean the loss of thousands of our 
sons and certainly billions of money.

With the declaration of war the great machinery of 
war organization and production was set in motion. 
Slowly it moved at first, then faster and faster, until 
now our country has become one vast training camp 
teeming with men preparing for overseas duty and nearly 
two million of our boys are now on the various fronts 
defending our national honor. That their weight is 
turning the tide of battle is evidenced by the results of 
the past few weeks of fighting.

Our participation in the second battle of the Marne 
and at St. Mihiel have indicated the temper of the Am
erican boys and clearly forecasts the fall of Metz and the 
opening up of the road to Berlin.

Throughout the length and breadth of our great land 
the wheels of industry hum as never before. Capital, 
employer and employe have taken on the spirit of eo-
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operation and they will not stop short of complete victory.
What greater expression of loyalty from a people 

cojuld be asked than the readiness with which our young 
men—the flower of the nation—responded to the call? 
The registration and the draft have caused scarcely a 
murmur. The levying of taxes for the raising of fabulous 
sums 6f money have met with no opposition. We have 
opened our coffers to the Red Cross and kindred works of 
mercy. We have thrice over-subscribed Liberty Loans 
and the fourth is already assured, as will be the fifth, 
sixth and as many more as may become necessary in 
order that we may forever establish the principles of 
democracy throughout the world.

This war can only be won by the wisest use of our 
economic resources and by the closest cooperation. The 
lives and fortunes of those who are permitted to remain 
at home, safe from the dangers and hardships of the 
front, should be dedicated to the purpose of furnishing 
the supplies and equipment which are necessary to our 
boys “ over there,” and we as individuals and as a 
nation must not rest until the great task with which we 
are confronted is completed.

We already have a great military army in Europe and 
that army in size is rapidly increasing. For its support 
we must maintain at home an industrial army in the 
fields and in the factories ten times as great in numbers. 
Undoubtedly the success of our army abroad is depend
ent upon the proper control and utilization of this great 
industrial army at home.

The fundamental policy declared by the Council of Na
tional Defense soon after our entry into the war, and 
affirmed by the Secretary of Labor, Mr Wilson, clearly 
indicated their recognition of the grave difficulties that 
might arise through the efforts of employers and em
ployes to take advantage of a situation brought about 
through a national crisis. This policy declared “ that 
employers and employes in private industry should not 
attempt to take advantage of the abnormal conditions 
existing to change the standards which they were un
able to change under normal conditions.” Had labor 
accepted this as did the employers, this country would 
have been spared much of the industrial strife that has 
held back seriously the production so necessary to our 
winning of this war.

Realizing that the successful prosecution of the war 
must be based upon industrial peace at home, and firm 
in the belief that a common ground should be found 
upon which l>otli employer and employe might stand for 
the balance of the war, The National Industrial Con
ference Board, the recognized representative of Ameri
can industrial institutions, presented a year ago to the 
Secretary of War a memorial suggesting the appoint
ment of a Board comprised of equal numbers of repre
sentatives of employers and employes—this Board to 
draft a set of principles to govern in the settlement of 
labor controversies throughout the period of the war.

This recommendation resulted in the appointment of 
the National War Labor Conference Board, which en
tered upon its deliberations in early March and after a 
month of sincere effort agreed upon the principles which
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now constitute the foundation ujjoij which the decisions 
the National War Labor Board are based.

The National Industrial Conference Board is made up 
of nineteen great national employers’ associations and 
fairly represents a very large percentage of the em
ployers of the country. The employes’ representatives 
on the National War Labor Conference Board, appointed 
by the American Federation of Labor, represent some 
three million organized employes out of the thirty mil
lion workers in the United States, thus leaving the great 
masses of employes not represented by the National 
War Labor Board.

1 believe that if honest and proper interpretations can 
be placed on the principles, and decisions are rendered 
in accordance with these principles, then will this labor 
treaty, backed by a strong public opinion and the moral 
influence of the better elements among employers and 
employes, become effective.

This is no time for employes to take advantage of the 
opportunity created by the nation’s emergency to press 
their demands beyond the lines of reason. It is no time 
for organized labor to proclaim a nation-wide campaign 
for unionization of all industry and by sending their 
paid emissaries into peaceful communities, create by their 
pernicious activities, unrest among satisfied employes, 
thereby retarding production of those materials so neces
sary to the war program. M

Yet this is precisely what the American Federation of 
Labor determined upon, at its recent convention, in its 
effort to fortify the condition of union labor at the end 
of the war. That public sentiment should agree that any 
class be allowed to put its private gains above the public 
needs in times like these is inconceivable.

It is not in the interest of the nation to create imagin- 
ery troubles, nor should the will of a small minority 
of the employes in any industrial institution be permitted 
to make demands upon or prefer unreasonable charges 
against their employers for the sole purpose of bringing 
the case before the National War Labor Board under 
the threat of tying up that industry by strike. t

The first principle of the Labor Treaty states “ There 
should he no strikes or lockouts during the war." Since 
the President proclaimed, on April Sth, these principles 
as the basis of understanding for the period of the war, 
there have occurred in this country more than five hun
dred and fifty strikes, involving the loss o f more than 
a million and a quarter days of labor, in direct violation 
of the principles. Regrettable as is the fact, substantially 
all,of these have occurred as the result of the activities 
of organized labor.

It is not in the interest of the nation to create imaginary 
troubles or to, in any way, disturb the loyal, energetic 
workman who by his steady efforts is upholding his 
country in its hour of peril.

This is no time to undertake to force a shorter work 
day. Industry has been asked to do almost the impos
sible. Limited as it is on fuel, materials, transporta
tion and the loss of millions of men to make up the fight
ing army, it finds itself in a position where it is impos
sible to reduce hours and maintain production.

Our allies have found it necessary to work more than 
eight hours in order to supply their armies. Our Presi
dent recognized the necessity when at our country’s en
trance into the war he set aside the eight-hour restric
tion on all work as performed in the government arsenals 
and navy yards. Surely, workmen who have all their lives 
worked in excess of eight hours per day cannot insist in 
the present emergency that their health, welfare and 
proper comfort demand it. The men in the trenches are 
not limiting their efforts to any such hours, nor can 
they think kindly of those at home who in any way 
restrict production while they endure the dangers, priva
tions and suffering at the front.

The demand for the basic eight-hour day can \ye con

strued only as a wage demand, as employes do not -ex
pect to work only eight hours. What they do want, 
where these demands are being pressed, is the overtime 
wage for the hours worked in excess of eight hours, and 
not infrequently do we find cases where men are deliber
ately declining to work during regular hours in order 
that they may secure the added remuneration by working 
the overtime hours.

The principles of the National War Labor Board on 
the subject of hours are perfectly clear. They provide 
that the basic eight-hour day shall be recognized as ap
plying in all cases in which existing law requires it  In 
all other cases the question of hours of labor shall be 
settled with due regard to government necessities and the 
welfare, health and proper comfort of the workers. Also, 
that in fixing wages, hours and conditions of labar, regard 
should always be had to the labor standards, Wage scales 
and other conditions prevaling in the localities affected.

In the face of these principles, demands for a shorter 
day are being made where the facts and evidence brought 
out justify no changes in the hours o f labor.

Our men at the front are not restricting their hours 
or limiting their output. When we learn of the condi
tions under which those men fight their country’s battle, 
certainly we can have little sympathy for those of the 
millions safe at home who in any way shirk the responsi
bilities placed upon them.

General Pershing has cabled “ Give me plenty of men, 
guns and supplies and we will win the war in 1919.” 
There is no question about the men. Will industry and 
the workers of this country give him the guns and sup
plies? There can be but one answer,—“ Y es”—and if 
there are those among the workers at home who persist
ently shirk their duty, then will it become the duty of 
this government to put them in the ranks abroad, and 
in the front line trenches. In our present emergency 
there is no room for the obstructionist.

Organized labor argues that they must, during the 
period of the war, keep tolerable the working conditions 
in this country in order that the men returning from the 
front may find conditions to their liking. If in the fol
lowing out of this idea there should result any shortage 
of munitions and supplies, then must organized labor 
assume the responsibility. The employers of the country, 
on the other hand, must not seek to impose new and un
reasonable conditions upon their employes. They have 
a right to maintain the pre-war conditions and to expect 
of every worker his full cooperation and best efforts. 
Mow. apt the quotation—

“ It ain’t the guns nor armaments.
Nor funds that they can pay,
But the close cooperation 
That makes them win the day.

It ain’t the individual, nor the 
Army as a whole,
But the everlasting teamwork of 
Every blooming soul.”

Success its dependent upon cooperation. A world fit 
for all to live in after this war demands our success. 
In order to accomplish that end all must unite in giving 
our country and our allies every dollar and every ounce 
of energy we are capable of producing.

I speak for the great body of independent workers who 
constitute the majority of the employes in the great Open 
Shop institutions of our country. They are measuring 
out their efforts by no artificial standards. They are 
going along doing their utmost without loud proclama
tions of their patriotism. They are not deliberately call
ing strikes in order that they may he promptly ordered 
hack to work and then proclaim to the world that they 
returned through motives of patriotism.
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The Open Shop platform is one that can be subscribed 
to by every fair-minded American, and is one that will 
endure. It is the very foundation of our government 
and at this critical hour the government has come out 
openly in its declaration for the Open Shop and has 
emphatically renounced any suggestion of introducing 
the Closed Shop in plants doing government work under 
cover of settling labor disputes.

You ask, “ \Vhat should be the relations between em
ployer and employe? ” The answer is—CO-OPERATION— 
real, unselfish co-operation, a full appreciation of the 
principles for which we fight and a realization of what 
«ur boys at the front are doing and what an interruption 
of the flow of supplies—the products of our factories and 
fields—means to them.

If It were possible, the first thing I would suggest 
would be that all of us forget that we are either em
ployers or employes. The employers of this country are 
not at war as such, neither are the employes. -Our coun
try is at war and the primary interest of each of us in 
this war is in our capacity as citizens of the United 
States. The moment that you describe a person as be
longing to any particular class, immediately he becomes 
surrounded, both in his own mind and in the mind ol 
others, with all the traditional interests, prejudices, 
hatreds, friendships and other relationships that have 
grown up about him as a member of that class. But 
his nation is greater than his class, so his citizenship 
should be more important than any possible class interest, 
and this applies also to any possible interest he could 
have as an individual.

If the business interests of our country, pursuing their 
selfish aims, should cause the nation’s defeat, what tem
porary gain could possibly offset their permanent loss? 
So, too, if the workers of the nation, influenced by motives 
o f temporary gain and class interest, should, by the pur
suit of that interest or the withholding of full effort, 
bring bur country to defeat, what would the future hold 
lor them? Employer and employe, business man and 
worker, find their greatest stake* in the future of our 
country, in the expansion of its trade and commerce, in 
the Increasing of its demand for labor, and in its ability 
to produce and sell in the markets of the world a product 
which would enable all our people together to live in 
«‘<uufori: and material well-being. Such things can only 

if our nation is successful in this war. Defeat can 
only mean world markets shut off, demand tor labor re
duced. capital and labor unemployed, and a nation over
flowing with plenty turned into a country, ot iniseij and 
want.

1 even cherish the hope that after coining through 
such an ordeal together a great mutual respect, under
standing and sympathy will have developed between those 
ysho have endured the hardships at the front and those 
who have bravely suffered at home. So I repeat, that 
if it were possible I should like to have all of us toiget 
such distinctions as employer and employe and remember 
only @ur common citizenship in a country which at this 
\ pne faces the crisis ol its national history and in the 
outcome of which all of our future hope depends.

H«t since we can hardly expect to forget the employ- 
moul relation entirely, since it is perhaps the greatest 
fact common to us all, there are a few thoughts concern
ing employer and employe that I should like to leave 
with you.

Have you ever stopped to think just who were em
ployers and who were employes, and if you do think care
fully nhout this question for a moment, do you not very 
quickly reach the conclusion that the two classes are 
almost indistinguishable? The man who enters a factory 
and performs a certain service for a certain wage thinks 

himself as an employe and puts himself definitely in 
that class, hut lie has not made anything in that factory 
ibat he can take away with him for his own persona!

use or to supply the needs of his family. He has prob
ably made only a small part, which when added to a 
great many other small parts made by other workers 
will become a finished product, which quite possibly 
will be shipped to some distant point and not even be 
used ,in the locality where it was made. In the making 
of that small part, this man is an employe, but in all 
the other industrial relationships of life he is an employer. 
He boards a street car, and the payment of his fare 
really constitutes his employment of the street car, com
pany, the men at the power plant and the motorman and 
conductor to transport him to his destination. He buys 
a pair of shoes and by doing so has employed the work
men who made those shoes, the manager who has directed 
the work, the transportation agencies which brought them 
to the particular point, the merchant who had them hr 
his stock and the clerk who fitted them to his feet. With
out that employment by him and others like him, these 
shoes would not have been made. If the shoe workers, 
the railroad employes and others whose services he has 
used in producing for him that pair of shoes get high 
wages, then he has to pay more for his shoes.

The real employers of the country, the ones upon whose 
patronage all industry depends, and who by their giving 
or withholding of that patronage determine the rates 
both of wages and of profits, are the final consumers. 
And the great bulk of the consumers of the country are 
people who work for wages. Labor, to a large extent is, 
therefore, labor’s employer. If the workers in any in
dustry are underpaid, all workers are sharing in that 
inequality and exploitation. By the same token, Jf 
workers in some other industry are overpaid, receiving 
monopoly wages and performing less than a fair day’s 
work for those wages, then all workers are being cheated 
and exploited by that particular group of their own 
number.

Right here, there is an economic fallacy that many 
people fall into that I should like to speak about That 
is the belief that if a group of workers slow down upon 
their efforts and so reduce their output, they have in
creased the demand for labor by making necessary the 
employment of more men to do the work. I speak of 
this, not in a spirit of criticism, but because this notion 
is one held in good faith by many workers and because 
nothing could be more detrimental to their own best 
interests. A little thought will make'this clear. If work
ers, by slowing down, compel the employment of a larger 
number to do a given piece of work, and the whge rate 
remains the same, it follows that the labor cost of the 
article produced will be increased to the extent of the 
additional wages paid the extra men. If the article costs 
more to produce, then it must be sold at a higher price, 
and if the price cannot be secured, then the whole pro
duction stops and all of the men are out of a job. If 
some other manufacturer, perhaps in some other country 
where labor receives less wages or is more efficient, cau 
produce that article at less ^ost, then that foreign manu
facturer is the one who secures the world’s markets and 
the one whose workmen have steady employment.

The increase of production cost by restriction of output 
results, therefore, in a restricted market for the article 
produced and perhaps in a destruction of the market 
entirely. On the other hand, what happens if, through 
good management and a high labor efficiency, the cost ol 
producing that article can be decreased/ It can, of 
course, be sold at a lower price. That means that mote 
people are able to buy it and will buy it. The larger 
demand for the article means an increased demand for 
labor to make the article, so that labor efficiency directly 
leads to an increased demand for labor. Also, the lower 
price of articles puts them within the.reach of the work
ers who are able to buy more with their money.

But there is more to it than this. If the manufaetuiei 
makes more of a particular article because of its low
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price and larger market, that means that he must have 
more machinery, more buildings and more materials, and 
his demand for all these things means a demand for 
labor in all the various industries which supply them. 
He is not only aide, therefore, to furnish steady employ
ment and give high wages to his own workmen, but he 
increases the demand* for labor in a great many other 
industries outside of his own.

In a nation where a high degree of efficiency through 
good management and full co-operation on the part of 
employer and employe is secured, there will result, natur
ally, steady employment, high wages and low prices for 
goods. The workers who once opposed labor-saving 
machinery have come to learn that it is their best friend 
and that it has increased rather than diminished the de
mand for labor. The man at any time, either in peace 
or in war, who advises limiting the productive efficiency 
of industry or the nation, is a common enemy, and to the 
worker he is the greatest enemy of all.

Again, it occurs to me that we are much too prone to 
see the mote in the other fellow's eye and to forget the 
beam in our own. Employers of labor should first con
cern themselves with their own conduct and management 
of industry before finding too much fault with the worker. 
The employer who tells his workmen to be- patriotic and 
efficient, but at the same time either wastes the results 
of their labors in poor management or takes advantage 
of his country’s necessity to exact the last ounce of profit, 
is not a good-gitizen. Tn this time of peril, it should be 
the duty of each of us to set his own house in order, to 
search his own heart, and to see that his motives and 
his conduct square with the fundamental principles of 
fairness, justice and patriotism.

If we must think of ourselves as employers and em
ployes, let me suggest a new cleavage1, a new arrangement 
of forces, a new recognition of community of interest. 
Since our war started, there have been many selfish, 
mean, mercenary and unpatriotic employers and business 
men who have taken advantage of the situation for their 
individual profit. Likewise, there have been many in the 
ranks of labor who saw an opportunity to use the situa
tion for the furtherance of their selfish class interests. 
But I am sure you agree with me that the great mass 
of the business men of the nation, and the great majority 
of its workers, are loyal and patriotic; that they are 
eager and anxious to serve the nation in its time of need 
without undue personal gain; that they are willing to 
sacrifice, if need be. to the uttermost in order that our

country’s principles and honor may be vindicated. It is 
unfortunate that the action of comparatively few busi
ness men,should be made the occasion for condemning 
business men as a class. It is likewise unfortunate that 
the action of radical and unpatriotic labor leaders, fol
lowing their personal aims and ambitions, should have 
been used to question the good faith and loyalty of work1 
ers as a class. I believe the time has come for the better 
ejements among the business and employing classes to 
unite with the better elements among the workers to con
demn and put beyond the pale those in both groups whose 
actions are a common menace and a common disgrace. 
Let the fair, progressive and able manager of industry 
and the honest, upright, ambitious and efficient workman 
join forces. Too long we have permitted the unworthy 
(dements among us to have a disproportionate influence 
in industry. Poor management, wastes wealth. Selfish 
and unfair management provokes bitterness and class 
conflict. Likewise, the radical and the demagogue in the 
ranks of labor reduces industrial efficiency, develops 
hostility and bitterness, prevents cooperation, and is a 
common evil to us all. Fairness and efficiency on the 
■part of labor have a common ground upon which to stand, 
and if they will find this ground and recognize their 
mutual interest, our industrial problems, both in peace 
and in war, will be solved.

%
To-day we stand behind our President a united nation. 

A hundred million people have turned their determined 
faces toward the East and are offering to him and to our 
noble Allies all that may lx* necessary in men and in 
material wealth to avenge their wrongs and stamp out 
forever the menace of Prussian militarism. We have 
answered the call of our Allies in no uncertain way, and 
have made prophetic those wonderful lines of Tennyson :

“ Gigantic daughter of the West 
We drink to thee across the flood,
We know thee most, we love thee best,
For art thou not of British blood?
Should war’s mad blast again be blown,
Permit not thou the tyrant powers 
To fight thy Mother here alone,
But let thy broadside roar with ours,
O rise, our strong Atlantic sons,
When war against our freedom springs!
O speak to Europe through your guns,
They can be understood by kings.”
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Committee and Officers’ Reports— Banking Section
Annual Address of the Retiring President, Charles A. Hinsch
To the Members of the American Bankers’ Association and Guests:

Ladies and Gentlemen : In this most momentous year in modern
history, there have been changes whose import we will not fully com
prehend until they have be,on sifted through the fingers of time. What 
we do comprehend is that we are all actors in a tragic drama which 
has been thrust upon us by the greed and ambition of Germany. 
Whether the transition in the world will be for good or ill, we do 
not know. The world of civilization is shaken to its foundations. 
The forces of society, of politics, of business, are working to a solu
tion of the problems that present themselves for consideration, from 
the rule of autocracy to the rule of the people— from the control of 
the few to the control of the many. And all we understand is tiiat 
it is our part to see that in the final evolution we, as a nation, 
survive and thus make secure the opportunity to carry the gospel 
of freedom to the ends of the earth, redeeming with our own future 
the future of those whose power to care for themselves is not so 
great as ours. We began this struggle not on April G, 1917, but on 
July 4, 1770; we fought for it first at Concord and Lexington and 
we will fight for it last, if Providence so wills, when the last armed. 
German has been beaten to the earth.

Not knowing what the future holds for us, but supremely confident 
of the justice and righteousness of our cause, we are gathered here to 
take an accounting— to make an inventory of our achievements and 
our situation in respect to those adjuncts and accessories of war de
fined as financial and economic. We seek this- accounting and this 
inventory in no spirit of vainglory— in no desire for self-congratula
tion, but humbly and prayerfully, that we may better plan the future 
and so organize our resources that we may successfully resist the 
processes of economic waste and disintegration.

The Vice-Presidents o f these sections should be members of the 
Executive Council, and it is proposed that the Constitution be so 
amended.

It is believed that these amendments, if adopted, will lead to team 
work, that has not been possible of accomplishment in the past.

It is also proposed to give the several sections a greater degree of 
latitude in the matter of State and Federal legislation. Under this 
plan, if a difference of opinion exists between two or more syptions as 
to the wisdom or desirability of the passage of pending legislation, 
representatives from these sections are expected to attempt to adjust 
their differences. Failing to accomplish this purpose, they will be 
permitted to take such action in the premises as they may deem ad
visable, and may do so in the name of the section they represent. 
Obviously, if representatives of two or more sections appear before 
Committees in Congress with divergent views, they cannot expect to 
accomplish their purpose.

It is confidently believed, therefore, that this amendment to the 
constitution if adopted will be a potent factor in bringing about an 
amicable adjustment of differences that may exist between the sections.

“  FIELD SERVICE ”
The members of our Association, generally speaking, are not aware 

of the services that we rire prepared to render, and arrangements 
have been perfected by which The American Bankers’ Association 
will be represented hereafter at the annual conventions of the various 
State Bankers’ Association throughout the nation, by some one who can 
speak with authority and who has a knowledge of the aims and poli
cies of the Association. For this purpose the officers, members of 
the Administrative Committee and heads of Departments, will l>e 
drafted for Field Service.

AMERICAN BANKERS’ ASSOCIATION OFFICE CONFERENCES

The American Bankers’ Association enlisted for the war on April G, 
1917, and it hafc been fighting ever since. It is going lo keep "on 
fighting, not to the last dollar, but to the last unit of credit that our 
superb banking organization can provide.

We hereby reaffirm and renew our pledge of loyalty to the' President, 
and rededicate our lives and fortunes to the attainment of a victorious 
peace. No peace that Germany will approve will satisfy America, we 
must not conclude a .negotiated peace, nothing should be considered 
but -an unconditional surrender. This war cannot, must not end 
until the menace of the Hun is removed for all time.

LIBERTY BONDS AND WAR SAVINGS STAMPS
The banks of the nation have patriotically responded to the call for 

service, and have been potent factors in marketing ten billions of 
Liberty Bonds. In response to the call of Mr. Vanderlip, The Amer
ican Bankers’ Association undertook the task of enrolling the banks 
as selling agents for the sale of War Savings Stamps ami Thrift 
Stamps.

For five months the Association conducted a bureau in Washington 
for this purpose and eighteen thousand banks were enrolled in this 
service. At least, seven thousand additional banks'1 agreed to sell 
these securities, but declined to qualify as agents.

This is the greatest thrift campaign ever inaugurated and will have 
far-reaching effects. The habit of thrift once contracted will not 
readily be surrendered, and it is to be hoped that this movement will 
result in converting a nation of spenders into a nation of savers.

Never in the forty live years of its existence has The American 
Bankers’ Association been so well equipped for great service as now.

MEMBERSHIP

The membership of tin* Association is now 19,043, a gain of l,71o 
members for the year. That point has now l»een reached where we 
may truthfully say that the banks of the country need the Asso
ciation fully as much as the Association needs the banks. If the 
l>est interests of the .banking fraternity are to • lie served and the 
nation is to be given the most effective banking service, the banks 
must stand together, work together and strive for common ends. Never 
was unity of purpose so necessary. Never was cooperation so impera
tive as now. Nothing can resist the dynamic force of cooperation 
properly directed.

EFFICIENCY AND SERVICE
The demand of the hour is for efficiency in every line of endeavor, 

in’ service to the nation, to our allies, and to those with whom we come 
in touch in industrial pursuits.

In harmony with this spirit The American Bankers’ Association in 
its desire to render the greatest possible degree of efficient service 
to its membership, will present to you through its Committee on Co
ordination of Activities, a number of amendments to the constitution, 
constructive in character, which, if adopted, we believe will result in 
a greater degree o f cooperation among the several sections of the 
Association, and a coordination of the activities of the various State 
Associations with The American Bankers’ Association.

At the present time the Administrative Committee of the Association 
consists of the President, Vice-President, Ex-President and two mem
bers selected from the Executive Council. It is now proposed to add 
to the Committee the Presidents of the four sections typifying the 
different classes of banking, viz. : National, State, Savings and Trust.

In this way the heads of these several sections will participate in 
administering the affairs of the Association and they will thus Ik* 
brought in close touch with the aims and policies of the Association 
as a whole, which will insure a coordination of effort, and unity of 
purpose, highly beneficial to the* memlK*rship.

Office conferences have been held at stated periods during the year 
by the Officers and Department Heads in the general offices of the 
Association, resulting in an exchange of ideas, and a coordinathm of 
effort highly beneficial to the Association.

0 APPRECIATION
It seems appropriate that I should at this time give* expression to 

the deep sense of appreciation I feel for the loyal support am] hearty 
cooperation extended me by the members of the Administrative Com
mittee, Officers of tiie Association, heads of departments and, in fact, 
all identified with the activities of the General Office.

They have all responded cheerfully to the call for service during the 
most trying period lh<* Association has ever experienced.

JOURNAL

The future policy of the publicity organ of tin* Association.- known 
as the Journal, has been tin* subject of considerable thought and 
discussion. It. is believed that the membership would appreciate the 
publication of a weekly bulletin or magazine presenting terse, up-to- 
date information on subjects in which the bankers of the nation are 
interested.

Such a publication, however, would entail considerable expense, 
and in consideration <>f litis subject it was deemed advisable to re
spond to the insistent demand that has l>een made for advertising 
space in our publication. This proposition received the most unani
mous approval of the Executive Council at the recent meeting held at 
Hot Springs. The revenue derived therefrom will enable the Asso
ciation to publish a weekly bulletin.

Considerable discussion has taken place from time to time, relative 
to moving the general offices to Washington. This subject was con
sidered by the Committee on Co-ordination, who deemed it inadvisable, 
at this time, to recommend the proposed change.

The Committee will, however, recommend to you that the Association 
establish an office 'and maintain a representative in Washington, which 
will enable it to keep in close touch with the Federal Reserve Board. 
Treasury Department and pending legislation affecting the banking 
interests.

These changes and developments, with suggestions of minor impor
tance, should place the Association in such a position that membership 
in it will be indispensable to the banker who wishes to keep abreast 
of the times, and discharge his full duty to himself and his rum- 
muni ty. The aim is to give The American Bankers’ Association the 
equipment necessary to serve all the needs of its members.

FIDELITY AND BURGLARY INSURANCE

There has been an insistent demand for a number of years that 
consideration be given to the question of organizing a company within 
the membership of The American Bankers’ Association, devoted to 
the writing of Fidelity and Burglary Insurance for member banks, 
this demand being the product o f the belief that the rates now charged 
by the old line companies are out of harmony with the risk assumed.

At the Atlantic City Convention a special Committee was authorized 
to consider this subject. The Committee devoted considerable time to 
the preparation of data, which was presented at the Spring Meeting, 
with the recommendation that the Executive Council take favorable 
action in advocating the organization o f an Insurance Company along 
the lines suggested. The Executive Council approved the suggestion 
and the proposition will be presented to you at this meeting for final 
action.

It is the belief of the Committee that a Company organized along 
the lines suggested, under proper management, can extend rates mate
rially lower than those now charged, and at the same time pay 

reasonable dividends upon the capital invested. It is’ distinctly under-
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»tood that if the Company is organized, it will not adopt a title that 
will indicate that The American Hankers’ Association is either 
directly or indirectly identified with the movement. If the Company 
is launched, The American Hankers’ Association will not have any 
financial interest In the enterprise, nor any voice In its management, 
and will therefore not in any way he responsible for its future.

FEDERAL RESERVE CAMPAIGN COMMITTEE
The American Hankers’ Association in June, 1917, was Instrumental 

in securing the x>assage of amendments to the Federal Reserve Act 
designed to meet ail the objection^ which had been raised by State 
Hanks to membership in the Federal Reserve System.

In recognition of the necessity of mobilizing the financial resources 
of the Nation, to enable the Government to successfully prosecute the 
war to a victorious conclusion, The American Hankers’ Association 
appoiuted»a Committee to co-operate with the Federal Reserve Hoard, 
and with the officers of Hie several Federal Reserve Hanks, with a 
riew of conducting an educational campaign, having for its object’ the 
bringing into the Federal Reserve System all the eligible non-member
banks.

The Committee has a representative in each Federal Reserve District, 
with authority to appoint assistants in each State in the District.

In addition to the efforts they are making to induce non-member 
banks to join the System, they are also charged with the responsibility 
o f securing the passage of such remedial State legislation as may tie 
necessary to enable the eligible banks to join the System. The results 
attained have been most satisfactory and those identified with directing 
the affairs of the Federal Reserve Hanks have expressed their deep 
appreciation of the .̂services rendered by The American Bankers’ Asso
ciation. I sincerely hope that this Convention will authorize a con
tinuation of this constructive work.

COMMITTEE OF FIVE
The Committee of Five succeeded In securing the passage of legis

lation which it was hoped would enable country banks to obtain 
reasonable remuneration for services rendered. By request of the 
Federal Reserve Board, General Counsel Baton submitted a brief 
•utlining his interpretation of Sections 13 and 10 of the Federal 
Reserve Act as amended. The opinion rendered expressed in the most 
convincing and exhaustive terms, that the Federal Reserve Board 
were obliged under the amendment to fix and allow reasonable service 
charges to Member banks, but having received an adverse opinion 
from the Attorney General, the Board lias refused to allow the 
service charge.

THE AGRICULTURAL COMMISSION%
The Agricultural Commission under the leadership of its efficient 

Chairman, lias rendered potential aid In stimulating an increased 
supply of farm products.

The Banker-Farmer, official publication of the Commission, has 
taken a front rank among the magazines devoted to farm topics, and 
has been signally recognized by the United .States Department of 
Agriculture during the past year. .

This important Committee should lte made a permanent standing 
committee of the Convention, and the Chairman u member of the 
Executive Council, ami an amendment to the Constitution in harmony 
with this thought will be submitted for your decision.

MEXICO* , ' .

The attention of the Association has been directed to the unfortunate 
aondltiong existing in Mexico, especially to the confiscatory provisions 
of the new Constitution adopted by the Republic.

This situation has been the.occasion of several conferences and con
siderable correspondence between the oflieials of your Association, 
parties directly interested, and the State Department.

American citizens and interests have been shamefully treated, but 
we hope that through the good offices of the State Department, an 
amicable adjustment may be effected through diplomatic channels.

Mexico will doubtless finally realize that we have no ulterior motives : 
and that we sincerely desire to be of material benefit in assisting her 
to solve her internal problems.

AMERICAN TRADE ACCEPTANCE COUNCIL

In recognition of the necessity of conserving and utilizing the credit 
facilities provided by the Federal Reserve Act, the American Bankers’ 
Association in co-operation with the United States Chamber of Com
merce, National Association of Credit Men and National Association 
of Manufacturers, formed a joint Committee known as the American 
Trade Acceptance Council. This organization has conducted an inten
sive campaign o f education during the past year, calling attention to 
the advantage and necessity of converting open book accounts into 
liquid credit instruments known as Trade Acceptances, and the results 
attained have been most gratifying.

CO-OPERATION

Freed from the restraints imposed by law and the Interstate Com
merce Commission, the railroads have increased their carrying power; 
under the trained command of business men, ships are being launched 
and munitions are being produced. The Government has called in 
business men to conduct the multifarious enterprises connected with 
war. The Government, instead of restraining business, is now encour
aging it to speed up the war. May we not hope for a continuation 
of this spirit of co-operation lie tween the Government and business at 
the conclusion of the war?

However, out of the chaos into which the nation was plunged, is 
coming the semblance of order. Americans are following their natural 
creative bent. They are working for new ends— to create an industrial 
machine behind the war machine-—and from new motives— to produce, 
what is needed, for the joy of it as well as the necessity.

It is all intensely democratic in its spirit and in its desire to serve 
for the common good. The draft is democratic— the Liberty Loans 
are democratic. The conservation of food is democratic. At every 
turn the test, to he applied is not whether any single act is the result 
vf the exercise of centralized authority, hut whether it indicates the

will of the people. Democracy is ascendant in the minds of men. A 
note of partisanship has a jarring sound. It makes a discord in the 
effort for social harmony.

In this great drive for order iu the world— for the elimination of 
every shred and remnant of autocracy, the great organizations of 
business men are working in co-operation. On these organizations rests 
the responsibility of leadership. To their Ingenuity we look for the 
plans that will bring social peace and satisfaction. To these composite 
representatives of action we must look for the initiation of the move 
ments and the execution o f the works that will make this nation 
worthy of its destiny.

It is most fortunate that in these circumstances The American 
Bankers’ Association has stepped out of its isolation and has joined 
hands with the Chamber o f Commerce of the United States, with the 
National Association of Manufacturers, with the National Association 
of Credit Men, with the Foreign Trade Council and with the Inter
national High Commission, in the development o f enterprises and ideas 
which give promise of general advantage.. Each of these organizations 
has a special field, but they have as their common purpose the winning 
of the war, the progress of the country and the promotion o f anything 
and everything that makes for prosperity and happiness.

Joint committees are working out ideas on particular subjects. Your 
president has been honored by presiding over, the Finance Sections of 
the meetings o f the Chamber of Commerce and the Foreign Trade 
Council. With other organizations, of more specialized nature— The 
League to Enforce Peace, the National Security League and Tho
National Association o f Owners of Railroad Securities, for instance__
we are in co-operation and the Association has been represented at 
many meetings for the consideration o f National problems.

NON-PARTISAN LEAGUE
The extreme manifestation of social unrest Is found iu the no-ealled 

Non-Partisan League. Price-fixing is now one o f the most alluring 
arguments of its advance agents. Appealing to the farmers’ normal 
prejudices, against the supposed exploiters o f his toil, the agents point 
convincingly to the fact that the price of his wheat has been fixed, 
but the price o f cotton and oil has not. The war, they declare, has 
been made in the interests o f predatory wealth and profiteers, so why 
not beat the enemies of honest toil by paying Mr. Townley $14.00 and 
joining the I>eague for two years?

The avowed purpose of this organization, now strong in sixteen 
States, is political control by a class for a class, and oo-oi>erative 
selling and buying. They already control many newspaper* and they 
propose running stores, elevators, banks and courts.

They are too shrewd to attempt to launch a new political party, 
their scheme is to secure control of the dominant political party of 
the city, county and State where they are operating; with the millions 
at their disposal, this plan lias been easy of accomplishment, and they 
are practically In control o f the State of North Dakota. This move
ment should be curbed before it assumes the proportions of h prairie 
fire.

NATIONAL SPIRIT

Against these various manifestations of discontent and determination 
for social and economic change, there are evidences of intelligence, 
loyalty and devotion which are reassuring. To the men of the drafted 
army and all others, we may turn iu the confident expectation of finding 
democracy o f purpose. In attending eighteen State Conventions of 
bankers, I found opportunities to visit several of the concentration 
camps and aviation fields. At all o f them there was displayed the same 
sturdy Americanism, t lie same enthusiasm, t lie same devotion to 
country that is exemplified in every dispatch from the battlefields of 
Europe.

SELECTIVE DRAFT

The selective draft act—-that miracle of legislation, in its application 
to all classes, has given us an army superior in intellect. Initiative 
courage and physical strength. . '

UNIVERSAL MILITARY TRAINING
Universal military training has won approval because its influence 

must: inevitably be democratizing. But universal military training Is 
a* inevitably joined to the question o f social unrest as the question 
of social unrest is joined to the plans and prosi>eets of the Non-Partisan 
league which is a manifestation o f it. Commercial expansion and in
dustrial growth depend on the training of our young men as much as 
on our financial strength. These young men will receive from miiitarx 
training a new sense of the meaning and obligations of citizenship: 
they must have the physical and intellectual preparation for service 
to the country and those' o f alien birth must have a common participa
tion in public duties and share the common pride in our national 
achievements. Once that lias been done, movements like that o f the 
Non-Partisan League, as menacing as it K  will \H, merged in a democ
racy of- purpose and patriotism.

DEMOBILIZATION
Wlwu our young men return from thy baii.leticids of Enrol**, tin 

will have something to say about the conduct of those of us-who Inn 
stayed at home. They will be privileged to ask us what we have dot 
to place ourselves as nearly as possible with them on the same lev 
of sacrifice and suffering. They arc privileged to make the denial 
and have an honest answer. What will they say to those who, 1 
reason of the sacrifice and suffering of Hie men at the front, Inn 
gained power or wealth through profit or have secured unearned wag< 
!>> threatening to make the sacrifices and suffering more intense?

To these men we owe an accounting, and it may not be satisfaetoi 
to them it it is not based on honest intention to make this count) 
contented and prosperous. Their future is a part of the whole va 
problem. To some extent the younger ones may be compensated f< 
their services by education at the Government’ s expense. That is 
partial solution, but there lies further opportunity for study and i 
application of the knowledge of our greatest educators and vocation 
experts. The influence of the decision as to these men’s future on ot 
social and industrial status, may be momentous. The demobilization 
the great armies we are gathering may be a greater task thaD the 
mobilization. From whatever angle we approach the subject of w- 
<‘ind after the war,”  we encounter the same questions.
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MERCHANT MARINE

Linked up inseparably with both these questions is that o f our mer
chant marine. Forced at last by the grim necessity of war, we are 
producing tonnage at an unprecedented rate. When the war is over 
these ships, however owned, must be profitably employed.

But construction o f ships is not the whole thing; unless there is 
due provision for the operation of these ships on the competitive basis 
under American ownership, the American flag will disappear and we 
shall be in the position of building ships for other nations to operate. 
But it is, of course, highly desirable that their operation as well as 
their construction should l>e American. The revenue from their mer
chant marine has been one of the large factors of British income for 
years.

There were three or four factors which absorbed the bulk of our 
favorable export balance prior to the war. One was interest on capital 
advances which Europe had made in this country, one was expendi
tures by American travelers in Europe, one was remittances by immi
grants to their families in Europe, and one— a very substantial one— 
was payment for service of the British and German merchant marine 
and insurance on American goods carried in foreign bottoms.

A well-known authority recently said: “ Without a sound, well- 
endowed system of American shipping, banking and marine insurance, 
the three welded together into one harmonious whole, there can be no 
world's trade for America.”

We of the interior have for generations opposed ship subsidy be
cause we had no Coast cities; forgetting that Coast cities are the 
open gate to and from inland industries.”

We must take stock of our prejudices, in the new light shed upon 
this subject, and we must be prepared to scrap them, if necessary, 
as we would scrap worn-out machinery.”

Many of the restrictive features of the Seaman’s Act should be 
repealed, and the Shipping Board should bo given broad discretionary 
lowers, with the view of placing the shipping interests of America 
on as favorable a basis as that of other nations.

In 1914 cur world trade amounted to .$3,800,000,000. about $40.00 
per capita. American ships carried only 9%  per cent, of it. Chairman 
Hurley, of the Shipping Board, said recently: “  With something like 
25,000,000 tons of shipping to be employed within two years, the United 
States Shipping Board feels that it is none too early to look around 
for cargoes, both in tins country and abroad.”

FOREIGN TRADE
1 hen be added that “ ships will be of little use when peace comes, 

unless the American business man has by that time learned to think 
in terms of ships and world trade. lie  must learn to regard tin* 
whole world as ids market.”

“  Tins will mean more than selling factory goods to foreign custom
ers. Foreign countries have raw materials and finished products to 
exchange with us. He must learn to swap jack-knives without trying 
to keep both knives.”

“  The American manufacturer must run his factory with a view 
to utilizing the raw materials of other countries, thus aiding in their 
development. We must learn to develop other countries by investing 
our money in them, laying a basis for trade as the English and Germans 
have done.”

'i he passage of the Webb-Pomerene bill permitting combinations 
in connection with foreign trade, and tlie evolution of the Federal 
Reserve System, are both factors that will aid tremendously in devel
oping foreign trade connections. It has been suggested that a com
mercial attache be established in each of our foreign consulates, or 
possibly the appointment of higher class men as foreign consuls, with 
more training, who could possibly organize a commercial bureau for 
the benefit of America’ s trade abroad. Accurate information about for
eign trade conditions and government co-operation in meeting them, 
would certainly !<o of great benefit.

FEDERAL RESERVE SYSTEM
The banking business is not immune to these changes that are taking 

place before our eyes. Now and then we thank Providence for the 
reserve system. It lias been the salvation o f the country. When all 
the forces of transportation, industry and agriculture had to be 
stimulated, reconstructed and reorganized, when citizens had to bo 
turned into soldiers over night, we have been spared the need of revis
ing our banking system.

The Federal Reserve Act has provided the facilities for the opening 
of new fields, the opportunity for developing foreign business, the 
certainties that have succeeded the uncertainties, and the numerous 
advantages without which it would be impossible for us even to think 
of competing in world market's.

NEW ERA.
1 he new era for business is not going to begin when the war ends—  

it has already begun. It began when the war began, even for us. 
Commerce and production are the aims of the nations and 
commercial domination lias been the aim and purpose of Germany. 
Peace as the result of military adjustments might be simple, but 
peace as the result of the settlement of commercial differences and 
spheres of control will be difficult or impossible without a military 
victory. Every discussion of possible terms of peace makes still clearer 
Germany’s purpose to retain the foundation of her commercial power, 
which goes hand in hand with her military power, so that, if she is 
to cease to be a menace to the peace of the world, Germany must be 
overcome commercially as well as militarily. The .single alternative is 
that slie be so placed and give such guarantees, if that is possible, for 
a nation with no sense of respect for a solemn treaty, that site may 
be accepted again as a inemlier o f tin* league of nations.

COMMERCIAL AND INDUSTRIAL EXPANSION
This country stands, then, firmly committed to a great policy of 

commercial and industrial expansion, if not as a matter of desire, 
then as a matter of necessity. It is as inevitable as it was that we 
wonid become participants in the war, whether we wanted to or not. 
If this Is not our policy, we must admit we are willing to surrender 
our position in the world and lapse into the state of a second-rate and 
decadent nation.

The maintenance of this position demands of us an assembling of 
our forces and a co-ordination of our efforts not only as great but even 
greater than has been made necessary by the war. In this scheme 
the Government looms large as the influence which alone can give us 
the compact organization necessary to meet the competition of other 
nations organized down to the last refinement of efficiency.

RAILROADS
A few years ago none of us would have believed that such an outcome 

would be possible. We would have scoffed at the idea of this Gov
ernment’s appearing as the conductor or director of, or participant In, 
business of all kiuds. But here we are—-all in agreement that never 
again can we go back to the old method of conducting the railroads 
and only wondering how we can reach the solution of the problem 
without Government ownership and operation. *

Public sentiment as to the rfiilroads has been largely the product 
of appeal to passion and prejudice. Demagogues have capitalized and 
nursed hatred of the roads.

A reliable authority states that the whole equipment for transporta
tion is ten years behind the times. Why? Because the Interstate 
Commerce Commission has forbidden the roads during that period of 
time to charge just and fair rates for their product, tracks, locomo
tives and ears have been steadily wearing out and there have been 
no adequate funds to replace them. This has sapped railroad credit, 
and at no time in the last ten years have the roads been able to raise 
sufficient funds to keep their equipment abreast of the times. This 
has produced not only physical discomfort to the business world 
through hampered transportation facilities, but has had a more far- 
reaching effect upon the country’s prosperity.

GOVERNMENT CONTROL
Under the circumstances, it is indeed fortunate for the railroads that 

the Government has undertaken to direct their activities during the 
period of the war, and it is to be hoped that as a product of this 
experience, a policy will crystallize which will place the railroads in 
a sound economic position.

The banks o f the nation are vitally interested in the future of the 
railroads and are anticipating the consummation of contracts with the 
United States Railroad Administration, which will be in harmony with 
the assurance of the President when the properties were taken .over, 
that the stockholders could rely on receiving a square deal from the 
Government. I lie railroads would thus lie placed in a position where 
they could count with absolute certainty upon the amount of revenue 
available for the payment of dividends and other fixed charges. The 
recent advance in freight and passenger rates was convincing proof 
that the railroads were justified in the demands they have made during 
the past several years for an advance in rates.

COORDINATION
The Government, by common consent, is looked to as the guiding 

influence in business, but if it is to guide competently, it must hav<* 
wisdom in counsel and supply a form of leadership or direction which, 
through an understanding of it, is in sympathy with business.

What is transpiring in this country seems also to have been hap
pening elsewhere. England, for instance, has ceased to be a commer
cial battleground of freely competing manufacturers and merchants. 
It has become a single workshop, whose various activities have been co
ordinated 9either through voluntary cooperation or by order of business 
men in government positions, backed by laws. One estimate places 
the number of such men in positions o f authority over business at 
two hundred thousand.

That is a position which is rapidly l>eing attained in this country, 
if, indeed, we have not already reached it. The government, we say. 
is in control for the necessary purpose of winning the war, but the 
winning of the war depends on industrial organization. The conclu
sion comes inevitably that what will wiu the war will also win the 
“  war after the war.”  Therefore, for this later undertaking, we 
must have the same coordination o f effort, the same strong directing 
authority, which must be above the suspicion of selfish motives, and 
the same combination and standardization for the sake of economy and 
efficiency.

The problem of the business world, in view of the tendencies of the 
times, is such utilization of centralized direction as well be beneficial 
to business. The problem of government is such a directing influence 
over business as well be beneficial to the country. In this there is com
munity o f interest rather than conflict. In any event, it is the situa
tion that confronts us whether we like it or not; it will continue to 
confront us for the period of the war and some months thereafter.

In this connection a further demonstration of the tendency toward 
government direction is found in the Capital Issues Committee and 
the War Finance Corporation. These were frankly organized for war 
purposes, but already they have found opportunities for service and 
action rather different from anything that was originally intended. 
Chiefly they have shown the possibilities that may be attained by banks 
organized for service.

BRITISH TRADE CORPORATION
Prophecy is idle, but in looking over these enterprises, we art* re

minded that England has gone riluch farther. The British Trade Cor
poration, with an authorized capital of $50,000,000, was incorporated 
under royal charter over a year ago. This corporation is the author
ized agent of the Government and may act for the Government when
ever the latter desires that “  British capital shall participate in finan
cial operations and requires an agent for the representation of 
British interests so far as relates to trade or finance.”

The Trade Corporation insures credits, and so makes possible longer 
credits to foreign buyers of British goods; it gives financial support 
to British enterprise in any parr of the world; it finances inventions 
and inventors, and through its commercial intelligence department 
provides information as to trade opportunities and finances them. Its 
purpose is not particularly to make profit for itself but to increase 
industry and commerce and so make profit possible.

Thus, England is preparing for world business. Our experience 
in point of trade necessity parallels England’s. Wo are in fact 

traveling the same road and in many ways are applying similar methods
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In an effort to reach the same destination. The life of our War 
Finance Corporation is fixed. Our railroads are under government 
direction for the term of the war and twenty-one months thereafter. 
It. was the same in England originally, but a few months ago the 
Chairman of the British Committee on Trade and Industrial Recon
struction advised the public that the same control would have to 
be submitted .to after the w'ar ends.

None of these questions can Ik: considered independently. Every 
single line of activity runs into all the others. Every question is tied 
up with all the others— questions of banking, financing, transporta
tion by land and sea and''by lake, river and canal as well, questions 
of industrial and agricultural production, of wages, efficiency, of 
vociaI content and social unrest, and the still subtler questions .con
cerned with the health, vigor, education and morality of the people-— 
all are linked up together.

So it is that we cannot conduct the war without also conducting 
“ the war after the. war.’ ’ It is not permitted that we live only 
for the day. Prudence demands that the work of this week and this 
month i>e so ordered that the work of next week and next month be 
developed rationally and normally. Whatever our inclinations, we
find ourselves inevitably looking forward.

NON-ESS ENTIALS
We sec?, therefore, that in our zeal for war essentials, we must not 

wholly destroy what are loosely classed as non-essentials. These must 
be curtailed; they must la; compelled to mark time, but only tbe 
direst nef*d would justify their destruction. A secure foundation must 
be left under them or the future will be freighted with distress and 
disaster.

In discussing this subject, a well-known authority said:
“ There should be no permanent dismantling of any substantial 

phases of America’s business activities.
“ They will all, even the now so-called non-essentials, be required 

again in an increasing degree to meet the world’s new needs as 
conditions after the war gradually return to normal. In the corning 
peace, just as in the present war, America will be called upon for 
greater service to the world than ever before.

“  We who are so largely responsible for the business welfare of 
the country, should, both from motives of patriotism and also of 
faithfulness to our business stewardship, see to it that when the war 
is victoriously ended. America shall stand financially stronger and 
sounder in every way than ever before to meet the world needs to 
which it will be her duty to minister. We. must not let war weaken 
us, but rather strengthen us, to carry on the great salvage of civiliza
tion to which we have devoted ourselves.”
..Upon the banker rests a grave responsibility in this trying hour and
the future welfare of our country depends largely upon the ability of 
ihe banker to convince bis patrons of the necessity of abstaining from 
a declaration of large dividends. Abnormal protits should he used in 
the liquidation of outstanding bonds and fixed or floating indebtedness, 
liberal depreciation reserves should be set up covering plant, machinery 
and inventories.

Rankers can i*e largely instrumental in the adoption o f ' efficient 
methods o f cost accounting and should insist upon receiving financial 
statements audited by certified accountants. ‘

If lliese policies are. adopted the business of the Nation will be 
placed high plane of efficiency and we can then hope to compete
successfully for our full share of the trade of Ha* world, as we will 
be prepared for any eventuality.

CONFIDENCE IN FUTURE
In the face of all the difficulties that confront us. our hope merges 

into confidence. We are privileged to contrast our creative genius 
with the destructive mania of the Hun. We are setting freedom on a 
pinnacle and burying slavery deep in a dugout. We are releasing the 
energies of the world for service and stamping out >ower for greed 
and selfishness. We are putting autocracy down, but we have still to 
set democracy up. Until that lias been accomplished, tin* struggle 
will go on indefinitely, sometimes chi blood-soaked battlefields where 
armed forces clash, but oftener in th<‘ social ranks where the weapons 
will 1m> ideas.

It is our privilege to live in the most eventful «*iji <>f the world's 
history.

What a wonderful opportunity for the development of our national 
spirit, for service, for sacrifice, for achievement, and to prove 
ourselves worthy of the lofty ideals cherished by our forefathers.

Wo have emerged from our policy o f isolation, and have assumed a
new relationship in the family of Nations. America has proven . tt) 
mankind that we are not the sordid, mercenary people we have been 
pictured. I am proud of the role that has been assumed by the banks 
of the Nation, they have given ample evidence of their willingness to 
serve in this great cause, without hope or expectation of reward. 
America has a great mission to i>erform, with the advent of peace, in
the reconstruction period to foflow. It will fall to our lot to bind
up the wounds o f mankind, to assuage the grief of the l>ereaved and 
afflicted, to feed the hungry, clothe the naked, house the homeless. 
Problems will be presented for solution that will tax our ingenuity and 
skill to the uttermost. We must give sober thought to these changed 
conditions, lest we find ourselves as poorly prepared for peace as we 
were for war. We will tie brought face to face with situations requir
ing business sagacity and humanitarianism, with opportunity for com
mercial and financial achievement unparalleled in the world’s history.

If there is to be victory in this latter struggle, there must be 
leadership— learership in business and industry— leadership in politics, 
leadership by men without fear, who will not be influenced by favor—  
by men not representative of party or faction, but firm in their 
allegiance to the highest ideals of ,the republic.

Annual Report of the General Secretary, Fred. E. Farnsworth
New York City, September 1, 1918. 

To the Amei'ican Bankers' Association.
Gentlemen : As required by the constitution. I submit herewith a 

general report of my administration as General Secretary of the 
American Bankers’ Association during the fiscal year commencing Sep
tember 1, 1917, and ending August 31, 1918.

The year that has just passed, the eleventh of my connection with
the Association, has been the busiest and at the same time the most
fruitful year of its existence. Many new problems have arisen which 
in their solution have demanded the utmost care and diplomacy on 
the part of your executive officers. Thanks to their efforts, the Asso
ciation today is stronger and its prestige higher than ever before in 
its history.

Before proceeding with an extended description of the Association’ s 
activities, it seems appropriate to give credit where credit is due. 
In the conduct of the affairs of the Association during the past year 
no man has shown a keener insight into the details of its working 
machinery, a broader appreciation of its problems and a greater 
capacity for the executive direction of the organization than President
Charles A. Hinsch. From first to last he has been in close touch with
every single factor entering into the marvellous'growth of the Associa
tion during The past year, and to him should I*e awarded the greatest 
measure of credit for the constructive policies which have been shaping 
Themselves for the future guidance and progress of the American 
Bankers’ Association.

In reeviewing the work of the General Secretary’s office I shall touch 
very briefly on those matters which are of a purely routine. nature, 
dwelling only on those which are sufficiently unusual to require more 
than a casual mention. It must not be inferred that because only a 
short reference is made to some department or committee that it is 
any reflection on tlie importance of the work done. All of the 
manifold activities of the Association are important and all merit com
mendation for work well ]>erfornied, for on the extent to which they 
function harmoniously and co-operate with one another depends the 
orderly conduct of the Association’s business.

EXECUTIVE COUNCIL

The Executive Council held its Spring Meeting at Hot Springs, 
Ark., May 9, 10 and 11. There were only sixteen absentees, and the 
character of the work accomplished shows conclusively that these 
meetings are worth while and promote the efficiency of the Association’s 
operations. An outline of the transactions of the Spring Meeting was 
published in the Joiknai, for June.

When the new Council meets as constituted at present for organi
zation after the adjournment of this convention it will comprise 32 
members in the one-year class,1 30 in the two-year class, 33 in the 
three-year class and 10 ex-officio, making a total of 117. This is an 
increase of 9 since last year.

If the .three proposed amendments to the Constitution relating to 
Article 5, Section 2, wherein H be membership of the Executive Council 
will he affected, are adopted the following members ex-officio will be 
added:

Second Vice President A. B. A . . . . . . . ......................................................  1
Vice President. Clearing House Section........................................................ 1
Vice President American Institute of Banking Section........................  i
Vice President State Secretaries Section...................................................... 1
Chairman Currency Commission.......................... ; ......................................... 1
Chairman Agricultural Commission................. ............................................. 1

e
With the above ■uuuiJier added there will bo a total ex-officio mem

bership of 22 and it grand total of membership on tlie Council of 123.
Tentative elections were made for membership on the Executive 

Council by. California, Kansas and Missouri, but a sufficient number 
of members was not secured by August 31 In order to enable those 
elected to qualify.

SECTIONS AND COMMITTEES

Of equal importance with the work of the Executive Council is that 
of the several Sections of the Association and the numerous com
mittees., Inasmuch as every one of these bodies renders a detailed 
report to the convention, in some form or another, it seem? unneces
sary to elaborate on their activities here. It is proper, however, to 
state that the Sections are all making satisfactory progress and are 
co-operating heartily with the parent organization in till that concerns 
the general welfare of the Association. During the past year stei»> 
have -.'been taken to the end that there1 shall be no conflict of interests 
between Sections, and if this convention sees lit to pass the proposed 
amendment to the constitution, making the Section Presidents mem
bers of the Administrative Committee, I am sure the working force of 
the Sections will constitute a more homogeneous, more closely cor
related whole than ever before.

So far as the committees are concerned, it would be unfair to 
single out any for special mention, where all have done so well. It 
has been a busy year for all of them4 and their accomplishments have 
been brought to the attention of the members many times.

This lias been a most unusual year from tbe standpoint of com
mittees and committee work. In addition to tDo regular standing 
committees, as provided for in tbe Constitution, and with the special 
committees appointed at the Atlantic City Convention by tbe Associa
tion, President Hinsch has ever been, alert in appointing special com
mittees during the year, where their services were required and de
manded, t<> take up special work of importance. As an evidence 
of this unusual activity, it is only necessary to point to the fact 
that during the week of the convention the regular schedule of meetings 
shows there are sixty-five sessions. President Hinsch lias also ap
pointed, between the sessions of The Executive Council and Annua. 
Convention, many delegates to represent the Association at confer
ences and conventions of important commercial organizations through
out the country.

The Agricultural Commission has been of splendid assistance to the 
farmers in this time of crisis. The labors of the Protective Committee, 
which acts in conjunction with the Protective Department, appear iiji 
the excellent record of protection against criminal operations furnished 
to Association members. This is a feature which is worth everything 
it costs and which has brought many expressions of approval and 
strong endorsement, not only of the work of the Protective Committee 
and Department, but also of the William J. Burns International 
Detective Agency. Inc. The report of Hie Burns Agency, which is
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under contract to handle the investigation work, appears every year 
in the printed book of proceedings and is worth the attention of every 
member.

The Currency Commission is an important body which fo|t some time 
past has not been called upon for any active work, but it is always 
ready for duty nevertheless and its retention for possible service seems 
to be well advised. Both legislative committees, Federal and State, 
have done efficient work, acting in conjunction with the General 
Counsel. The Insurance Committee lias just brought out a now? copy
right burglary and robbery policy, which was published in the last 
issue of the Journal, and which should be consulted very carefully 
by the members. The committee has lost the services of >its former 
very efficient secretary, B. A. Ruffin, and in the interim Manager L. 
W. Gammon o f the Protective Department has been acting as Secre
tary.

DEPARTMENTS
The normal efficiency of the departments carrying on the routine 

business of the Association has been considerably increased by the 
interchange of views secured through regular meetings of (lie Office 
Conference.

To General Counsel Paton. Assistant Secretary Fitzwilson, the sev
eral heads of departments, the secretaries of sections and in fact the 
entire clerical force of the general offices, my thanks are due for faith
ful and loyal service at all times. - ■

No further additions have been made to the office space, which com
prises the entire twelfth floor of the Hanover Bank Building at 5 
Nassau street, New York, and whatever additional facilities our 
growth has required have been provided by the utilization of existing 
room. The conveniences of the general ottices, including the use of 
stenographers, the library, etc., are all at the disposal of members 
who may be visiting in New York and who are not only cordially 
invited, but urged, to call at the offices and inspect the working 
machinery of the organization.

THE JOURNAL
During the pfst year two events of importance have taken place in 

connection with your official publication, T he  Journal of the Ameri
can Bankers ’ A ssociation: First, the elimination of the “ B ulletin”  
section and with it the subscription arrangement with the Institute: 
and secondly, the Unanimous decision of your Executive Council 
directing the Journal to publish paid advertising. The elimination 
>>f the 'Bulletin meant at the outset a loss of about 17,000 subscrip
tions, but as these were given at about half the actual cost of 
producing the publication it meant a saving to the Journal of one 
dollar for every dollar of subscriptions cancelled. Furthermore, sev
eral thousand Institute members have shown their interest in the 
Journal by subscribing for it at the new special Institute rate, which 
just about covers the cost, and today our total circulation is nearly 
20.000 copies a month. The decision to take advertising was reached 
at the Spring Meeting of the Executive Council, and although there 
was little time in which to work, a good beginning was made with 
the July number. It is evident that there is a strong demand for 
advertising space in the Journal and there is no doubt that with 
normal business conditions after the war there are Targe possibilities 
for addina to the Association's revenue through this channel. In the 
meantime, during the fiscal year just closed the expense of publishing 
the; Journal has been less than the amount received from the Associa
tion on account of membership subscriptions, a most unusual feat in 
the publication of any periodical.

TIIE STATE BANKS
'Her.? has been organized during the past year a National Council 

,,f state Banking Associations, composed of representatives of state' 
bankers’ associations in every state. This-., movement apimars to have 
arisen as the result of a desire on the part of the state banks for a 
strong medium of self-expression. So far as your General Secretary 
is aide to ascertain, this National Council does not appear to be in 
conflict with the aims and purposes of the American Bankers Associa
tion. In fact, it is difficult to sec where the objects ‘ sought by the 
new organization could pot just as well be served by the State Bank 
Section of the American Bankers' Association. This Association, cer
tainly has no more loyal supporters than its state bank memlx'rs, who 
•have only to raise their voices in this grand old organization to secure 
for themselves a respectful hearing. In this connection, 1 recommend 
to your careful consideration the proposed amendment to the Con
stitution. upon which you are to act at this convention, making a 
change in the personnel of our chief elective officers so as to give the 
state banks a greater representation.

r o l l  o f  Ho n o r

The general offices of the Association have undertaken to compile 
statistics showing the number of men who have left banking positions 
to enter the nation’s service in the army and navy. For this pur
pose, blanks were sent 1«> all banks in the United States, member 
and non-member, and from .the reports received up to and including 
August 28, 1018, it appears that out of the 4,220 banks making the 
returns, 4,220 have supplied a total of 1.7,422 men. These are divided 
as fellows Army. 13.015. el whom- 1,859 are commissioned officers; 
navy, 2,427, of whom 100 are commissioned officers. The banks' were 
also asked to report the iiames of those who had lost their lives in 
the service, and these names, comprising the bankers’ “ Roll of 
Honor.”  are being published every month in the Journal, together 
with the statistics previously referred to. Thus far, the reports show 
that 411 men have lost their lives in the service. It is a matter of 
regret that a larger number of banks have not complied with our 
request for this information, as it would lie doubly valuable if there 
were a better response.

MEMBERSHIP

At the Spring Meeting o f the Executive Council it jvas decided lo 
inaugurate a campaign for “ Twenty thousand members by August 
31 1918.”  Owing to the fact that there were only three months of 
the fiscal year remaining when the campaign began, the goal aimed 
at was not reached; but nevertheless we closed our fiscal year.

August 31, with 19,043, as compared with 17,32S at the end o f the 
fiscal year 1917, a gain of 1,715. It must be remembered that a 
membership campaign requires careful preparation and takes time to 
get under w ay; hence I regard the gain made as an exceptionally 
fine showing and I am convinced that we have not yet received the 
full benefit of the efforts made during the campaign and that further 
substantial additions to our roll may be expected in the course o f the 
coining year.

Analyzing the increase in membership by states, we find that 
Illinois comes first with 10G new. members, a total o f 1,145; Texas is 
second with 105 new members, a total of 728; Minnesota stands third 
with 104 new members, a total of 675; Nebraska is fourth with 99 
new members, a total o f 658; Iowa is fifth with 98 new members, 
a total of 1,003; South Dakota sixth with 93, new members, a total 
of 419; North Carolina is seventh with 87 new members, a total of 
301; Wisconsin follows with 78 new members, a total of 501; then 
comes Ohio with 57, a total of 765; Indiana with 56, a total of 477; 
Kansas with 49, a total of S69; North Dakota with 47, a total of 
405; Tennessee with 44, a total o f 300; Montana with 43, a total 
of 351, and Oklahoma 43 new members, with a total of 614.

As last year, Illinois stands first in its membership in the Associa
tion with 1,145, New York is second with 1,100, Pennsylvania third 
with 1,011, Iowa fourth with 1,003; Kansas comes fifth with 869; 
Ohio is sixth with 765; Missouri seventh with 746, then follows
Texas with 728, California with 683, Minnesota with 675, Nebraska 
with 658 and Oklahoma with 614.

Alaska enjoys the distinction of having every bank a member of the 
Association; tlie District of Columbia has only one bank not an
A. B. A. member; Nevada only two non-members and Arizona but 
four non-members; Delaware and Rhode Island must supply nine and 
six, respectively, to come within the full-membership column.

The increase in Association membership, through the efforts o f  vari
ous Sections and officials of the Association, by applications known
to have been received through their labors for the fiscal year ending 
August 31, 1918, fourteen new members and over is as follows:

Administrative Committee.................................................   76
State Bank Section, with the assistance of Messrs, C. B. Hazle- 

woOd, .T. VV. Butler, Secretary \V. A. Pliilpott, Jr., and others... 76
II. II. Ostenberg, State Vice President for Nebraska........................ 61
James A. Gray, Jr., President North Carolina Bankers Associa

tion ................................................................  54
John W. Wadden, member Executive Council, South Dakota......... 53
National Bank Section..................................................................................  4S
A. F. Balcli, State Vice President for Iowa.........................................  39
.1. E. Fox, State Vice President for Tennessee..................................... 33
Savings Bank Section.................................................   30
Trust Company Section........................................    8
E. Beissbarth. State Vice President for North D a k o t a . . . . . . . . .  28
Walter Kasten and II. A. Moehlenpah, members Executive 'Coun

cil, Wisconsin, in joint co-operation...................................... .... 28
F. A. Lem me, State Vice President for Minnesota........................ 25
Robert Neill, State Vice President for Arkansas.  ........................ 23
Henry Reis, State Vice President for Indiana................................... 19
George D. Bartlett, Secretary Wisconsin Bankers A ssociation .... 17
D. L. Bell, State Vice President for K e n tu ck y ..............................  17
Kelsey S. Chase, member Executive Council, M in n e s o ta . .. . . . . .  16
W. C. Gordon, member Executive Council, Missouri............................  14

President Ilinsch attended some eighteen Slate Banker Association 
Conventions and instituted a vigorous campaign for new members, 
and is entitled to much credit for the large increase in the member
ship of the Association through his efforts.

The thanks of the Association are due to the Executive Council 
members. State Vice-Presidents, State Association Secretaries and 
others who by their untiring efforts have aided in securing this record 
increase in membership. The credit for the greatest individual ac
complishment in the membership campaigns for the year belongs to 
our State Vice President for Nebraska, Mr. II. II. Ostenberg.

Following is a summary of membership gains for the year:

MEMBERSHIP

August 31, 1917...............................................    17,328
Erased from the rolls through failure, liquidation, consolida

tion and withdrawal December 1, 1917...................................... 1,023

Membership ...................................................................................................16,305
August 31, 1918, new members joined during the year.. 1,991 
Regained members (secured from the above)................. .. 747 2,738

August 31, 1918, membership................................   19,043

A net increase for the fiscal year.........................................  1,715
•A net loss for the 3'ear in failures, consolidations, e tc ... 132 

A net loss for the year in delinquents.,............................  144 276

Making the actual gain , in new members............................  1,991
I wish to call yoiir attention particularly to the figures just given, 

relating to the list of delinquents, those who refused to pay their dues 
for the last fiscal year. There were 144. In proportion to the number 
of members, this is the smallest delinquent list in the history of the 
Association. The delinquents for the year 1916-1917 were 171 with a 
membership at the beginning of the year of 16.016. At the beginning 
of the fiscal year of 1917-191.8, the membership was 17.328— 1,312 
more members and 27 fewer delinquent members. Can anyone question 
the loyalty of our membership?

Gratifying results are also shown in the usual lists of losses in mem
bership by failures, consolidations and liquidations. For 1916-1917 
the list was 137; and for the years 1917-1918 the list was T32. The 
total net losses as shown in the reports for delinquents, failures, con
solidations and liquidations were 308 for tho year 1916-1917 and 276 
for the year 11)17-1918.
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The aggregate resource* of our membership is estimated at twenty-six 
billion dollars. •

The membership and resources of the Association have increased a? 
follows:

Paid Membership. Annual Dues..
September $11,006.00
September 1, 1885................... 10.940.00
September 1, 1895................... .................  1.570 12,975.00
August 31, 1905....................... ...............  7,677 127,750.00
August 31, 1906___ t .............. .................  8.383 137,600.00
August 31, 1907-..................... 150.795.00
August 31, 1908............... ........ .. 9,803 162,507.00
August 31, 1909...........* ......... .................  10,682 175,352.00
August 31, 1910..................... .................  11,405 188,934 00
August 31, 198,530.00
August 31, 1912......................... ■ 13.323 213,752.50
August 31, 224 324.48
August 31, 1914.......................... ............... 14,720 233,915.00
August 14, 245.651.00
August 31, 1916 ........................ ............... 16.016 264,529.17
August 31, 1917.......................... ...............  17,328 302,705.00

August 31, 1418.......................... ............... 19.0 13 (estimated) 332,490.78

I XCOME

Interest on Bonds and Corporate Stock....................................... $4,730.00
Interest on Bank Balances (estimated)....................................... 2,200.00
Estimated Annual Dues for Fiscal Year Kudina: August 31,

1.919 ....................................................................... .......................  332,490.78

Making Total Income, year ending August 31, 1 9 1 9 .. .. $330,420.7S 

MEMBERSHIP BY YEARS

Cross l oss l»y Net Loss by 
Failures, Mer- Failures,

ger, Delm- Merger, Del in < '• ross Net
Year. Mem hers mu. qu< nts, ete. quenfs, etc. «lain. Gain.
1897. 2,813 .371 892 61 !
1898... 248 783 535
1899. 211 741 530
1900.. 4,500 2.34 819 585
1901. 5,504 200 1,313 1,113
1902.. 0.354 !S6 1,! 59 97.3
1903... .313 1,139 826
1904. 7,50.3 500 1,120 620
1905.. 7,077 < 1.0.38 1,152 114
1906. : 8,383 .3.37 1,04.3 706
1907. 4,251 434 1,302 868
1908.. 4.80.3 691 1,243 552
1909.. 10,682 7 CO 37 1 1,639 879
1910. .. 11,405 781 24 S 1,504 725
1911. . 12,072 1.304 405 1,971 667
1912. . 1.3.32.3 790 .330 2,041 1,251
1913; . 744 359 1,521 777
1914.. . . . 14,720 894 3.84 1,514 620
1915.. 15,010 421 434 1,214 240
1916. . 16.016 883 416 1,889 1,006
1917 . 17.328 876 308 2.188 1,312
1918.. 19,043 1,02.3 276 2,738 „ 1,715

MEMBERSHIP’ OF STATIIS AND TERRITORIES
Having Less T han 100 Members 

(As of August 31, 191.K)
Arizona ..................... .»
I>eluware ................. C. 1
Nevada ......... 1
New’ Hampshire. . 74 Costa Rica . . 9
Rhode Island........... . . 48 Cuba . .  . 99
Vermon t ............... 1
Alaska ..................... 19
Canal Zone............. 1
Hawaii ..................
Philippine Islands. 4
Porto Rico............. IS

Total . 552

MEMBERSHIP-

D ivision ok Ban k s  in A ssociation , August 31. 191*.

Trust Sav. State A.I.B.
State or Territory Nat’ l Slate Private Co.’ s Banks Sec’y Chaps. Total
Alabama ........... 60 88 2 24 7 1 1 1S3
Arizona ............ 15 56 6 20 i 1 0 93
Arkansas .......... 57 206 2 31 2 1 1 300
California ’......... 225 320 6 38 88 1 5 68.8
Colorado ............ 116 130 7 16 10 1 1 281
Connecticut . . . . 69 9 7 47 61 1 9 106
Delaware ........... 23 5 1 16 2 1 0 48
Dlst. of Columbia 14 3 3 3 27 1 1 52
Florida ............. 51 134 4 13 4 1 0 207
Georgia ............. 83 258 7 19 14 1 1 383
Idaho ................... 57 109 2 9 3 1 0 181
Illinois ............. 367 418 211 101 46 1 1 1,145
Indiana .............. 166 185 42 79 4 1 0 477
Iowa .................... 204 270 52 52 364 i 0 1,003
Kansas . . . . . . . 207 644 2 6 9 1 0 S69
Kentucky ........... 85 103 1 24 6 1 1 221
Louisiana ......... 35 136 1 28 7 1 1 209
Maine .................. 59 0 0 43 22 1 0 125
Maryland ......... 88 52 23 17 30 1 1 212

Trust Sav. State A.I ft
State or Territory Nat’l State Private Co.’s Banks Sec’y Chaps. Tetul
Massachusetts .. 163 9 27 77 130 1 1 408
Michigan .^ . . . . 93 208 .43 13 184 1 l §43
Minnesota ......... 214 439 6 7 6 1 2 676
Mississippi . . . . 33 147 1 17 2 1 • 201
Missouri ........... 117 511 20 61 34 1 2 746
Montana ........... 48 219 19 13 0 1 1 351
Nebraska .......... 191 447 5 10 4 1 • 668
Nevada ............. 10 20 0 2 0 1 6 83
New Hampshire 48 1 0 7 17 l 0 74
New Jersey........ 186 27 4 106 19 1 0 $43
New M exico.. .  . 41 45 1 11 4 l 0 103
New York.......... 4 4.8 291 141 115 102 1 7 1,100
North Carolina.. 69 169 1 52 9 1 o -301
North Dakota.. 125 271 0 4 4 1 0 405
Ohio .............. .. . 286 201 63 69 142 l 765
Oklahoma ......... 259 342 0 11 1 i 0 614
Oregon .............. 78 112 10 1 1 7 •t 1 220
Pennsylvania . . 598 US 52 206 32 i 4 1.011
Rhode Island ... 17 1 i 19 8 i 48
South Carolina.. 46 145 i 12 19 i 1 225
South Dakota.. . 104 286 3 9 16 0 419
Tennessee ......... .84 141 1 63 9 i 1 100
Texas ................. .865 264 24 64 2 i 3 T28
Utah ................. 25 f}5 4 7 11 i 1 114
Vermont ........... 41 0 O 24 1.3 i 9 79
Virginia ........... 111 160 11 19 12 l 1 315
Washington . . . . 72 232 16 20 10 i 2 353
West Virginia.. 91 125 2 19 4 i \ 243
Wisconsin ......... 129 332 .3 12 09 l i 501
W yom ing........... 33 81 * 1 6 0 l 0 122
Alaska ............. 3 15 1 0 0 0 0 19
Canal Zone......... 1 0 0 0 0 0 0 1
Hawaii ............. 2 8 2 0 0 0 17
Philippine Islands i O H 0 0 •0 0 4
Porto R ico......... i 15 • > 0 0 0 0 18
Bolivia .............. 0 0 2 0 0 0 • 2
Canada ............. 0 60 0 1 0 0 a 61
China ................. 0 0 0 1 0 0 0 1
Costa R i c a . . . . . 0 2 0 0 0 0 0 2
Cuba ................. 1 IS 2 1 0 0 9 12
isle of Pines. . . 1 0 0 0 0 0 0 1
Mexico .............. 0 7 11 1 0 0 9 19
Panama .............  ' 1 0 0 0 0 0 0 1
Santo Domingo. 5 0 0 0 0 0. 0 r♦ >
Venezuela ......... 0 4 0 0 0 0 0 4

*> 6,227 8,667 858 1.661 1.531 49 50 19.043

STATE ASSOCIATIONS
In tin1 state bankers’ associations, of which there are now one for 

each state, for the District of Columbia and Alaska, a total of fifty, 
we have a powerful force which has been of inestimable value. By 
attending conventions, group meetings, banquets, etc., your Genera! 
Secretary has made it a point to keep constantly in touch with 
these organizations, and at every opportunity to cement the good 
fellowship and cordiality that now exist between these association* 
and The American Bankers’ Association. The state secretaries, par
ticularly, have been an ever present help in some branches of our 
work in which we regard their assistance as almost indispensable

FINANCES
The report of the Treasurer shows a cash balance of $0,449.22, as 

compared with $3,098.58 in 1917. There is no deficit in the actual 
running expenses of the Association for the past fiscal year. As will 
he seen, ;hc receipts exceed the actual expenditures; and there are 
no outstanding bills, all current expenses having be< n paid.

ROUTINE WORK
During the fiscal year just ended we sent out from the Genera' 

Offices more than 574,000 letters, circular letters, Proceedings. 
Journal-Bulletins., etc. The following statement shows the volume 
of mail and express matter In detail:

FIRST-CLASS MAIL MATTER
Letters ....................................................................................  14,787
Circular letters, e tc ..............................................................  104,470
First-class mall matter other than letters, such as

typewritten lists, e t c . . . . . . .......................................  1.741
' — ---------- 121.044

SECOND, THIRD AX0  FOURTH CLASS MAIL MATTER
•Journal-Bulletins ..................i:........................................ 147.765
Journals . . . .........................................................................  180,977
Codes ...............     1,970
Signs .......................................................................................  2.017
Lists of memliers............................................................ 29,752
Packages' ..........................  1.645

. ----r.--------- 370,126

Total A. R. A. mail matter............. ; .................... 491.1:10

SECTIONS AND DEPARTMENTS
Total first-class mail matter..........................................  60.830
Total second, third and fourth-class mail m a tte r .... 14.829

--------------75; *>.V»

Total mail m a tte r .. ..................................................... 566,789
Express packages ................................................................  7,399

Grand total ......................................................................  574.1*8

* Bulletin Section dropped July 31. 1917, from the Journal-B ul
letin, which is now published as “  T he Journal. "  The first number 
of the “  Bulletin ”  which is now issued by the American Institute of 
Banking Section, quarterly, was published July 1.
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IN MEMORIAM

Baring the year just closed, death has claimed a goodly number of 
those who have served the Association faithfully and well, in official 
capacities and as individuals. The list includes: Ralph W. Cutler
of Connecticut, former President of the Trust Company Section; Tom 
Randolph of Missouri, former member of the Executive Council; George 

Haveretick of Nebraska, who was taken away at the very beginning 
of a useful career on the Executive Council; William M. Hill of Vir
ginia, Anderson D. Buckner of Missouri and William H. High of 
California, all former members of the Executive Council; George E. 
Edwards o f New York and Newton F. Hawley of Minnesota, both 
former Presidents of the Savings Bank Section; and John Corbett of 
New Mexico, Vice President of the Association from that state,

CHICAGO

Since the organization of the American Bankers Association at 
Saratoga Springs, N. Y., in 1875, including the present convention, we 
have held four o f our annual meetings in the western metropolis— in 
1885, in 1893, in 1909 and in 1918.

At the 1885 convention, the Hon. Lyman J. Gage was President and 
presided. He was then president o f the First National Bank of 
Chicago; and since that time, has honorably filled the position of 
Secretary of the Treasury. He is now retired and is passing his golden 
days in peace and contentment in southern California. The convention 
was largely given up to addresses on the silver question and many 
valuable statistics and tables were furnished the convention; and are 
part of the records of the Association, the leaders in the addresses 
and discussions being among the most prominent bankers and economists 
of the United States. The Treasurer’ s vreport showed the receipts for" 
the fiscal year to have been $10,940; the membership 1,395.

The convention of 1893 was presided over by William H. Rhawn, 
president of the National Bank of the Republic. Philadelphia. Among 
those who made addresses was the Hon. James H. Eckels, Comptroller 
of the Currency. The addresses and discussions were largely on bank 
legislation, money and currency reform. The membership at that time 
was 1,672; receipts for the year from all sources $15,783.80. The 
Association had $10,000 in securities as an investment; and a cash 
balance of $357.32— reported by the Treasurer, George F. Baker of 
New York City.

It is nine years since the American Bankers Association has held a 
meeting in Chicago. At the 1909 meeting, that distinguished Chicagoan. 
George M. Reynolds, as President, presided over the deliberations of 
this body. The membership at that time was 10,682 and the yearly 
income was $175,000. It is interesting to recall that among the 
speakers on that occasion were the Hon. Joseph G. Cannon and the 
late James J. Hill, besides some well known members of our own 
family of bankers. Th§ir addresses dealt with the problems of peace, 
while our speakers today treat of war and its successful prosecution. 
In either event. I am sure that no better setting could be supplied 
and no finer hospitality rendered than what we have received from the 
big, live American city of Chicago. Everything that Chicago does, she 
does .w ell; ami I know that I merely anticipate the report of our 
Resolutions Committee when I say that for the many courtesies shown 
during convention week, for the excellent arrangements made for 
handling and expediting our business and for all of those innumerable 
details which go to make a successful convention, our heartiest thanks 
are due the city of Chicago.

In conclusion, I wish to express my appreciation of the valuable aid 
rendered during the past year by all the officers of the Association, 
Council members and „committeemen, all of whom have spared no effort 
to make this the banner year of the American Bankers Association.

'F ued E. Fabnswokth, 
General Secretary.

Annual Report of General Counsel, Thomas B. Paton
The work of the General Council in behalf of the Association, its 

committees and its members comprises so much of detail that it is 
somewhat difficult, in framing an annual report, to determine just 
where to draw the line o f demarcation between the general and ihe 
particular. In the most general form of statement, the work of the 
General Counsel, is susceptible of three broad divisions, legislative, 
advisory and executive, the legislative comprehending all the activities 
for or on behalf of the Committees on Federal and State Legislation, the 
advisory including advice on matters of law to individual members 
and upon matters of both law and policy to various committees and 
officers of the Association and the executive embracing a variety of 
document drafting— proposed laws, resolutions, amendments, contracts—  
as well as secretarial work for the legislative committees.

FEDERAL LEGISLATION AND LEGISLATIVE MACHINERY

Probably the most important branch of the work during the past 
year has been in connection with the Committee .on Federal Legislation. 
Congress has had. before it important amendments v>!» the Federal Re
serve Act, all the new legislation growing out of the war and a variety 
of other details affecting the banking interests. No detailed statement 
of all these subjects of legislation, their progress or status, or of the 
attitude of the Association concerning them, is called for in this report; 
such statement is appropriately made in the report of the Committee on 
Federal Legislation. But it is appropriate to point out that in con
nection with the important work of the Committee on Federal Legis
lation and of its auxiliary, the Federal Legislative Council, it is the 
function and duty of the General Counsel to advise and keep the mem
bers of the Committee fully posted upon all legislative matters o f im
portance, as well as to operate the necessary machinery to carry out, 
in their behalf, the legislative policies of the Association.

In the Sixty-fifth Congress, over one hundred bills affecting banks 
favorably or unfavorably have been examined and digested and their 
progress— where they have made progress— watched. Particular meas
ures and amendments to existing bills have been drafted and urged in 
the Interest of the Association. Advice concerning bills of Importance 
has been communicated to the Federal Legislative Committee and 
Federal Legislative Council by confidential bulletin, by letter and by

w ire; the stand or policy of the Association upon particular measures 
requiring immediate decision has been referred to the Federal Legisla
tive Council and determined by referendum vote; there have been per
sonal interviews and correspondence with the members o f Congressional 
committees in presenting the claims of our Association and meetings 
with our own committees in Washington in connection with Federal 
legislation and departmental matters. It is believed that efficient ser
vice has been rendered with the means at command. A suggestion has 
been made that the service be extended by the establishment of a local 
office in Washington in charge of a competent representative who would 
be an assistant of the General Counsel. Such a local office might prove 
an advantage, for, in addition to closer touch with the activities of 
the committees of Congress and with their views and policies upon 
various banking and financial questions, there are many matters which 
are presented to various departments of Government involving interpre
tation of the Federal Reserve, Revenue, Selective Service ant 
other laws.

It is but fitting here to gratefully acknowledge the invaluable .aid 
received from Mr. H. H. McKee of Washington, D. C.f former Chair
man of our Committee on Federal Legislation, whose sound Judgment 
has been relied upon in many emergencies and who, at the- sacrifice of 
much time, has gratuitously assisted the General Counsel in the per
formance o f numerous important duties at Washington in connection 
with legislative and departmental work.

COMMITTEE OF FIVE
The General Counsel has been associated with the work of the 

Committee of Five, the successor of the Committee of Twenty-five, in 
its efforts first, through the Committee on Federal Legislation, to 
obtain the enactment by Congress of an amendment of the Federal Re
serve Act which would make clear the right of member banks to make 
exchange charges in remitting for checks presented through the Federal 
Reserve Banks and, secondly, having procured such amendment, though 
in emasculated fom trJn its efforts to obtain the fixing of reasonable 
charges by the Federal Reserve Board under a proper interpretation of 
the amended law. A hearing was given the Committee by the Federal 
Reserve Board at which the contentions of the Committee were pre
sented. and later a legal brief was prepared and submitted in support 
of the proposition that it is the duty of the Federal Reserve Board to 
determine and regulate reasonable charges to be made for remitting the 
proceeds o f all checks presented by the Federal Reserve Banks, except 
cheeks of which the Federal Reserve Bank is owner, and that a Federal 
Reserve Bank which pays such charge for remitting, is entitled to 
charge the same against its principal, the depositor or owner of the 
check, anything to the contrary in Section 16 of the Federal Reserve 
Act Is impliedly repealed by the later amendment. A full report 
of the activities of the Committee of Five has been forwarded by Its 
Secretary, Mr. Jerome Thralls, to every member of the Association and 
will be presented to this Convention.

TRADE ACCEPTANCES
There has been co-operation with the American Trade Acceptance

Council in promoting a standard form of trade acceptance. Aid lias 
been given in the preparation of such form and a number of legal 
opinions have been rendered the Council and others upon the legal effect 
of the trade acceptance and upon many questions of law connected 
with its use. Among these are (.1) the right of a bank at which a 
trade acceptance is made payable to pay and charge up the same when 
presented at maturity without express instruction from the customer, 
(2) The duty of the bank as to payment without express instruction 
where tiie acceptance is not presented until after maturity, (3) the 
seller’s right of replevin where a trade acceptance is taken, (4) the 
effect of taking a trade acceptance on mechanic's lien rights, and (5) 
negotiability of various forms of trade acceptance. Questions have also 
been considered with reference to the possible effect of anti-trust laws 
where resolutions have been adopted by associated bodies recommend
ing to members that they urge the use by their customers of trade 
acceptances in substitution for open accounts and recommending uni
form and favorable terms of credit to be offered by members to custom
ers. An attempt was unsuccessfully made to procure an interpreta
tion of the revenue law under which trude acceptances would be 
exempted from the stamp tax.

MEXICAN SITUATION
Your Counsel has co-operated with the President of the Association 

in matters connected with the Mexican situation and has had numerous 
conferences and correspondence relative to this subject and as to the' 
attitude the Association should take in connection with the Administra
tion’s policy in dealing with Mexico to the end that the lives and 
property of American citizens in that disordered country may be fully 
protected.

WAREHOUSE RECEIPTS
Considerable work has been done in promulgating the standard form 

of warehouse receipt which conforms to the requirements of the 
Uniform Warehouse Receipts Act and which has been jointly recorn- 

.mended by the American Bankers Association and the American Ware
housemen’ s Association. This has .entailed a considerable correspond
ence with many members of the Association in explaining the use of 
the forms. The form so recommended while conforming to the Uni
form Warehouse Receipts Act which has been passed in a large number 
of states and while available for general merchandise warehousing, 
does not conform to the requirements of the Federal Warehouse Act, 
and a different form is necessary for agricultural products warehoused 
under that act. There has been correspondence on this subject with 
experts in the Agricultural Department and the completion of the form 
is awaiting the promulgation o f regulations by the Secretary of Agri
culture.

STATE LEGISLATION
The present has been an off year in the matter of state legislation. 

Only eleven state legislatures met in regular sessions this year and 
very few of our Association measures have been enacted. In New York 
the Bad Check bill has been passed. Next year, it Is hoped, better 
results will be attained as over forty state legislatures meet in regular 
session. In connection with the proposed law to prevent the secret
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assignment, of accounts receivable, which subject will be presented in 
Hie report of the Committee on State Legislation, your Counsel has 
had several interviews with the Secretary and Attorney of the National 
Association of Credit Men preparatory to drafting a suitable statute 
for state enactment which will prevent fraud in the secret transfer of 
these account^. ,

ADVISORY WORK FOR MEMBERS
The advisory .work of the office of General Counsel shows no sign 

of abating but with the increase of membership continues to increase. 
For some years now the number of letters received from members re
questing opinions? upon submitted questions has been upwards of 600 
annually, and in the last, two-or three years the average is still higher. 
These questions range all the way from pimple and easily answered 
propositions to difficult questions of law, involving much time and re 
search. A majority of the questions involve actual transactions in 
which the* inquiring bank lias figured and in which a question of right 
or liability is involved; many questions, however, are of a hypotheti
cal 1 nature, although' their solution is useful in determining the proper 
rule or procedure in a given erase. Where a congestion of questions de
velops among those requiring time for consideration, the rule adopted is 
to give priority to the earliest in date and to prefer actual transac
tions to hypothetical questions. The General Counsel is occasionally 
honored hy being appointed to arbitrate disputes between member banks 
upon submission of an agreed statement of facts with an agreement to 
abide by the decision given.

TEN YEARS’ WORK
The office of General Counsel was created ten years ago and tin- pres

ent incumbent elected to fill the position. Prior to that time on the 
initiative of Lewis 10. Pierson, now an ex-President of the Association, 
there had been created two important committees of the Association, 
one upon Rills of Lading to promote a better form of bill and more 
adequate laws governing such instruments and a Standing Law Com
mittee, to promote uniformity and adequacy of state laws affecting 
hanking business, and your Counsel had acted in an advisory capacity to 
those Committees. Thereafter the work of these committees continued 
and increased and their respective functions were finally absorbed by 
the Committees on Federal and State Legislation, respectively. The 
work of the Rills of Lading Committee had its fruition in tin* adoption 
and recommendation by the Interstate Commerce; .Commission of a uni
form bill of lading, in two forms, for straight and order shipments, the 
order or negotiable form being so framed, as to safeguard against frauds 
previously common and, later, after the specific Rills of Lading Com
mittee had gone out of existence, in the passage by Congress of a 
Federal Rills of Lading law incorporating as one of its main features 
the principle of liability of the carrier to bona tide holders of order 
bills where the Carrier’s agent mistakenly, collusive.ly or as matter of 
accommodation, issued to the shipper a bill of lading reciting the 
receipt of goods which never had been received. The manifold subjects 
of legislation which yearly receive the constant, attention of the Com
mittee on Federal Legislation and with which your Counsel in liis dual 
capacity as Counsel and Secretary of the Committee is in a measure 
identified, need not be dwelt upon.

In the matter of state legislation, the work of promoting, under the 
auspices of the Committee on State Legislation, the passage of the 
Negotiable Instruments Act has progressed until this law is now on 
the statute books of every state in the Union with two exceptions, 
Georgia and Texas; the Uniform A c to n  Warehouse Receipts has, be
ginning with the year 1907, been passed in forty states; beginning 
with the year 191.0 the Uniform Rills of Lading Act has, down to the* 
present time, been passed in nineteen states and the Uniform Stock 
Transfer Act, also recommended by our Association and having its 
first enactment in 1910, has now been passed ju toil states. • In addi
tion special acts to more adequately punish fraud and make certain 
hanking transactions safer have been framed and their enactment pro
cured in a considerable number of states. The bill to punish the 
making of false statements to obtain credit, framed jointly by the 
Counsel for the National Association of Credit Men and General Coun
sel of this Association in 1909, lias been passed in thirty-four states : 
the bill relating to derogatory statements affecting banks drafted by 
General Counsel in December, 1907, aimed to suppress and punish 
persons who maliciously ^circulate slanders upon banks— a kind of evil 
to which these institutions are peculiarly subject— has now been passed 
in twenty-four states. The bill limiting the time o f liability of a bank 
to its depositor for payment of forged or raised checks, after return of 
vouchers, has been passed to date in twenty-three states with varying 
time limits ranging from thirty days to one year. The bill to punish 
the giving of checks or drafts against insufficient funds, commonly 
known as tin* “  Rad Check ”  bill, has been passed with more or less 
modification of provision in thirty-four states, the latest enactment 
being, as already shown in this report, in the State of New York, With
out going into further detail, bills on a number of other subjects— 
relating to the competency of bank notaries, the non-payment of checks 
through error, the punishment of burglary with explosives and the 
payment of joint and trust deposits— framed by the General Counsel 
have been passed in a considerable number of states.

During the ten years’ service more than 3,000 written opinions have 
l>een rendered to members upon legal questions arising in their busi
ness and there has been a variety of detailed work for committees and 
officers of the Association.

During the last two years it has been the policy of the Committee on 
Federal Legislation and also of the Committee on State Legislation to 
organize the committee work on an enlarged basis o f efficiency by ex
tending the organization of the Committees on Federal and State Legis
lation, respectively, and the creation of auxiliary committees known as 
the Federal legislative Council and the State legislative Council, hav
ing a representative in each state, which representative, in turn, forms 
a sub-committee in his own state to more effectively carry on the work. 
This policy of extension has been sanctioned by appropriate amendments 
to the Constitution. Upon General Counsel, as secretary of the legis
lative committees, has devolved much of the detailed work and cor
respondence essential to the proper organization and effective operation 
of these enlarged committees.

General Counsel has in his office as legal associates or assistants Mr. 
Herrick J. Skinner and Mr. Frank W. Jones, both of proved value; 
also two stenographers, Catherine Rose and Florence Murphy, whose

faithful and efficient service for ten and seven years respectively is 
deserving of recognition. He has been deprived of the legal services 
of Thomas II. Paton, Jr., who was called to the colors in April, 1917, 
and after serving with the American Expeditionary Forces in France 
as a Lieutenant of infantry, has recently been ordered /back to this 
country in connection with the formation of new division'. Mr. Paton 
had about completed in manuscript form a digest of published legal 
opinions of the General Counsel; completion and publication of this 
work has been unavoidably delayed owing to the press of matters for 
attention.

For the future, it is expected to continue the lines of work now- 
carried on and to enlarge the field of operations as time will permit. 
There are still many subjects of conflict in the decisions of the differ

e n t  states governing banking transactions which can be simplified and 
the rule made uniform by the enactment of state statutes, the drafting 
and urging of which it is hoped to accomplish ; also a digest, of sjab 
banking statutes, classified as to subject and kept up to date by yearly 
additions would be most valuable.

The advent of the war has presented many changed conditions and 
many new problems and the legal effect of war legislation upon the 
banking business has created much additional work in the General 
Counsel’s office. The revenue legislation, as to which the change of 
unjust provisions has been urged, as well as the interpretation of the 
law on many doubtful points; the Soldiers’ and Sailors’ Civil Relief 
Act and its effect-upon remedies upon negotiable paper and other obli
gations o f soldiers and sailors held by banks; the selective service acts 
and the question of the application o f the law to bank officers and 
employees in vitally essential positions of service— all of these sub
jects have presented new fields of activity. Rut these are ail tem
porary matters and when tin* war is won. our country and its allies 
victorious and democracy triumphant, which is as inevitable as the 
rising of the sun. there will dawn a new and better era with America, 
ennobled by self-sacrifice and ,disciplined by hardship and habits of 
economy, standing foremost among the nations of the earth in both 
moral and economic greatness.

T homas R. Paton.
Genera! Counsel.

Report of the Insurance Committee
To Members of the American Hankers Association.

Gentlemen : The business of insurance is a highly technical and 
scientific one. Knowing this, your committee soon after its appoint
ment engaged the services of an expert whovhas given to us his train
ing and ability at a very reasonable cost. The four years’ experience 
of the present members, together with the training of the Secretary, 
lias enabled your committee to meet the foremost insurance authorities 
time and time again upon their own ground with great credit and 
profit to the membership of the American Rankers Association.

1 here have been devised by this committee and brought into general 
use, insurance contract forms that really and actually pay the losses 
intended to be covered. Every attack upon member bank.s has been 
inquired into by your committee and the proper application of the in
surance coverage has been defined and secured. Forms are being con
tinually improved and we find that changes are necessary to Ik* made 
irom time to *time to meet, new conditions. As a result, burglary and 
robbery claims have increased from 7 per cent, of the premiums paid 
in 1913 by memlier banks to 30 per cent, of the premiums paid today. 
These claims in 1913 were $30,000; in 1915, $71,000; in 1917. $103,- 
000, and for the past term of twelve months. 191S, they are $107,000. 
The number of attacks liayc been no greater than heretofore. Can 
a greater insurance service be performed for member banks than ob
taining the settlement of just claims?

\ our committee at no time asked any insurance company to pay an 
improper claim; on the contrary, we have sought to maintain only a 
just and fair and honorable relation to the insurance companies; this 
attitude lias been more or loss recognized, and the insurance companies 
are tending to submit cases in controversy to your committee for 
decision. Very recently, for instance, one of the largest insurance 
companies in the business submitted a case involving a loss of $3,000. 
which the company thought it should not pay; your committee, through 
its Secretary, set forth in reply the reasons why in the committee’ s 
judgment the claim should he paid. On April 29, the company replied 
as follows: "Perhaps the only comment that is necessary is that we
have decided to pay the claim.’ ’

With respect to insurance rates, it has been the experience of your 
committee that the hanks of this Association prefer adequate insurance 
protection at proper cost, rather than any possible question involved in 
cheap insurance. For instance, we announced in our 1914 report and 
again in 1916, that a rate of $2.50 per $1,000 on the fidelity bond 
was fair ; we nevertheless obtained and submitted to you later a pro
posal to reduce this rate 20 per cent., this proposal coming from 
certain interests which already had the strong endorsement o f many 
large member banks of the Association; one bank, and one only, 
elected to avail itselt of this reduction. We have reported to you
previously that tl** insurance companies have a wide margin of profit 
in the burglary insurance business o< member banks. While we have 
obtained no reduction in these rates, we feel that obtaining proper 
coverage and settlement of claims reflected in the largely increased pay
ments to banks lias been a more valuable service.

In some states the local insurance situation may seem tc> demand the 
organization of mutual companies to care for the interest of banks and 
bankers in these states. This has been done in states, we are informed, 
with apparent degree of success, and we understand that other states 
have similar plans in contemplation. Your committee has heretofore, 
and will continue to co-operate with such state enterprises. In our re- 
jsjit of Sept. 25, 1916, we outlined the possible advantages of an in
surance company operated l>y or under close relation with the Ameri
can Bankers Association and at that time we stated— "  Notwithstanding 
these possibilities, your committee does not believe that the American 
Rankers Association should either directly or indirectly engage in the 
insurance business, other than by maintaining some committee for per
forming an advisory service as is now being done.”  The facts submit
ted in this, our report, today, indicate the realization of all these pos
sibilities through the activity of your present insurance committee, and 
we deem it our duty lo bring to your attention again our 1910 re|K)r*
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above quoted. This business is a hazardous one; many companies 
have failed; it may bring the Association into an embarrassing situa
tion should it become sponsor for any business undertaking fraught 
with risk of loss and with so many causes of disputes as that of 
insurance. , ' v

The member banks of this Association are paying premiums.'fur vari
ous forms of fidelity and .burglary—insurance of approximately three 
million dollars per annum; we have* always maintained that the great- 
ost service can be rendered its members by this Association in the main
tenance of a committee to represent the interests of the members in a 
supervisory and regulatory capacity. The mere existence of the com
mittee prevents abuses, and a comparison of conditions as they existed 
five years ago and those Of today will convince the most skeptical of 
the great service the Association has rendered its members in this con
nection. Your committee today has attained to such a position that 
it commands the respect of the insurance companies, and its inter
pretation of policy contracts in disputed or uncertain claims is usually 
accepted. Can the Association afford to terminate its insurance work 
along these lines with the result that former unsatisfactory settlement 
"t claims would soon obtain'/ In fact, we are sure that for the first 
time in many years there are no representatives of insurance companies 
attending our meetings. Why V 'the reason is apparent— they fee! 
that the conflict of ideas regarding the insurance question which has 
arisen may lead to an abandonment of tin* work of this committee.

We have to advise you of the resignation of the committee's Secre
tary. Mr. B. A. Ruffin, to accept, an official position with one of the 
loading accident insurance companies, winch company, however, does 
not write fidelity bank insurance. Mr. Ruffin's office is now in New 
York City, and since the appointment, of Mr. L. \V. Gammon as Acting 
Secretary of tin* committee. Mr. Ruffin has rendered valuable assistance 
in connection with furnishing information and statistics relative to 
tin* past activities of the insurance committee and the insurance situa
tion generally.

• The cost of the insurance .committee we desire to emphasize has never 
exceeded 2b cents per member per annum, and at the present time is 
costing approximately lb cents per member per annum.

After Mr. Ruffin's resignation Mr. Gammon was requested by the 
insurance committee to take charge of its office affairs, and later lie 
was made Acting Secretary. The correspondence of the committee has 
been kept up to date, reports of losses have been followed up, and 
various claims investigated and assistance given in the adjustment of 
same.

Meetings have been held with various insurance companies and the 
burglary association in connection with (he new burglary and rob
bery policy, which has been finally approved and adopted. This new 
form contains such material changes that the attention of members 
should be called to it in ibis report. Some of the changes arc as 
follows :

1—  All bank burglary policies heretofore have assumed liability for 
attacks upon the equipment of the bank only while such equipment was 
located in the banking rooms described in the policy. The new policy 
extends the coverage to the safe or safes while located in the banking 
rooms “  or while located in any other place after removal by thieves 
or robbers or their accomplices/’

2—  The robbery or hold-up liability lias heretofore been limited to the 
usual and regular -office hours of the bank. The new policy provides 
that the insurance company shall Ik* liable for robbery or liold-up not 
only during tho regular office hours of the bank, but “ at any time 
while two or more officers or office employees an* engaged at work in 
Mie said premises.’ ’

3—  Dispute has arisen from time to time as to the amount of return 
premium due the bank on cancelled policies. In order to secure an 
exact unearned return premium on all cancellations, it lias been pro
vided in the new policy that :■ 11 unearned premiums shall be computed 
“ prorata .”

-1— The liability of the. insurance company for robbery lias hereto
fore been limited to a felonious and forcible taking of property 'by 
violence inflicted upon the person or persons in the actual care and 
custody of the property at the time, or by putting such person or per
sons in fear of violence. The new policy lias broadened this liability 
to include loss due to any “ overt felonious act committed in the pres
ence of such person or persons, and of which such person or persons 
were actually cognizant at 11a* time of its occurrence.” As the so- 
called “  snatch theft ”  -losses have never been heretofore covered ex
cept in the high-priced blanket bond or in the Lloyd’s policy, it is to la* 
expected that this change in the new policy will pay many losses of 
member banks covering which heretofore they have had no claim.

Licenses are being issued to all reputable insurance companies ap
plying for same, and the insurance agents or companies with whom 
the banks have heretofore transacted their insurance business should 
1** aide to supply promptly tlie new policy upon request.

An article appeared in the September issue of the Jovh.nai, of the 
American Bankers Association, together with copy o f(tlie new policy in 
full, and we urge that members of the Association read over this policy 
and the comments relative to same, and insist on the insurance com
panies writing this form of policy for them.

Respectfully submitted,
II. G. Parker,

Chairman.
Oliver J. Sands,

, H. P. Beckw ith .
L. W. Gammon,

Acting Secretary.

Report of the Administrative Committee by Charles A. Hinsch
To the Members of the Executive Council of the American Hankers’ 

Association.

Gentlem en : I take great pleasure in submitting for your considera
tion a review of the activities of the Administrative Committee since 
the Spring Meeting of the Executive Council held at Hot Springs. 
Arkansas.

We have held three meetings since that occasion, one in Hot Springs 
and two in Chicago. I will advise you of the deliberations of your 
Committee at each of the several meetings.

FIRST MEETING

i’he first meeting was held May 11th at the Eastman Hotel, Hot 
Springs; present— C. A. Hinsch, Chairman; Vice-President R. F . 
Maddox, Ex-President I*. W. Goebel; Messrs. W. P. Sharer and It. S. 
Hawes, and General Secretary Fred. E. Farnsworth. The Sections 
were also represented by President Cox and Secretary Thralls of the 
National Bank Section; President Noel and Secretary Harrison of the 
Savings Bank Section; President Blair and Secretary Mershon of the 
Trust Company Section ; President McHugh of the Clearing House Sec
tion ; President Huxford, Ex-President PueliCher and Secretary Allen 
o f the State Bank Section.

The question of Section programs for the Annual Convention in' 
Chicago was considered. Messrs. Huxford and Puelicher for the State 
Bank Section, advocated two days for section sessions. Mr. Noel sug
gested that there be a half day's session devoted to a meeting of the 
I rust Company. Savings Bank and National Bank Sections. Mr. 
Blair also favored a half day’ s joint session. Mr. Cox stated that 
the arrangement "t last year’s program was satisfactory to the Na-. 
tional Bank Section.

After a final discussion of the subject, it was decided that a joint 
meeting oi the Sections be held on Tuesday evening of Convention 
week, and Mr. Puelicher was authorized to invite all Sections to 
participate in an open meeting on Tuesday evening of Convention week, 
to discuss the subject of eligible State'Banks joining the Federal Re
serve System.

As a result <d a conference the following Sections’ program was 
submitted and adopted:

Tuesday morning:
Savings Bank Section, opeu meeting.- 

4 Trust- Company Section, business session.
Clearing House Section, open meeting,

Tuesday afternoon :
Savings Bank Section, business meeting.
Clearing House Section, business session.
Trust Company Section, open meeting.
State Bank Section, open ’ meeting, at which Bankers’ Insurance 

matters will be discussed. All bankers, to be jnvited.
Wednesday morning:

National Bank Section, open meeting.
State Bank Section, business meeting. ,

Wednesday afternoon :
National Bank Section, business meeting.
State Bank Section, open meeting. ,

A general discussion relative to the progress of the General Con
vention ensued, and the following speakers and suggested subjects were 
recommended :

Earl of Reading, “  Economy.’ ’
Charles, M. Schwab, “  War Supplies.”  ■*
Otto II. Kalin, “  Finance After the War.”
Josephus Daniels. “  Patriotism.”
Judge Lovett, “  Railroads.”
Senator Chamberlain, “  Universal Military Training.”
Harry A. Wheeler, “  Merchant. Marine.”
W. M. Vandervoort, “  Labor.”
Secretary Baker.
Bishop Williams of Detroit, Red Cross.”
Ex-Governor Stokes of New Jersey.
John R. Mott.
James A. Farrell.
It was decided to have tin* report of the Insurance Referendum Com

mittee on Friday afternoon of the general Convention sessions.
The second meeting of tlie Administrative Committee was held in 

Chicago' at the Congress Hotel Saturday. Sept. 11th. Present : Chair
man C. A. Hinsch, Vice-President R. F. Maddox, Ex-President P. W. 
Goebel, •in«i Messrs. W. P. Sharer and It. S. Hawes, and F. K. Farns
worth, General Secretary.

President Hinsch reported having appointed the following Committees 
since the 'spring Meeting, all of which were duly ratified and approved: 

Special t'oinuiiitee on Forms for Excess Profit and Income— Elias 
Dour, Cashier. Bank' of Dorchester, Summerville, S. C., Chairman; 
George M. White, President, National Metropolitan Bank, Washington. 
D. C. ; John Poole. President, Federal National Bank, Washington, 
I). C.

Delegates to A mmol Convention of the Farm Mortgage Hankers’ A 
sociation of America, Kansas City, Mo., Sept. 17th to 19th, next— 
P. W, Goebel, President, Commercial National Bank, Kansas City. 
Ivans. ; J. W. Perry, President. Southwest National Baftk of Com
merce, Kansas City, Mo. ; P. G. Walton, Vice-President, New England 
National Bank. Kansas City, Mo.

Mr. If. If. McKee to represent A. H. A. —  (at request of Capital 
Issues Commiteei to conference called at instance of Investment 
Bankers’ Association, having for purpose of conference the restriction 
of the marketing o f so-called fraudulent issues.

A. It. A. Delegation of Cotton Crowing States Convention in New 
Orleans, July 7>th, 1918—Lynn II. Dinkins, Chairman; G. O. Vincent, 
R. S. Heclit. I.. M. Pool and Walker Broach (all of New Orleans).

Delegates to National Conference on Weir Economy Called by Academy 
of Political Science of New York and National Municipal League — 
Walter H. Bennett, Vice-President, American Exchange National 
Bank, New York* L. F. Kiesewetter, Vice-President, The Bank of 
Now York. Now York; Frank L. Hilton, Vice-President, Merchants 
National Bank, New York.

COMMITTEE ON COORDINATION OF ACTIVITIES

Your President reported having attended a meeting of the Committee 
on Coordination of Activities, held in Chicago on July 14th, 1918, and 
a detailed report of the Committee, outlining their recommendations 
was submitted for the information of the Administrative Committee.

This report will be submitted by tiio Committee for your considera
tion to tiie Convention.
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n a t io n a l  a s s o c ia t io n  o f  o w n e r s  of r a i l r o a d
SECURITIES

lour President reported having attended a conference of the Execu- 
live Committee of The National Association of Owners of Railroad 
Securities, held in New York on July 18th. The meeting .was called for 
the purpose of considering a contract prepared by the United States 
Railroad Administration, that had been submitted to the Railroad 
Executives* setting forth the terms, conditions and compensation the 
Government proposed to grant to the Railroads during the period, of 
:he War, and 21 months thereafter.

After a final discussion of the contract, a special Committee was 
appointed to confer with the Railroad Administration with a view of 
securing a modification of the terms; This meeting was held in Wash
ington on July 23rd. Y'our President not being able to be present, 
sent, a telegram as follow s:

“  Regret exceedingly my inability to attend conference called for 
tomorrow in Washington. You are authorized to say for me, as 
President of The American Bankers’ Association, that I feel the con
tentions of your Association are fully justified, and I hope you will Pe 
able to convince the Finance Committee o f the United States Railroad 
Administration of the justice of your cause. The banks of the nation 
are vitally interested in the future welfare of the railroads and any 
contract submitted not in harmony with the assurance given by the 
President when the properties were taken over, that the railroads 
would receive a square deal at the hands of the Government will, I 
am sure, be viewed with grave apprehension by the holders of Rail
road Securities. The railroads should be placed in a position where 
they can count with absolute certainty upon the amount of revenue 
available for the payment of dividends and other fixed charges.

“  The recent advance in freight and passenger rates provides con
vincing proof that the railroads were justified in the demands they 
have made during the past several years for an advance in rates.”

Some concessions were agreed to, hut the final contract submitted, 
said to have been agreed to by a majority of the Railroad Executives, 
subject to the approval of the stockholders, is regarded as unsatisfac
tory to the Association of Security Owners, and the suggestion has 
been made that the question he submitted to the Courts, for the pur
pose of securing a judicial interpretation of the Act of Congress, under 
which the Government assumed control of the Railroads. A meeting 
was held in New York on September 11th to consider the question. 
Your President being unable to attend, sent, a telegram reading as 
follow s:

“  Regret my inability to l>e present at the meeting called for to
morrow. Do not approve of taking any drastic action at this time. I 
think we can afford under the circumstances to rely uiK»n the promise 
©f the President that the railroads would lie given a square deal.”

It is to l>e hoped that an amicable adjustment may he reached in 
harmony with the iinnouncement of President Wilson, when the prop
erties were taken over.

The activities of your President in these negotiations were ratified 
and approved by the Administrative Committee.

INSURANCE REFERENDUM COMMITTEE

Your President also reported having attended a conference held in 
New Y'ork on August 17th, pursuant to an invitation extended by Mr. 
W. R. Joyce, President of The National Surety Company.

The purpose of the meeting as explained by Mr. Joyce, was to arrive, 
if possible, at an amicable adjustment of rates to Members of the 
A. B. A. iii connection with Surety, Fidelity and Burglary, insurance, 
which would preclude the necessity or desirability of organizing the 
proposed Bankers’ Assurance Company.

Mr. George D. Bartlett, President of the Secretary’s Section, and 
Member f the Insurance Referendum Committee, and your President, 
represented The American Bankers’ Association, and President Joyce, 
of the National Surety Co., and President IIi 11 is, of the Fidelity and 
Casualty Co., represented the Surety Companies. As a result of the 
conference, President Joyce agreed to recommend a reduction of 10 
per cent in rates charged A. B. A. Members, on account of the main
tenance of the protective department, and stated that the National 
Surety Co. would grant such a reduction, regardless of the action of 
the other Surety Companies, if we would agree not to put a new 
Company in the field.

On August 31st, at a meeting of the Insurance Referendum Corn- 
mitee held in Chicago, your President was authorzied to notify Presi
dent Joyce that his proposition met with the approval of the Committee. 
The response of President Joyce reads in part as follows:

“  I have your letter of Aug. 26tii, 1918, and yesterday I wired you 
that we were unable to get the Surety Companies together to discuss 
the rate question.

1 may say to you that this Company acted promptly and ener
getically in the matter and it was ready to recommend to the Towner 
Rating Bureau that it make an investigation and consent to a ten 
per cent reduction in tlie rates because we were anxious to avoid any 
controversy with the bankers of the United States..

“  If in, all fairness to its associates in the Towner Rating Bureau 
the National Surety Company could have reduced its rates it would 
have reduced the rate on bank business by 10 i>er cent, even had it 
eliminated all of tlie profit, but to have followed such a course, not
withstanding the optimistic statement I made to you when you and 
Mr. Bartlett were here would have been a very grave administrative 
error; it would destroy the surety and burglary insurance business and 
would end in bankruptcy without any doubt.”

The Committee having failed to secure an adjustment of rates, 
decided to proceed with the organization of a Bankers’ Assurance 
Co. The details, however, will be explained to you in tbe report of 
the Chairman of the Committee.

FOURTH LIBERTY BOND CAMPAIGN 1

When it was currently rumored that September 25th had been 
selected as the date for ihe opening of the Fourth Liberty Bond Cam
paign, your President called the attention of the Treasury officials to 
the fact that the Annual Meeting of The American Bankers’ Asso
ciation had been fixed for September 23rd to the 27th, inclusive, and 
that it would be impossible to change the date, and suggesting that

if the best interests of the Government would not suffer thereby, that 
a later date be fixed for the opening of the Campaign.

The suggestion evidently had the desired effect, because the date as 
finally announced, was fixed for September 28th, the day after our 
Convention.

Another effort, however, was made to fix the date for Monday, Sep
tember 30th, but the Treasury officials stated that it would be im
possible to fix a later date.

Your Administrative Committee, however, feel that we were very 
fortunate in not having the date fixed as originally intended.

iN.8URANGE COMMITTEE
The President reported having appointed Mr. Gammon Secretary of 

the Insurance Committee pursuant to the request of the Chairman of 
the Committee. The action o f the President was appro veil.

COUNCIL U. S. STATE BANKING ASSOCIATION

The President submitted a letter from W. H. Booth, President if 
the Council of U. S. State Banking Association, reading iu part as
follows:

“  I share with all of the other members of the Executive Commit
tee, the ambition that this new organization shall work iu harmoniouc 
cooperation with The American Bankers’ Association.

“  I have called a meeting o f the Executive Committee in Chicago 
on September 23rd to complete details of the operations. I will be 
very glad indeed to discuss these with you, and I would also be 
pleased if you so desire, to present our plan of activities to the 
American Bankers’ Association so that alt the members would realize 
what we are endeavoring to do.”

The President was requested to advise President Booth o f our desire 
to cooperate and work in harmony jvith the new Association, and ex
tending him a cordial Invitation to address the Association as suggested.

BANK EMPLOYES AS NON-ESSENTIALS
Last May when Provost Marshal General Crowder issued his famous 

order o f ”  Work or Fight ”  providing for a -re-classification of drafted 
men, bank officials and clerks were reported to have beea classed as 
non essentials; as a result of considerable correspondence with Treas
ury officials, Federal Reserve Board officials and others, your Presi
dent was advised that the order had been interpreted as follows:

“  I beg to advise you that bauk clerks are excepted from the opera
tion of the regulations which provide for the withdrawal of deferred 
classification, and order number of registrants found to be idlers er 
engaged in non-productive occupations or employments.

“  The recent so-called ‘ Work or Fight ’ regulation does not effect 
registrants who are officials of banking institutions or clerks employed 
in banks. In other words, under tlie present Selective Service Regula
tions, bank officials and bank clerks may remain in such employment 
until they are regularly called, by their various local boards, for 
military service. E. H. Ckovvuer, Provost Marshal General.”

This announcement was welcomed by bankers throughout the country.

BANKING AS ESSENTIAL TO NATIONAL WELFARE
The requirement of the new draft measure necessitating all men to 

register between the age of eighteen arid forty-five, .has been the occa
sion of considerable apprehension on the part of bankers throughout 
the nation, as it includes a large percentage of the active bank offi
cials, and pivotal hank employes. Through the good offices of Mr. 
II. H. McKee, we were able to send out a bulletin to our members 
reading as follows:

”  The Provost Marshal General lias ruled that banking is an occupa
tion necessary to the maintenance of the national welfare; and that 
skilled officers and employes of bunks may claim exemption or de
ferred classification, under tin: new draft law, on the ground that 
their services are vital to the continuance of the business in which 
they are engaged.

“  The Provost Marshal General states that waiving tbe right, to be 
placed in a deferred classification is a mistaken act of patriotism. 
He urges every person affected by the law to state frankly and 
honestly his exemption status, as by so doing be will aid materially 
in the task of classifying regstrauts.

“  Therefore, hank officials and employes whose services are essential 
to the business should not hesitate for fear of criticism, to claim 
exemption or deferred classification on occupational grounds. To do 
otherwise would be a hindrance rather than a help at this time. 
If officers and clerks in banks, however, neglect or refuse to chum 
the exemption to which they are entitled, that claim may be made 
for them by the bank in which they are employed. Thus. If an officer 
or a clerk fears unjust criticism or believes his act may be miscon
strued, the bank which employs him may file a claim foi his exemption 
on occupational grounds with the District Board of Appeals. It is 
mokt earnestly desired, however, by the authorities at Washington 
that every one state frankly and honestly his exemption status as it 
will he considered more patriotic and helpful to do so than -it would 
be to waive his rights.

It has been suggested from a banking source that wherever prac
ticable, a bank should file with the local exemption Board a list of its 
officers and employes whom it deems essential for its operations and 
the grounds upon which its claims are based, as many bank men will 
not claim exemption even though entitled.

Regulations have been issued and should be studied carefully by bank 
employers and employes.

Bank men are not exempt because they happen to be bank men, 
and the right to exemption or deferred classification will depend upon 
the condition of service which will have to be proved. The final de
termination under the regulations will rest with the District Board 
of Appeals.

BANKS ON I’RIORITY LIST FOR SUPPLIES
Mr. McKee also presented to the War Industries Board a request that 

banks be placed on the Priority list in connection with supplies essen
tial to their operation, such as coal, paper, etc. He was referred to 
Mr. Penfield, who flatly refused to admit that a bank is a necessary 

- or essential adjunct to the economic structure at this time.
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He said that banks must get their coal as they need it in the order 
set forth under the head of “  Domestic Consumers and Public Institu
tions in ihe buildings listed in Class 3, Preference List No. 2, issued 
September 3, 1918.”

“ If a bank has not already stocked up it will not be permitted to 
do so now, but must take what it can get' from time to time as the 
need arises.”

Your President then addresses a communication to Mr. Baruch, Chair- - 
man of the War Industries Board, as follows:

Cincinnati, Ohio, September 16, 1918.
My Deau Sin:— It has come to my attention recently that several 

prominent banks in the United States have experienced some difficulty 
in getting supplies, including * coal, absolutely needed to keep their 
business going.

I find that banks are not listed as essential occupations entitled to 
preferential treatment in Preference List No. 2 issued September 3, 
1918; and after investigation by trusted representatives in Washing
ton, I find that there seems to be a lack of understanding or appre
ciation of the work the banks are doing in this crisis.

It seems to be admitted that banks are necessary in some degree, 
but that their existence and ability to continue business is a matter 
of secondary importance to those industries and occupations specified 
in the Preferential List.

Practically all of our business is being done on credit today. The 
banks are the instruments which create the credit and cause it to flow 
through the channels of trade.

The sale of Liberty Bonds, Thrift Stamps, and U. S. Treasury Cer
tificates of Indebtedness has been undertaken by the banks willingly in 
addition to taking care o f an abnormal amount of ordinary business.

It would seem that the assistance the banks have given the Treasury 
in the furtherance of the fiscal policies of the Government, should 
cause them to be recognized as indispensable at this time, even though 
their relation to the world of industry, trade and commerce be ignored.

From a purely economic aspect, banking is absolutely the keystone 
in the arch of business, and anything that tends to impair its strength 
and efficiency menaces our whole economic fabric. General Crowder, 
the Provost Marshal General, has publicly stated his recognition of 
that fact.

Therefore, it is respectfully suggested that the facts set forth l>e 
considered by the War Trade Board, and if possible the business of 
banking be made co-equal in importance with other essential industries 
in the matter o f securing coal to heat the banking rooms, and other 
supplies needed to maintain the business.

The amount of supplies needed will not be large, but inability to 
obtain even a moderate amount may work Incalculable harm to an 
occupation that is superlatively essential at this time.

Copies o f this communication were sent to Governor Harding and 
Secretary McAdoo.

Secretary Farnsworth was instructed to invite the United States 
Chamber of Commerce, National Foreign Trade Council, National Asso
ciation qf Credit Men, and the National Association o f Manufacturers, 
to send representatives to our Annual Meeting; this in recognition of 
these Associations having extended similar invitations to our Asso
ciation and with a view of encouraging co-operative effort in connec
tion with these great organizations.

The Finance Committee reported the balance on hand as o f Sep- 
tember 1, 1918, as $6,000.00, as compared with $3,000.00 a year 
ago. Also advised having borrowed $20,000.00 to temporarily re
imburse the Treasury in connection with the liquidation o f a loan - 
for the same amount which was outstanding a year ago, but which 
was liquidated out of the advance dues paid by the membership. This 
would indicate that we have had a net gain for the year o f about 
$3,000.0# in spite o f the fact that nearly $5,000.00 was expended in 
connection t with the War Savings Stamp Campaign.

This record your Committee feels is a most satisfactory one. The 
Membership Committee reported that our membership on September 1st 
amounted to 19,043, a net gain o f 1,715, the largest net gain in any 
single year during the life of the Association.

The program as arranged was presented for consideration o f the 
Committee and unanimously approved.

The Protective Committee have recommended that we enter into a 
renewal of the present contract with the Burns Detective Agency, 
which will expire in October, for a further period o f three years on 
the same terms as heretofore, which permits either party to the con
tract to cancel same upon 90 days’ written notice, the Administrative 
Committee unanimously recommend that the Executive Council authorize 
a renewal of this contract.

Inasmuch as the Liberty Bond Campaign will begin on Saturday, 
September 28th, and many members will therefore desire to return to 
their homes Friday evening, your Administrative Committee decided to 
ask the unanimous consent of the Executive Council that the Annual 
Meeting be held Friday night instead of Saturday morning as provided 
by the Constitution.

Our third meeting was held in Chicago at the Congress Hotel, on 
September 22nd, 1918. t

Present: Chairman C. A. Hinsch, Vice-President R. F. Maddox, Ex-
President P. W. Goebel and Messrs. W. P. Sharer, R. S. Hawes, and 
Gen’ l Sec’y F. E. Farnsworth.

The President reported having represented the American Bankers’ 
Association at the following State Bankers’ Conventions: Kentucky,
Arkansas, Texas, Kansas, Missouri, Georgia, Tennessee, Iowa, Con
necticut, Massachusetts, New Hampshire, Vermont, Maine, Rhode 
Island, Michigan, Ohio, Indiana and West Virginia, during the past 
year, at all of which addresses were made, outlining the aims and 
policies of our Association, its activities, and the facilities we are 
prepared to extend to our Membership.

A most cordial reception was extended to your President at each and 
all of these gatherings, and the same dominant spirit o f patriotism 
was in evidence which characterizes the reports we receive from the 
“  Boys Over There.”  At the following State Bankers’ Conventions 
the Association was represented by:

Fred. E. Farnsworth, General Secretary— Arkansas and Joint Con
vention of New England Bankers’ Associations.

L. A. Mershon, Sec’y Trust Company Section— Pennsylvania and 
Michigan.

M. W. Harrison, Sec’y Savings Bank Section— Montana, New York 
Savings Bank Association, Virginia, and two Virginia Group Meetings.

A. D. Welton, Manager Department of Public Relations— Nebraska, 
New York.

W. G. Fitzwilson, Assistant Secretary— New York State Bankers’ 
Association.

George E. Allen, Secretary State Bank Section— Washington, Oregon, 
Utah, South Dakota, New Mexico, Colorado, Pennsylvania, Texas and 
American Institute o f Banking.

L. W. Gammon, Manager Department of Public Relations— New York 
and Delaware. V

Jerome Thralls, Secretary Clearing House and National Bank Sec
tions— Wisconsin, Tennessee, Illinois, Minnesota and North Dakota.

George D. Bartlett, President State Secretaries’ Section, attended 
the California Bankers’ Association Convention.

Too much emphasis cannot be laid upon the desirability of our Asso
ciation being represented in the future, at all of these State Con
ventions by some one who can speak with authority for the Associa
tion, having a knowledge of the facilities it has to offer.

Your President made an address at the Annual Meeting of the 
American Trade Acceptance Council, held in Chicago on June 17th, 
and on the following day addressed the National Association of Credit 
Men.

I was deeply impressed with the personnel of the Membership of this 
organization, and with the officers charged with directing its activities, 
and do not hesitate to recommend a close co-operation in connection 
with the subjects in which we have a kindred interest.

In conclusion I desire to express my gratitude to the members of 
the Administrative Committee, the General Office force, members of 
Committees, and in fact the entire Executive Council, for the support 
they have extended during the past year. All have responded cheer
fully to the call for service, and this spirit lia$ been largely responsi
ble for the record your Association has made during the past year.

The Administrative Committee will appreciate the adoption o f a 
resolution endorsing their administration of the affairs of the Associa
tion since the last meeting of the Council, as outlined in this report.

Report of Agricultural Commission by Joseph Hirsch, Chair
man

The Chairman of the Agricultural Commission is required to make 
an annual report to the American Bankers’ Association. A full report 
of the manifold activities of our Commission would fill a good sized 
volume, and its reading would consume so much time that I ask the 
privilege of printing the full report w'hich will appear in the proceed
ings of your Association, and present at this time a resume of our 
main activities, and then outline and ask for your wholehearted sup
port of the War program for increased agricultural production in which 
the American Bankers’ Association has been asked to join by the 
Food Administration and the United States Department o f Agriculture.

From the beginning of this work, six years ago, it has been our 
constant object to stimulate the Bankers’ interest in a better and 
more profitable agriculture and in the development o f rural education. 
To do this, it has been necessary to organize the Bankers* State Com
mittees, and although our Agricultural Commission has no direct 
authority over these State Agricultural Committees, it bears about the 
same relationship to them that the Council of National Defense does 
to the State Councils, for if this work is to be brought to the fullest 
measure of its possibilities we must have some well-defined national 
program which in turn can be promulgated through the state com
mittees, and thence through county and community bankers’ agri
cultural committees. How far we have succeeded in this may be 
evidenced by the fact that today we have forty-two bankers’ agri
cultural committees; ten of these now have a standing committee in 
every county. Among the state associations which have recently 
created agricultural committees may be mentioned Nebraska, Ken
tucky, New Mexico, Oklahoma and Connecticut.

Your Commission has continued to urge the placing of a Government 
demonstration agent in every agricultural county and the employment 
of home demonstration agents— women agents for the farm women and 
children. During the past year, this work has been greatly stimu
lated, for by congressional emergency appropriations, the Department 
of Agriculture as a War measure has been endeavoring to place a 
county agent and a woman farm adviser In every agricultural county 
o f the Union. At last reports there were three thousand and forty- 
nine demonstration a" ats and sixteen hundred and ninety women 
agents in twenty-eight hundred agricultural counties of the United 
States. Crop demonstrations were conducted on five hundred thousand 
acres, more than six hundred thousand farmers have joined the farm 
bureaus and five million women and girls have enlisted in the home 
demonstration work. What your Agricultural Commission has. been urg
ing for six years was the first War measure engaged upon by the United 
States Department of Agriculture. Its first move to increase food pro
duction was to place more county agents in the field.

Your Agricultural Commission has continued to stress the importance 
of the organization o f pig, calf and sheep clubs by banks and hundreds 
o f these clubs have been organized as a result of the Commission’s 
activities. The boys’ and girls’ clubs,— pig, sheep and calf clubs, 
oats, wheat, corn and cotton clubs; the girls’ canning and poultry clubs 
have received the enthusiastic support of American Bankers.

More than two million boys and girls are enrolled in these live 
stock clubs today, and this work has been not only of tremendous 
financial benefit to the country generally, but its importance in an 
educational way cannot be overestimated, while it has been a pure 
delight to every banker who has engaged upon it.

ACTIVITIES OF THE STATE COMMITTEES
Many of the state agricultural committees have issued timely cir

culars calling attention to specific problems, such as the testing of 
seed corn and the introduction of better varieties of grain. A number 
of tlie state committees arranged for the purchase o f pedigreed seed 
w’hich has been distributed to fanners at cost. Several of the associa
tions continue to furnish scholarships at the agricultural colleges, while 
the New York Association has been awarding medals of merit to boys 
and girls who have completed the “  school-home ”  products’ work of 
the college.
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A notable activity of the State associations has been the distribution 
of Farm Accounting Sheets. The new income tax laws finally aroused 
the farmer to the necessity of keeping accounts and the bankers’ com
mittees have performed a genuine service in the distribution o f these 
farm accounting sheets. Your Agricultural Commission has distributed 
more than sixty thousand copies of a very simple account sheet which 
have been purchased by banks for distribution among fanners.

BANKER-FARMER MEETINGS

The Commission has continued to urge the importance of Banker- 
Farmer meetings at the agricultural colleges. The Wisconsin, Wash
ington and California Commissions have continued to hold these meet
ings, as they bring to the banker a new vision of the apportunities 
presented for country development and business building.

THE BANK AGRICULTURIST

A most interesting development has been the employment o f bank 
agriculturists. The employment o f these trained men by some twenty- 
five banks o f the Union marks an Important step forward in country 
banking. These men are bringing the bankers into closer touch with 
their farmer customers. They are pointing out new ways by which 
bankers can develop their business, increase their deposits, and im
prove the security of their loans. They bear about the same relation
ship to the country bank that the New Business Department does to 
the City Institution, with this marked difference,— these bank agricul
turists are creators of wealth; they are assisting in the preservation 
of our so il; they are helping to build up the live stock industry ; they 
are increasing production, and are assisting the farmer in his vexa
tious marketing problems; they are doing more than merely adding to 
bank deposits; they are making for the prosperity of the entire com
munity.

THE “ BANKER-FARMER”

The activities o f your Commission and the State committees are 
brought to the attention of the farmers of this country through the 
pages of our official magazine, “  The Banker-Farmer.”  As I have
stated on several occasions, this little magazine occupies a unique 
position among the publications o f this country. It is not a farm 
journal; nt does not claim to teach farmers how to farm ; that is 
the province of the agricultural paper; neither is it the usual bank 
journal in that "it touches but lightly on ordinary questions o f bank
ing, but it deals specifically with the things that bankers are doing 
to develop the agricultural resources of this country. It show's the 
bankers in Washington and Maine what those in California and 
Florida are doing; Texas learns from Minnesota, and Alabama takes 
a lesson from North Dakota. Hundreds, yes, I believe thousands of 
bankers have started some form of agricultural development,— a live 
stock club— something lias been done, some betterment created, as a 
result of reading the pages o f “  The Banker-Farmer.”

During the twelve months ending August 31, 1918, three hundred 
seventy-two thousand nine hundred sixty-three copies of the “  Banker- 
Farmer ”  were published. Of these, one hundred ninety thousand three 
hundred and teu copies have been circulated to member banks through 
the state associations, while the remaining one hundred seventy-seven 
thousand six hundred fifty-three copies have been distributed by banks 
among the farmers o f this country. Thus the p&per has an important 
psychological effect, for it is showing the farmer that American bankers 
are evincing genuine interest in their success and prosperity, and are 
lending them every effort to develop the live stock and agricultural 
resources of this country. The U. S. Department o f Agriculture has 
been intensely interested in the constructive work o f the magazine and 
has been furnishing us with monthly articles which have been pre
pared especially for the bankers o f this country. In July the “  Banker- 
Farmer ”  co-operating with the U. S. Bureau of Education published 
a special issue devoted to the necessity for improving rural education. 
This number contained the rough draft of a bill for Federal aid for 
rural schools and involves the consolidation of rural schools.

Your Commission urges every thoughtful, forward-looking banker to 
study this proposed measure, which it is to be hoped will presently 
be enacted into law, bringing to your country the same benefits that 
have been derived through the passage o f the Smith-Lever and the 
Smith-Hughes Acts. The development of rural education is o f vital 
importance to the Nation.

So much for the work ‘ of your Commission during the past year. 
Our greatest task— the most important work we have ever undertaken 
lies ahead of us. We have been called upon by our Government, acting 
through the Federal Department of Agriculture, to assist— to play a 
part in the stupendous task of increasing food production, that our 
armies and those of our allies and the civilian populations at home 
and abroad may be sustained. This is absolutely essential, absolutely 
vital to the winning o f the war. There never was a truer saying than 
“  Food will win the war.”

We must raise more wheat, more butter and fats to feed our own 
people and our Allies. We must produce more cotton and more wool to 
clothe them. And we must perform these tasks in the face of a 
tremendous decline in farm-man power, due to the selective draft and 
the further fact that much labor has left the farm to seek more profit
able Industrial employment. From all over the land comes the cry 
of a shortage of farm labor, immigration has practically ceased, while 
in the Southwest thousands of Mexican laborers fled across the border 
fearing they would be pressed into the military sertice. A serious 
shortage o f fertilizer has added to our difficulties.

How we can help to cope with this situation, the part the American 
bankers can play in this great enterprise, I shall endeavor to outline 
as clearly and as briefly as possible.

The United States Department o f Agriculture and the Food Admin
istration, working in conjunction with the land grant colleges, the 
State Departments of Agriculture, the agrciultural journals, the 
farmers’ union, the granges and other farm organizations, and backed 
up by the patriotic farmers of America, have outlined a program, 
which despite the difficulties confronting us, will meet our national 
requirements providing these forces obtain the undivided support and 
co-operation o f the bankers and business men o f this country.

This plan provides (1) for an increase in production by the use of 
scientific methods of intensive cultivation, and to this end, as before

stated, the Department of Agriculture is providing for the employment 
o f Government Demonstration agents in practically every agricultural 
county of the Union. (2) For an increase in grain and pork produc
tion, allotting to the several states fixed measures o f such increase, 
based upon climatic or other conditions. (3) Working in conjunction 
with the United States Department of Labor, a well defined program 
has been mapped out for procuring farm labor. The “  Work or Fight ”  
order will play an important part in bringing this about, as it will 
release many men from non-essential occupations who can and should 
be employed upon American farms. (4) Every community will be 
encouraged to raise its own supply of perishable food products. The 
nation-wide campaign for home gardens, home canning and preserving 
will be continued. (5) Wherever possible home markets will be sup
plied by home production. This is not only economically important, 
but will greatly relieve transportation. (6) The Bureau of Markets 
will cantinue its efforts to eliminate hoarding and speculation, finding 
markets for communities that produce a surplus o f perishable or other 
products and wherever possible bringing the producer into direct con
nection with the consumer. These are a few of the many things 
planned by the most efficient agricultural agency the world has ever 
known, the United States Department o f Agriculture.

But the Department of Agriculture and its field workers, the county 
agents, who bear the brunt of the burden, cannot put these measures 
into effect unless they are backed up by those who direct the business 
energies o f the country, and this is where the bankers o f the Union 
can perform possibly the greatest service they have ever rendered tnelr 
country. For the banker is the recognized community leader. We, 
more than any other class of men, can put this program into effect. 
The Government may. place a demonstration agent in the county, but 
unless the bankers co-operate by assisting in the purchase of pure 
bred live stock; by the organization of the boys’ and girls’ live stock 
clubs; by the purchase and distribution of pure bred seed and by the 
scores of projects which are being carried out by bankers who have 
become interested in this work through the propaganda o f the Agri
cultural Commission of the American Bankers’ Association, the efforts 
of the county agents will be of little avail.

In recruiting man power for the farms, the banker can largely direct 
community thought and action; the man power can be released from 
the bank as well as from the shop; the girl who plays the piano can 
play the adding machine, and it is the banker’ s duty to fill the places 
in his bank wdienever possible by mobilizing the woman power of his 
community.

The Honorable Clarence Ousley, Assistant Secretary of Agriculture, 
in a notable address delivered before the Virginia Bankers’ Association 
in June, called attention to the fact that last year, in many rural 
communities, the people of the towns and villages closed their stores 
and shops and offices for a day or for such time as was necessary and 
helped to save the crops, The stores can do- business any day, business 
would go along if we opened our shops only four days in the week, 
but the crops will not wait.

Man power, man power for the farm, is the cry o f the hour. It can 
be procured, it must be procured, It shall be procured, and the Ameri
can banker, the most potential force in his community, can sound the 
clarion call that will send thousands of men to the farms where they 
are so sorely needed. In all these things which I have enumerated 
the American banker can play an important part. We can do it not 
only because o f the influence that we wield In our communities, but we 
can do it doubly well because we are the only great organization in 
America, outside o f the United States Department o f Agriculture it
self, that has created a commission dealing strictly with the agricul
tural and live slock problems o f the country. I deem it a fortunate 
thing in the great crisis which has fallen upon our people that we have 
set in motion a piece of machinery that can perform an invaluable 
public service, and I call upon you. today, my friends, members o f the 
American Bankers’ Association, Presidents and Secretaries and Bankers’ 
Agricultural Committees, to help the Agricultural Commission o f  the 
American Bankers’ Association in the great work which it has under
taken, that work which has always met witli the approbation and the 
undivided support and co-operation o f the United States Department o f 
Agriculture.

For the past six years we have been calling upon you as an 
economic duty to orgauize an agricultural force within your state asso
ciations. We have pointed out ways and furnished plans for the 
bankers’ agricultural committees. We have helped to create forty-two 
of these committees. Many of them are doing excellent work, but 
some are practically dormant, and today, because your country needs 
you, we call upon you to revitalize your committees. We call upon 
you today for the organization o f a Bankers’ Agricultural Committee 
in every state and for the creation o f sub-commitees in every county 
of the states. We call upon every bankers’ association to join forces 
with the American Bankers’ Association In the distribution o f our 
official magazine, ‘ ‘ The Banker-Farmer,”  by which our propaganda 
may reach every banker in the land. We ask the American Bankers’ 
Association to place at the disposal o f  your Commission adequate funds 
in order that the ambitious program we have mapped out may be 
carried into effect.

I am authorized to announce that the U. S. Department of Agricul
ture is planning a conference between the Secretary of Agriculture and 
the Agricultural Commission o f the American Bankers’ Association, to 
be held in November or early December, at which time the Govern
ment’ s program for increasing food production during 1919 will be 
outlined ; in which program your association is going to be called upon 
to play an important part. I f  carried out, this plan will require the 
personal service of every member o f your Commission and o f the state 
committees, and in order that we may efficiently perform the service 
demanded o f us by our Government, we call upon the president of 
every bankers’ association to appoint the very strongest man to the 
position of chairman of your agricultural committee, and we urge that 
the best banking brains o f this country be appointed on your agri
cultural committees— men who will pledge themselves to perform the 
tasks allotted to them. I call upon you today to Join us in this great 
work. We cannot do it alone. We need the undivided support and co
operation of the officers o f the American Bankers’ Association, o f every 
state organization, and o f every individual banker In America.

For years we have been pointing out that this agricultural develop
ment work Is economically sound; that it makes for the development, 
prosperity and contentment of the country; that it is o f the greatest
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material benefit to the banker who engages upon i t ; that it is bring
ing about a new viewpoint on the part of the farmer, who now begins 
to see the banker in the light of a friend and benefactor in place of 
an oppressor. This movement has now become of vital importance to 
the nation.

We call upon you today, not for material , benefit you may reap or 
that may inure to your community, but we ask you to bend yourselves 
to this task with every ounce of energy you possess because of the 
service you may render to your country.

Report of the Executive Council, by Charles A. Hinsch
Members of The American Bankers’ Association and Guests:

Ladies and Gentlemen :— In harmony with the Constitution, and 
as Chairman o f the Executive Council, I submit for your consideration 
and I trust, approval, a resume of the activities o f the Association 
entrusted to our care since our last annual meeting held in Atlantic 
City, September 24th to 29th, 1917.

On September 2Sth, after the close of the Convention, the Executive 
Council convened for reorganization. Seventy-one members responded to 
roll call. The following officers were duly elected: Fred E. Farns
worth, General Secretary; James D. Hoge, Treasurer; William G. 
Fitzwilson, Assistant Secretary, and Thomas B. Paton, General 
Counsel.

The Committee on Nominations submitted their report, and the 
nominations suggested therein were unanimously adopted.

Attention was called to the fact that in submitting their report the 
Nominating Committee failed to take into consideration the change in 
the Constitution, enlarging the State and Federal Legislative Com
mittees, and on motion the Administrative Committee was authorized 
to make the appointments. Similar action was taken relative to the 
Vice-Presidents for the dependencies of Alaska, Canal Zone. Hawaii, 
Philippine Islands and Porto Rico.

As the personnel o f the various Committees was published in T he 
Journal, I will refrain from going into details on this occasion.

The report submitted by the Finance Committee estimated the receipts
for the ensuing year at $ ........... . . ,  and recommended appropriations
for the fiscal year, beginning September 1, 1917, amounting to 
$ . . ...........  The several items included in this budget were duly con
sidered, and the report approved.

The Union Savings and Trust Company o f Seattle, The Continental 
and Commercial National Bank of Chicago, and The National Bank of 
Commerce, New York, were designated and approved as depositaries 
for the ensuing year.

Several invitations were presented in connection with the Spring 
Meeting of Council and after some discussion, a resolution was passed 
directing the Administrative Committee to perfect arrangements 'with 
the Eastman Hotel, Hot Spridgs, provided the necessary accommoda
tions and rates were available.

Chicago was similarly decided upon as the place for the Annual 
Meeting of The American Bankers’ Association, the date selected being 
September 23rd to 28th, 1918.

The Association responded to the call for service in connection with 
the launching of the War Savings Stamp Campaign and maintained a 
bureau in Washington for a period o f five months, under the direction 
of your President. Messrs. Thralls, Harrison and Ayres, from the 
General Office, rendered most efficient services in connection with this 
movement and letters of appreciation were received from Mr. Vanderlip 
and others.

In recognition of the splendid educational work being conducted by 
the United States Chamber of Commerce, many of whose activities are 
identical with those of The American Bankers’ Association, it was 
deemed advisable for our Association to become a member / of the 
Chamber o f Commerce and the General Secretary was directed to make 
application for membership in this organization at an annual cost of 
$700.

It is the intention so far as possible, for similar Committees of each 
organization to work as a joint committee, believing that in this way 
more effective work can be accomplished.

The following delegates were named to represent our Association in 
connection with the activities o f the Chamber: Mr. H. H. McKee as
Counsellor; Mr. R. F. Maddox, Vice-Counsellor; the Presidents of the 
several Sections, with the Vice-Presidents as alternates; the Chairmen 
o f the State and Federal Legislative Committees, with Col. Fred E. 
Farnsworth and Judge Thomas B. Paton as alternates.

The Chamber of Commerce o f the United States submitted Referen
dum No. 23, being a proposal to discriminate against Germany in 

~»trade after the War, if necessary for self-defense. After a full dis
cussion on the subject your Administrative Committee decided to vote 
“  Yes ”  on the referendum. This question was presented in the fol
lowing preambles and resolutions:

W hereas, The size of Germany’s present armament and her mili
taristic attitude have been due to the fact that her government is a 
military autocracy, not responsible to the German people; and

W hereas, The size of the German armament after the war will be 
the measure of the greatness o f the armament forced on all nations; 
and

W hereas, Careful analyses of economic conditions shows that the size 
of Germany’s future armament will fundamentally depend on her after
war receipts o f raw materials and profit from her foreign trade; and

Whereas, In our opinion the American people for the purpose o f 
preventing an excessive armament will assuredly enter an economic 
combination against Germany if governmental conditions in Germany 
make it necessary for self-defense; and

W hereas, We believe the American people will not join in discrim
ination against German goods after the war If the danger of excessive 
armament has been removed by the fact that the German government 
has in reality become a responsible instrument controlled by the Ger
man people; therefore, be it

Resolved, That the Chamber of Commerce of the United States o f 
America earnestly calls the attention of the business men of Germany 
to these conditions and urges them also to study this situation and to 
co-operate to the end that a disastrous economic war may be averted 
and that a lasting peace may be made certain.

^ou will l>e interested to learn the result o f this referendum. The
vote was as follows;

In favor ..............................................*.................1,204
OpjHised ..............................................................  i 5 i

In harmony with the instructions of the Atlantic City Convention, a 
Committee ou Co-operation of State Bankers’ Associations with the 
American Bankers’ Association was appointed, consisting of the secre
taries of the various State Bankers’ Associations, with Mr. William 
George as chairman.

Pursuant to the resolutions adopted at the Atlantic City Convention, 
the following appointments were made on the Federal Reserve Cam
paign Committee, to embody a representative in each of the twelve 
Federal Reserve Districts:

J. H. Puelicher, Marshall & Illsley Bank, Milwaukee, Wis.
Philip Stockton, Old Colony Trust Co., Boston, Mass.
F. H. Sisson, Guaranty Trust Co., New York, N. Y.
J. H. Mason, Commercial Trust Co., Philadelphia, Pa.
H. C. McEldowney, Union Trust Co., Pittsurgh, Pa.
Wm. Ingle, Baltimore Trust Co., Baltimore, Md.
A. P. Coles, Central Bank & Trust Corp., Atlanta, Ga.
Breckinridge Jones, Mississippi Valley Trust Co., St. Louis, Mo.
S. B. Montgomery, State Savings, Loan & Trust Co., Quincy 111. 
George E. Tremble, Fidelity Trust Co., Kansas Oily, Mo.
Nathan Adams, American Exchange National Bank, Dallas. Texas.
F. W. Ellsworth, Hibernia Trust & Savings Bank, Now Orleans, La. 
It. S. Rutter, Spokane & Eastern Trust Co., Spokane, Wash.
The following communication from the Hon. W. P. G. Harding, 

Governor of the Federal Reserve Board, indicates a deep sense of ap
preciation of the services rendered during the past year bv our Federal 
Membership Campaign Committee:

“ My I)EAR H insoii.— I desire, on behalf of the Federal Reserve
Board, to express its appreciation of the cordial co-operation which 
has been given it by your administration, and particularly of the excel
lent work which has been done by your Association’s Committee on 
Federal Reserve Membership of State Banks. ‘

At the time of the api>ointment of this Committee, on September 
17, 1917, there were 86 State banks wdiich were members of the sys
tem, with total resources of $1,217,258,914, while to-day the number 
of State bank members has been increased to 748, and their total re
sources to $6,668,259,717.

“ Your Committee has been untiring in its efforts, and the Board 
feels that the large increase in State bank membership is due in a great 
degree to the work which has been done by the Committee. There are a 
large number of State banks eligible for membership which are still out
side of the Federal Reserve System, and the reasons which were given 
in October last by the President of the United States why State banks 
should become members, and which have been so thoroughly elaborated 
upon by your Committee, are more potent now than ever.

“ The Board therefore wishes to express the hope that your Associa
tion will see fit to have the Committee continue the good work which 
it has thus far prosecuted so successfully.

“ (Signed) W. P. G. Harding, Governor . ”
Mr. O. J. Sands was appointed on the 'Trade Acceptance Committee 

in lieu of Mr. Joseph Wayne, resigned.
The Trade Acceptance Committee of our Association, in conjunction 

with the United States Chamber of Commerce, the National Association 
of Credit Men and the National Association of Manufacturers, formed 
the American Trade Acceptance Council. This joint committee has 
conducted an active campaign of education to promote the general use 
of trade acceptances in the settlement of open accounts.

The Administrative Committee approved of the action of the President 
in accepting membership on the Executive Committee of the National 
Association of Owners of Railroad Securities.

There have been a number of members in different parts of the 
country who thought we should urge upon the Administration a more 
rigid policy in dealing with Mexico, for the protection of American 
lives and property. There is $1,500,000,000 Invested in Mexico, which 
investment is in danger of confiscation. There has been a new confisca
tory constitution adopted in Mexico— it was adopted in 3917— which 
they do not as yet dare to enforce. Another element in the Association 
thought this is not the appropriate time to urge a radical attitude 
towards Mexico. They point out that the South American countries 
have long been suspicious of ihe aggressive policy of the United States, 
and only now are they coming into more friendly relations, and an 
aggressive policy towards Mexico at this time would set up opposition 
and create suspicion in these South American countries.

The matter was referred to your President and General Counsel, who 
have given this subject a great deal of careful thought and attention, 
and in connection therewith have conferred with the State Department 
in Washington, with Mr. E. M. Van Zandt, Jr., Vice-President of the 
A. B. A. for Mexico, and the United States Chamber of Commerce. As 
the matter now stands, if the Chamber deems it advisable to appoint 
a Committee, your President has been authorized to appoint a similar 
Committee, not with the idea of advocating the taking of any drastic 
action at this time, but to keep in touch with the situation with a 
view of recommending that American interests in Mexico be extended 
the greatest degree of protection possible under existing circumstances.

The following delegates to various meetings were selected to repre
sent our Association:
National Foreign Trade Council.

Mr. C. A. Hinsch, W. P. Shearer, G. P. Griffith.
League to Enforce Peace, National Convention in Philadelphia, Pa.

Mr. Joseph Wayne, Jr., Waldo Newcomer, Levi L. Rue.
National Security League, Convention in Chicago.

Mr. Nelson N. Lamport, M. A. Taylor, Wm. G. Edens.
Annual M eeting o f American Academy of Political and Social Science, 

at Philadelphia, Pa.
Mr. William A. Law, J. R. McAllister, E. F. Shanbacker.

Committee to Co-operate with a Committee of the Chamber of Commerce 
o f the United States regarding Foreign Exchange.

Mr. J. H. Fulton, F. A. Goodhue, William A. law.
Hie Administrative Committee extended its moral support to the 

Capital Issues Committee In the adoption of the following resolutions: 
W hereas, The Secretary of the Treasury requested the Federal Reserve 

Board to take up the question of a limitation of the issue of new secur
ities throughout the United States along the lines of the conservation
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of capital for the prosecution of the war— that is to say, to limit so 
far as possible the issue of new securities for non-essential securities, 
in order that essential financing, including the Government financing 
itoelf, can be made possible; and

Whereas, Pursuant thereto the Federal Reserve Board has named Mr. 
Warburg, Mr. Delano and Mr. Hamlin on a Committee to be known as 
the Capital Issues Committee:

Now, therefore, he it Resolved, That we, the Administrative Commit
tee of the American Bankers’ Association, are in full accord with this 
movement and give it our hearty and unqualified support; and, further, 
that we recommend to the members of the American Bankers’ Associa
tion that they also extend their hearty support in carrying out the 
purposes for which the Capital Issues Committee was appointed.

A campaign was launched having for its purpose the increase in our 
membership to 20,000. While we did not reach the desired goal, a 
material increase in our membership was secured; iu fact we have 
had the greatest increase ever attained iu the history of the Associa
tion.

The Spring Meeting of the Executive Council was held at the Hotel 
BSastman, May 9, 10 and 11, 1918, at Hot Springs, Arkansas; 59 mem
bers responded to roll call.

Reports from the Federal arid State Legislative Committees were sub
mitted, and the action taken by them and their recommendations were 
ratified and approved. The action taken by the President relative to the 
measure providing for the guaranty of deposits was ratified and ap- 
proved.

The Insurance Referendum Committee submitted its report and recom
mended that a bankers’ insurance company be organized upon the stock 
company plan. The report was approved and the Committee were author
ized to prepare and submit their plans to the September Meeting of 
Council for final action.

The President presented for the consideration of Council a number of 
constructive changes, which were published in full in the June edition 
of the Jouhnat.. I will therefore refrain from going into details in 
this review. The suggestions were referred to a Committee on Co
ordination of Activities, with instructions to submit their recommenda
tions to the September Meeting of the Council.

The President reported that he had conferred with the Hon. J. II. 
Moyle, Assistant Secretary of the Treasury, concerning the elimination 
o f individual National Bank notes, and the issuance of a uniform hill 
which would omit the name of the bank of issue. This proposed uni
form bill would mean a saving of considerable expense to the Govern
ment and to the National Banks maintaining circulation. The plan, if 
carried into operation, would eliminate the necessity of the five per cent. 
Redemption Fund.

A referendum of the Federal Legislative Council was taken on this 
proposed legislation, and a majority of the members of the Council ap
proved of the measure.

A difference of opinion seems to exist in the Treasury Department 
as to the wisdom o f carrying out this program, and the Federal Legis
lative Committee may introduce legislation in connection therewith.

I^ist May when Provost Marshal General Crowder issued his famous 
order of “  Work or Fight,”  providing for a reclassification of drafted 
men, bank officials and clerks were reported to have been classed as 
non-essential; as a result of considerable correspondence with Treasury 
officials, Federal Reserve Board officials and others, your President was 
advised that the order had been Interpreted as follow s:

”  I beg to advise you that bank clerks are excepted from the opera
tion of the regulations, which provide for the withdrawal of deferred 
classification.
“  The recent so-called * Work or Fight ’ regulation does not affect 
registrants who are officials o f banking institutions or clerks employed 
in banks. In other words, under the present Selective Service Regula
tions, bank officials and bank clerks may remain in such employment 
until they are regularly called, by their various local boards, for mili
tary service. ‘ ‘ E. H. Crowder, Provost Marshal General.”

This announcement was welcomed by bankers throughout the country.
The requirement of the new draft measure, necessitating all men to 

register betwkeen the ages o f eighteen and forty-five, has been the occa
sion of considerable apprehension on the part o f bankers throughout 
the nation, as it includes a large percentage of the active bank officials 
and pivotal bank employees. Through the good offices of Mr. H. H. 
McKee, we were able to send out a bulletin to our members reading 
as follows :

“ The Provost Marshal General has ruled thut banking is an occupa
tion necessary to the maintenance of the national welfare; and that 
skilled officers and employees of banks may claim exemption or deferred 
classification, under the new draft law, on the ground that their serv
ices are vital to the continuance of the business in which they are 
engaged.

“  The Provost Marshal General states that waiving the right to be 
placed in a deferred classification is a mistaken act *of patriotism. 
He urges every person affected by the lawT to state frankly and honestly 
bis exemption status, as by so doing he will aid materially in the 
task of classifying registrants.”

Therefore, bank officers and employees whose services are essential 
to the business should not hesitate, for fear of criticism, to claim ex
emption or deferred classification on occupational grounds. To do 
otherwise would be a hindrance rather than a help at this time.

If officers and clerks in banks, however, hegleet qr refuse to claim 
the exemption to which they are entitled, that claim may be made for 
them by the bank in which they are employed. Thus, if  an officer or a 
clerk fears unjust criticism or believes his act may be misconstrued, 
the bank which employs him may file a claim for his exemption on 
occupational grounds with the district board of appeals. It is most 
earnestly desired, however, by the authorities at Washington that every 
one state frankly and honestly his exemption status, as it will be 
considered more patriotic and helpful to do so than it would be to 
waive his rights.”

It has been suggested from a banking source that wherever practic
able a bank should file with the local exemption board a list of its 
officers and employees whom it deems essential for its operations and 
the grounds upon which Its claims are based, us many bauk men will 
not claim exemption even though entitled.

Regulations have l>een issued and should be studied carefully by bank 
employers and employees.

Bank men are not exempt because they happen to be bank men, and 
the right to exemption or deferred classification will depend upon the 
conditions of service which will have to be proved. The final deter
mination under the regulations will rest with the district board of 
appeals.

Mr. McKee also presented to the War Industries Board, a request 
that banks be placed iu the Priority List in connection with supplies 
essential to their operation, such as coal, paper, etc. He was referred 
to Mr. Penfield, who fiatly refused to admit that a bank is a necessary 
or essential adjunct to the economic structure at this time. He said 
that banks must get their coal as they need it in the order set forth 
under the head of “  Domestic consumers and public institutions in 
buildings listed in Class 3, Preference List No. 2, issued September 3, 
1918.”

“  If a bank has not already stocked up it will not be permitted to do 
so now, but must take what it can get from time to time as the need 
arises.”

Your president then addressed a communication to Mr. Baruch, 
chairman of the War Industries Board as follow s:

“  Cincinnati, Ohio, September 16, 1918.
“  My dear Sir.— It has come to my attention recently that several 

prominent banks in the United States have experienced some difficulty 
in getting supplies, including coal, absolutely needed to keep their busi
ness going.

“  I find that banks are not listed as essential occupations entitled 
to preferential treatment in Preference List No. 2, issued September 
3, 1918; and after investigation by trusted representatives in Washing
ton, I find that there seems to be a lack of understanding or apprecia
tion of the work the banks are doing in this crisis.

‘ ‘ It seems to be admitted that banks are necessary in some degree, 
but that their existence and ability to continue business is a matter 
of secondary importance to those industries and occupations specified 
in the Preferential List.

“  Practically all of our business is being done on credit to-day. The 
banks are the instruments which create credit and cause it to flow 
through the channels of trade.

“  The sale of Liberty Bonds, Thrift Stamps and U. S. Treasury 
Certificates o f Indebtedness has been undertaken by the banks willingly 
in addition to taking care of the abnormal amount of ordinary business.

“  It would seem that the assistance the banks have given the Treas
ury in the furtherance of the fiscal policies of the Government should 
cause them to be recognized as indispensable at this time, even though 
their relation to the world of industry, trade and commerce be ignored.

“  From a purely economic aspect, banking Is absolutely the keystone 
in the arch o f business, and anything that tends to impair its strength 
and efficiency menaces our whole economic fabric.

“  General Crowder, the Provost Marshal General, has publicly stated 
his recognition o f that fact.

“  Therefore, it is respectfully suggested that the facts set forth be 
considered by the War Trade Board, and if possible the business of 
banking be made co-equal in importance with other essential industries 
in the matter of securing coal to heat the banking rooms, and other 
supplies needed to maintain the business.

“  The amount of supplies needed will not be large, but Inability to 
obtain even a moderate amount may work incalculable harm to an occu
pation that is superlatively essential at this time.”

Copies of this communication "were sent to Governor Harding and 
Secretary McAdoo.

The several members of the Administrative Committee have been a 
great comfort during the past year, and their co-operation and wise 
counsel have been deeply appreciated.

The officers and memers o f the Executive Committees o f the several 
Sections have been o f material assistance in solving the many problems 
that have presented themselves for consideration.

The members of the Executive Council and the several committees 
have shown by their devotion to the banks assigned to them a deep and 
sincere interest in promoting! the welfare o f the organization.

The exigencies o f the times have added tremendously to the demand 
for sex-vice from all identified with the General Offices, and in this 
emergency I have had the sympathetic and intelligent co-operation of 
our General Secretary, Colonel Farnsworth, who has been equal to 
every emergency.

In directing the affairs of the Association during the past year I 
have enjoyed the cordial, loyal, conscientious and efficient support of 
Judge Baton and Messrs. Fitzw'ilson, Welton, Allen, Thralls, Harrison, 
Mershon, Gammon and Scott, to all of whom I extend my sincere 
thanks.

Report of the Committee on Acceptances, by R. H. 
Treman, Chairman

To the Forty-fifth Annual Convention of the American Bankers’ Asso
ciation :

Very soon after the Atlantic City Convention o f the American Bank
ers’ Association your committee, which was created there, conferred 
with similar committees representing the Chamber of Commerce of the 
United States and the National Association of Credit Men and formed 
a joint -■ committee of the representatives present, organizing as the 
American Trade Acceptance Council, with Lewis E. Pierson as its 
Chairman; R. H. Treman, Vice Chairman; J. H. Tregoe, Secretary, 
and Wm. Walker Orr and Jerome Thralls, Assistant Secretaries. The 
Council has since been enlarged to include representatives of the Na
tional Manufacturers’ Association and many other leading business 
organizations throughout the United States. Its purpose has been to 
gather and disseminate information regarding the Trade and Bankers’ 
Acceptances, their value and how to use them. The efforts o f the 
Council have been concentrated largely upon the Trade Acceptance.

In addition to the members of your committee, the President and 
General Secretary of the American Bankers Association were made 
members of the Council and Jerome Thralls, Secretary of the Clearing 
House and National Bank Sections o f the American Bankers Associa
tion was made Chairman of the Council’ s Publicity Committee, and was 
placed in charge o f the detail operations and the correspondence so far 
as concerns the Bankers’ division of the work.

An organization, nation wide, has been perfected. It includes a com
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mittee of three wide-awake bankers appointed by the Bankers Associa
tion o f each state. In many states these committees have in turn ap
pointed a chairman for each group or certain sub-divisions. The group 
chairmen have appointed a chairman for each county in their respective 
groups. It is the duty of these county chairmen to arouse the interest 
of bankers in their respective counties and get them to inform their 
patrons who are possible users as to the merits of Acceptances.

The President of the American Institute of Banking, at our request, 
appointed a committee of three or more junior bank officers in each 
Federal Reserve and branch Federal Reserve city. To these latter com
mittees detail problems are referred for consideration and report.

One of the first steps of the Council was the development of a 
standard form of Trade Acceptance. This form is designed with due 
regard to law, the rules an<l regulations of the Federal Reserve Board 
and the various Federal Reserve Banks. It has the approval of the 
Federal Reserve Board and the Counsel of the American Bankers’ Asso
ciation-and various other leading authorities. (A copy of this form—  
Exhibit A— is included as a part of this report.) The form may be 
altered to meet the needs of any particular line or trade. The Coun
cil’s recommendations, however, have always been that the form used 
should be as simple as possible and free from entangling notations that 
might hamper or hinder its negotiability.

During the greater period of its existence the New York members of 
the Council have held weekly meetings at which problems arising re
garding the Trade Acceptance, policies of the Council and other mat
ters of importance were discussed.

Two general Trade Acceptance conferences were held under the 
auspices of the Council in New York City. These meetings were at
tended by representatives of banks and various lines o f industry from 
many of the leading cities throughout the country. A similar confer
ence was held in the city of Philadelphia. A general Trade Accept
ance convention was held at Chicago under the auspices of the Coun
cil under date of June 17th. A splendid program was offered, dealing 
with all phases o f the Trade Acceptance and bringing out all objections 
that might be raised to its use in any particular business, as well as 
the benefits that would be derived in the way of improvement of the 
credit system and the strengthening of the banking position that would 
result from its general use. This convention was attended by more 
than 800 business men and bankers representing every section of the 
United States and practically every line of industry. The entire day 
and evening were devoted to the one subject. The fact that at no time 
were there less than 600 people in the convention room indicates the real 
interest that was taken.

The Council has undertaken to keep a constant flow of material going 
to its various committees, to the bank and trade journals and general 
press. It has published and distributed many thousands of pamphlets 
on the Trade Acceptance. These include the “  Trade Acceptance Cate
chism,”  “  Practical Questions and Answers ”  and “  Opinions of 
Users.”  It organized a Speakers’ Bureau through which it has fur
nished speakers for conventions, meetings and gatherings of bankers 
and business people throughout the United States.

The Council has received splendid co-operation and assistance from 
the various Bankers Associations, the press, and many of the leading 
business organizations.

Mr. Thralls has prepared and issued weekly from the offices o f the 
American Bankers Association, under the auspices of the Council, a 
Trade Acceptance Service Bulletin containing up-to-the-minute infor
mation. This Bulletin has been distributed not only to the seven hun
dred or more banker committeemen, but to one thousand committeemen 
representing various lines of business and to the press. This Bulletin 
has been the means of keeping the subject and its important develop
ments immediately before the people. Its publication certainly should 
continue for the period of another year at least.

One year ago the available records indicated but 185 known users of 
the Trade Acceptance. This list has grown to many thousands and the 
Trade Acceptance is now being used in every section of the United 
States and in practically every line of business. Out of the thousands 
of reports which have been received from users, there is not one that 
raises serious objection and all praise the use of the Trade Acceptance 
most highly. They indicate that it actually has been a means of making 
an equal amount o f capital do greater service, has enabled them to 
reduce their Bills Payable account, to buy a greater amount of Liberty 
Bonds, to -take care of without difficulty the increasing volume o f their 
business in spite of the high prices, to shorten the credit period, to 
reduce claims and disputes, to afford an immediate check-up on all 
transactions, to make collections more prompt, and to generally stabilize 
their business. This, aside from producing a vast amount of paper 
eligible for rediscount at the Federal Reserve Banks and as a basis 
of currency issue.

In a great many instances there has been united action on the part 
of a whole trade in adopting the Trade Acceptances as a term of sale. 
This plan was followed with great success by the flour milling industry 
in the state of Washington, the lumber mills of the West Coast, the 
National Raw Silk Dealers, a number of hardwood manufacturing asso
ciations and various others.

The Bankers Associations of thirty-four states passed strong resolu
tions at their recent annual conventions commending the Trade Accept
ance and urging its widest possible use in their respective states.

In the development of the Trade Acceptance the bankers are con
fronted with a number of important problems— (1) That o f perfecting 
a comprehensive discount market; (2) That of meeting the general 
demand that is being made by the users for a preferential rate; (3) 
That of providing the most economical and efficient method of handling 
Trade Acceptances in the banks and in’ the business houses; (4) Evolv
ing a satisfactory schedule of service, exchange and collection charges 
for handling Trade Acceptances.

Considerable progress has been made with the open discount market 
proposition. A number of large so-called discount houses which will 
deal largely in Trade and Bankers Acceptances have been organized in 
New York City and a number of other leading cities: J. P. Morgan & 
Co., a number of the large commercial banks and trust companies and 
private bankers of New York City are now lending on call at a rate of 
4 against Trade and Bankers Acceptance collateral.

The laws of the states of California, Connecticut, Massachusetts and 
New York have been so amended as to provide for the investment by 
Savings Banks of a part of their assets in Bankers Acceptances and in 
some cases other prime bills. Effort is being made to get further 
amendments which will permit the Savings Banks to invest a certain 
percentage of their assets in prime Trade Acceptances endorsed by 
members of the Federal Reserve System or banks or trust companies 
operating under charters of the states wherein the buying banks are 
domiciled. A great many other banks, as well as Reserve City banks, 
that have heretofore been in the market for commercial paper are now 
turning their attention to the purchase of Trade Acceptances,

The Second problem— that of meeting the demand of users for prefer
ential rate can be solved by the element of time only. We now have 
a lender’s market. The banks can find ready demand for all of their 
funds at favorable rates. When conditions have changed the rates, of 
course, will fluctuate. Buyers will always take into consideration the 
name and character of business of the makers and acceptors. The prime 
names will naturally l>e accorded a better rate than the unknown names 
and the acceptances which cover business of an unstable nature.

The Third Problem— that of the most economical system of handling 
Trade Acceptances, is now in the hands of twenty-three committees of 
junior bank officers, representing the American Institute of Banking. 
It is hoped that these committees will come to an agreement upon a 
plan that W ill be satisfactory to all at a very early date.

‘The Fourth problem— that of service, exchange and collection charges, 
should be given careful consideration and study by every banker. It 
is likewise in the hands of twenty-three special committees.

The appropriations aggregate $1500 made by the American Bankers 
Association were paid over to the American Trade Acceptance Council. 
The full amount has been expended; in addition your Committee has 
incurred expenses aggregating $501.05. We hope this amount will be 
appropriated by the Finance Committee, and that, in addition, a lib
eral appropriation will be made for continuing the work.

While the use of Acceptances is developing rapidly, your Committee 
believes that in view of the importance of these instruments to the 
credit and financial system, that every possible effort to encourage their 
future use should be made. The movement is one of education and 
publicity. Your Committee would respectfully recommend that the 
work now being undertaken jointly with similar committees of other 
important organizations be contnued for the period of at least one more 
year. Acceptances may serve as a most valuable aid in conserving 
and directing credit into the channels o f essential production. The 
demands upon our commercial, industrial and financial interests will 
increase at a remeudous pace. It is therefore essential that every 
dollar’ s worth of credit in this nation shall be whipped into such 
shape as will enable it to render its maximum of service.

No valid objections to the use o f Trade Acceptances have been raised. 
Thousands of commendations are at hand.

Some have injected the thought that the use of Trade Acceptances 
should not be urged on patriotic grounds. Certainly, aside from pa
triotism, there are ample other good reasons for their use. Your Com- 
mittee believes, however, that to waste credit or to fail to apply it in 
the most efficient manner at this hour, when th e , nation needs every 
dollar of its resources to prosecute its fight for human freedom and in
dependence is as unpatriotic as is the waste o f food or other essentials.

The Committee would suggest that local Trade Acceptance Councils 
be formed in the principal cities throughout the United States. These 
Councils to include in their membershp a representative of each o f the 
important lnes of industry in their respective cities. This plan has 
been followed With success in a number of cities. By co-ordinating the 
efforts of all factors and taking up one line each week and centering all 
efforts on that line, good results can be accomplished. With 200 such 
councils formed and supplied with information from headquarters for 
dissemination through the councils to their members, success with the 
movement should be certain in a short time and at small expense.
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Detailed Report of Proceedings
FORTY-FOURTH ANNUAL CONVENTION. HELD AT CHICAGO, ILL., SEPT. 26 and 27. 1918

FIRST DAY’S PROCEEDINGS.

MORNING SESSION.

Thursday, September 26, 1918.

Charles A. H in sc h , President, presiding.

Frederick E. Farnsworth, General Secretary,
The Auditorium Theatre.

The President called the meeting to order at 10 A. M.
T he President: Members o f the American Bankers’ Association,

Ladies and Gentlemen— It was with deep regret that I find it necessary 
to announce that we will not have with us this morning the Great 
Lakes Training Camp Band, owing to the fact that they are in quar
antine due to the breaking out o f Influenza. But we are hopeful that 
they will be relieved in time for the afternoon session.

I will now ask you all to rise while Bishop Nicholson asks the 
blessings o f Almighty God upon the deliberations of this convention.

I take great pleasure in extending a cordial invitation to all mem
bers of the Executive Council and ex-members and ex-Presidents o f the 
Association to take places on the platform. We should be very glad 
to have you do so.

I now have great pleasure in reading to this convention a telegram 
just received from the President of the United States: -
“  Charles A. Hinsch,

“  President, American Bankers’ Association,
“  Chicago, 111.

“  Please present my cordial greetings to the bankers and express to 
them the gratification which I have felt in common with the whole 
country at the splendid spirit and efficiency with which the bankers 
of the country have assisted the Government in the all important 
matter of the Joans. Woodrow W ilson.”

Mr. Goebel : Mr. Chairman, allow me to present to you a telegram
sent in response to the telegram just read from President Wilson, 
which 1 will ask the delegates to ratify after I read it, by a rising 
vote to be called for by our President.
“  Hon. Woodrow Wilson,

“  President of the United States,
“  Washington, D. C.

“  The delegates representing the membership of the American 
Bankers’ Association, in convention assembled at Chicago, September 
26th, receive with deep appreciation your inspiring message o f Sep
tember 25th. Every ounce of energy and every resource at the com
mand of the bankers of the nation are pledged to the cause of human 
freedom and independence. We will loyally support and follow your 
lead as our Commander-in-Chief in the mobilization of every effort 
and every resource of America, to the end that all the power and 
strength of this great land shall b  ̂ made available for war on the 
common enemy until victory for the Allied arms shall have lieeu 
attained and the world made safe for democracy.

“  Charles A. H insch ,
“  President, American Bankers’ Assn.”

T he President: It is now my great pleasure to introduce the first 
speaker o f today, a man who has high ideals, a man with the cour
age of his convictions, a man who has given this great State of 
Illinois a magnificent administration— a man who has given Illinois 
a business administration.

He has been largely instrumental in the passage of legislation which 
has made it possible for this great State to have sixty million dollars 
available for the construction o f good roads. He has abandoned many 
commissions in this State which were of very little value, and in 
their stead has created a cabinet, and in th|s way has given to Illi
nois the best administration she has ever had. He has been instru
mental also in providing for a possible Amendment to the Constitu
tion which will give the State of Illinois a commission form of govern
ment. This, I am told, will be presented to the people of this State 
In November.

I take great pleasure in introducing to you Illinois’ war Governor, 
Governor Lowden.

Address of Gov. Lowden of Illinois
Mr. President and Ladies and Gentlemen : It is a great privi

lege to welcome to our State this great and powerful organization. 
It is a double privilege to welcome you at this time because, useful 
as your association has' been in the past, it is only in the midst of 
this great conflict that you have risen to your full stature of useful
ness and patriotism and devotion to your country’s cause.

We needed two things, men and money, to win this war. Our men 
were being mobilized, and now almost two million of them are either 
in training or on the battle fronts of Europe. You have mobilized 
the wealth o f the nation until today that wealth matches our mag
nificent manhood, and the two, our men and money, have turned the 
tide of the great conflict.

This morning I note by the press that the Chancellor of Germany
has again taken part iu a peace offensive. I observe that he re
peats again that this was a war of defense. I observe also that he is 
tremendously interested in some sort o f an international forum for a
settlement of international disputes. I want to say to the bankers
of America that until Germany admits the plain truth that this war 
was her war; that she was the aggressor; that this war was waged 
in pursuance of a half century old conspiracy, the only answer that

she is entitled to from America is that magnificent answer which 
President Wilson made last week to the Austrian Prime Minister.

I can imagine one of your bankers who had been defrauded by a cus
tomer years agone, again after the lapse of time resuming negotia
tions with that customer; but I can’ t imagine one o f you permitting 
him to open up a new account in your bank until he confessed that 
he had robbed you before.

So, if the Central Empires want to resume relations with the rest 
of the world, they must first repent, and you can’ t repent, as Bishop 
Nicholson will tell you, until you first confess your faults.

Now, with reference to their second proposition o f an international 
court for the settlement o f all disputes. I want to read to you from 
a recent article published in one of the leading German magazines, 
from the pen o f Professor Spahn, a famous professor of the University 
of Strasburg. This is what he says even after the lapse o f four 
years of the war: “ The need of the present hour is not yet uni
versal peace and rule of law and freedom of peoples, but clearness 
about the vital condition of the German people as a State and about 
the full development of our own state o f existence. Unity must be 
based upon the leadership of the most efficient people. Only a race 
so full of idealism as the Germans is capable of lighting the horizon 
of humanity with an ideal as great and so eternal.”  In other words, 
therefore, this elimination of armament "concerning which the Germans 
are now so eager, as it seems, and for the great tribunal in which 
the nations of the world may adjust their differences, must be a tri
bunal under the leadership of the German people. And when they
reach some provisions made for the rights o f smaller nations, they 
want Germany to b e , the ultimate umpire in determining what those 
rights are. I am sure that neither this great association nor the 
American people will be misled by these appeals which are now 
being made by German statesmen. I have no doubt that all of you, 
or nearly all, have read letters from the battle fronts, in which our 
brave boys have described the impetuous manner in ■which their 
German enemies, when they have been beaten, threw up their hands, 
and with a smile on their lips, but bate in their hearts, have cried 
“  Kamerad,”  yet as those boys have told you, at the first oppor
tunity, treachery follow’s that claim of comradeship. So the state
ments of Vienna and Berlin today are imitations o f the statements 
of their soldiers on the battle fronts. Their cry of “  Kamerad ”  is 
merely a subterfuge to gain a respite in which some new crime against 
civilization and humanity may be committed. I am equally sure that 
this peace offensive will be as futile as the five offensives on the 
battle lines which they have conducted since last spring..

We would be faithless to every soldier dead in Flanders and France 
and Italy and Serbia if we were to listen to a proposal o f peace until 
the great ends for which these brave men died are attained, and at
tained not simply for ourselves but for our children and all who shall 
come after them.

I want to make one suggestion to ibis great association of a thing 
that seems to me to be o f importance. We have, as you know', better 
than anyone, the wealth to win this war, but we haven’ t the money. 
We are spending more money each few months than the total stock 
of money in the United States, as experts tell us, and therefore it is 
necessary in some sort of way to make this other form o f wealth 
fight in the ranks. No' other body can do it but the bankers of 
America. You can’ t make my farm fight on the battle front, but the 
bankers of America can In some sort o f way utilize credit because 
of my possession o f that farm, and help win the war. That is your 
great task. In other words, you are mobilizing the wealth, and no 
one else can mobilize the wealth but yourselves. However, there is 
one thing that ought to be done, and in my opinion, ought to be done 
now. That is, with the experience that we have had, we ought to 
be able to know how much money we can safely raise by taxation 
without crippling the essential industries o f the country. We ought 
to know how much money we can safely raise by the issue of bonds. 
I have no doubt, with our great wealth, that it can be worked out 
mathematically so that we should be able to raise enough money by 
these two methods to finance this war indefinitely, but unless a con
crete program is laid out and adhered to, we can’ t tell when1 we are 
going to find ourselves in trouble. There never was a bank account 
so big that you could permit even the most prudent man to draw 
upon it without knowing what its limit was and bow rapidly it was 
being reduced, without disaster. All the wealth o f the Indies would 
not be sufficient to permit just one individual, without knowing what 
its limitations are, without knowing how from day to day it was 
fluctuating, to draw with safety upon that wealth. I don’ t care 
how great a business is (and the greater, the truer is what I am 
about to say), if the manager of that business hasn’ t the courage to 
look his balance sheet in the face, that business is near a receiv
ership.

Now then (and no body, of men is as well qualified to work this 
out as this association), if we will go about it to ascertain bow 
much money (and o f course we must co-operate with the Government 
at Washington in ascertaining that) we can raise by taxation and 
how much we can raise by bonds, we will find that when we have 
ascertained that limit, the Government will live within it, and will 
find that amount of money sufficient. But so long as there is no pro
gram, so long as we disdain business methods and so long as we 
are simply drawing on this almost illimitable wealth, as we think, 
we will find that danger Is ahead, and we will discover when it is 
too late that we have spent more money than we can afford, simply 
because of the lack of courage on our part to look at our national 
balance sheet.

Now, that is one o f the things that I think the great financial men 
of this country, the Treasury Department and the Congress o f the
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United States should go to work upon. Another thing: When you 
iiave ascertained that and when we have adopted the principle of 
universal military training as a part o f our policy and that should 
be adopted now, we can sit serenely back and say to the junker 
gentleman in Prussia: “  Since you want the world to be ruled by
force, since according to your kultur there is no other way to do it, 
we are prepared to play the game indefinitely. We have the men and 
we have the money and we can do it .”

It isn’ t that I want a long war. There isn’ t any man, woman or 
child in America who would not like to see peace come soon, but the 
more thoroughly we prepare for an indefinite war, the more thoroughly 
we organize our resources and our men upon the theory that we shall 
fight indefinitely until we attain our ends, that moment we have 
shortened the duration of the war and brought peace immeasurably 
hearer.

Of course, we have had many victories o f late, but let us not 
delude ourselves. The Central Empires are still fighting on foreign 
soil. We haven’ t even reached the German first line of defense.
I do not mean to underestimate the victories we have won, but if 
any one of us should permit our wishes to guide us and predict an 
early peace, we would surely relax our efforts and as surely prolong 
the war. The program I have indicated is the one safe program. It 
is true, as you financial men have pointed out, that Germany’s inter
est upon her bonded indebtedness exceeds her income. That spells 
bankruptcy. But I have been told by some o f your number that the 
hardest competition in all the world while it lasts is competition 
with a bankrupt concern. As a business man, I have had some experi
ence of that kind myself. The worst battles In which I ever found 
myself were battles in which the other side was bankrupt. They had 
everything to gain and nothing to lose. The German junkers are in 
that situation today. There is one thing you must admit about them, 
they are logical in their brute philosophy. They know that unless
they can make a conquest o f Europe and America their doom is 
sounded. They know that with any such peace as the Allies now 
would make, they would be relegated to the limbo of the past, and 
will play no part in the future o f the German Empire. So they will 
fight to the end, having all to gain and nothing to lose, because they 
are lost anyway unless they win a complete victory in this war. 
That is the most desperate enemy to which you can be opposed.

I am going to say just one or two things about after the war, 
bearing on this same question. I don’ t know when it is going to 
■end, but this financial program that I spoke of a little while ago is 
essential, looking to the period following the war. We are told 
-on every hand that we should not only be thinking about when the 
war is going to end, but we should be thinking now while the war 
is on of how we shall bind up the wounds after the war is over, and 
how we shall reconstitute and reconstruct the country after peace. 
One of the most essential preparations for those days is to be consid
ering all the while that the financial problems at that time are going 
to be -the most important of all. I notice that you have been dis
cussing what is going to happen to the railroads after the war, and 
what is going to happen to lots of other things. Let me tell you, 
when this war is over the first thing America is going to think about 
is how we are going to pay the debts incurred during 4he war. That 
is one o f the things which will be foremost In the minds of the 
American people. We ought now to so plan that as soon as peace 
-comes we shall begin the first year to pay off some portion o f the 
principal of that debt. I f we don’ t do it then and do it promptly, 
we shall only have won a half victory, and you can only do that if 
we begin budget work now.

There are great changes coming to us as individuals as a result of 
this war. You can’ t fight for four years In the cause of civilization, 
humanity and righteousness without having your viewpoint o f the 
universe changed. I don’t know how many of you have read letters 
that have come' from the battlefronts. I assume that all have, and 
I want to call you to witness that these letters breathe a finer spirit 
than the letters o f any of our youth in a generation. Such letters 
•could not have been written two or three years ago. I want to call
you to witness the eternal truth that the spiritual things of this
world are again emerging supreme. So, we are going to approach . 
the world after the war is over in a new spirit o f comradeship. We 
were separating into classes before the war arose. We were becom
ing very conscious of our own classes and very indifferent to others; 
but when the workingman and his employer fight side by side In a 
trench, as they are doing on every battle front, when the war is 
over, they are going to have a keener sense of the right o f the other 
and that spirit of comradeship which this war has engendered will 
be brought Into all the relations o f our business and civil life. I 
observe in my own State that a new spirit of comradeship is coming 
to those who remained at home. I am discovering that the old

differences between religious creeds are breaking down; ,that the dif
ferences between the political parties are breaking down; that social 
differences are breaking down and that the new test o f American 
manhood and American womanhood is worth and loyalty to their 
■country’s flag. We are fighting in the name of righteousness and we 
are fighting in the faith that there is a God above all and that in 
some sort of way,- subtle and unseen though the spiritual forces of 
the universe are, these forces in the end will control. We are fight
ing against the doctrine that physical superiority is the test of 
everything. We are fighting against the philosophy that the earth 
and all it contains belong to the strong alone, for that is the philos
ophy in the name o f which the German armies crossed the Belgian 
frontier. So, whatever our problems after the war, we are going 
to consider them in a larger spirit of human brotherhood and justice 
than we have in all our past, as I believe. So we can look forward 
to those anxious days of reconstruction with a full faith that Amer
ican manhood, whether on the battlefront or at home, shall vindicate 
Its right to exist under the flag o f freedom.

I want to read to you just a few words from a letter that was 
written by a boy whose b me Is away out in Idaho, Cadet Joseph 
R. Baine, in which he saiu:

“  I have become more ‘ akin with my kind ’ I think, a more thor
oughly socialized human being. College should have done that for 
me, and it did it, in a sort o f abstract, scientific way. Teaching 
should have finished the process o f adding a personalism that college 
failed to give, but it didn’ t do it, except in a sort of chauvinistic profes

sional way. But the army and the war, and my natural maturing 
mind have gone another step, I think, added an ‘ interest in hu
mans,’ a warm, personal fellow feeling that I have lacked.

“  * Ye must be born again ' ;  the war is the great pregnant mother 
from which the world will be born anew, I hope. I am sure that 
millions o f individuals are experiencing their renascence in these days. 
That is why the war is taking on— no, has long since taken on the 
aspects of a sacred crusade; why the American soldiers, ‘ the solemn- 
looking blokes,’ have astounded the world by their absolute faith, 
their wordless determination, their businesslike attitude, yet without 
hatred or rancor in their hearts. I am sure the public mind o f 
America, taken as a whole, more nearly represents the * righteous 
wrath ’ o f  the prophets than any other national spectacle in history. 
I tell you, a moment of life in these days is worth an endless death; 
to feel that a single ego is the greatest thing in the world, if  it be 
dedicated to the world; to see bright days for humanity behind the 
murk; to know that the smile in childish eyes shall not be driven 
out, and that we have a hand in this— what greater destiny could a 
man desire? ”

Think of that. Gould any young man o f America three years 
ago have written this? There is a renascence o f all that is fine 
and spiritual in our life as a result of this war, because for the first 
time in the history of all the world the spiritual forces o f all the 
world have been arrayed on the one hand against the brute material 
forces on the other. This battle, as old as the earth and which has 
finally engirdled the earth, is being fought to a finish and the events 
of the last few weeks give evidence that the spiritual forces are to 
vanquish, and vanquish forever, the old brutal creed that might is 
right and that strength and strength alone shall rule the world.

What can we do to show our appreciation of these fine young men 
who are found on every battle front? I know how the thought came 
to you when the glorious news was flashed under the sea that our 
soldiers had won immortal fame at Belleau Woods, “  What can I do 
to show my appreciation? ”  Now the opportunity again is about to 
present itself of how we can answer the challenge that came from 
Belleau Woods, and that is by doing everything in our power to 
make the life of those brave boys as comfortable and as free from 
pain as we can and by showing them that we know that they are 
fighting and dying for us and our civilization. The answer to Belleau 
Woods is to subscribe and subscribe liberally to all the war activities 
and the Liberty Bonds.

We are thrilled through and through with the story o f the first 
appearance o f our khaki-clad boys from the west of Chateau Thierry 

, when they turned the tide of that great critical battle, and we then 
asked ourselves, “  How can we show those boys that we are worthy 
o f them ?”  The opportunity is with us every day, and we can only 
call them comrades in our hearts when we recall at the end of each 
day that we have done something during that day to make their lot 
a little less hard to bear. Then only shall we respond to Chateau 
Thierry, St. Mihiel and a dozen, aye, two score or more o f other 
glorious battle fields whose names will become forever a part o f the 
great history o f our nation. They admonish us that we can only 
match the heroism of those boys day by day by taking up our less 
heroic and less perilous duties, and by meeting those duties with the 
same unflinching determination that they display on the battle fronts.

I am sure, Mr. President and gentlemen of this association, judging 
by your splendid past, that you will prove yourselves to be the com
rades of these sons of ours who are challenging the admiration o f the 
world and winning the eternal gratitude of mankind. I thank you.

T he Pbesident : I know I can truthfully say that Governor Lowden 
has voiced the sentiment of every man, woman and child in this 
audience. It is now my great pleasure to introduce to you a man 
who really needs no introduction to a meeting o f the American 
Bankers’ Association; a man who is highly regarded by the Associa
tion ; one of the moRt popular bankers in Chicago. I take great 
pleasure in introducing to you Mr. W. T. Fento.n, Vice-President Na
tional Bank of the Republic, Chicago, who will welcome this meeting 
on behalf o f the bankers o f Chicago.

Address of Welcome by W. T. Fenton
Mb. Chaibman, Ladies and Gentlemen :

On behalf o f the Chicago Clearing House Association I have the 
pleasure of welcoming you to Chicago for the Forty-fourth Annual 
Convention. When I speak for the one hundred banks o f Chicago I 
speak also for the directors o f these banks and for the stockholders, 
and, inferentially, I may assume to speak for the hundreds of thousands 
of people who are having daily intercourse with the banks o f this 
city. And in their behalf I bid you welcome.

The bankers of Chicago congratulate themselves and they con
gratulate the members o f the American Bankers’ Association that we 
are able in these trying times to utilize the provisions o f the Federal 
Reserve Act. Without its flexibility and ready responsiveness to the 
extreme demands made upon our financial resources during the past 
four years a condition bordering upon financial chaos must have reigned, 
while the great loans and tax levies which we now contemplate with 
equanimity would have been virtually impossible o f accomplishment.

For over twenty years the bankers o f this country stsod at the 
doors of Congress appealing in vain for currency reform legislation; 
and today we may thank President Wilson, whose masterful mind 
forced the Federal Reserve Bill through a hesitating Congress, for 
the ultimate benefit o f hesitating, i f  not unwilling, bankers. Some 
of us inclined to Rhy at this bill during its first stages, as it ap
peared under the name o f the ** Glass Bill,”  or the “  Glass-Owens 
Bill ” ; some of us were inclined to “  kick out of the traces ”  when 
it was finally put through. But we are tame now, and I am willing 
to give my personal guarantee, for whatever it Is worth, that to
day every banker in the United States will “  stand without hitching.”  
Our Federal Reserve system has stood the test through the most 
serious convulsion of commercial and financial affairs the world has 
ever seen, and today financial authorities everywhere concede that It 
is the best banking system in the world; and because o f this legisla
tion, you, gentlemen, are able to be here today.

You are here as the guests of Chicago, and I welcome you to the 
third largest city in the civilized world. And when I say the civilized

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



136 BANKERS’ CONVENTION.

world, I do NOT include Germany. If some one should ask me about
the city of Berlin, I would reply that I do not know at this time
what the population of the city of Berlin is. but I do know that if 
General Pershing keeps up his present pace it will not be long before 
half the population of Berlin is living in prison camps. And I hope 
among them will lie the Kaiser himself.

As you walk about the streets in the central district of this city
you will be treading upon ground made sacred by the footsteps of
Abraham Lincoln; you will visit places hallowed by the memory of 
that great soldier, General Ulysses 8. Grant, “  Unconditional Sur
render Grant,”  who, although a resident o f Galena, Illinois, was a 
familiar figure in Chicago in its early days. If you care to visit the 
residential sections you may pass the boyhood home of a man whose 
fame belongs to the world, whose name is being uttered in the grateful 
foreign accents of all the Allied countries today, that soldier and 
warrior, General John J. Pershing.

Chicago is not old enough to have many traditions, but influenced 
by the memories of such men as I have mentioned the spirit of 
Americanism is so deeply imbedded in its structure that it stands to
day. in the center of the Mississippi Valley, a type of the ruggedness 
and strength of American patriotism and endeavor.

Twenty-five years ago many of you met here in the Nineteenth An
nual Convention of the American Bankers' Association, at a time when 
the nations of the world had gathered together here at the World’s 
Columbian Exposition, meeting in peaceful, friendly rivalry, vieing 
with each other in the exhibition of the products of their industry, 
their art and science. Here was a portrayal of the progress of 
civilization for hundreds o f years. No such coming together for such 
a purpose, no such contribution to the civilizing influences which 
uplift the world has ever been conceived or executed before.

You will call to mind that beautiful picture o f world unity and co
operation which we believed was genuine among all the nations taking 
part in that vast educational and inspirational assemblage of high 
ideals. We would not have believed it then had we been told that one 
of our guests was a Judas nation, investigating and examining the 
exhibits o f its neighbors only to plot their undoing and oursi 

From that picture of the triumphs of the world’s honest industry, 
from a world advancing in peaceful international co-operation, good 
will toward men and nations, I ask you to turn to the spectacle the 
world presents today— a world plunged into a vortex of bloodshed, 
murder, degradation. And this because one only of that galaxy of 
nations which placed their best before you twenty-five years ago, 
because one of those nations turned back, permitted itself to revert 
to its animal instincts: brute force, greed, avarice. One nation 
broke the ranks— fell back, with the result that the whole world has 
had to pause, stand still, and at last to fight for the place we believed 
we had already won.

While I am clothed with authority to speak for the bankers of 
Chicago, the occasion gives me the opportunity and the spirit of the 
times gives me license to express my own opinions, and with your 
leave I will take advantage of it.

It is not my purpose to intrude on your time in this early stage 
of the proceedings, but I may not have another opportunity to bring 
before you a subject which concerns every true American and every 
American home in this broad land of ours. And I beg your in
dulgence, because I am going to make a request.

Some of you may recall the time when the people o f this country 
were accustomed to gather together on the Fourth of July to com
memorate in a patriotic American spirit the event which made us 
not only a nation but a world center for democracy and freedom. 
You will recall the simple, homely custom of all the people attending 
the annual holiday celebration, with ceremonies strong in their appeal 
to the people; and you will remember the organization for this cele
bration in every county seat, township and hamlet. Perhaps you 
lived in the county seat, the center of the day’s festivities; every
body up early in the morning; all is bustle and stir; men, women 
and children, hurrying to and fro, working under the local commit
tee, busy cleaning up the streets, putting out flags, decorating the 
buildings red, white and blue everywhere. It’ s America’ s Day! 
Everybody on the lookout for the township delegation; drums, fifes, 
and brass bands— Young America having its day! You watched the 
gala processions coming from every direction, headed by the military 
band, the large float following, and on the float young girls radiant 
in the habiliments of patriotism, each representing a state or terri
tory, the American flags floating on the breezes above them. You 
saw these processions winding along the country roads, finally 
merging into one in the public square and wending its way to the 
fair grounds into the grove, under the trees, to listen to the reading 
of the Declaration of Independence, addresses by noted men, and the 
singing of our patriotic songs.

Then the climax, when the local committee in the county seat 
awarded the prize to the township having the largest delegation. I 
think you know, my friends, what the prize was— it was the American 
flag, a silk flag! And the people loved it ;  they took it home and they 
cherished it.

How is it that this beautiful custom dropped out— was set aside, un
noticed? Why was it? Why have we stopped celebrating the Fourth 
of July? Why have we given over this ’ day to some one else? I ’ ll 
tell you why: Some one came along-—and it was always an office 
seeker and he told you that you might hurt somebody’s feelings—  
you who have so hospitably opened your doors to the downtrodden 
of all nations— that you might hurt their feelings; that it would be 
better not to have the celebration on the Fourth of July because 
some hyphenated society wanted to have its annual picnic on that 
day and they wanted to use the fair grounds where your patriotic 
celebrations always had been held. And you believed the lie lie manu
factured. You omitted the Fourth of July celebration, and after a 
while we forgot to meet in that beautiful American spirit which 
helped to keep alive in our hearts the standards o f freedom to which 
the whole world o f democracy is looking for help today.

This designing, treacherous element has in every way taken ad
vantage o f our hospitality in its attempts to undermine our national 
institution. We little thought when we observed the hyphenated 
singing societies coming to the fore that our children seldom heard 
the words o f our national songs; many of them to-day do not know

whether “  America ”  or “  The Star Spangled Banner ”  is our na
tional anthem, and they are at a loss when you ask them the name 
of our national flower. But we used to know these things with a 
thrill of national pride.

Why were we told that the expression of our love for our country 
might hurt some foreigner’s feelings? It was because the people 
who made those statements were, consciously or unconsciously, under 
the influence of an insidious, world-wide foreign propaganda. In our 
generous American hospitality we were duped by the false arguments 
of self-seeking politicians who were playing for the foreign vote— the 
tools of The Kaiser. And we yielded to them our good, old-fashioued 
Fourth of July.

One might almost think Milton was describing the type of our 
enemy when he put into the mouth of Comus the words :

” 1, under fair pretense of friendly ends,
And well-placed words of glozing courtesy.
Baited with reasons not uuplausible,
Wind me into the easy-hearted man.
And hug him into snares.”

Now, there is nothing that makes the average American more angry 
than to realize that he has been made the victim of a confidence game; 
that he has been taken tor a “  sucker.”  We can understand why the 
American boys want to fight.

My friends, I said I wanted to make a request of you. It is th is: 
When you go to your homes I want you to begin at once to organize
your county and every township in it so that next year and every year
thereafter there will be Fourth of July celebrations all over this 
country. In this way the simple, homely customs of our ancestors 
shall again be restored lo our children.

And when you start to organize for the Independence Day celebration 
at the fair grounds— or wherever it may be— if any office seeker cOmes 
to you and tells you that you may “  hurt somebody’s feelings ” — and 
he is probably the same man who has been advocating the “  safe and 
sane Fourth ” — you tell him lie is a damned liar; it won’ t hurt any
body’s feelings, but it may interfere with somebody’s foreign propa
ganda.

In this atmosphere, teeming with patriotism and heroic deeds, you 
take up your deliberations here today. But what we say and do at 
this convention will be of little consequence unless we consecrate our
selves unselfishly to the full support of the Government. We must 
give the best that is in us with the same spirit of self-sacrifice that 
our boys at the front are exhibiting. This isr no time for non-essen
tials. Without our backing our soldiers will give their lives in vain. 
They who are dying in the trenches and on the battlefield, and those 
who are facing death a dozen times a day, must know that the Ameri
can Bankers’ Association is back of them.

Over in France they are calling us a nation of baseball players. 
They are right! We are all in the game. It ’s a good democratic game, 
indigenous to our soil. And the winning of it depends not upon one 
man but upon every man on the team. Could you conceive of a ball 
player failing to support his pitcher? So we stand back of the Presi
dent. President Wilson is our pitcher, and in that sixty-eight word
note of his to Austria he threw an “  inshoot.”  To paraphrase an 
expression once used by a former occupant of the White House, the 
President’s note to Austria was “  short but ugly.”

While over there processions o f stretcher bearers, ambulances, and 
Red Cross workers move incessantly about the battlefields, straining 
every nerve to undo the work of enemy shrapnel and shell, working 
under fire and in all-night vigils, we at home must make it possible 
for them to keep up that work until the war is won. Our work here
is not dramatic; it is not spectacular; but it is going on in every
home. Every woman in the land is doing her part in all the branches 
of war work open to her— yes, and more; in many cases she is filling 
the places of the men who are gone.

And you, the bankers of America, will go back to your homes to 
take up the work for the Government— the work of the Liberty Loan 
campaign which is coming on immediately; the work in connection 
with the War Savings Stamps; the work in connection with the Red 
Cross; attending meetings; heading delegations; serving on committees 
and planning ways to raise money to push this fight to the finish.

Our people are thinking of the banks in a new and more personal 
way, thinking of them as avenues through which they may support 
the armies which represent American freedom. So it is all over the 
United States. There could be no need for the Government to formally 
take over tlie banks of this country. It has them already. They have 
volunteered.

This Auditorium was built by public spirited citizens of Chicago and 
dedicated to Music. It was for many years the home of the Theodore 
Thomas Orchestra and it is now the home of the Chicago Grand Opera 
Association. It is the harmonious expression of the citizens of Chicago 
and in it all of its musical festivals are held.

Latterly during these troublous days it has been used by Chicago 
people for great patriotic meetings and the marvelous thing about it, 
the almost weird thing, is that as soon as we get into the atmosphere 
of these surroundings we are all of one mind. The very foundation 
of this building and every fibre o f every timber in it are iiiibucd with 
harmony, and we feel sure that in this meeting, at this time, in this 
place, you are to have a harmonious convention.

The men of Chicago, often coming together in this great Auditorium, 
have a conviction that finally almost expresses itself in a slogan, and 
this slogan is, “  Don’ t fight each other— fight the Kaiser.”

T iie President: I am now going to call upon Mr. Robert F. Mad
dox, Vice-President of the Association, to respond to these splendid 
addresses of welcome.

Response to Addresses of Welcome, Robert F. Maddox
Mr. President, Governor Lowden, Mr. Fenton, Ladies and Gentle

men of the Convention. I have been requested to respond in a few 
words to the splendid addresses of welcome which have been delivered, 
to this, our forty-fourth convention. To a groat many of us who have 
had the good fortune to attend the conventions held in Chicago in 
former years, these words of greeting ami hospitality are no sur-
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prise; and I am sure that all of the delegates to the convention who 
are so fortunate as to be here today, will, when they go to their 
homes realize the pleasure and privilege that has been afforded them 
in coming here, and at that realization will add another link in the 
chain which now binds us so closely to Chicago and her people. The 
delegates of this convention coming from every section of the country 
have long admired the matchless spirit of the Middle West, and the 
great city of Chicago, which is its magnificent metropolis. Your state 
in its agricultural development has made rural life both pleasant and 
profitable; and long ago won the admiration of, and has been the ex
ample for, all those who would till the soil with the greatest hope o f  
reward. Your manufacturing plants have taught us, and been out- 
object lessons in good business management. Your banks now tower 
among the banking institutions of the world. Your bankers are among 
the foremost bankers of our nation. They have frequently held the 
highest office in this association, and its wonderful progress has been 
in no small degree due to their active friendship and co-operation. The 
wholesale and retail stores of Chicago have been developed by the 
ablest business men in modern marts of trade, and are a credit to our 
country. Our stock yards and food factories are our best examples 
o f the efficiency of big business. Your mail order houses have carried 
in their catalogue the message o f good values, and American fair 
dealing throughout the civilized world. Chicago was the first great 
city to properly appreciate the commercial and social importance of 
parks and play grounds, and the wisdom and beauty in which they 
have been developed have won the admiration of every American 
municipality.

It is therefore fitting that the bankers of America should gather 
here in the heart of the continent at this shrine of patriotic and pro
gressive Americanism, while our nation is throbbing with the new 
sensation of war, and pledge anew our determination to lay aside 
every sectional rivalry, every political partisanship, every personal 
interest, and make any sacrifice that may be necessary to win the 
war; by our united, effort seeing that the ideals and traditions of our 
Republic are respected and maintained so that our cities, our states 
and our nation may continue to grow in greatness and in glory.

The bankers of this country have already demonstrated in no uncer
tain way their loyalty and their patriotism. They have co-operated 
with our Government in all of its gigantic financing and have pro
moted to the best o f their ability the industry and commerce of our 
country. Our association recently made an effort to ascertain the 
number of bank officers and officials who have already entered the 
service of our Army and Navy, or various other branches of the 
Government. A Huestionnaire was sent out to all the banks of the 
country. Thus far we have only heard from 4200, which is just about 
one-seventh of the total in the country. Out o f the 4200 banks heard 
from, it was found that 15.000 bank officers, officials and employes 
have already entered the service and are now fighting with the colors; 
and 411 have already made the supreme sacrifice.

We fully appreciate the seriousness and the importance of the work 
in which we are engaged; and w-hile we realize that the march to 
Berlin has started, the end is not yet. We are resolved to stand by 
our splendid President and his administration until the insults to 
our flag are avenged, and the wrongs done our citizens are righted, 
and the cause for which we and our Allies are fighting is crowned with 
victory, and German autocracy can never again put its iron heel 
upon the free nations of the earth. We who have sons on the battle 
front today, would welcome peace, and we would be glad for the time 
to come when all those now over seas may come back safely to 
America. But we realize in their hearts there beats the determination 
to conquer every enemy of American liberty and break through every 
line; and we would be unjust to them and unworthy of our country 
if we should allow their noble efforts to fail, or those who have fallen 
to have suffered in vain.

I believe that an Omniscient God now holds the plan of battle in 
His Almighty hand, and that in His own appointed time the profits 
of piracy will be returned to their rightful owners; all wrongs will 
be righted; and the Hohenzollern and the Hapsburg will be torn from 
their dishonored thrones. Then will the fires o f liberty and democracy 
which were first lighted on American shores burn with increasing 
brilliancy throughout the world and lead all nations into a Universal, 
righteous and everlasting peace. I thank you.

Annual Address of President Charles A. Hinsch

[President Hinsch's address will be found on pages 119 to 122 of
this publication.]

The President : Gentlemen, it will now be our great pleasure to
hear from Governor Harding, who has just a few minutes to address 
us, and I just want to say during the past year Governor Harding 
has been of tremendous value to the banks of this country*.1 At all 
times has he given sympathetic hearing and ear to the suggestions 
that we have made to him in connection, not only with amendments to 
the Federal Reserve Act, but in connection with the rules governing 
the several Federal Reserve Banks. I take great pleasure in intro
ducing to you Governor Harding o f the Federal Reserve Board.

Remarks of Governor Harding of the Federal Reserve Board
Governor Harding : Mr. Chairman, Ladies and Gentlemen— I have 

only a moment to spare before my train leaves. I had the pleasure 
of addressing the National Bank Section yesterday afternoon. I can 
only add one word. You gentlemen who are holding the financial 
trenches in this war are about to engage in a campaign to raise 
six billions of dollars, the greatest financial undertaking ever known. 
There is no question whatever but that you will make a grand suc
cess of this; that is a foregone conclusion. But we are all vitally 
interested, and you particularly, in seeing that the purchase power 
of that money which you are going to raise for the Government 
will be preserved as far as possible. The Government does not need 
the actual money; it does the service, the goods and the raw mate
rial and supplies that that money will purchase.

Now. one word about the conservation o f credits. I want to em
phasize what I said yesterday afternoon, that at this particular

time, when our business is war, in the winning of the war we must 
see to it that private interests do not conflict with the great public 
interest in getting these goods that are needed for the conduct o f the 
war.

I beg you gentlemen to let your activities settle on this one thought. 
While we do not, of course, wish any property destroyed or any 
waste, it is all right for you to make your loans to conserve legiti
mate business, keep it more or less out of non-essentials until the 
war is over, because all business will be needed again during the 
period of reconstruction which is to follow, and concentrate your 
loans on the essentials, or semi-essentials as far as possible.

One other thought, remember that great as our national resources 
are, there is a limit to them. We must not revolve around this 
vicious circle and have a Continued advance in prices everlastingly, 
because the further prices advance the more difficult our problems 
are and the more money will have to be raised. In making your 
loans, I beg to make your customers tell you what they are going to 
do with the money. You have a right at this time of all others 
to give your customers the benefit of your counsel and advice, and 
in your dealings, those of you who are members o f the Federal 
Reserve System,, in your dealings in the Federal Reserve Banks be 
frank and candid with them. When you offer them paper for dis
count, say what your policy has been. Do not, I pray, make loans 
merely for the sake of profit at this time. Do not extend your 
credit loans because we can get six or eight or ten per cent, and re
discount with the Federal Reserve at 4% or 5, We must main
tain the strength of our banking position. If we do not, it will 
react against us.

I am sorry I have not time to elaborate on this idea. I know
that we all are going into this campaign with an inspiration that 
we have never had before, because we believe this fourth Liberty
Loan may well pass into history as our first Victory loan. Military
events just now are very inspiriting to us. We can see the proper 
ending of the war just over the hills. We are going to fight
this thing through until the issue is settled right. We could have 
had at any time within the last eighteen months a peace, a German 
peace, but we are going to have a permanent peace, the right kind 
of peace, a peace made in Germany but dictated by the Allied 
Powers.

Greetings from United W ar W ork Campaign Convention
T he President : I^r. George.
Mr. W illiam George ; Mr. Chairman, Mr. Forgan and I had two 

connected matters we wished to present briefly. The United War 
Work Campaign Convention at Chicago assembled, September 2, com
posed o f representatives of the Young Men’s Christian Association, 
Young Women’s Christian Association, National Catholic War, Council, 
Jewish Welfare Board, War Camp Community Service, American Li
brary Association and the Salvation Army, send greetings to the 
American Bankers’ Association convened in its forty-fourth Conven
tion at Chicago.
. Resolved, by the United War Work Campaign Convention, that 
whereas, all we are, all we have and all we hope to be is summed up 
in the final victory and success o f the Allied armies, Therefore, 
we beseech you, the members o f the American Bankers’ Association, 
you who have the controlling custody o f the credit o f these United 
States and largely o f the world, to give your whole-hearted assistance, 
co-operation and effort to this great campaign for funds, to promote
and perpetuate the morale of the Allied soldiers.
Young Men’s Christian Association........................................  $100,000,000
Young Women’ s Christian Association...............................   15,000,000
National Catholic War Council...............................    30,000,000
Jewish Welfare Board.................................................................  3,500,000
War Camp Community Service.................................................  15,000,000
American Library Association..................................................  3,500,000
Salvation Army ............................................................................ 3,500,000

Total combined national budget as recommended by
President Wilson in his letter of September 3d ........... $170,500,000

Respectfully submitted,
W illiam George,
J. B. Forgan,
H. J. Rogers,

Committee.

Convention Adopts Resolution in Favor of Congressional Action 
Legalizing Contribution of Banks to United W elfare W ork

t
Mb. J. B. Forgan : Mr. Chairman and Gentlemen— I take great

pleasure in moving that the greeting which has been presented to the 
Convention be received with thanks, and that its recommendation, 
which voices the sentiment of President Wilson in his public letter 
of September 3rd, be accepted, and that we as bankers collectively 
and individually pledge ourselves to aid In this great relief fund.

No body of business men has excelled the bankers in patriotism 
or in their willingness to serve the Government in its supreme effort 
to win the war. I am sure there Is not a banker here who will not 
personally contribute to the great campaign in November for the 
$170, 000,000 required for the mental, moral and spiritual welfare of 
our boys at the front. They will, however, also want the privilege 
o f having their banks, .along with other business corporations, make 
liberal contributions to the fund. I hold in my hand here a circular 
issued to the national banks by the Comptroller of the Currency dated 
June 10th last. This circular refers to an Act o f Congress author
izing National banks to make contributions to the American Na
tional Red Cross during the period of the war and warns the same 
banks that “  contributions to other charitable and war relief organi
zations can be made only with the unanimous consent o f the share
holders of the contributing banks.”  It appears, therefore, as a prac
tical proposition that before the National Banks can contribute to 
the united drive of these seven organizations for. $170,000,000 to 
carry on their indispensable work, legislation must be had to enable 
them to do so. I therefore offer the following resolution on the 
subject:

Resolved, That the American Bankers’ Association in Convention 
assembled at Chicago this twenty-sixth day of September, 1918, favors 
and urges legislation by Congress which, for the duration o f the
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war will legalize (as has already been done in regard to the Amer- gold by the government during the war, excepting such gold as may
lean National Red Cross) the making of contributions by national 
banks toward the funds required for the united war work of the fol
lowing organizations: Young Men’s Christian Association, Young
Women’s Christian Association, National Catholic War Council, Jewish 
Welfare Board, War Camp Community Service, American Library 
Association and the Salvation Army, such contributions to be made 
on the vote o f the boards of directors, and charged to the expense 
account of the banks making them.

Itesolved Further, That the secretary of the Association shall send 
a copy of this resolution to the President of the United States, the 
chairman of the Banking Committee o f the United States Senate and 
House of Representatives for the Information o f their respective 
committees, and to the Comptroller o f the Currency.

I take pleasure in offering that resolution.
T he President: What is your pleasure in regard to this resolu

tion? Under our constitution, resolutions should be in our hands 
fifteen days before the Convention. Of course, this was not done, 
but it seems to me that this is so important for the future welfare 
of this country, we can well consider giving our unanimous consent 
to the consideration of this resolution.

Mb. Hamilton : I move the rule be suspended and we unanimously
adopt the recommendation of Mr. Forgan.

T he Pbesident: Is there a second? (Motion seconded.)
Gentlemen, you have heard the motion, duly seconded. This is 

not upon the adoption; it Is considering the resolution, as I under
stand. All in favor of considering the resolution will please signify 
by saying “  Aye.”  Contrary, ** No.”  Carried.

Now upon the adoption o f the resolution as submitted by Mr. 
Forgan.

Mb. Ham ilton : I move the adoption of the resolution. (Motion
seconded.)

T he President : All in favor of the resolution presented by Mr.
Forgan will please indicate by saying “  Aye.”  Contrary-minded. 
”  No.”  It is adopted.

Mb. Bebqer: Mr. President, may I offer a resolution at this time?
T he  President : I think so, yes. I would suggest, however, you

present it, and then it will take the same course as the other.
Mb. D ixm ude : The next order o f business is the report of Com

mittees. The time is long past.
T he  President : For your Information, Mr. Dixmude, Senator

Chamberlain will probably not arrive until tomorrow. Gov. Harding 
really took his place this morning on the program.

Resolution in  Favor of Maintaining Gold Production

Mb. Berger : I offer this resolution and ask that the Secretary read 
it. He can be heard better than myself.

T he General Secretary: (Reading.)

W hereas, the gold production of the world is rapidly decreasing, 
having declined from $469,000,000 in 1915 to $430,000,000 in 1917 
as the World’s output. Of this decrease, the United States declined 
from $101,000,000 in 1915 to $84,000,000 in 1917, and it is predicted 
by those conversant with the facts, that the decrease in the United 
States this year will be much larger in proportion, it being estimated 
by government officials to be $11,000,000, based upon the production 
for the six months ending June 30, 1918.

W hereas, this decline In production is due entirely to the fact that 
the cost o f producing the gold ounce as a commodity has exceeded the 
fixed monetary price of 20.6718 per ounce, and

W hereas, the only form of relief that will prove effective and can 
be applied promptly Is action by the United States government in 
such form and by such methods as may be deemed fit and proper under 
the circumstances, and,

W hereas, gold is the standard of value and the basis of all credit, 
and is vitally important to the financial and commercial life of the 
nation and of the world and,

W hereas, the .Secretary of the Treasury o f the United States has 
stated that, next to food and ammunition, gold is the one most needed 
war essential; Now, Therefore, be it

Resolved, that the American Bankers Association in convention 
assembled request and urge upon the government of the United States 
the desirability o f maintaining the production of gold to at least its 
pre-war volume, and ask that steps be taken immediately to that 
end. And be it further

Resolved, that the Secretary o f this Convention be and he is hereby 
instructed to send a copy of this resolution to the President of the 
United States, Secretary o f the Treasury, and Secretary o f the In
terior, advising them of its adoption.

Mr. Berger: Now, Mr. President, if the Chair rules that suspension
of the rules is necessary for the consideration of that at this time, I 
make such motion.

T he General Secretary : All resolutions unless they are submitted
fifteen days before the Convention to the Secretary can come before 
the Convention, with this proviso without being submitted and then the 
presiding officer shall submit the following question to the Convention, 
Shall the resolution or the subject matter proposed, as the case may 
be, be considered by the Convention? I f that question shall be de
termined affirmatively by a vote of the majority of the members 
present in convention and voting, the resolution or subject matter shall 
be in regular order and shall be considered and acted upon accordingly, 
provided that this Section shall not apply to any proposed amendment 
to the Constitution or by-laws.

T he President : Now the question is, shall we consider a question
of voting upon this resolution?

Mr. Dow lin g : I am entirely in accord with the motive on which
they present this resolution, but I can see a nigger in the woodpile.

The  President: This is not debatable. The question is, Shall we
consider ?

Mb. Do w lin g : I think the gentleman introducing it will agree.
There should be something in that resolution providing that there 
should be no higher price paid than the present established price for

be taken out o f the ground since the war was declared.
Mb. Berger: This is not a debatable matter. I will reply if the

gentleman will permit me.
T he President : I am going to rule that we must first decide

whether we consider this question. That is the question now. I 
will permit you to speak on it afterwards. (Motion seconded.)

Mb; Hamilton : I move as a substitute for that motion, the mat
ter is o f grave Importance, and should be referred to the Committee 
on Resolutions with instructions to report. I make that as a sub
stitute motion. (Motion seconded.)

T he President : Gentlemen, the question is on the amendment sug
gested by Mr. Hamilton. Any remarks?

Mb. Berger: I would like to have the chair rule as to whether
you can use a substitute motion for a non-debatable, question. I f the 
substitute motion can be considered, we can debate it.

T he President: I should rule that it would be not debatable, and
therefore I would say the amendment would not carry. So now the 
question is upon the original motion, that we consider this question at 
this time. Are you ready for that question? All in favor will please 
signify by saying “  aye.”  Contrary-minded “  no.”  The motion is 
lost.

Mr. Collins : Mr. President, I move now the resolution be referred
to the Resolutions Committee. It is a question that carries too much 
for us to pass on it here without giving it some consideration. I 
think it ought to be passed on. (Motion seconded.)

T he President: Any remarks?
Mb. Berger: That gives me opportunity to state to this Convention

that this matter was thoroughly considered and discussed by your 
Executive Council and by them referred to the Resolutions Committee, 
affirmatively, and it was recommended that the resolution be passed 
at this convention. All that matter has been passed.

T he President: All in favor of the motion made by Mr. Collins
of Tennessee that this matter be referred to the Committee on Resolu
tions, signify by saying “  aye.”  Contrary-minded, “  no.”  It will be 
so referred.

I will now call upon the Secretary for his report.

Report of the General Secretary Fred E. Farnsworth
[The report of Mr. Farnsworth will be found on page 122 o f this 

publication. ]
Mb. Dowling : Mr. Chairman. I did not wish by the statement I 

made when this gentleman introduced this resolution, to cast any 
suspicion on his motives, and I raise the question o f personal privilege 
to state my position in the matter. If this resolution is intended for 
the purpose of providing an adequate wage to the gold miner equal 
to every other miner, and if it is intended for the purpose o f bringing 
returns on the capital invested in gold mining enterprises equal to the 
return on other mining enterprises, I favor it. I f it is intended to 
provide a higher price for hoarded gold, whether coined or in bullion,
I oppose it for the reason that the national banks have been compelled 
to transport their gold reserves to the Federal Reserve Bank and’* the 
state banks have willingly handed over their gold reserve, and we do 
not want any gold hoarder making any money on the premium of the 
gold now not in public circulation.

T he President: I have to announce that it is now 12:30 and the
next order of business will take quite a little time and consideration, 
and I believe it would be wise at this time to entertain a motion to 
adjourn.

(Motion to adjourn was made, seconded, put to a vote and carried. 
Whereupon the meeting stood adjourned.)

AFTERNOON SESSION— 2 P. M.

President Hinsch presiding.

General Secretary Farnsworth.

(The President called the meeting to order at 2 :20 P. M.)
T he President: I know that I express the sentiments of every 

man, woman and child in this house when I express my deep ap
preciation for this splendid band which we have with us today.

Now, in vie wof the fact that we have not fully assembled for the 
afternoon session and in view of the importance of the Committee on 
Co-ordination, I am going to inflict upon you at this time my report 
for the past year as chairman of the Executive Council.

Report of the Executive Council
[The rgport of the Executive Council is given on page 131 of this

publication. ]
Mr. Goebel: I move that this splendid report by President Hinsch 

of the doings of the Executive Council Administrative Committee and 
his own wonderful services be approved by this convention.

(Motion seconded and carried.)
Mb. Goebel : I desire to move that the reports of the Treasurer, 

General Counsel, Protective Departments, Department of Public Rela
tions and Library and contract be not read now, that the reading be 
waived, and that we proceed to hear and act upon the report o f 
the Committee on Co-ordination.

(Motion seconded and carried.)
T he President : These reports have all been printed and if you 

want to read them you will find them distributed around on the 
seats here in the hall.

Report of Committee on Co-ordination of Activities
I will now call on Mr. Waldo Newcomer, who will submit the report 

of the Committee on Co-ordination o f Activities.
Mb. Newcomer: I realize the great importance o f this report, but 

I am not going to let it turn me aside from the desire to save time. 
The report contains fiften recommendations, nine o f which involve 
changes in the constitution and by-laws. All of these matters will
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come up under the next order of business, and with your permission 
I will simply read the last six changes, which do not involve changes 
in the constitution and by-laws, all of which have been approved by 
the Executive Council except the last one, which was referred to the 
Executive Committee.

Recommendation number 10 i s : Location o f Headquarters. The 
question of moving the headquarters of the association to Washington 
or Chicago1 was earnestly discussed, but your committee does not 
believe such a miove advisable or practicable at this time. We do, 
however, think that an office should be opened in Washington, as 
soon as practicable, with a competent resident representative as 
assistant to the General Counsel and with such other duties as may 
be assigned by the Administrative Committee.

Recommendation No. 11— Cabinet Conferences. The heads of the 
various departments now meet from time to time as a Cabinet Con
ference. We think this is a most valuable custom, and we strongly 
recommend that such conferences be held at frequent intervals, not 
less than every two weeks.

Recommendation No. 12— State Committee on American Bankers’ 
Association Membership. We recommend that a committee to work 
for an increase in the membership o f the Association be formed in 
each state by the Administrative Committee of the Association, con
sisting o f the Secretary of the State Association, as chairman, the 
State Vice-President, the local Vice-Presidents of Sections and local 
members of the Executive Council, and that said committee be under 
the supervision o f the Field Committee provided for in the next 
recommendation.

Recommendation No. 13— Field Committee. We recommend that the 
Administrative Committee create within the general offices a Field 
Committee, of which the General Secretary shall be chairman. Said 
Field Committee to superintend the work of the various Membership 
Committees provided for in our recommendation, and also to arrange 
with some competent representative of this Association to be present 
at the various state conventions, any speeches of such representative 
being under the supervision of the said Field Committee and o f the 
President of the Association. This plan to  be tried for one year.

The first nine sections of the report could best be brought before 
you by taking up the “  Amendments to the Constitution.”

T he Pbesident : It seems to me as these recommendations which 
have been made do not require any change in the constitution that 
you should pass upon those recommendations at this time. I will 
therefore entertain a mation having for its purpose the approval of 
these recommendations made by the committee up to this time.

I move you that the recommendations of the committee as just read 
be approved. (Motion seconded.)

Mb. Goldwateb (Arizona) : Did that last resolution say that the 
secretaries wanted assistant secretaries?

Mb. Newcomeb : No. It sa id : That as the State Secretaries had 
no representation in the general offices, where the Savings Bank Sec
tion and the others have secretaries, that we suggest or recommend 
that a person employed now in the general offices be designated as 
an assistant secretary in charge of the State Secretaries’ Section.

I understand we put that in> under the impression that the States 
Secretaries’ Association would be pleased with it. It was approved 
by Mr. Bartlett and referred to the Administrative Committee.

Mb. Goldwateb : The secretaries have said they have elected a 
secretary o f their own and do not want this assistant secretary.

T he Pbesident: The thought was that an assistant secretary in 
the general offices would be in a position to furnish the secretary 
of the Secretaries’ Section with the information they should have in 
order to enable them to co-ordinate their efforts with the work of the 
General Association.

Mb. Goldwateb : I may be the only secretary here, but yesterday 
at the secretaries’ meeting it was decided that Mr. Greetinger of 
Illinois would be the secretary of the Secretaries’ Association, and 
the work imposed on him was not of such magnitude that we needed 
another assistant. We have too many assistants right now.

Mr.. Newcomeb : Mr. President, we thought that the section would 
like to have represntation in the general office. I f they do not want 
it, do not force it on them. So the committee is glad to withdraw 
that part of its recommendation.

Mb. Bartlett : Mr. President, I wish to confirm what Mr. Gold- 
water has said, that the Secretaries’ Section feel that in their view 
no assistant secretary should be selected at this time in the general 
offices.

T he President : There has been similar complaint. In going about 
the country I learned that, about the failure to receive information 
on the part of the various secretaries o f the State Bankers’ Associa
tion of the activities as outlined in the deliberations of the General 
Association and this assistant secretary who would give you the in
formation desired by you, he would furnish that and you would be 
in position to communicate with your membership with a view to co
operate with the general offices. If that is not your thought, we will 
not inflict it upon you.

Mb. Goebel : I would move that consideration of Section 15 of this 
report be omitted. (Motion seconded.)

AMENDMENTS 10 TO 14 ADOPTED.
V )

T he President : We will then vote on the report of the committee, 
Sections 10 to 14. All in favor of their adoption say I ; opposed, no. 
It is carried, and they are adopted.

Now, Mr. Newcomer, please read the amendments to the constitution 
that you have to offer.

AMENDMENTS TO CONSTITUTION AND BY-LAWS.

Mb. Newcomeb: These constitutional amendments are necessary to 
carry out the provisions of what has been approved by the Executive 
Council. These have been printed and I will read them.

Amend Article V, Section 15, (d ), of the constitution to read as 
follows (matters eliminated in brackets; new matter in italics) :

(d) The Executive Council at its first meeting as aforesaid, shall 
elect from its membership, one person from the one-year class, one 
person from the two-year class, who with the President of the

Association, the Vice-President of the Association [and] the last 
living ex-President and the Presidents of the National Bank Section, 
State Bank Section, Savings Bank Section and Trust Company Sec
tion shall coonstitute THE ADMINISTRATIVE COMMITTEE, and 
whose membership shall expire with the membership in the Council, 
and annually thereafter, shall elect one person from the two-year 
class to fill the vacancy occasioned by the expiration o f term. Any 
vacancy occurring by death, resignation or other cause shall be 
filled by election from the same class for the unexpired term.

The effect of that will be to add to the present committee the Presi
dents o f the four sections representing specific classes of banks, so 
that the Administrative Committee would consist o f nine members, 
the President, the Vice-President, who would be the First Vice- 
President, in case an amendment hereafter proposed in case o f First 
and Second Vice-President is adopted, the last ex-President, two 
elective members, as at present, and in addition the Presidents of 
the National Bank Section, State Bank Section, Savings Bank Section, 
and Trust Company Section, and that Article V, Section 15 of the 
constitution be amended accordingly.

Mb. Be c k w it h : I move the adoption of that amendment. (Seconded 
and carried.)

Mb. Chase : I f it is the proposition to adopt or amend these, would 
it not be advisable to take up the amendment to Article 3, Section 6? 
It provides for two Vice-Presidents and I notice in the language of 
these next following amendments, that we have just voted on, that 
it provided for the “  Vice-Presidents ”  it would be better to settle 
the amendment I speak of first.

Mb. Newcomeb : I do not see any objection to following the present 
order o f business, Mr. President.

Mb. Ch a s e : I would then suggest that I read all of these amend
ments where it says Vice-Presidents. " ,

T he President: I think we will proceed with the regular order 
unless there is general objection.

Mb . Newcomer : The next is Article V, Section 2 of the constitu
tion.

Amend Article V, Section 2, o f the constitution to read as fol
lows (matter eliminated in brackets; new matter in italics) :

Sec. 2. The Executive Council shall be composed o f members 
elected by the states, groups of states, and the District of Colum
bia, and o f the President of the Association, the Vice-President of 
the Association, ex-Presidents of the Association for a period of 
three years immediately after the expiration of their terms of office 
as President, and the Presidents and Vice-Presidents of the sections, 
ex-officio. [Any section having more than 1,000 members may elect 
one additional official as a member o f the Executive Council ex- 
officio. ]

We suggest adding First Vice-Presidents of the sections, ex-officio, 
and we strike out “  Any section having more than 1,000 members 
may elect one additional official as the member o f the Executive 
Council ex-officio.”

It was thought wise to add the Vice-Presidents of the sections to 
the Executive Council in order that they might get the necessary 
training with the inside information, as they usually succeed to the 
Presidency of their sections, and' to avoid enlarging the Council to 
unnecessary limits. We felt this woould give each section two mem
bers in there and those two members would be more developed than 
with the former arrangement.

Mr. W atso n : The Chairman said, First Vice-President, while the 
printed form said Vice-Presidents.

Mb. Newcomer : That objection is well taken.
Mr. W atson : I move that the proposed amendment to amend^as 

recommended by the chairman of the committee, so that it shall read 
“  the Presidents and the First Vice-Presidents of the section ”  be 
adopted. (Motion seconded and carried.)

T he President : Now the question is on the amendment itself. 
Are you ready for the question? All in favor say “  Aye! opposed,
“■ No! ”  It is carired, and the amendment is adopted.

Mu. Newcomer : The. next is an attempt to clear up the meaning 
of the constitution. The change is in Article V, Section 9 o f the 
constitution. We lielieve it was the intention of Article V o f the 
constitution to make the offices of General Secretary and Treasurer 
and General Counsel of equal rank, and that the reference in Section 
11 to subordinate officers and employes was not intended to include 
the General Counsel as one of such subordinates and that he should 
be, beyond question, of the same rank as the General Secretary. We 
understand that a few years ago a resolution was passed by the then 
Administrative Committee declaring that the General Counsel was 
under the supervision of the General Secretary. We recommend that 
this resolution be rescinded, that the question be cleared of all doubt 
by an amendment of Article V, Section 9 of the constitution, which 
is submitted herewith.

Co-ordinate and Subordinate Officers

Amend Article V, Section 9 of the constitution to read as follows 
(matter eliminated in brackets; new matter in ita lics):

Sec. 9. The Executive Council at the meeting provided for in 
Section 8, of this Article, shall elect a General Secretary [and 
Assistant Secretaries), a General Counsel and a Treasurer who shall 
he co-ordinate officers; also elect one or more Assistant Secretaries, 
and shall appoint or authorize the appointment of such subordinate 

officers and other employes as the Council may deem necessary and 
at its discretion the Council may remove any or all of such officers 
and employes from office or employment.

The term of office o f the Treasurer shall begin on December 1st 
following the date o f his election by the Executive Council.

Mr. Newcomer : The next was amended in the council and I shall 
read it as the legal notice was given. It is to amend Article VI 
under “  Section Secretaries ”  by changing the paragraph immediately 
following subdivision (g) to read as follows: “ Salaries and com
pensations of Secretaries and employes of sections shall (instead of
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may) be fixed )>y the Executive Council and all such officers and em
ployes shall be subject to the supervision of the General Secretary 
and Executive Council in all matters and functions not inconsistent 
with the orders of the presidents and executive committees of such 
sections, provided nothing in this section shall be construed to affect 
the power of the Executive Council as provided by Article X I o f the 
constitution.

Mk. Be c k w it h : I move that the amendment be approved. (Motion 
seconded and carried.)

T hk J’ liEsiUBNT: The Question is now on the amendment as amonded. 
All in favor say “ A y e ” ; opposed, “ N o ! ”  (Motion carried and 
amendment adopted.)

Mu. N ewcomer : The next is on the question of “  Section Legislative 
Matters.”  This has given rise to a , great deal of discussion in the 
committee. To meet a situation which we will appreciate and want 
to treat fairly without getting into trouble, we made this recom
mendation. You know we have a Federal Legislative Committee and 
a State Legislative Committee for the whole Association. When 
legislation comes up which affects one section favorably and another 
section adversely, it becomes a question as to what should be done. 
We do not want to deprive one section of its rights, and we cannot, 
afford to put this Association on record as favoring one section as 
against another, so we suggest this:

Amend the last paragraph of by-law sixth to read as follows (new 
matter in italics) :

Subjects of national and state legislation originating in any Sec
tion shall not be urged independently but presented through the 
Committee on State Legislation as to state legislation and through 
the Gompiittec on Federal Legislation as to national legislation for 
dual approval of the Executive Council and General Convention, and 
action if approved in accordance with Article V, Section 16 (a) 
and 16 (b) of the constitution. Provided, however, that where 
upon any subject of legislation two Sections are adversely in
terested the matters of difference shall be submitted by such Sections 
to the Committee on State or Federal Legislation as the case mag 
be, whose duty it shall be to earnestly endeavor to bring about an 
agreement, if possible, between such Sections and in case of agree
ment such subject of legislation shall be presented for the approval 
and action of the Association as provided in the constitution. In 
the event of non-approval and non-action by the Association or of 
failure of the flections to agree, any Section interested shall have 
the right to take independent action on such subject of legislation 
in tin name of such Section, but not in the name of, nor at the 
expense of the Association.

T he President: Gentlemen, you have heard this suggested amend
ment to our constitution.

Mr. Powerman: I move its adoption, Mr. President. (Motion sec
onded and carried and the amendment is adopted.)

AMENDMENT TO CHANGE THE JOURNAL OF THE A. II. A. FROM MONTHLY 
TO WEEKLY ADOPTED

Mr. Newcomer: The next is the question of the journal. We 
recommend that the journal lie published weekly* commencing as soon 
as practicable, the number of pages be reduced if necessary and that 
by-law three be amended accordingly.

Amend the first sentence of by-law third to read as follows (mat
ter eliminated in brackets; new matter in italics) :

Third* The official publication of the Association shall be issued 
[monthly] weekly under the direction of the General Secretary, 
assisted by the Manager of the Department of Public Relations and 
shall be called “  The Nation’ s Finances,”  with a sub-title, The 
Journal of the American Bankers Association. So much of this 
amendment as changes the issue of the official publication from 
monthly to weekly shall take effect only upon approval of the Ad
ministrative Committee whose function it shall be to determine 
when such change is practicable.

Council in considering this matter decided not to approve of the 
M m  and so the amended article stands as follows: “ Third. The
official publication of the Association shall l»e issued weekly under 
the direction of the General Secretary assisted by the Manager of 
the Department of Public Relations and shall be called ‘ The Journal 
of the American Bankers’ Association.’ So much of this amendment 
as changes the issue of the official publication from monthly to 
weekly shall take effect only upon approval o f the Administrative 
Oooimittee whose function it shall be to determine when such change 
Is practicable.”

THn President : The question is upon the amendment as amended. 
Mb. Beckwith  : I move that we approve. (Motion seconded and 

carried.)
T he President : The question is now on the adoption of the amend

ment as amended.
Mr. Beckwith  : I move its adoption. (Motion seconded, stated and 

carried.)
Mr. Newcomer: The next relates to the Agricultural Commission. 

This Agricultural Commission stands on about the same basis as the 
Currency Oommission as far as it is organized, but it was never 
recognised in our constitution. It is an important commission; its 
chairman should be a member of the Executive Council, and if that 
is done the Chairman of the Currency Commission should also be a 
member of the Council. That is a courtesy which we were glad to 
pay to Mr. Hepburn. This would make it read as follow s: “  Agri
cultural Oommission— Section 1. Ail Agricultural Commission is 
hereby created to arouse the interest of bankers in a better and 
more profitable agriculture, in the improvement of rural education and 
the bettering of rural conditions generally. The commission shall be 
composed of seven members whose terms shall expire annually, to be 
appointed by the Executive Council from the membership of the 
Association at its meeting for organization provided in Article V, 
Section 8. Such members to be selected, so far as possible, because 
of their special knowledge o f the subject and also in view o f their 
geographic location. Vacancies in the commission shall l>e filled by

the Executive Council at its first meeting after such vacancy shall 
have occtirrel.”

Another motion is to amend Article V, Section 2, by adding at the 
end thereof the following:

“  The Chairman of the Currency Commission and of the Agricul
tural Commission shall also be members, ex-officio, of the Executive 
Council.”

T he President: It is the wish of those directing the affairs of 
the General Association that those attending the convention shall 
take part in the discussion. Do I Jiear a motion to approve these 
two motions, amendments rather, first that the Agricultural Com
mission lie made a standing committee, and that the chairman of 
the Agricultural Commission and the chairman o f the Currency Com
mission be made members of the Executive Council. (Motion made, 
seconded and carried, adopting the two proposed amendments.)

PROPOSED AMENDMENT CONCERNING INVESTMENT BANKERS VOTED DOWN

Mr. Newcomer : Next is an amendment to Article II, Section 6. 
regarding associate members. Our report on that part was adopted 
by the Council.

In order to preserve our membership and yet meet the views of 
those who object that surety companies, investment bankers and 
certain others not directly connected with the four recognized branches 
o f banking should not have a voice in the Association matters, we 
recommend that such corporations, firms and individuals be admitted 
to associate membership with full privileges but no vote, and we 
submit an amendment to Article II of the constitution so providing. 
Certain large investment houses which receive deposits as part of 
their business are now full members of the Association under the 
provisions of Article II, Section 1, which makes eligible any private 
banker or banking firm, and the recommendations that investment 
bankers be admitted to associate membership is not. of course, in
tended to apply to such class of members.

This is as it was in the original notice:
The addition that the committee recommends is : “ Associate mem

bers consisting of investment bankers or dealers in investment se
curities who are not private bankers or banking firms within the 
meaning of Section 1 of Article II, dealers in commercial paper, 
mortgage companies, title companies, fidelity, casualty and other 
surety companies, safety deposit companies, Morris Plan companies, 
building and loan companies or associations, certified public ac
countants and individuals formerly or indirectly identified by the 
banking business, located within the territory of the United States, 
may be elected as members now are, and present members of the 
character last named are hereby made associate members. Such
members shall have the privileges o f membership except the right 
to vote. All associate members shall be subject to the provisions 
of Sections 2, 4 and 5 of this article.”

In the Council there was an objection to throwing open the doors' 
to associate membership so wide. Under the action of the Council 
the lines should read: “  Associate members consisting of investment 
bankers or dealers in investment securities who are not private bankers 
or banking firms within the meaning of Section 1 o f Article II, 
dealers in commercial papers, mortgage companies, title companies, 
fidelity, casualty, and other surety companies, safe deposit companies, 
Morris Plan companies, building and loan companies or associations, 
certified public accountants, and individuals formerly or indirectly 
identified with the banking business.”

T he President : The question is upon the amendment as amended. 
Do I hear a motion to approve?

Mr. Be c k w it h : I move its approval. (Motion seconded.)
Mr; W ells : Does that mean that unless an investment banker car

ries or takes deposits he is not eligible to membership in the Asso
ciation on the present basis? Investment bankers who do not receive 
deposits would not be eligible for full membership.

Mr. Engleson (Iowa) : I cannot see any reason for excluding the 
Morris Plan banks. They are banks just as much as savings banks 
are. Why are they excluded? I would like to suggest that this 
amendment be so worded that it incorporates the Morris Plan banks. 
I offer that as an amendment. (Motion seconded.)

Mr. Dinw iddie : I happen to be a Savings Bauk man, and I should 
feel I wanted to change my business if the Morris Plan banks were 
put on the same basis. It does not accept deposits; it is not a 
bank; it is a copyrighted plan sold for profit to people who waut 
to make a good profit on their stock investment, so that people who 
want to borrow money pay a high price for it under the guise of 
helping the laboring man.

When the Association undertakes to place that class o f people in 
its membership, then it is time for the savings banks to go else
where.

Mr. W ing : I move that the whole amendment be laid on the table. 
(Seconded.) ‘

T he President : Are there any remarks? I would explain the wis
dom of that— we want to define, if we can, who are eligible for 
meml»ership in the American Bankers’ Association. We have been 
a little loose in the past, but now is the time to correct it, and 
the motion to lay on the table will not correct it, as we have many 
members in the Association whom many of us think should not be 
members.

Mr. Harrison : May I suggest that the amendment be read again? 
(Amendment reread.)

Mr. W ing : I think we should strike out the whole section of
“  Associate members.”  This is strictly a banking association, with 
only active members.

T he President : Do you realize we have quite a number already
in our Association whom it is suggested should not be members? Do
you consent to leave them in?

Mr. W ing : No.
T he President : But they are already in. They are now full-fledged 

members. Some of them have been so for ten years.
Mr. Moehlenbaii : This question has been before the Executive

Council to my absolute knowledge for three years. I have protested 
at each meeting of the Executive Council about it. The time has
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come when tlie constitution of this Association should be enforced as 
to members.

T he I*rfsii>e>'T : I think you are mistaken iu your understanding 
of what I said. I said I did not know why they were admitted at 
the time they were admitted. At that time I was not on the Executive 
Council. , * /

The General Secretary : This is as the constitution stands today 
on membership:

Article II, Section 1 : “  Any National Bank, State Bank, Savings 
Bank. Trust Company, private bankers, banking firms, and branch 
of any of such, any Chapter of the American Institute of Banking, 
and secretary of any State Bankers’ Association, located within the 
territory of the United States or its dependencies, may become ra 
member of the Association upon application to the General Secretary, 
and approved by the Membership Committee.”

In regard to associate members, there is a provision in the con
stitution now for them. That provision applies entirely to members 
of the American Bankers’ Association outside of the United States 
and dependencies. We have a number of banks in Canada that want 
the privilege of joining and the same in Mexico and Cuba and China 
and in Hawaii. We have all of these banks. Mr. Moehlenpah was 
a little mistaken on his point. The Council amendment cuts out the 
surety companies.

Now, the Surety Companies and the title companies and trust com
panies were members of the American Bankers’ Association long before 
i went down to New York. The only ones I have cut out were the 
banks connected with the department stores. That was a wide pro
vision as we have had a number of them fail. As regards investment 
bankers, we should clear that question up in some way.

Mr. Moehlenpah : I want to rise to state that I am not mixed on
this matter. I stated we should abide by the constitution, and I do 
not think it is a question of whether these companies and firms and 
individuals have been admitted as members before. My protest was 
that they should not stay there any longer by reason of our inaction.

The President: The purpose of the report of the Committee is
to let the Convention itself take the responsibility of excluding them.

Mr. Dinwiddie : At the last meeting of the council it was dis
cussed and I personally had some assurance that those who had been 
let in, regardless of the constitution, would be courteously dismissed 
or something to that effect. I am surprised now that there is to be 
an argument from the Secretary excusing these things. •

The General Secretary : I made this remark in the council and 
it will be carried out: If that amendment 13 passed with the resolu
tion we can take the Morris Banks and the other people such as the 
Kidder, Peabody & Company, Kuhn, Loeb & Company, and dump them 
out; and on the first of August when drafts are drawn they will be 
eliminated.

Up to the present time we were without any instruction from the 
council or the association to get them out. Now we have an order, it 
will be followed. In the investment bankers there are 360 of them—  
such firms as Kuhn, Loeb & Company, Kidder, Peabody, Brown 
Brothers, J. P. Morgan & Company;—they are the class that invest
ment bankers refer to here.

Mr . T aggert : Do not those banks take deposits?
T he General Secretary : Not all of them.
Mr. Tag cert : Does not Morgan & Company?
T he General Secretary : Yes.
The President : The question is upon letting this entire section

in relation to associate members lie on the table.
Mr. Goebel: Does the gentleman contemplate that to strike out

the admission as Associate Members of banks in Canada and Mexico 
and adjacent countries would be the effect of his motion? It is of 
tremendous importance that these banks in Canada be retained as 
Associate Members, as there is hardly any bankers who do not get 
into communication with them. And we cannot furnish the A. B. A. 
code unless they are members.

Mr. Taggert : Then I move to strike out the provision as to those
banks only.

Mr. W ilson (California) : Do I understand the by-laws as they are 
now, are broad enough to include everybody in the banking business?

T he President: I should say so.
Mr. W il so n : Why amend them, then?
T he President: It is proposed that these amendments be, dropped 

and the section remain as it now is.
The General Secretary : We want an interpretation of what a

private banker means, as it is now used in the subject of membership.
The President : Is it your wish that the investment bankers of

this country be eliminated entirely, Mr. Wing?
MR. W in g : I think so. I think the Association membership should

be confined to bankers.
Mr. Dinw iddie : If your plan prevails does that mean that these

Morris Plan Bankers will be in?
T he President : The question is on the elimination of all of Section 

nine except what was just read. That is to do away with the whole 
question. All in favor say aye, contrary minded, no. The ayes have it.

Mr. Dinw iddie : I would like to ask for a. construction there, which
the Chair refused to give.

T he President: That will be up to the Administrative Committee 
for construction.

federal land banks admitted as special members

Mr. Newcomer: The next amendment is concerning a provision for 
giving Federal Land Banks the same kind of representation, as special 
members, that the Federal Reserve Banks now have. We add the 
words. “  and the Federal Farm Loan Board, respectively,”  etc,

fit  was moved and seconded that the amendment be adopted. The 
motion prevailed, on a rising vote.)

AMENDMENT to provide for two vice-presidents of the a. b. a.
adopted.

Mr. Newcomer : Next is to amend Article III, section 6. so as to
provide for twro Vice-Presidents instead of one as at present— one of 
such vice-presidents to be a national banker and one to represent a 
State institution or private bank. I would like to explain that at

the Council meeting those words, ”  one of such vice-presidents shall 
he a national banker, and one shall represent a state institution or 
private bank,”  were ordered stricken out, and this comes before you 
with the recommendation of the Executive Council approving of having 
two Vice-Presidents, but without that restriction. At the time, our 
Commitee opposed that chauge. First, we had put it in, not under 
compulsion, not under threat, and not under fear; but because we 
thought that ordinary, decent fairness provided for the provision fixing 
a probable alternation in the highest offices of this Association, of a 
national and state banker; and we expected it to be received with 
open arms by the state banks and damned by the national banks. 
The matter was attacked in the Council by the State banks, who dis
approved of that particular clause; and our only fear, speaking as a 
member ol the Committee, was that if two Vice-Presidents were ap- 
IKiinted without that restriction, aud it should happen that two national 
bankers were put in at any time, the state bankers would say that 
the Committee had handed them a gold brick; that we had pretended 
to do something to help them, hut really tied the national bankers in 
for three years in succession. However, we are on record as having 
thrown out that suggestion, and the Council disapproved <>f the re
striction, and the Committee accepts the recommendation of the Council, 
and recommends the acceptance of the two Vice-Presidents without 
the restriction there put in— s[leaking for a majority of the committee.

Mr. Dowling : Mr. President, I rise to a point of order. This pro
posed amendment is not properly before this Convention, for the rea
sons : First, it was considered by the Executive Council when there
was no quorum present; and, second, the Executive Council put in 
new matter, and where new matter is put in, according to the Con
stitution, there must fifteen days elapse before the Convention can 
consider the same. I call upon the Chair for a ruling.

The President: I will ask Mr. Newcomer to answer you.
Mr. Newcomer: Mr. President, I object, with all due respect, to

the point of order. There is no provision in the Constitution that the 
Executive Council has to pass on this at all. Notices of these amend; 
ui'*nts have been furnished to the Secretary, and published thirty 
days before, and issued to every member in advance of this meeting; 
and they come before you without anything whatever from tlie Execu
tive Council. The Executive Council had nothing in the world to do, 
except that we reported it to them as a matter of courtesy and would 
have been glad to have their backing. The Constitution further pro
vides that any amendments to these amendments may be introduced 
on the floor, Dut require a two-thirds vote to pass. This amendment 
may therefore fairly be considered as being advanced on tlie Hoor at 
tlie request o f the Executive Council; or if a question is raised upon 
that, I think there are individuals enough to say tiiat they have put 
it in.

Me. Dowling : Is it not a fact that the Chairman of the Committee
that submitted this amendment to the Executive Council objected to 
the amendment made by the Executive Council?

Mu. Newcomer : It is, sir, and I explained why I objected, and
why I have, withdrawn the objection.

Mr. Dowling : Is it not also true that there is new matter in this
amendment, as proposed, that was not published, according to the 
Constitution aud By-laws of this Association?

Mr. Newcomer: No, sir. There is an amendment to strike out a
certain part which is there, which is an amendment to the amendment.

Mr. Dow ling : If anything is stricken out, it is just the same as 
though something were added. *

Mr. Newcomer: No, sir. Tell me the meaBing of the Constitution, 
which says that this may be amended on the floor by a two-thirds 
vote. What else can you do, if you cannot strike out and add?

Mr. Dow ling : But this has been amended by a Council that did 
not have a quorum, and it was not introduced on the floor.

Mr. Newcomer: It has not been amended at all, sir. It is up to 
you for amendment.

The President : The Council has no power to amend the ConstitUr
tion.

The General Secretary : Let me read the Constitution on that
point:

Art. XI. Amendments.— Sec. 1. This Constitution may lie amended 
at any annual session of the general convention, by a vote of two- 
thirds of the members present and voting, notice of the proposed 
amendment having been submitted to the General Secretary at least 
thirty days before such annual session, and the General Secretary 
shall forward to every member of the Association a copy of such 
proposed amendment at the same time the notices of said session are 
sent out; and the General Secretary shall submit all amendments 
to the Executive Council, that they may arrange to bring them 
before the general convention under the regular order of business. 
Any proposed amendment to the Constitution may itself be amended 
in the general convention by a two-thirds vote of the members voting.

The amendments were in my hands as printed, submitted by the Com
mittee on Co-ordination, thirty days in advance of today. They were 
published in T he Journal, in accordance with the Constitution. Now, 
as you will see by this, they are submitted to the Executive Council, 
and by the Executive Council are ordered to be presented to the 
Convention. These amendments are suggestions that have been made 
by the Council, that could be made by any member.

Mr. Goebel: Mr. President, in regard to the first point of order
raised by the gentleman I will say that it does not make any dif
ference at all whether there was a quorum present or not when the 
Executive Council discussed this matter, because it is not necessary 
to have the recommendation of the Executive Council in order that 
any amendment may lie passed by the Convention. But I will say 
it is my opinion that there was a quorum ; aye, I know’ that there was 
a quorum w’hen we finally voted on this proposition at the session of 
the Executive Council.

The President: In any event, your Chairman declared that a
quorum was present, and I believe that ends it. There was no ques
tion raised at the time, as to the ruling of the Chairman.

Mr. Aitchison : We have come together here as members of an
organization, and as men of intelligence. We have selected our 
officers, and it seems that we should have sufficient confidence in those 
officers so that when they present matters to us here w<> should have
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faith in them, and abiding faith. Otherwise, they would not be worth/ 
of being officers o f this great Association. It seems to me that all 
of this discussion is absolutely out o f place. I, for one, hare absolute 
confidence in the gentlemen who are at the head o f this great organiza
tion. ,

Ma. Newcomer; Mr. President, I beg to offer this resolution—  
that this amendment suggested by the Council, whether legally or 
illegally, consisting of the wonk,, “  one of such Vice-presidents shall 
be a national banker, and one shall represent a State institution or 
private bank," be stricken out. That is my amendment to the original 
motion to adopt the "Section.

Mb. Stki'iiknson : I second the motion.
(Motion put, and prevailed.)
T he Phesioent: Now, the question is on the amendment, which

provides for two Vice-presidents.
Ma. Stephenson : I move that we approve the recommendation o f

the Committee.
(Motion seconded.)
Mr. Goebel : Mr. President and Gentlemen o f the Convention:

This is an important proposition, and I believe that we should discuss 
it in a spirit o f fairness and broadness with the Idea of arriving at a 
conclusion that will be for the benefit of this great association, and 
the people whom we serve. I believe that there should be two Vice- 
presidents, because this great Association needs a continuity o f effort 
and policy ; and it is but a short time, two years from the time that 
a man is elected Vice-president, until he is elevated to the Presidency 
of this great Association, during which he must get in touch with the 
policies of the Association as they have been shaped by the Con
vention, and are being carried out by the Executive Council and the 
officers of the Association. I know there lias been an undercurrent 
for some years that national bankers have been elected to the Presi
dency oftener than they should be in view o f the numbers o f State 
bankers and national bapkers. Gentlemen, I have been in touch with 
this Association for a good many years. The nominating committees 
o f this Association have been the very best men that you in your 
own States could find to represent you on those great committees.
I believe, barring only the time when you made the mistake of electing 
me, that every man who has been elected President o f this great Asso
ciation has been selected because the membership thought him fitted 
for that great position; and 4 believe that this policy will continue.
1 was in favor o f striking out “  National Banker or State Banker," 
because I believed that this Convention, if this amendment carries—  
and I hope it may— would establish an unwritten law that will never 
be broken, except in some great emergency, that there shall be rota
tion in these great offices. I f  this amendment Carries, gentlemen, I 
shall ask your unanimous consent to consider a resolution that I 
desire to introduce along these lines. One gentleman said to me the 
other evening, objecting to having two Vice-presidents, “  Why, if  we 
elect a great big banker for Vice-president o f this Association, do 
you think that he will want to wait two years? "  My answer was,
“  The office is greater than any man In the country." I hope, gentle
men, that this amendment will carry, because I believe it is a step 
in the right direction of more efficiently carrying out, in the harmony 
that is so much needed, the great policies of this great Association.

Mb. Dowling : Mr. President, I agree with the gentleman who just 
sat down, in that this amendment, as amended, is a better amend
ment than it would have been with the words “  State and National "  
attached thereto. I cannot agree with him that this amendment ought 
to be adopted by this Convention. I think there are many men in 
this room who have attended conventions for many years, and they 
will remember that at one time it was necessary, before you could be 
elected Vice-president, to be Chairman o f the Council. In the wisdom 
o f the delegates to this American Bankers’ Convention, that was 
wiped out, and it was left to elect a President and Vice-president. 
Then the unwritten law came Into force that the Vice-president would 
succeed the President. When you elect two Vice-presidents— and I 
am speaking now as a State banker who is supposed to be one o f the 
beneficiaries of this amendment— the delegates at this meeting in 
Chicago are electing the President of this Association for two years 
to come; and before those two years have elapsed, with the help o f 
the boys in khuki, and the boys o f the Navy, and our Allies, we expect 
to have the Hun on his knees; and when we do, we do not want any 
third rate banker tQ slip in because he happens to be a State banker, 
and be up for President o f this Association, and have our hands tied! 
and be unable to elect the man o f the hour 1 Gentlemen, I would go 
further than oppose this amendment. I would say that it ought to 
commence right now at this convention, that there no longer would 
be any unwritten law in this Association; but that when we elect a 
Vice-president of this Association, we elect him to fill the position 
that the words mean, to take the place o f the President when he is 
incapacitated, or when he cannot be reached for the purposes of filling 
his office; and that he should not be tagged for election as President 
in the next year, or at the next convention. I believe that the dele
gates to the next convention the next year should have the right__
and they have the right, although this is an unwritten law— to elect 
any man in this convention President; and that the condition of our 
country and the banking system in our country should lead us to pick 
the man of the hour.

Ma. Newcomer : Mr. President, I rise to a point of order. There 
is not a word in this section providing for who shall succeed to the 
Presidency, or any unwritten law, or anything else. You are really 
speaking to the motion that Mr. Goebel is going to introduce later 
concerning which I have absolutely no responsibility.,

Mr. Dowling : Mr. President, I am speaking to the question of
whether we shall have, as now, one Vice-president; or, as this amend
ment calls for, two Vice-presidents.

Mb . Newcomer: But you said you were objecting to somebody suc
ceeding to the Presidency, which is not mentioned in the section.

Mr. Do w ling : That is a part of the argument I am using, to show 
why we should not have two rather than one. There is an unwritten 
law as to the one. Now, Mr. President, I am not going to take ud 
any more o f your time.

T he President: I would call the attention o f Mr. Dowling and
the gentlemen of the convention to the fact that this amendment If 
adopted, will not preclude the members o f this convention from naming 
from the floor any candidates that they may desire to name for

President, or Vice-president, of this Association. This does not bind 
your hands. It does provide for two Vice-presidents, candidates for 
which office may be named by your Nominating Committee; and, as I 
said before, if  the gentlemen of the Convention do not approve o f 
those nominations, it is their privilege to nominate from the floor.

Mb. Do w lin g : Then, Mr. President, I will ask this question:
Why kill two Vice-presidents next year rather than one?

Mb. Watts : Mr. President, and Gentlemen of the American Bankers’ 
Association: I have received at your hands every gift within your
giving, and for more than three years I have in every possible way 
endeavored not to attempt in any way to influence the decision of 
this organization, other than as a private in the ranks. I feel, how
ever, that this is an occasion when I would not be true, when I 
would not be doing my duty in loyalty to this convention, if  I did 
not arise even at the risk o f having my motives misunderstood. I 
cannot agree with the gentleman from Minnesota; I do not believe he 
intended to say just what be did, when he referred to third rate 
bankers. There has never been a time when the American Bankers’ 
Association would elevate to the highest office within its gift a third 
rate banker. I have heard in the corridors o f the hotel here a dis
cussion of the names mentioned for preferment by you, and I say 
without any doubt or fear of contradiction that there has been no 
third rate banker’s name mentioned. Neither has there been any 
second rate banker’s name mentioned. The only names that I have 
heard— and I speak with knowledge— are those o f first rate bankers. 
Gentlemen, it is quite unfortunate that in a meeting of this kind we 
arc uncertain whether the discussion is o f real war, or war between 
classes of bankers. I was delighted to hear that the Executive Council 
had requested this body to eliminate from the proposed amendment 
any reference to any kind o f banker. I hope the time will never come 
when this association will elevate to its head any man because he is 
any kind of banker; but that this Association will elevate a man 
because he Is a first rate banker, and has rendered conspicuous service 
to the American Bankers’ Association. It seems to me, gentlemen, 
that in the multiplicity of activities that have come before the bankers 
of this country, we need the advice of not only one man at the head 
of this organization but two men, three men or four men. I could 
recount to you many activities which would be worthy o f the mental 
effort of every man that you could put in office as Vice-president of 
this Association. Your Committee upon Activities has just recom
mended that you have a field service— a splendid recommendation. 
And how is that field service to become effective? It is only to 
become effective by some officer of your Association— not an officer 
having charge of the clerical affairs, but some executive officer— taking 
charge of the matter; and who would be more fit for it than a Presi
dent, a Vice-president or a second Vice-president? I dare say that in 
time it is more than likely that, adopting what has become, because 
o f its saving effect to the country, almost a habit, we will adopt a 
regional system and probably have a Vice-president o f the Association 
for the twelve regions of this country. Then they will see that in all 
the activities in which the bankers should engage and should be the 
leaders in this country, there is a direct representative o f this organi
zation, ready to see that we do our part, and i f  anything, more than 
our part, in the great times that are to come after we have won a 
victorious decision, and are ready to begin a readjustment and recon
struction of the commercial affairs o f this country. I thank you.

Mb. W in g : Mr. President, two years ago this Association adopted
a new Constitution, which eliminated a great many officeholders and 
committees. The Administrative Committee was reduced to three. 
It has now been increased several more. Every time we come here we 
are asked to increase the Executive Council or some committee, or add 
a committee; now we are asked to add more officers. I f  we want to 
fill the office o f Vice-president, it can be done very easily by electing 
a State banker, beginning at this Convention. It is unfortunate that 
two Vice-presidents have already been selected, although the Nominat
ing Committee has not yet met. I believe there is as much excuse 
for having two Vice-presidents o f this Association as there would be 
for a cat to have two tails.

T he Pbe8ident : The question is upon the recommendation that the
Constitution be amended.

Mb. Hazlewood: I rise, representing the State Bank Section, the
Executive Committee, and the Vice-presidents o f the different States 
who are Vice-presidents for our Section, to say that the question o f 
this amendment was carefully and thoroughly considered at an informal 
meeting which was held on Monday morning; and that our men were 
unanimous in feeling that not only would we as State Bankers suggest 
to our fellow bankers in the Association candidates who would be 
truly representative o f the Association, but that we felt, under the 
existing circumstances, it was the right and proper thing to do to 
put through this amendment providing for two Vice-presidents. I 
therefore come to you representing the Section, and state to you what 
the. amendment, as amended, with the tag left off, has our unanimous 
approval.

T he President: The question is upon the adoption of the amend
ment.

m u .  1 / u n L i n u " lBU inquire irom tne President o f the Section 
I fJ hat„ was ad<>Pted by the section, or if it Is just his statement 

Mb. Hazlewood: In reply to that I will say that the matter was
discussed, as I stated a moment ago, at a meeting o f the Executive 
Committee o f our Section, and the State Vice-presidents o f the Section
m eeting^ ***** *“  *** Uni° D’ and the decision was reached at that 

Mb. Dow ling : Then, Mr. President, I wish to ask if we are gov-

t h r c o / v e S  * eCB' ° r b5r the Totes 0( the * * * * * * *

'mS’rer that «  w111 «* *******
Mb. Co l lin s : I desire to say that I was at the meeting at which

t is question was discussed, and it was merely the recommendation of
m m 2 1Ct PJifSlo !n? ’ « he ex-VIce-Presidents, and the Executive Com- 

ttee of the State Bank Section, that we recommend to the members
r l t ? Z  S Z  that lt W°Uld ** better for us to adopt some such 
° tat‘  . a8. thi®’, rather than have a continuous conflict and division 

of opinion in this Association; and I think every State Banker here 
owes it to the men who met there and conferred to support them in 
this movement for a satisfactory adjustment o f these differences.
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Mr. Platten : Mr. President, I have never been in- a discussion
like this before. It so happens that I am the responsible representa
tive of the Trust Company Section. I have heard a great deal about 
Mr. Dowling o f Minnesota, although I have not the pleasure of per
sonal acquaintance with him. I want to say, on behalf o f the Trust 
Companies, that I somewhat resent the statement that there may be 
any third class bankers in the Trust Company line o f business. I do 
not appreciate his remark, either, that i f  this amendment is made 
operative, the Trust Company Section would think o f placing before 
the Nominating Committee a candidate in the form o f a third class 
trust company man. Not for one moment would that be done; and 
on behalf o f the trust companies, I resent that. Now, above all this, 
I deplore the failure to carry out the recommendation of the com
mittee, a recommendation brought about by the honest efforts o f the 
President o f the Association, in the interests o f harmony ; for if 
there ever was a time in our history when we ought to have harmony, 
it is today. We have had too many disconnected units in this organi
zation. I say that the Trust Companies, as a Section, and the state 
banks, and the savings banks, are entitled to consideration, and they 
are justified in asking consideration. This is a very happy recom
mendation, to help out along these lines. I am satisfied that if this 
amendment is carried through, a responsible candidate will be pre
sented by the Nominating Committee to represent those three Sec
tions; and I hope, when that is done, that the gentleman named will 
be President of the Association, i f  and provided next year the Con
vention permits him to be First Vice-president, so that thereafter he 
may become President of the Association.

Thb President : I think we have had enough debate on this and
that we are ready for the question.

(The question was called for.)
Mr. Dow ling : I claim the right to the floor, as a member o f this 

Association. Is this going to be gag rule, or are we representative 
men here?

T he President : The Chair will allow Mr. Dowling to speak. The
Chair has ruled that Mr. Dowling may speak, but let this be the end.

Mr. Do w lin g : Mr. President, there have been third class bankers
in the Association, but I am happy to say that most o f them are 
now or have been in Leavenworth.

Mr. Platten : There never has been an officer, to my knowledge,
who was a third class banker.

Mr. Dow lin g : I did not say an officer. I said we should not elect
third class men and I do not believe we are going to, any more than 
we have in the past. But, Mr. President, when you say that this is 
a harmonious arrangement, I answer that it was arranged by some
body other than the delegates o f this convention; and the Kaiser, 
whom we are fighting, would like to have just such harmony among us, 
so that our boys could not get over there and disturb his subjects.

The President : The question is now upon the adoption of the
amendment as amended. A ll in favor please signify by saying aye. 

(The motion prevailed.)

Congratulations to Gen . Pershing.

T he President: This message has just been handed to me: “ The
biggest drive o f the war is now taking place on a fifty-mile front in 
the Champagne District. American and French troops are co-operat
ing.”

(This message was received with a prolonged outburst of cheers.) 
Mr. W a t t s : Mr. President, I move that the Association empower 

the President te send a telegram at once to General Pershing ex
pressing our sentiments to him and wishing him God-speed in this 
drive which we hope is the beginning o f the last one.

Mr. Goeobl: I second that motion.
(Motion unanimously prevailed.)
T he President : Gentlemen, I want to move a rising vote o f thanks 

to the Great Lakes Band for its splendid entertainment this afternoon.
(The motion was seconded, and unanimously carried, the Convention 

arising en masse and applauding.)
Mr. Jo h n sto n : Mr. President, I suggest that Mr. Nemcomer move 

the adoption o f the next amendment on this same subject, without 
reading it. I will make that motion myself.

(Motion seconded, and prevailed.)
Mr. Newcomer : That is a ll of the committee’s recommendations.

Greetings from the  Secretary of thb  T reasury, W illiam G.
McAdoo.

T he President; The Chair would like to read a telegram which 
has been received from Hon. Wm. G. McAdoo:

Chas. A. Hinsch,
Prest. American Bankers’ Ass’n.,

Chicago.
Will you please convey my cordial greetings to the members of 

the American Bankers’ Association now in session at Chicago and 
assure them o f my warm appreciation o f their co-operation in carry
ing forward successfully the great financial operations o f the Govern
ment? They have done splendid work for liberty  Loans In the past, 
and I know that they will, with even greater patriotism and en
thusiasm, help make the Fourth Liberty Loan a success. Hearty 
good wishes for a successful meeting and for a fruitful outcome of 
your deliberations.

W m . G. McAdoo.

Mr. W atts : Mr. President, I move that this Convention acknowl
edge the receipt of this telegram from the Honorable Secretary o f the 
Treasury and instruct the Secretary o f the Association to send the 
following message, to be signed by himself:

The members of the American Bankers’ Association, assembled in 
convention at Chicago, have received your greetings, and they in
struct me to tender you. the courageous leader of the financial forces 
o f our country, their great appreciation for the message; and they 
at the same time reaffirm their determination to use every means at 
their command to make the Fourth Liberty Loan the most forceful 
of all expressions from a free people, to furnish all credits and

material necessary to the Government for a speedy and complete
victory.

(Motion seconded, and prevailed unanimously.)
The President: Our ability to solve the social questions that

arise at this time will largely determine the future o f this country. 
There is probably no man before the American people today more com
petent to speak upon this social problem, and the relations between 
employer and employe, than the next speaker, Mr. Vandervoort, Presi
dent of the Boot & Vandervoort Engineering Company, graduated from 
Michigan Agricultural College at Lansing, in the Department o f 
Mechanical Engineering, in 1889. He entered Cornell University for 
a post graduate course in mechanical engineering and then returned to 
Michigan Agricultural College as an instructor in that department. 
Recently he was made a member o f the National War Conference Board, 
and later was appointed by the President o f the 'United States as a 
member of the United States War Labor Board. Last April he con
cluded a presidency of two years o f the National Metal Trades Asso
ciation. I take great pleasure in introducing to you Dr. Wm. H. 
Vandervoort.

Relations Between Employer and Employee, by W. H.
Vandervoort

[Mr. Vandervoort’s address will be found on page 115.]
T h e  President: The next speaker on the program will address us

upon the subject of, “  The Merchant Marine and the Railroads.”  
There is probably no subject before the American people to-day more 
vital to the future welfare of this country, and I know of no one who 
can present this subject to you in a more able manner than the next 
speaker. Mr. Wlheeler is a man of high ideals and broad vision, a 
man who saw the necessity of bringing together the great commercial 
organizations o f the country under the name of United States Chamber 
o f Commerce, and he was the first President of that great organization. 
His services were appreciated so deeply that in this hour of stress be 
was re-elected at the recent convention of that body. I now take 
great pleasure in introducing to you Mr. Harry A. Wheeler.

The Merchant Marine and the Railroads, by Harry 
A. Wheeler

[W e print Mr. Wheeler’s address in full on a subsequent page o f this 
publication— see page 109.]

T he President: I think you will agree that the Chair made no 
mistake when be assigned the topic he did to Mr. Wheeler.

Just one or two announcements and I am going to let you go for the 
day. On the general resolutions o f national scope, the Chair has 
appointed the following committee: Lucius Teter, Howard Shepard, 
Oscar Wells, Roland P. Grant, and W. H. Booth. The Committee on 
Resolutions o f Thanks, Fred Collins, J. H. Stone, A. B. Jobes, M. J. 
Dowling, George W. Hyde. Now, we have received quite a number 
of resolutions that it will be impossible to consider in the convention 
as a whole, and with your approval I am going to turn them over to 
this Committee on Resolutions.

(A  motion to adopt this suggestion was made, seconded and carried.)
I just want to make an announcement that to-morrow morning at 

eleven o ’clock Mr. Otto H. Kahn, o f Kuhn, Loeb & Co., will address 
this convention. You know something o f Mr. Kahn. He is a man of 
nation-wide ability, and 1 am sure will handle the subject assigned to 
him with marked ability. Judge Lindsey of Denver will talk to us 
at twelve o ’clock. Judge Lindsey has just completed a six months’ 
trip to Europe. He was present at the time o f the Chateau Thierry 
drive, and he was also present in Italy when the big drive took place 
there. For one week he messed with General Pershing, and I am sure 
the message he has to deliver will be most interesting. In the after
noon we hope to have Senator Chamberlain who was to advise me 
to-day by wire whether it would be possible for him to be here. Up 
to the present time I have not received any wire.

I have this message from Josephus Daniels, Secretary o f the Navy: 
“  Immediately upon arrival o f the train will go to the Auditorium 
Theatre. After my address there I shall be glad to carry out any 
program that may be arranged for me, but my address to the bankers 
will come first.”  So I just want you to know what a splendid program 
we have in prospect to-morrow, equal to that we had to-day.

Mr. Dismukes : You overlooked the fact that no thanks had been
extended to Mr. Wheeler. I do not know of any address delivered that 
was more cordially received or so much enjoyed.

The President : I think that the thanks will come within the scope 
o f the Committee on Resolutions on thanks, Mr. Dlsmukes.

A motion to adjourn is now in order.
(Motion to adjourn made, seconded and carried.)
Adjourned to Friday, September 27, 1918, 9 :30  A. M.

J

SECOND DAY’S SESSION 
Friday, September 27th, 1918.

President Hinsch presiding.
General Secretary Farnsworth.
The President called the meeting to order at 9 :50 A. M. (All rise 

while the Great Lakes Naval. Training Station Band' played ** Over 
There.” )

T he President : All please remain standing while the Rt. Rev.
Monsignor Daniel J. Riordan, P. R., St. Elizabeth’s Church, Chicago, 
pronounces the Invocation asking the blessing of Almighty God upon 
the deliberations of this Convention.

Vote on Constitutional Amendments \

The  President : I will now ask the General Secretary to present
for your consideration two amendments to the Constitution.

T he General Secretary : The amendments to tbew Constitution
which were submitted to the Convention yesterday and acted upon 
were the amendments prepared by the Committee ' on Co-ordination. 
The three amendments which follow in the printed program are to 
straighten out complications in the Constitution, and one amendment
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creates an extra committee. These were not prepared and submitted 
by the Committee on Co-ordination o f Activities. These amendments, 
however, have been before the Administrative Committee and by them 
recommended to the Council, and by the Council recommended to the 
Association.

IV. Proposed by Wai.do Newcomer, President Natl. Exchange 
Ban k , Baltimore, Mn.

Membership on Permanent Council Committees

Amend article V, Section 15, by changing the sentence immediately 
following the list of permanent Council Committees to read as follows 
(new matter in italics) :

“  No member of the Executive Council shall be a member of more 
than one of the permanent Council committees at the same time, ex
cept that members of the Protective Committee and of the State and 
Federal Legislative Councils tcho are member* of the Executive Council 
may be member* of not more than one other permanent Council Com
mittee

Explanation: The above amendment is proposed by Mr. W'aldo New
comer, President of the National Exchange Bank, Baltimore, Md., to 
provide against an interpretation contrary to the intention o f the 
provision, that members of the Protective Committee and of the State 
and Federal Legislative Councils might be on any number of the 
permanent Council committees.

Mr. Goebel: Mr. President, I move the adoption of the amendment.
(Motion seconded and carried.)

The General Secretary : The next is proposed by the General
Secretary, and is as follows:

“  New Mexico
“  Amend by-law 4 by omitting from Subdivision (c) the words 

‘ New Mexico,’ so that the fourth paragraph of subdivision (c) shall 
read as follows (matter eliminated in brackets) :

“  Group No. 3 shall be composed of the States of Arizona [New 
Mexico] and Nevada.

“  Note.— This amendment eliminates New Mexico from the Group 
states, that state having reached a membership in the Association in 
excess of one hundred.”

Mb. Stephenson : I move that this amendment be adopted by the
Convention. (Motion seconded and carried.)

T he General Secretary : The next is Amendment six, Insurance
Committee. I will say In regard to the Insurance Committee, the 
Association has had an Insurance Committee for a great many years. 
Recently, during the last two or three years, under a change in the 
Constitution it has been a conventidh committee, and was appointed 
by the convention. This amendment proposes to make it a permanent 
Council committee. The Insurance Committee, we believe, has done 
very valuable work for the members o f the Association in the prepara
tion o f fidelity bonds and burglary insurance, which have been sub
mitted from time to time; and in the protection of members of the 
Association in claims and in many other ways. The proposed amend
ment is as follow s:

: VI. I nsurance Committee
Amend Section 15 by adding to the list of the permanent Council 

Committees the following:
“  (h) The Insurance Committee.
“  Further amend Section 15 by adding at the end thereof the fol

lowing :
'* (h) The Executive Council, at its first meeting as aforesaid, shall 

elect from its membership one person from the one-year class, one 
person from the two-year class and one person from the three-year 
class who shall constitute THE INSURANCE COMMITTEE and whose 
membership shall expire with their membership in the Council, and 
annually thereafter shall elect one person from the three-year class 
to fill the vacancy occasioned by the expiration of term. Any vacancy 
occurring by death, resignation or oth^r cause shall be filled by election 
from the same class for the unexpired term.

‘ ‘ Amend Section 16 by adding at the end thereof the following:
‘ ‘ T he Insurance Committee

“  (h) The Insurance Committee shall have in charge the interests of 
the membership in their relations with insurance companies, including 
the procuring of reasonable premium rates, the adoption and use of 
proper forms of fidelity bonds, burglary policies and other insurance 
contracts, the giving o f such, information and the rendering of such 
services for members in connection with their insurance matters as may 
be proper and practicable, and the performance o f such other duties 
as may be imposed upon the Committee from time to time by the 
Executive Council or the General Convention.”

T he President: Gentlemen, you have heard the suggested amendr
ment. Is there a motion?

Mr. Taggart : Mr. President, I move the adoption of the proposed 
amendment: (Motion seconded and carried.)

T he General Secretary : To clear up the docket here, there is
one amendment, Amendment III, proposed by Thomas B. McAdams, 
vice-president Merchants National Bank, Richmond, Va., Mr. Mc
Adams requested that I withdraw this amendment from considera
tion, as it was embodied in the amendment you have just passed in 
relation to first and second vice-presidents.

T he President : I believe it would be proper if the adoption of 
this further amendment be dispensed with.

Mr. Gruber: '  I make §uch a motion, Mr, President. (Motion 
seconded and carried.)

T he President: Judge Paton will represent to you am amendment
which was overlooked in the report of the Committee on Coordination 
of Activities.

Judge Pato n : Mr. Chairman, in the program, Amendment II, 
recommended by the Executive Council, has not been presented to 
you. It follows Amendment I which was presented yesterday by the 
Committee on Co-ordination o f Activities. This is an important 
amendment which has been recommended by the Executive Council. 
Under our existing Constitution, emergency subjects of legislation, 
wherein quick, authoritative decision is required, so that the officers 
o f the Association shall know what to do, is referred to the Federal 
Legislative Council. The object o f this is to create the entire Federal 
Executive Council as the body to which amendments should be 
presented. It is printed here. I do not think it is necessary to go

now into \be technical changes in the Constitution which it provides. 
A motion to adopt the amendment will be in order.

Mr. Gruber: I make such amendment. (Motion seconded and
carried.)

The President : Adopted.
Next is the report o f the American Institute of Banking, R. S. Hecht, 

Presidefit. The report will be presented by Mr. Thompson.
i ■ '■ '• •

Report of American Institute of Banking
Mr. T hompson : Mr. Chairman and Gentlemen o f the Convention :
Apparently the American Institute of Banking Section is the only 

section which rises early in the morning.
Our report will not be given this year by Mr. Hecht, as he had to 

leave the city unexpectedly for home the day before yesterday.
I will run briefly over the affairs of the American Institute of 

Banking for the past year.
Contrary to our expectation, our membership, after 3,000 have been 

taken away, still remains at the same figure, 21,500; located in 80 
chapters, and about 4000 of those are enrolled in the Correspondence 
Chapter. Our educational work has gone on with little change except 
such as was necessary to meet the needs of the hour.

In the Institute we feel that during the coming year our supreme 
duty on educational lines is to meet the situation created by the great 
number of women employes which the banks are getting in. For that 
reason the course of instruction for the last year and for the coming 
year will be made up of elementary subjects, fitted to train these 
new people.

During the year we have held one conference of our Board of Regents, 
which is made up of two member bankers and two college men. It 
now consists of President Sprague of Harvard, Prof. Kemmerer o f  
Princeton, F. I. Kent of the Bankers’ Trust Co., and Frank Mortimer 
of the National City Bank, together with our Director, Mr. Allen.

We have added advanced courses to our program and this year offer 
a course in Economy. We are also studying at this time a course in 
foreign trade, which will be not only a course adapted to our present 
needs, but looking forward to the period of reconstruction and new 
trade after the war. We have extended our correspondence work, and 
we feel that we have greater co-operation in that line if we aid the 
men who are not able to get the benefit of closer co-operation because 
of not living in the big cities.

Our motto has been one of Service. We have aimed to place at 
the disposal of the local committee anq the Government at large the 
facilities of every one of our chapters, and our men who have learned 
of the banking business have gone out as speakers for the Liberty 
Loan service, and as solicitors; and we are glad to tell you that Mr. 
\anderlip, the Chairman of the War Savings Committee, lias told us 
that there was no work under the War Service Committee which was 
better than that of the American Institute o f Banking.

Our convention at Denver was made up entirely of Institute men, 
>"‘d men trained there— Mr. Arnold of Chicago and Mr. I.evinsky o f  
New York— developed in the American Institute of Banking. We con- 
sidered the question of the lady employes in the banks; we had one 
of them trained in New York. Each chapter admits the women on 
the same basis as the men. In every chapter we are offering the 
same facilities to women as to men, that they may receive the same 
training men have had in elementary lines.

In that connection we will have some study, and have available for 
each bank which wants to use it, which you may hand to your women 
employes, pamphlets which will solve the problem of training women 
to do the work which the m enhave left. This is prepared by a 
woman.

The Institute of Banking* enjoys a larger degree of self-government. 
We are glad that the American Institute of Banking has lived up to- 
the ideals of the American Bankers’ Association. We are glad to come 
to you this year and tell you we have done our work this year, and 
have done a good work, and kept within the appropriation. We in
timated that we might turn buck $1,000 of the money which you have 
given us. We will turn back $2,000. We will keep within our 
allowance.

We thank you for your co-operation and we hope it will continue.
The President : This American Institute of Banking, I think, I»

one of the most important sections o f the A. B. A., and I hope, 
therefore, it will he your pleasure to move the adoption of the report 
made by the new President of the Section, Mr. Thompson.

(Motion made, seconded and carried to adopt the report.)
The President: Next is the report o f the State Secretaries’ Sec

tion, which will be presented by Mr. Bartlett, the Section’s presidents 
(No. response.)

Next is the report of the National Bank Section, J. El wood Cox. 
( No response.)

Next is the report of the State Bank Section. Mr. E. D. fIuxford„ 
president.

Mr. E. D. Huxford : Mr. President and Gentlemen of the Con
vention: Possibly you might think from the remarks of the President
I want to take up a lot o f your time.

I want to say that the State Bank Section, being the youngest sec
tion. ami in a way the kindergarten branch of the Association, early 
adopted, as its motto, ‘ ‘ EARLY TO BED AND EARLY TO RISE* 
WORK LIKE HELL. AND ADVERTISE ! ”

On behalf of the State Bank Section I have the honor and satis
faction to report as follow s:

Report of the State Bank Section
(>n behalf of the State Bank Section I have the honor and satisfac

tion to report that the Section has continued to increase in numbers 
and expand in its constructive and protective work.

The officers, executive, standing and other committees, and also its 
members, have taken the request o f President Wilson seriously, as it  
was intended to be taken, and have restricted their activities, except 
in essential or necessary cases.

Legislation at Washington has been carefully scrutinized and where 
the interests of State institutions were involved has had proper at
tention, and the interests of State institutions and the public have 
been protected.
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The Membership Committee of the Section has been very successful 
and I am pleased to report that the membership of the Section on 
August 31, 1918, numbered 8,606 active and 1,231 associate, or a 
total of 9.837, which is an indication of the approval which the policy 
of the State Bank Section has received at the hands of non-members 
and an indication also that the Section is rapidly progressing to a 
commanding position that will soon be of material benefit to its 
members and the Association.

The funds o f the Section have been conserved and consistently used 
and out of an appropriation of $9,626.23 the Section has been able 
to return to the Association Treasury $3,3S0.64 which amount is ar 
example of thrift that might well be followed by some of the othei 
Sections.

The Savings Bank teaches thrift, the State Bank Section practices 
thrift.

The President : A motion to adopt the report is in order.
(Motion to adopt the report made, seconded and carried.)
Mr. Beckwith will now submit the report of the Insurance Committee.

Report of the Insurance Committee
[The report of the Insurance Committee is printed on page 126.] 
(Motion to receive the report of the Insurance Committee and adopt 

it, was made, seconded and carried.)
T he President: The next is the report of the Clearing House Sec

tion, Mr. McAdams.
C.

Report of Clearing House Section
The Clearing House Section has made a new record for the first time 

in its existence, it includes in its membership every regularly organ
ized Clearing House Association in America.

America’s entrance into the war demonstrated more clearly than 
ever the true value of close co-operation among banks and has proven 
that the Clearing House is the most valuable agency through which 
banks can co-operate locally, and that the Section affords a means 
through which the associated Clearing House banks and trust com
panies throughout the United States can co-operate and respond 
promptly and effectively on matters o f common interest and of vital 
importance.

While giving close attention to all matters affecting banks and 
Clearing Housees falling within its sphere, it has devoted much of its 
energies to aiding the various departments of the Government. It has 
also been of valuable aid to the Committee on Federal Legislation and 
other departments of the Association in getting prompt action on 
matters concerning particularly the banks and trust companies in the 
larger cities.

The expenses of the Section during the past year were $6,653.78. 
Frdaj^ our appropriation we returned to the General Association unused 
$1,294&*3, but like the other Sections we find that our expenses will 
be somewhat increased during the coming year, and are accordingly 
making request for an appropriation of $8,370.

The Section’s activities for the coming year will include—  
a Campaign o f education and publicity designed to inform the public 

as to the true functions o f banks and the objects and purposes of 
clearing houses. This williHbe done through publicity committees or
ganized by the clearing houses in their respective communities.

b Lend its aid and assistance to the Government in its financial 
and general war program. This service to be extended through the 
American Bankers’ Association proper.

c Assist and encourage the movement to create new savers and to 
drive home to all America the lesson of thrift and industry.

d Assist the Capital Issues Committee in its campaign to minimize 
the fake, bogus and worthless securities evil, 

e Aid in the direction of credit into channels of essential production, 
f Introduce a symbol to convey instructions to wire non-payment, 

also a symbol for designating checks collectible at par through the 
Federal Reserve banks, 

g Encourage—
1. The use and standardization of the No-Protest symbol plan.
2. The widest possible use and the proper application of the 

' Universal Numerical System.
ii The organization of county and country clearing houses and the 

extension of the Examiner feature. Also the establishment of credit 
departments in the Clearing houses.

The Section has inaugurated a plan whereby it receives a monthly 
letter from each Clearing House covering all important changes in 
rules, new ideas that are evolved as well as changes in the methods, 
systems and practices among the members of the respective Clearing 
houses. A brief or bulletin containing the substance o f these letters 
will be made up by the Section and sent in sufficient quantities to 
each Clearing House to allow for the distribution of one copy each 
to the Clearing House members, the members of the Clearing House 
Committee and other officers o f the Clearing House.

At the meeting of the Section on Tuesday a standard form of con
densed financial statement for use in connection with paper floated 
through note brokers was adopted. A copy of attached marked Ex
hibit A.

Arrangements will be made for the introduction o f this form at a 
very early date.

The opportunities for service on the part of the Section during the 
coming year, we believe, will be greater than at any period in its his
tory. Several Clearing houses during the past year have adopted rules 
basing the rates o f interest part on bank balances on Federal Reserve 
discount rates and general conditions, rather than being fixed regard
less of the demands for money. It is urged that every Clearing House 
give careful consideration to this very important and scientific plan.

Report of Currency Commission
Mr. Gruber: I make a motion to accept the report. (Motiou sec 

onded and earried.)
T he President: The next is the report o f the Currency Commission. 

The General Secretary will present the report.
T he General Secretary : The Currency Commission presented the

following report— it is in the form of a letter from A. Barton Hep
burn, the chairman of the Commission:

“  My dear Mb. Secretary : The Currency Commission will have no* 
report to submit at the Bankers’ Convention to be held on September 
23 next. Conditions are abnormal and artificial in the extreme, and 
will remain so until the close of the war. Following the war, in tho
ught of experience gained, economic laws should come in for a general 
study and revision, especially with reference to credit, currency and 
banking. It is the judgment of your Commission that in the meantime 
no attempt to secure general legislation should be made by the Amer
ican Bankers’ Association.

“  A. Barton Hepburn, Chairman.”
(Motiou to receive and adopt the report made, seconded and carried, y
The President : Next is the report o f the Committee on Federal 

Legislation. Mr. Newcomer will submit the report.
Mr. Newcomer : Mr. President, with your consent I will cut the- 

reading of this report and the full text will appear in the record.
(The report is as follow s:)

Report of Committee on Federal Legislation
Chicago, III ., Sept. 27, 1918.

Your Committee and its auxiliary, the Federal Legislative Council, 
have been constantly engaged during the past year on matters o f  
legislation pending in the 65th Congress. A detailed report o f its 
activities was made to the Executive Council at its Spring Meeting 
in May and this report will be more general in character.

LAWS PASSED

Among the Bills affecting or of interest to banks which have be
come laws are the following:

Senate Bill 3714, creating a War Finance Corporation with, au
thorized capital of $500,000,000, empowered to issue bonds aggregating 
not more than six times its paid-in capital, was approved April 5, 
1918. This Bill was favored by our Association.

House Bill 2316, known as the Webb Bill, to promote export trade- 
by permitting the organization of exporters in associations to meet 
foreign competition under supervision of the Federal Trade Commis
sion, without violation of the Anti-Trust lata ,̂ was approved April 
10, 1918. This Bill was also favored and actmdy supported by our 
Association. ^

The Soldiers’ and Sailors’ Civil Relief Act (N .|R. 6361), which 
provides a temporary suspension of legal proceeding^ and transactions 
which may prejudice the civil rights o f soldiers rfnd sailors during 
their term of service in the present war, was /pproved March 8,. 
1918. It is not an inflexible stay o f all claims, but leaves the oi>era- 
tion of its provisions to the discretion o f the court.

The Trading with the Enemy Act, Introduced in the first session 
of the 65th Congress and approved October 6, 1917, to define, regulate 
and punish trading with the enemy. The purpose o f this Act is to 
mitigate the rules of law which prohibit all intercourse between the 
citizens of warring nations and to permit, under careful safeguards 
and restrictions, certain kinds of business to be carried on. It also* 
provides for the care and administration of the property and property* 
rights of enemies and their allies in this country pending the war.

A Bill, S. 4292, introduced at the request o f the Secretary of the- 
Treasury, to conserve the gold supply o f the United States, was ap
proved April 23. This law authorizes the Secretary to borrow from 
the Treasury and to sell as bullion not in excess of 350 million 
standard silver dollars, retiring a corresponding amount o f outstanding 
silver certificates which can be replaced by Federal Reserve Bank 
notes, including one dollar and two dollar denominations. The bullion 
is to be used to settle foreign trade balances wherever possible rather 
than gold ; also to meet the unusual demand for subsidiary coinage. 
The silver so borrowed is to be replaced by purchase in the market 
from time to time at the fixed price of one dollar per ounce and 
coined into standard silver dollars. There is no limit of time within 
which this must be done.

The Hollis Bill, S. 3235, amending Section 32 of the Federal Farm 
Loan Act by authorizing the Secretary of the Treasury to purchase 
during the fiscal years ending June 30, 1918 and 1919, respectively, 
from any Federal Land Bank, farm loan bonds not exceeding one 
hundred million dollars, was approved January 18.

No attempt will be made to detail the provisions of the Liberty 
Loan Bond Acts and the War Revenue Acts passed or pending in 
Congress. The first two Liberty Bond Acts contained provisions 
authorizing the Secretary of the Treasury to deposit with designated 
banks and trust companies any portion of the proceeds of sale o f 
bonds, certificates of indebtedness and War Savings Stamps. The 
third Liberty Bond Act added permission to deposit in such desig
nated depositaries money received from payments of income and 
excess profits taxes. The fourth Liberty Bond Act, approved July 9. 
1918, contains a provisidn that any bank or trust company designated 
as a depository which gives security for deposits may, upon terms 
prescribed byt the Secretary of the Treasury, act as fiscal agent o f 
(he United States in connection with the operations of selling and 
delivering bonds, certificates of indebtedness or War Savings Cer
tificates o f the United States.

A supplement to the Second Liberty Bond Act was reported fa
vorably to the House by the Ways and Means Committee on Sept. 12 
and has passed both Houses. The chief purpose of this legislation 
is to provide a limited exemption from income surtaxes and war 
and excess profits taxes upon income to be derived from the Fourth 
Liberty Loan bond issue, the flotation o f which is to open on Septem
ber 28, and also to free a larger portion o f the income from the First, 
Second and Third Liberty Loan issues from similar taxation. Sec
tion 5 of the Bill incorporates the provisions of H. R. 10,691 which 
has already passed the House. It amends Section 5200, U. S. Revised 
Statutes, so as to permit any national bank to lend a borrower, in 
addition to one-tenth of capital and surplus, an additional amount not 
to exceed 10 per cent of capital and surplus in case the borrower dis
counts with such bank a note or notes secured by not less than a like 
amount o f bonds of the United States issued since April 24, 1917, or 
certificates of indebtedness.
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creates an extra committee. These were not prepared and submitted 
by the Committee on Co-ordination of Activities. These amendments, 
however, have been before the Administrative Committee and by them 
recommended to the Council, and by the Council recommended to the 
Association.

IV. Proposed by Waldo Newcomer, President Natl. Exchange 
Ban k , Baltimore, Mb.

Membership on Permanent Council Committees

Amend article V, Section 15, by changing tie  sentence immediately 
following the list of permanent Council Committees to read as follows 
(new matter in italics) :

“  No member of the Executive Council shall be a member of more 
than one of the permanent Council committees at the same time, ex
cept that members of the Protective Committee and of the State and 
Federal Legislative Councils tcho are members of the Executive Council 
may be members of not more than one other permanent Council Com
mittee.”

Explanation: The above amendment is proposed by Mr. Waldo-New
comer, President of the National Exchange Bank, Baltimore, Md., to 
provide against an interpretation contrary to the intention of the 
provision, that members of the Protective Committee and of the State 
and Federal Legislative Councils might be on any number of the 
permanent Council committees.

Mu. Goebel : Mr. President, I move the adoption of the amendment.
(Motion seconded and carried.)

The General Secretary : The next is proposed by the General
Secretary, and is as follows:

“  New Mexico
“  Amend by-law 4 by omitting from Subdivision (c) the words 

‘ New Mexico,’ so that the fourth paragraph of subdivision (e) shall 
read as follows (matter eliminated in brackets) :

“ Group No. 3 shall be composed of the States o f Arizona [New 
Mexico] and Nevada.

“  Note.— This amendment eliminates New Mexico from the Group 
states, that state having reached a membership in the Association in 
excess of one hundred.”

Mb. Stephenson : I move that this amendment be adopted by the
Convention. (Motion seconded and carried.)

T he General Secretary : The next is Amendment six, Insurance
Committee. I will say in regard to the Insurance Committee, the 
Association has had an Insurance Committee for a great many years. 
Recently, during the last two or three years, under a change in the 
Constitution it has been a convention committee, and was appointed 
by the convention. This amendment proposes to make it a permanent 
Council committee. The Insurance Committee, we believe, has done 
very valuable work for the members o f the Association in the prepara
tion o f fidelity bonds and burglary insurance, which have -been sub
mitted from time to time; and in the protection of members of the 
Association in claims and in many other ways. The proposed amend
ment is as follows:

VI. Insurance Committee
“  Amend Section 15 by adding to the list of the permanent Council 

Committees the following:
“  (h) The Insurance Committee.
“  Further amend Section 15 by adding at the end thereof the fol

lowing :
“  (h) The Executive Council, at its first meeting as aforesaid, shall 

elect from its membership one person from the one-year class, oue 
person from the two-year class and one person from the three-year 
class who shall constitute THE INSURANCE COMMITTEE and whose 
membership shall expire with their membership in the Council, and 
annually thereafter shall elect one person from the three-year class 
to fill the vacancy occasioned by the expiration of term. Any vacancy 
occurring by death, resignation or other cause shall be filled by election 
from the same class for the • unexpired term.

“ Amend Section 16 by adding at the end thereof the following:
“  T he Insurance Committee

“  (h) The Insurance Committee shall have in charge the interests of 
the membership in their relations with insurance companies, including. 
the procuring of reasonable premium rates, the adoption and use of 
proper forms of fidelity bonds, burglary policies and other insurance 
contracts, the giving of such information and the rendering of suqIi 
services for members in connection with their insurance matters as may 
be proper and practicable, and the performance o f such other duties 
as may be imposed upon the Committee from time to time by the 
Executive Council or the General Convention.”

T he President: Gentlemen, you have heard the suggested amend
ment. Is there a motion?

Mr. Taggart : Mr. President, I move the adoption of the proposed 
amendment: (Motion seconded and carried.)

T he General Secretary : To clear up the docket here, there is 
one amendment, Amendment III, proposed by Thomas B. McAdams, 
vice-president Merchants National Bank, Richmond, Va., Mr. Me 
Adams requested that I withdraw this amendment from considera
tion, as it was embodied in the amendment you have just passed in 
relation to first and second vice-presidents.

T he President: I believe it would be proper if the adoption of 
this further amendment be dispensed with.

Mb. Gruber: -  I make §uch a motion, Mr. President. (Motion 
seconded and carried.)

The President: Judge Paton will represent to you am amendment
which was overlooked in the report of the Committee on Coordination 
of Activities.

Judge Paton : Mr. Chairman, in the program. Amendment II, 
recommended by the Executive Council, has not been presented to 
you. It follows Amendment I which was presented yesterday by the 
Committee on Co-ordination o f Activities. This is an important 
amendment which has been recommended by the Executive Council. 
Under our existing Constitution, emergency subjects of legislation, 
wherein quick, authoritative decision is required, so that the officers 
of the Association shall know what to do, is referred to the Federal 
Legislative Council. The object of this is to create the entire Federal 
Executive Council as the body to which amendments should be 
presented. It is printed here. I do not think it is necessary to go

now into the technical changes in the Constitution which it provides. 
A motion to adopt the amendment will be in order.

Mr. Gruber: I make such amendment. (Motion seconded and
carried.)

The President: Adopted.
Next is the report of the American Institute of Banking, R. S. Hecht, 

President. The report will be presented by Mr. Thompson.

Report of American Institute of Banking
Mb. T hom pson : Mr. Chairman and Gentlemen of the Convention:
Apparently the American Institute of Banking Section is the only 

section which rises early in the morning.
Our report will not be given this year by Mr. Hecht, as he had to 

leave the city unexpectedly for home the day before yesterday.
I will run briefly over the affairs of the American Institute of 

Banking for the past year.
Contrary to our expectation, our membership, after 3,000 have been 

taken away, still remains at the same figure, 21,500; located in 80 
chapters, and about 4000 of those are enrolled in the Correspondence 
Chapter. 4 Our educational work has gone on with little change except 
such as was necessary to meet the needs of the hour.

In the Institute we feel that during the coming year our supreme 
duty on educational lines is to meet the situation created by the great 
number of women employes which the banks are getting in. For that 
reason the course of instruction for the last year and for the coming 

/ year will be made up of elementary subjects, fitted to train these 
new people.

During the year we have held one conference of our Board of Regents, 
which is made up of two member bankers and two college men. It 
now consists of President Sprague of Harvard, Prof. Kemmerer o f 
Princeton, F. I. Kent of the Bankers’ Trust Co., and Frank Mortimer 
of the National City Bank, together with our Director. Mr. Allen.

We have added advanced courses to our program and this year offer 
a course in Economy. We are also studying at this time a course in 
foreign trade, which will be not only a course adapted to our present 
needs, but looking forward to the period o f reconstruction and new 
trade after the war. We have extended our correspondence work, and 
we feel that we have greater co-operation in that line if we aid the 
men who are not able tc get the benefit of closer co-operation tiecau.se 
of not living in the big cities.

Our motto has been one of Service. We have aimed to place at 
the disposal of the local committee and the Government at large the 
facilities of every one of our chapters, and our men who have learned 
of the banking business have gone out as speakers for the Liberty 
Ivoan service, and as solicitors; and we are glad to tell you that Mr. 
\anderlip, the Chairman of the War Savings Committee, has told us- 
that there was r.o work under the War Service Committee which was 
better than that of the American Institute o f Banking.

Our convention at Denver was made up entirely of Institute men, 
>*i‘d men trained (here— Mr. Arnold of Chicago and Mr. I.evinsky o f  
New York— developed in the American Institute of Banking. We con
sidered the question of the lady employes in the banks: we had one 
of them trained in New York. Each chapter admits the women on 
the same basis as the men. In every chapter we are offering the 
same facilities to women as to men, that they may receive the same 
training men have had in elementary lines.

In that connection we will have some study, and have available for 
each bank which wants to use it, which you may hand to your women 
employes, pamphlets which will solve the problem of training women 
to do the work which the men have left. This is prepared by a 
woman.

J he Institute of Banking enjoys a larger degree of self-government. 
We are glad that the American Institute of Banking has lived up to- 
the ideals of the American Bankers’ Association. We are glad to come 
to you this year and tell you we have done our work this year, and 
have done a good work, and kept within the appropriation. We in
timated that we might turn bdek $1,000 of the money which you have- 
given us. We will turn back $2,000. We will keep within our 
allowance.

We thank you for your co-operation and we hope it will continue.
T he President : This American Institute of Banking. I think, te

one of the most important sections of the A. B. A., and I hope, 
therefore, it will be your pleasure to move the adoption of the report 
made by the new President of the Section, Mr. Thompson.

(Motion made, seconded and carried to adopt the report. 1
T iik President: Next is the report o f the State Secretaries’ Sec

tion. which will be presented by Mr. Bartlett, the Section’s presidents 
(No. response.)

Next is the report of the National Bank Section. J. Elwood Cox. 
(No response.)

Next is the report of the State Bank Section. >!>■• E. D. IIuxford, 
president.

Mr. E. D. Huxford : Mr. President and Gentlemen of the Con
vention: Possibly you might think from the remarks of the President 
I want to take up a lot of your time.

I want to say that the State Bank Section, being the youngest sec
tion. and in a way the kindergarten branch o f the Association, early- 
adopted, as its motto, “ EARLY TO BED AND EARLY TO RISE- 
WORK LIKE HELL. AND ADVERTISE! ”

On behalf of the State Bank Section I have the honor and satis
faction to report as follow s:

Report of the State Bank Section
,°n  l)eha,f of the s *ate Bank Section I have the honor and satisfac

tion to repoit that the Section has continued to increase in numbers- 
and expand in its constructive and protective work.

The officers, executive, standing and other committees, and also its 
members, have taken the request o f President Wilson seriously, as it  
was intended to be taken, and have restricted their activities, except 
in essential or necessary cases.

Legislation at Washington has been carefully scrutinized and where 
the interests of State institutions were involved has had proper at
tention, and the interests of State institutions and the public have- 
been protected.

%
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The Membership Committee of the Section has been very successful 
and I am pleased to report that the membership of the Section on 
August 31, 1918, numbered 8,606 active and 1,231 associate, or a 
total o f 9.837, which is an indication of the approval which the policy 
o f the State Bank Section has received at the hands of non-members 
and an indication also that tb«? Section is rapidly progressing to a 
commanding position that will soon be of material benefit to its 
members and the Association.

The funds of the Section have been conserved and consistently used 
and out of an appropriation of $9,626.23 the Section has been able 
to return to the Association Treasury $3,380.64 which amount is ar 
example of thrift that might well be followed by some of the othei 
Sections.

The Savings Bank teaches thrift, the State Banlj Section practices 
thrift.

The President : A motion to adopt the report is in order.
(Motion to adopt the report made, seconded and carried.)
Mr. Beckwith will now submit the report of the Insurance Committee.

Report of the Insurance Committee
[The report o f the Insurance Committee is printed on page 126.] 
(Motion to receive the report of the Insurance Committee and adopt 

it, was made, seconded and carried.)
T he President: The next is the report of the Clearing House Sec

tion, Mr. McAdams.

Report of Clearing House Section
' The Clearing House Section lias made a new record for the first time 
in its existence, it includes in its membership every regularly organ
ized Clearing House Association in America.

America’s entrance into the war demonstrated more clearly than 
ever the true value of close co-operation among banks and has proven 
that the Clearing House is the most valuable agency through which 
banks can co-operate locally, and that the Section affords a means 
through which the associated Clearing House banks and trust com
panies throughout the United States can co-operate and respond 
promptly and effectively on matters o f common interest and of vital 
importance.

While giving close attention to all matters affecting banks and 
Clearing Housees falling within its sphere, it has devoted much of its 
energies to aiding the various departments o f the Government. It has 
also been of valuable aid to the Committee on Federal Legislation and 
other departments of the Association in getting prompt action on 
matters concerning particularly the banks and trust companies in the 
larger cities.

The expenses of the Section during the past year were $6,653.7S. 
From our appropriation we returned to the General Association unused 
$1,294.43, but like the other Sections we find that our expenses will 
be somewhat increased during the coming year, and are accordingly 
making request for an appropriation of $8,370.

The Section’s activities for the coming year will include—  
a Campaign o f education and publicity designed to inform the public 

as to the true functions of banks and the objects and purposes of 
clearing houses. This will be done through publicity committees or
ganized by the clearing houses in their respective communities. * 

b Lend its aid and assistance to the Government in its financial 
and general war program. This service to be extended through the 
American Bankers’ Association proper.

c Assist and encourage the movement to create new savers and to 
drive home to all America the lesson of thrift and industry.

d Assist the Capital Issues Committee in its campaign to minimize 
the fake, bogus and worthless securities evil, 

e Aid in the direction of credit into channels of essential production, 
f Introduce a symbol to convey instructions to wire non-payment, 

also a symbol for designating checks collectible at par through the 
Federal Reserve banks, 

g Encourage—
L The use and standardization of. the No-Protest symbol plan.
2. The widest possible use and the proper application o f the 

Universal Numerical System.
h The organization of county and country clearing houses and the 

extension of the Examiner feature. Also the establishment of credit 
departments in the Clearing houses.

The Section has inaugurated a plan whereby it receives a monthly 
letter from each Clearing House covering all important changes in 
rules, new ideas that are evolved as well as changes in the methods, 
systems and practices among the members of the respective Clearing 
houses. A brief or bulletin containing the substance o f these letters 
will be made up by the Section and sent in sufficient quantities to 
each Clearing House to allow for the distribution o f one copy each 
to the Clearing House members, the members of the Clearing House 
Committee and other officers of the Clearing House.

At the meeting of the Section on Tuesday a standard form of con
densed financial statement for use in connection with paper floated 
through note brokers was adopted. A copy of attached marked Ex
hibit A.

Arrangements will be made for the introduction o f this form at a 
very early date.

The opportunities for service on the part of the Section during the 
coming year, we believe, will be greater than at any period in its his
tory. Several Clearing houses during the past year have adopted rules 
basing the rates of interest part on bank balances on Federal Reserve 
discount rates and general conditions, rather than being fixed regard
less of the demands for money. It is urged that every Clearing House 
give careful consideration to this very important and scientific plan.

Report of Currency Commission
Mr. Gruber: I make a motion to accept the report. (Motion sec

onded and earried.)
T he President: The next is the report of the Currency Commission. 

The General Secretary will present the report.
T he General Secretary : The Currency Commission presented the

following report— it is in the form of a letter from A. Barton Hep
burn, the chairman of the Commission:

“ My dear Mr. Secretary: The Currency Commission will have no* 
report to submit at the Bankers’ Convention to be held on September 
23 next. Conditions are abnormal and artificial in the extreme, and 
will remain so until the close o f the war. Following the war, in the 
light of experience gained, economic laws should come in for a general 
study and revision, especially with reference to credit, currency and. 
banking. It is the judgment of your Commission that in the meantime 
no attempt to secure general legislation should be made by the Amer
ican Bankers’ Association.

“  A. Barton Hepburn, Chairman
(Motion to receive and adopt the report made, seconded and carried.).
The President : Next is the report o f the Committee on Federal 

Legislation. Mr. Newcomer will submit the report.
Mr. Newcomer : Mr. President, with your consent I will cut the- 

reading of this report and the full text will appear in the record.
(The report is as follow s:)

Report of Committee on Federal Legislation
Chicago, I II ., Sept. 27, 1918.

Your Committee and its auxiliary, the Federal Legislative Council, 
have been constantly engaged during the past year on matters o f  
legislation pending in the 65th Congress. A detailed report o f its 
activities was made to the Executive Council at its Spring Meeting 
in May and this report will be more general in character.

LAWS PASSED

Among the Bills affecting or of interest to banks which have be
come laws are the following:

Senate Bill 3714, creating a War Finance Corporation with au
thorized capital of $500,000,000, empowered to issue bonds aggregating 
not more than six times its paid-in capital, was approved April 5, 
1918. This Bill was favored by our Association.

House Bill 2316, known as the Webb Bill, to promote export trade 
by permitting the organization of exporters in associations to meet 
foreign eomi>etition under supervision of the Federal Trade Commis
sion, without violation o f the Anti-Trust laws, was approved April 
10, 1918. This Bill was also favored and actively supported by our 
Association.

The Soldiers’ and Sailors’ Civil Relief Act (N. R. 6361), which 
provides a temporary suspension of legal proceedings and transactions 
which may prejudice the civil rights o f soldiers and sailors during 
their term o f service in the present war, was approved March 8 , 
191S. It is not an inflexible stay o f all claims, but leaves the opera
tion of its provisions to the discretion o f the court.

The Trading with the Enemy Act, introduced in the first session- 
of the 65tli Congress and approved October 6, 1917, to define, regulate 
and punish trading with the enemy. The purpose of this Act is to 
mitigate the rules o f law which prohibit all intercourse between the 
citizens of warring nations and to permit, under careful safeguards 
and restrictions, certain kinds of business to be carried on. It also* 
provides for the care and administration of the property and property 
rights o f enemies and their allies in this country pending the war.

A Bill, S. 4292, introduced at the request of the Secretary o f the 
Treasury, to conserve the gold supply o f the United States, was ap
proved April 23. This law authorizes the Secretary to borrow from
the Treasury and to sell as bullion not in excess of 350 million:
standard silver dollars, retiring a corresponding amount o f outstanding 
silver certificates which can be replaced by Federal Reserve Bank 
notes, including one dollar and two dollar denominations. The bullion 
is to be used to settle foreign trade balances wherever possible rather 
than gold; also to meet the unusual demand for subsidiary coinage. 
The silver so borrowed is to be replaced by purchase in the market 
from time to time at the fixed1 price of one dollar per ounce and 
coined into standard silver dollars. There is no limit of time within 
which this must be done.

The Hollis Bill, S. 3235, amending Section 32 of the Federal Farm 
Loan Act by authorizing the Secretary of the Treasury to purchase 
during the fiscal years ending June 30, 1918 and 1919, respectively, 
from any Federal Land Bank, farm loan bonds not exceeding one 
hundred million dollars, was approved January 18.

No attempt will be made to detail the provisions of the Liberty
Loan Bond Acts and the War Revenue Acts passed or pending in 
Congress. The first two Liberty Bond Acts contained provisions 
authorizing the Secretary of the Treasury to deposit with designated 
banks and trust companies any portion of the proceeds of sale o f 
bonds, certificates of indebtedness and War Savings Stamps. The 
third Liberty Bond Act added permission to deposit in such desig
nated depositaries money received from payments of income and 
excess profits taxes. The fourth Liberty Bond Act, approved July 9. 
1918, contains a provision that any bank or trust company designated 
as a depository which gives security for deposits may, upon terms 
prescribed by the Secretary o f the Treasury, act as fiscal agent o f 
(he United States in connection with the operations of selling and 
delivering bonds, certificates of indebtedness or War Savings Cer
tificates of the United States.

A supplement to the Second Liberty Bond Act was reported fa
vorably to the House by the Ways and Means Committee on Sept. 12 
and has passed both Houses. The chief purpose of this legislation 
is to provide a limited exemption from income surtaxes and war 
and excess profits taxes upon income to be derived from the Fourth 
Liberty Loan bond issue, the flotation o f which is to open on Septem
ber 28, and also to free a larger portion o f the income from the First, 
Second and Third Liberty Loan issues from similar taxation. Sec
tion 5 of the Bill incorporates the provisions of H. R. 10,691 which 
has already passed the House. It amends Section 5200, U. S. Revised 
Statutes, so as to permit any national bank to lend a borrower, in 
addition to one-tenth o f capital and surplus, an additional amount not 
to exceed 10 per cent o f capital and surplus in case the borrower dis
counts with such bank a note or notes secured by not less than a like 
amount o f bonds o f the United States issued since April 24, 1917, or 
certificates o f indebtedness.
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PENDING MEASURES

An important Bill (H. R. 11,283) amending certain sections of the 
Federal Reserve Act and of the United States Revised Statutes, which 
has been given full attention by your committee, has passed both 
Houses and is now pending in conference. The bill as it passed the 
House amended Section 4 of the Federal Reserve Act relative to 
Class A and B directors; Section 11" (k) relating to trust powers of 
national banks; Section 16, ninth paragraph adding Federal Reserve 
notes of denominations of $500, $1,000, $5,000 and $10,000 to existing 
denominations; Section 19, paragraphs (b) and (c) relating to re
serves of banks in outlying districts o f reserve and central reserve 
cities; Section 22 relating to loans and gratuities to officers, directors, 
etc., and amending Sectioas 5208 and 5209 Revised Statutes which are 
penal sections relating to over-certifications o f checks, embezzlement, 
etc., the amendment extending such provisions to officers, directors, 
agents or employees of Federal Reserve banks. The Senate, in passing 
the bill, struck out everything except the amendment adding Federal 
Reserve notes of large denominations and the amendment o f the penal 
sections of the U. S. Revised Statutes.

After being in conference over two months, the Senate Conference 
on September 18 receded from all the Senate amendments, and the 
bill as finaly passed is the same as when originally passed by the 
House.

Senate bill 4426 for the guarantee of deposits In national banks not 
exceeding $5,000, which was introduced on April 23 and favorably 
reported to the Senate on April 24, was strenuously opposed by our 
Federal Legislative Committee and Council. It has made no further 
progress. The bill is dead so far as this session of Congress is con
cerned.

Like opposition was made to Senate bill 3910, favorably reported to 
the Senate on April 9, which provides drastic penalties for usury, and 
this bill, likewise, has made no further progress.

A bill, S. 3895, regulating overdrafts, which required officers of 
national banks to present In writing a list of all overdrafts at each 
board meeting, the same to be noted in the minutes and filed as a 
record, was favorably reported to the Senate on April 9, but was 
rejected by the Senate on May 8 upon the ground that it was uncalled 
for and unnecessary. Our Committee opposed this bill, unless its 
requirements were modified.

A bill providing for engraved signatures on national bank notes has 
been passed by the Senate (S. 3900) and a similar bill (H. R. 11,020) 
has been passed by the House of Representatives. The measure was 
approved by our Committee, but has not yet become a law.

A bill (S. 3898) requiring bank officers to give bond and to prevent 
erasures on the books of the bank, was reported favorably to the 
Senate on April 9, but was rejected when the bill came up for con
sideration on May 23. The principle o f this bill was not opposed by 
our Committee, but we urged a modification o f its requirements as to 
the condition of the bond.

This report will not be burdened with the detail o f all pending 
measures in Congress affecting banks. Suffice it to say that close 
attention is constantly given by our Committee to all subjects of 
pending legislation and action in favor of or in opposition to particular 
measures taken as occasion warrants.

The Constitution of the Association makes it the duty o f the Chair
man of the Committee on Federal Legislation whenever in his judgment 
it becomes necessary to immediately determine the policy of the 
Association in favor of, or in opposition to, national legislation upon 
any subject, to submit such question o f policy to the members of the 
Federal Legislative Council for referendum vote, the policy o f the 
Association, determined by such vote, being subject to change by the 
Executive Council or by the General Convention. In pusuance o f such 
duty eleven questions o f policy have been thus submitted. Such ques
tions and the decisions thereon are as follow s:

Referendum No. 1.— That the National Bank Act be amended so as 
t o . provide for uniform national bank notes. Affirmatively decided. 
Decision approved by Executive Council at Spring meeting.

Referendum No. 2.— That the bill (S. 3714) creating a War Finance 
Corporation be favored. Decidedly affirmatively. This bill is now a 
law. Decision approved by Executive Council at Spring meeting.

Referendum No. 3.— That the Calder bill (S. 2908) authorizing Fed
eral Reserve Banks to make advances upon deposit or pledge o f bonds 
or notes of railroad, industrial or municipal corporations be favored. 
Decided negatively. Decision approved by Executive Council at Spring 
meeting.

Referendum No. 4.— That H. R. 8935, introduced by Mr. Glass, 
amending Section 5219 U. S. Revised Statutes, relative to state taxa
tion of national bank shares, be favored. The bill provides that in 
determining the value of the shares the par amount o f any bonds 
or other interest-bearing obligations o f the United States owned by 
the association shall be deducted from its assets. Decided affirma
tively by the Federal Legislative Council. Subsequently at a joint 
meeting of the Committee on Federal Legislation in conjunction with 
the Executive Committee o f the National Bank Section this action was 
modified as follows: “ We favor the amendment o f Section 5219 U. S. 
Revised Statutes as provided in H. R. 8935 with the exception that 
the relief from taxation to the extent proposed by this amendment is 
not advisable at this time. We favor and urge Congress to amend . 
Section 5219 so that banks may deduct from their assets in determin
ing the value o f the shares the average amount of United States Gov
ernment bonds and other non-taxable securities held, exclusive o f the 
average amount of such securities deposited to secure circulation or 
United States deposits. The total amount permitted to be deducted 
shall be determined by and limited to such proportion o f the amount 
o f such United States Government bonds and other non-taxable securi
ties only as the capital, surplus and undivided profits o f the bank 
bears to the total o f capital, surplus, undivided profits and deposits, 
exclusive o f United States Government deposits, of said bank.”  At the 
meeting o f the Executive Council on May 11, this latter action was 
approved and it was further resolved that similar legislation be urged 
upon Congress giving like right o f deduction to state banks and trust 
companies either as an amendment of the United States Revised Stat
utes or as a matter o f independent legislation.

Referendum No. 5.— That S. 3089, proposing to amend Section 9 <

the Federal Reserve Act so as to admit to membership state banks 
with capital of not less than $100,000, organized prior to November 1, 
1914, regardless of population, be favored. Decided in the negative. 
Decision approved by Executive Council at Spring meeting.

Referendum No. 6.— That S. 1783, to make gold and silver certifi
cates and Federal Reserve notes legal tender, be approved. Decided 
affirmatively. Decision approved by Executive Council at Spring 
meeting.

Referendum No. 7.— That an amendment o f the Federal Reserve Act 
be favored which would authorize the Federal Reserve Board to 
classify banks in outlying districts of large cities as though they 
were located in independent municipalities, with respect to the require
ment of carrying reserve. Decided affirmatively. Decision approved 
by Executive Council at Spring meeting. .

Referendum No. 8.— That the American Bankers’ Association favor 
a condition o f national law which would permit national or other banks, 
members of the Federal Reserve System, to make loans to officers or 
employes upon the same terms and conditions as loans are made to 
other persons. Decided affirmatively. Decision modified by the Ex
ecutive Council at its Spring meeting, so as to favor the provision 
contained in the substitute for H. R. 10,691 pending in the Senate, 
as follow s:

“  And provided further, That no note, draft, bill o f exchange, or 
other evidence o f debt, executed or indorsed by the president, cashier, 
or other officer o f an association, shall be discounted by the bank in 
which such officer is employed, except by the written assent o f three- 
fourths o f the directors, and no note, draft, bill of exchange, or other 
evidence of debt executed or indorsed by any attorney or director of 
an association, or by any firm o f which a director is a partner, shall 
be discounted by such association, except by the affirmative vote or 
written assent of at least a majority o f the members o f the board of 
directors.”

Referendum No. 9.— That the Pomerene bill, S. 3963, which would 
permit income and excess profits taxes to be paid in six monthly install
ments, deferred payments to bear 3 per cent interest, be favored. 
Decided affirmatively. Decision approved by Executive Council at 
Spring meeting.

Referendum No. 10.— That Section 2 of H. R. 10,104, amending Sec
tion 11 (k) of the Federal Reserve Act relative to trust powers of 
national banks, be approved. Decided affirmatively. The Executive 
Council at its Spring meeting, upon recommendation o f the Committee 
on Federal Legislation, unanimously decided that no further action be 
taken upon this proposition.

Referendum No. 11.— Question whether Association should favor or 
oppose the placing of a stamp tax upon bank checks and drafts. De
cision to oppose.

The Executive Council at its Spring meeting also adopted the follow
ing resolution recommended by the Committee on Federal Legislation:

“  Resolved, That the American Bankers’ . Association disfavor legis
lation at this time looking to the abolition of sub-treasuries at any 
definite date.”

At the time o f the adoption of the above resolution the Legislative, 
Executive and Judicial Appropriation bill, H. R. 10,358, which had 
passed the House, contained a provision to abolish the sub-treasuries 
six months after the termination o f the war, and the Senate had 
struck out this provision and the bill was in conference. This resolu
tion was wired to the conferees who were deadlocked over this particu
lar provision. Finally the House receded from its disagreement and 
the provision abolishing the sub-treasuries was omitted from the 
Appropriation bill which became a law.

The Committee on Federal Legislation . in concluding this report 
desires to express appreciation o f the effective co-operation o f all 
members of the Federal Legislative Council.

(Mr. Newcomer, continuing:) Mr. President, in connection with 
Referendum No. 5, regarding the capital o f state banks eligible to 
membership, this motion has been put in my hand with the suggestion 
that if the body approves of the main report they will add this:

“  Moved that the decision o f Referendum No. 5 as reported by the 
Committee on Federal Legislation be changed to the extent that a 
policy of legislation be favored which would permit a state bank to 
enter the Federal Reserve System where its capital is equal to that 
of a national bank in the same locality, although because o f increase 
of population since the organization of the national bank, the cap ita l' 
of the latter would no longer be sufficient for the organization o f a 
new national bank in the same locality.

T he President : A motion to approve the report o f the Committee
on Federal Legislation would be in order. Do I hear such a motion?

(Motion to adopt the report made, seconded and carried.)

Favorable W ar News from Europe

T he President: I know you will be glad to know I have Just had
a despatch handed to me from the Central News; it is a cable to the 
New York News Bureau:

“  Latest British attack by General Haig extends over a thirty-mile 
front. This follows closely on the heels of the great American blow 
against the Germans west o f the Meuse river. The new British drive 
is south o f the Sensee river.”

(Continuing:)
“  The smash against the German line in Champagne, which was to 

begin yesterday morning by the French in co-operation with the Ameri- 
man Army operating to the East, is proceeding successfully, the War 
Office announced to-day. The number o f prisoners counted so far ex
ceeds 7,000, including 200 officers. The assault was resumed this 
morning, the statement said.

“  The attack by the French troops In Champagne yesterday is un
folding with success from Suippe to the Argonne. The first German 
positions, formidably protected by a network of trenches and barbed 
wire more than five kilometers in depth, which the enemy had been 
able to avail of to strengthen his defense since 1915, were brilliantly 
carried by French troops on a front o f about 35 kilometers and passed 
at certain points.

“  New York despatches received this morning from Copenhagen state 
that the Bulgarian Premier has asked the Allied powers for an
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(Prolonged applause; the band played “ The Star Spangled Banner,”  
all the audience standing.)

Mb. Watts : Mr. President, I move that this audience stand in
one moment in silent v prayer, for the success of the Armies of our 
Allies and our boys at the front.

The President : By common consent we will comply with the
suggestion.

(The convention stood for a moment in silent prayer.)
T he President: We will now have the report o f the National

Bank Section.

Report of the National Bank Section to the American 
Bankers Association

Chicago, Sept. 26, 1918.
The National Bank Section now includes in its membership 6,337 

banks. The American Bankers’ Association derives from these in
stitutions revenue of slightly over $115,000. The expenses o f the 
Section during the past year were $8,241.51. The Section received 
an appropriation of $8,000 and closed the year with a deficit of 
$206.16. On account o f its increased membership and constantly 
increasing opportunities for direct constructive service to the banks 
and to the nation, the Executive Committee of the Section finds it 
necessary to request an appropriation of $9,280 for the ensuing year.

Three hundred and eighteen National banks have joined the Amer- 
ican Bankers’ Association and become members of the Section dur
ing the past year. Fourteen hundred and nine National banks are 
not members of the American Bankers’ Association. A campaign 
will be conducted in cooperation with the membership committee 
during the coming year with the view o f making the membership 
100 per cent.

While the Section has given close attention to all matters concern
ing policies, * methods, systems, and practices among or affecting Na
tional banks and the general business public, much o f our time and
energy have been devoted to aiding the Government in its various 
war time activities.

The Section adopted a resolution renewing its pledge o f undivided 
support and assistance to the Treasury and various other departments 
o f the Government in carrying out the Government’s financial and 
general war program, these services to be tendered through the 
American Bankers’ Association proper.

Many problems of vital importance to the National banks, particu
larly with reference to legislation, have come up during the past
year. These have received close attention at the hands of our Execu
tive Committee. It has held five meetings during the year, one
being a conference with the Committee on Federal Legislation. The 
Section made a determined stand against the passage o f Senate Bill 
No. 4426, generally known as the Guaranty o f Deposits Bill. The 
bill has been side-tracked and we hope will n o t. receive further con
sideration.

The Section believes that it would be enabled through the main
tenance of an office at Washington to render additional service of 
untold value to its members, not alone on legislative matters, but in 
connection with tractions, o f the banks with the various departments 
o f the Government. It therefore renews its request for permission 
to arrange for representation either In the name of the American 
Bankers’ Association or in the name of the Section at Washington.

The Section believes that its Vice-Presidents in the various States 
ought to be included as members o f the Federal Legislative Council. 
This is in order that they may keep constantly In touch with Federal 
Legislation and be in a position, not only to assist the Committee 
on Federal Legislation, but with the consent o f the Committee on 
Federal legislation to be in position to act independently on matters 
pertaining strictly and only to National Banks.

The National Banks throughout the country were never in better 
condition. There has not, according to the report o f the Comptroller 
o f Currency, been a single National Bank failure In the United 
States during the past nine months. The resources o f the National 
Banks now exceed $17,000,000,000. They have served as the agency 
through which six thousand million dollars worth o f Liberty Loan 
subscriptions have been taken. Their present holdings o f such 
bonds are comparatively small and they are in splendid shape to 
render efficient service In the forthcoming Liberty Loan campaign.

The Federal Reserve System is working admirably; the National 
banks are availing themselves o f the privilege o f the new system and 
are rapidly developing the trade and Bankers’ Acceptances and other 
important features, but in order that the system may be In position 
to render the maximum of service, there must be a further mobili
zation o f the banking resources. This Section considers as one o f 
its functions to do all in its power to encourage and assist in main
taining a proper relationship between the Federal Reserve Board 
and the members as a whole and also between the mem'bers and the 
various Federal Reserve Banks. It is pledged to the idea o f using 
its best efforts to strengthen this great1 system wherever possible 
and to place America where she rightfully belongs, that is In the 
front rank o f the nations o f the world as a great financial power.

It was moved and seconded that the report be received and placed 
on file. The motion prevailed.)

T he President: It is our great pleasure to have with us this
morning one o f the foremost citizens o f the United States, a man 
born at Mannheim, Germany, who served one year in the German 
Army, and who for five years was the London representative o f the 
Deutscbesbank. This man probably more than any other citizen of 
this great company has devoted his time, his money and his great 
ability in speaking and writing for the purpose o f enlightening our 
people as to the true conditions existing in Germany and the rela
tionship which should exist between the German-born in this coun
try and this great country. I now take great pleasure in Introducing 
to you Mr. Otto H. Kahn ,of New York. (Prolonged applause.)

The Menace of Paternalism and Bureaucracy
TMr. Kahn’s address complete will be found on pages 99 to 109.]
T he President : I know I voice the sentiments o f this organization 

when I express to Mr. Kahn our deep appreciation of this magnificent 
address.

Now. gentlemen, we have a splendid address in prospect from Judge

Lindsay of Denver, who has just returned from the other side after 
spending six months on the battle front. He messed with General 
Pershing, was present at the time of the Chateau-Thierry drive, and 
I know he has a message to deliver here this morning that you will all 
be glad to hear.' Judge Lindsey. (Applause.)

Remarks of Judge Lindsey, of Denver
Judge Lindsay : Gentlemen, I shall not take up much o f your time, 

but I would be false to my feelings i f  I did not express to you my 
appreciation o f being your guest here to say just a few words from *• 
the boys “  over there.”  I had the honor to be with General Pershing 
all one week; sat at his table with him and talked with him; to be 
with General McAndrew out over certain sections o f the front and in* 
different sectors o f the battle line, from the time I left America at 
the invitation of the British Government last winter to help in some o f 
their work; then on to France, being at Soissons and down the River 
Aisne, and coming down that line before the Germans chased us out—  
thank God, you know we were not chased very long— on the Verdun; 
then after the battle of Chateau-Thierry to be sent to Italy by the 
Government on a little mission there and having the good fortune to 
arrive at Monte Grappa when they started the offensive I was able 
to look out for forty miles on the Piave to Venice and see the great, 
magnificent spectacle, even with all i t s ‘ horrors, that great Homeric, 
classic battle o f the war. Such was my magnificent opportunity. 
Since I came home I have been only too glad.to make up, as far as I 
could, for this blessed privilege by speaking over the country at the 
Liberty Loan meetings.

I have been up in New England among the munition workers, and let 
me say to you, as a part of the psychology of the war, I was delighted 
to receive from one o f the Chambers of Commerce of a New England 
town this statement: That the absences among munition workers, who 
are now making more money than ever before and consequently have 
more money to spend, had decreased from 25%, relatively, to 4%  
(applause).

I begin to appreciate that General Pershing was everlastingly right 
when he said one evening when we were sitting around his table at 
his own headquarters, that we must remember at home there are so 
many angles to this war that it takes at least two men and women 
to keep one boy at the front and keep them supplied in such a way 
that they may maintain their work, which is so glorious and magnifi
cent over there. I came to England in the dark days o f the war, and 
I am frank to say the British were anxious, though not impatient; 
it was after Germany had released two million men from the Eastern 
front and were about to start on that terrific drive toward the Channel 
ports.

General Joffre, whom I have the honor to know, took two or three 
o f us out to his home one afternoon— to give you some idea how serious 
that time was— and he talked seriously about the Germans being able 
to get to. the Channel ports, and with the same anxiousness that I 
had been asked the same question time and time again— the inquiry 
always was: When were the Americans coming; the S. O. S. call, the 
same call that was coming from England and from all the rest: 
“  When are you going to send men in fighting force? ”  It was not 
with offensive impatience at all, but only in deep appreciation that 
America was now in this war to save the day— we appreciating that 
victory would be impossible without the devoted work that they had 
done on many a battlefield before we came into this war, tardily 
knowing it, as we did; and they appreciating and conceding that the 
victory they made possible could now only be made certain by America’s 
entrance into the war. After being some time in war-torn Soissons, 
one evening at the table, General Douchet said: “  Monsieur, how many 
Americans will you have here by Christinas time? ”  Feeling that I 
might, without betraying any confidence, tell him what I knew from 
the G. H. S., I assured the General we would have a million and a half 
men in France by Christmas time. And I may say to you here— al
though it is not a matter, I am sure, that anyone would publish, lest 
it might be misunderstood— that in those dark days o f the early 
springtime the most that we hoped to get to Europe by Christmas time 
was perhaps a million and a half, till the devoted British came to our 
rescue with a tonnage that has carried two-thirds o f our boys over 
there, and made possible the doing what we have done. I talked with 
Mr. Winston Churchill, who had been at the head o f the Admiralty 
in the early springtime, when Mr. Lloyd-George sent out his S. O. S. 
call to America. He said : “  IIow‘ can you get the men over without 
the tonnage? ”  After that I had the honor to dine with Admiral Sims 
a number o f times; and the fact was that our Navy and the British 
Navy began to get their heads together upon the matter; and when we 
look with such appreciation, as we ought to, upon what the Army has 
done, let us not forget what the Navy has done to make this great feat 
possible.

One evening in the early days General Douchet rose up from the 
table and said to two of us Americans who were there on a special 
mission: “  I tell you, 500,000 Americans now are worth more than 
ten million at Christmas time. This is the critical hour.”  We came 
on down by the River Aisne, through the beautiful Champagne, to the 
war-broken town o f Rheims. We went into the once beautiful cathe
dral, while the shells were still bursting in the city. The old guardian, 
pointing, said, “ There Is where a shell fell this morning. It is a 
miracle it did not explode, for if  it had it would have brought down 
the pillar there and with it what remained o f the once beautiful cathe
dral, all in ruins.”  He showed us the long streamers of melted lead, 
that had fallen from the windows they tried so hard to save some time 
before, when the Boche set the scaffolding on fire with incendiary 
shells; and with tears streaming from his eyes be said, “  The tears of 
Rheims.”  Those were the tears of Rheims, and you could not restrain 
the tears from your own eyes as you looked upon the broken, battered 
villages in that country, and passed through the debris in those village 
streets, along by the broken walls of what once were beautiful homes 
of France. That is Rheims to-day, with all of its historic setting, 
all its romance o f crowned and uncrowned kings. And there was the 
statue of lovely Joan D’Arc, with never a scratch, although the ground 
round about was pitted with shell-holes. Even then the shells were 
falling in front of the statue; and there were the derricks and the 
ropes to lower the statue, so that it might be taken back to Paris to 
be saved for civilization. The Government did not share the confidence
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of tlie inhabitants;, that Joan D’Arc bore a charmed life, even though 
in marble or bronze. I cannot help but recall now, when we went to 
the lower Alsne, with the boys, we passed through the little village 
of Domremy, where Joan D’Arc was born and raised; and the old 
women there would tell me, “  Here is a little church where she wor
shipped; there is the little room where she slept, with the little 
closet where she kept her small belongings; and there, out on the hill
side, is where she tended her flock and dreamed her visions. Ah, mon
sieur, these visions are still with the people hereabouts, with the old 
men and women, who still inherit from the family of Joan D’Arc the 
vision that she had, because in the darkest hour for France, when we 
all despaired, they came singing, telling us that they had seen the 
heavens filled with marching phalanxes of men, following a strange 
banner that they had never seen before. And then one day, monsieur,”  
said one of the old women, “  the old men and women were out on the 
street, under the beautiful sunlight of a French day, and w'e heard 
down the road the sound of martial music; and presently there came 
marching men, and at the head of the men were the banners that the 
old people had seen in the heavens, of the marching Americans, come to 
save France.”  And there has resounded the tramp of Pershing’s men 
through that little village, during those dark days, and the time that 
followed, on their way to the lower Aisne front. And when we came 
from broken Rbeims, after being beyond the town, Chemin des Dames 
and Malmaison, the French poilus seemed to have some of the freshness 
of our own dashing boys. I did not know what a tragedy was in store 
for us later on, until I had come to Verdun and spent two or three 
days there. I cannot stop to discuss Verdun. You know what it is. 
But, my friends, you do not know this war until you feel this war, 
and you cannot feel this war so much as when you have been over 
there and seen something of the horrors of this war, and What our 
men are putting up with in this war. When you do that, you will 
want to impart as much as you can of that feeling to those back here. 
VVe have not any doubt of the success of our brave allies, and we have 
not any doubt about what the boys from this country are going to d o ; 
but we must keep up the spiritual side of this war— being called on 
one day to aid the Red Gross, and the War Camp Association, and the 
Y. M. G. A., and the .Salvation Army, and the Knights of Columbus, 
and the Jewish Welfare Society, and the Y. W. C. A., and all of those 
institutions, and we must remember that there are. two angles to this 
war. One is the physical— cannon, guns, swords, bayonets, military 
material; and the other is the spiritual— the mental, in a way. One 
of the French Generals said one night at the front: “  Monsieurs, it 
was our grand Napoleon Who said that three-fourths of war is morale 
— in the mind. When the heart and soul are right, then there can be 
no defeat.”

So all thanks to those men who, in their ministrations, which are 
just as important in this war as anything else— because, as the Gen
eral said, this war is three-fourths a business man’s job— to keep at 
the front not only a physically fit army, from the physical angle, 
but a morally lit army, from the spiritual angle, or the standpoint 
of morale— the finest body of men ever assembled under the banners 
of any nation on earth, in any war that any country ever had. I have 
seen them under the stars; I have seen them by "the roadside; I have 
seen them as they were about to go over the top ; I have seen and 
talked with them when they came back; and I feel that the father or the 
devoted mother of every one of those boys has as much right to be 
proud as had the French father with whom I happened to be at one 
time, and the British father, whom I followed over there. When we 
came back from the heights of Douamont, and looked over toward 
Vertelet, where 100,000 French lie buried, above their graves we saw 
the blood-red poppies blooming over the brave men who poured out 
their lives in the dark days of 1916. And as, we were passing the old 
French Colonel stopped by a little cemetery, and before a grave he 
paused a moment, as though in silent prayer, as you men did here a 
few' moments ago. And the Captain said: “ I am sorry that the 
Colonel stopped; it affects him so, but beneath that grave lies buried 
all his hopes— bis only son. He wras my friend and chum. For three 
days and nights, on the heights of Douamont, we crawled from shell- 
hole to shell-hole, with a rain o f steel coming down upon us, like hail 
from heaven; and how any living thing escaped is more than I shall 
ever know. That boy ‘ went west * and I went to the hospital. Now 
the Colonel always addresses us as you heard him, ‘ Mes enfants, mes 
fils ’ ; and we address him as ‘ Mon Colonel,’ because he is to us a 
father, ami more than that.”  And the spirit that existed between the 
French poilus and the French officers was the same spirit that existed 
between the American boys and the American officers and the British 
boys and the British officers. Over on the Somme front Harry Lauder, 
whose heart was heavy and sad, was singing to the boys along the 
line; and suddenly, through some stupid error, he happened into a cem
etery there, and found himself facing a little cross which read, “  Here 
lies Capt. Jack Lauder. ”  Poor Harry went down on his knees, and 
thrusting his hands in the soft soil, seemed to pull the very grave 
into his arms; and with his face lifted toward the stars, and the tears 
streaming down his face, he lifted up his arms and said : “  O God, if 
you would only lift him up for one little minute, that I might look 
into his face aud tell him how proud I am for what he did here, and 
how proud I am to be the father of a boy who died here! ”  But did 
Harry go to pieces? No. He bucked up, and down the line he came, 
and dashing to the platform and sang to the British Tommies as he had 
never sung before.

That is the spirit of father and son, as I have seen it there and 
here. Coming back from Verdun down the road to the little city of 
Chateau-Thierry, there seemed to leap from the earth a burst of 
sheeted flame up into the heavens. It seemed almost like the glow 
of sunlight, but for the booming of the cannon and the rolling of the 
awful thunder that shook the air. We have been told that 7,000 out 
of 8,000 of those devoted boys who were with us at the Chemin des 
Dames are now dead on the field of battle; that the German artillery 
almost blew that hill from the earth. They were ordered to go back, 
and our boys did not understand the order, but went forward, as they 
always had done. The line had been stripped from Soissons to Rheims 
to send men to the Somme front, where the British were hard pressed. 
The German Uhlans almost rode into Chateau-Thierry on horseback. 
To show you what a narrow escape we had, one of the men told me 
afterwards, “  The automobile that you were in was blown up, and it 
seemed as though the world would come to an end.”  The men in the

hospital got up ou their crutches, and moved where they could. All 
over the floor of the station lay the wounded, with no one there to 
give them any aid except two devoted American nurses who came up 
at the last moment. We all had to get out, aud go from one shell-hole 
to another, falling flat; when all of a sudden, above all the din and 
tumult, I heard coming up the road the sweetest sound that ever came 
to my ears. True and clear it rang, ”  The Yanks are coming, the 
Yanks are coming.”

Then, forgetting all my fear in the tremendous shell fire, I saw 
coming at double time the Marines, who closed the gap at Chateau 
Thierry, and saved the day in the critical hour. I saw one of the 
French commanders some time after that, and recalling the early days 
of spring at Soissons, he said : “  You remember what General Douchet 
said about 500,000 Americans? Well, monsieur, whether it was 10,000 
or 50,000, what they did at Chateau-Thierry was worth the strength 
of 500,000. They saved Paris, aud they saved France, and they saved 
the world there at Chateau-Thierry.”  (Tremendous applause.)

My friends, General Pershing is prouder of nothing else that has been 
done than he is of the way the lines of communication have been built 
up behind our military machine. What he was anxious about was that 
those lines of communication should be as complete as they are, with 
a thousand miles of railroad running from the central Channel ports. 
We were told by engineers that those ports were in such condition 
that we could not land more than 10,006 soldiers there, and yet last 
month the miracle was performed of landing nearly 300,000 soldiers 
at those Channel ports. A railroad was run up to the front, along 
which runs the most wonderful means of communication that the minds 
of engineers have ever conceived of, or ever builded in the same period 
of time. To give you a concrete illustration, our boys laid five miles 
of pipe line ,in thirty minutes. It would have taken four or live 
months under'the old conditions. General Pershing was anxious that 
those lines of communication should be made complete; and they were 
made so complete that one of the highest French Generals said: ”  They 
are so complete that when you once get an army of fighting men, you 
can keep them for twenty years, and you would never have to retreat 
when you once went forward.

I went to the hospitals after Chateau-Thierry. There were broken 
boys lying all about, every place, in every nook and corner, on the 
stairways and in the halls, every place that would hold a cot. But I 
cannot begin to tell you the spirit of magnificent self-sacrifice that 
they displayed, and how they stood it all. I cannot begin to tell you 
those things. You will hear them elsewhere, and I must hurry on. 
I came to the Denver, Colorado, ward, supported by the devoted 
people of Denver, in that hospital, and the nurse took me in. She 
said : “  There is a boy here who will probably need you. He thought 
he was ‘ going west ’ the other night and he called for me and put his 
arms around my neck as though I were his sister or mother, and said: 
* You know, I am afraid, the way things are going. Before I go, if I 
have to, I have got to tell you that I did something wrong.’ I said, 
‘ What is it? ’ He said, ‘ I told a lie.’ I said, ‘ What was the lie? ’ 
He said, ‘ Well, J swore I was eighteen when I was only seventeen.’ ”  
I said, “  Thank God for liars like that.”  Because we have got a 
million more in this country who show7 that spirit, is the reason we 
are winning over there. I remember having a boy in my court once 
who swore he was fourteen when he was only thirteen, so that he 
might get a working certificate, and they wanted to send him to the 
Reform School. He said, “ Judge, don’ t you think a fellow’s mother 
ought to have a gravestone? ”  I said, “  Yes.”  He said, “  My mother 
died, and we were awfully poor, so she was buried in the Potter’s 
Field, and all we had to mark her place was a shingle. The wind 
blew the shingle away and the cemetery man said to me, ‘ Kid, you 
had better get a gravestone if you want to keep track o f where your 
mother is.’ I went to the marble man and asked him about one, and 
he said it would cost $25. I only had $5 that I had earned from 
selling palters, so he said, ‘ I f you will pay that down and pay the 
balance at a certain time, we will put up the stone for you; but if 
you don’ t pay it by that time, we will take it aw7ay.’ Aud they put 
it up, and the time came to pay the money, and I thought if I 
couldn’ t pay it they would take it away; so that is w7hy I swore I was 
fourteen so I could work and earn the money. If I could do that I 
would go back and never stay out of school any more.”  I loved that 
kid just because he lied, and I loved that little marine because he 
lied. He said: “  I was pretty hot. We came up the line, and I was 
bugler for the outfit. All of a sudden a boy near me was hit, and he 
stumbled forward and dropped his rifle in the road; and the next 
thing I knew, I had thrown my bugle away and I had that rifle in 
my hands, and 1 was shooting hell out of the Huns.”  Then, tumiug his 
face to the wall, with a smile flitting over his lips, he concluded with 
this little piece, of humor: “ This here war— well, it ain’ t no musi
cian’ s job .”  It is a man’ s job, and those boys of the Army, from the 
commander-in-chief down to the last doughboy, and the boys of the 
Navy, from the Admiral down to the last bluejacket, are fighting men 
that we have a right to be proyd of, every one of them.

I know that you men are standing back of this war as the business 
men of this country never stood back of any cause, and, my friends, 
this is not a class war. I have been in the homes of the rich, the 
aristocrats, aud I have been in the homes of the munition workers—  
all willingly giving their sons, and how contemptible is the scoundrel 
that would make it anything else than a peoples’ war under God’s 
providence for righteousness and justice on this earth.

But I want to say just one thing before I conclude; I was a chess 
player right after that battle. General Edwards said to me: “ Now 
listen here, judge, that road up there to the Heights o f Beaumont 
is shelled at four o ’clock every day. After that it is dangerous—  
so ou your return trip you pass that road before four o ’clock.”  Up 
that road we went, and I went down in the dugout with Colonel 
Barker. We had mess there, and he told me what the boys had 
done there and practically their first battle. He says: “ You get
out and talk with the boys,”  so down in the trenches we sneaked, 
and we found the boys in little groups talking and joking like you 
would see them after a baseball game. I talked with them and 
they told me of their experiences. One of them said : “  Old Bill 
was there with his finger on his trigger, and Tom was there feed
ing ammunition to the machine guns. We found them cold and dead.”  
Another boy said: “ Don’ t forget the forty-six dead Huns that had
to pay for what they did to Bill and Tom.”
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There is a lot of humor among these fellows. I asked one of the 
boys up there how they liked the Frenchmen. He said: “ We like 
the Frenchmen pretty well, but we have been over here three 
months and those damned Frenchmen don’ t speak any more English 
than they did when we came.”

You know things like that interested me so— I am only going to 
keep you a minute; I could keep you an hour telling you the things 
I saw. I was talking with Archie Roosevelt one day, that was 
before lie was wounded, and he said: “ You ought to have come in
yesterday. We had a boy on that cot from Denver, a Lieutenant, 
and he lost his best arm, and I asked him if he knew you out in 
Denver.”  (Pardon a personal story; you know I am so envious of 
a father who has a boy over there I am like an old hen.) “  That 
boy said: ‘ Do I know him? Good Lord, I reported to him for a 
whole year.’ ”

I was telling that to one of the Colonels and he said: " D o  you
know this war seems to bring out the good in people, the spirit of
sacrifice, no matter who they were or what they were before. The
other day we tried to open a safe, and we had a devil of a time.
A colored boy came along and he says: ‘ I see you dickering with
this here safe. Do you know Corporal H a ll? ’ I sa’id : ‘ Sure I do.’
‘ Well,’ he says, ‘ pardon me, sir, Corporal Hall was for four years 
a burglar; I think, sir, he could help you,’ and he did help, a ll' 
right, until that safe was open.”
, When we got back to Colonel Parker’ s headquarters there came 

a whizz bang and down came a little church steeple, the part of it 
that was left, and splash went the fresh earth down that road, and 
I looked at my watch and it was four o’ clock. I was afraid I 
would be shot for disobeying orders. I can never forget, it is won
derful how they joke over there, the spirit of comedy down in the 
trenches. The Colonel said: “ The Germans brought up their 210s
last night, and they are after us because we hold the key to the 
village of Mozelle, and they can blow us off this hill. Now it is not 
quite safe to go around that curve this time of day. I don’ t know 
that the Germans are going to blow us up tonight, but— well, - you 
are perfectly welcome to stay with us here.”  The General’ s orders 
were to be back at six o ’ clock, so I and Mr. Stone from the Censor’s 
office in Paris crawled into that automobile, and down from the 
Heights we came. Just ahead of us bang, went a whizz banger and 
up went the fresh earth; then licikety split down that road went 
that automobile like the devil was after the Huns. I didn’ t know 
there was such speed on earth. Another shell and that boy who was 
driving shouted back: “  To hell with you, Fritzie. I knew you
would not get us on the way.”

Next day we had dinner and there Were twelve colored men there. 
While I was thanking them for the good dinner, a military train 
passed by with colored troops from Tripoli and Algiers. I said to one 
o f our colored boys: “ George, what do you think of the French 
colored troops? ”  He didn’ t know there were such a thing on 
earth, but he says: “ I tell you, Mr. Judge, you know they ain’ t
like us at all. We all is Americans, but them damn niggers, they 
ain’ t nothing but Africans.”

The American colored boys landed at Bordeaux, and one of them 
went to one of the other fellows and said: “  Where is you all
from? ”  The French colored fellows began to jabber in French. 
One of the Americans s^id: “ For God’s sake, them niggers don’ t
know their own language.”

We may have been accused o f being boastful. I say none of us 
are boastful; I say we are enthusiastic, and that is quite a different 
thing. I believe we have a right to be enthusiastic over what they
are doing over there, and there was truth in what that colored man
said, because when I was up at the Toul front and I heard about 
a boy whose parents were born in Germany who had brought down 
three German airplanes, and boys whose parents were born in Italy 
and Austria have done the same thing. When I hear of fellows like 
that and others born over there, I say we are in this struggle now; 
we are all together, and we are all Americans, and anything short 
o f that is nothing short o f treason to this country .

Now in conclusion, my friends, may I tell you just this little pa
thetic thing? After Good Friday, the day when that horrible shell
landed on Paris— you know where— I was in the home of Madame 
DeRoche. We had been visiting there, and she said : “  I want to tell 
you what happened to a little boy, Paul, across the street. I sat 
next to his mother when that terrible thing happened, when bang 
came that shell and down fell the columns about us, debris all 
around, and all the shrieks and cries bf women and children. When 
I looked up I saw little Paul on the stone floor with blood gushing 
from bis mouth, the cruel stone above his chest pinning him down. 
I rolled it away and his mother grasped him to her bosom, and she 
went to the altar, and there the Virgin, spattered with the blood of 
little Paul, and when I thought it was all past and there was po 
use for that mother to pray there came a sudden life to his little 
frame. He raised up and threw his arms about his mother’ s neck 
and in a voice that could be heard above the tumult and confusion 
he said: ‘ Don’ t you cry, mother; I die for France.’ and lie fell
upon her bosom stone dead, and that was the end o f little Paul, 
and the end of a lot of little boys and girls that day.”  And I knew 
it when I went to the maternity hospital and looked at the great 
jagged hole in the roof of that place and tiie walls spattered about 
with blood and tender flesh of babies, born and yet unborn, untimely 
ripped from their mothers’ wombs in that place, as I have seen the 
entrails o f young girls apd broken limbs on the surface of the sea 
as we passed over where that hospital ship, under the flaming banner 
of the Red Cross. 1 had * not been spared, but sent to the bottom,
and these devoted girls, let down in life boats, blown to pieces, with 
all the rest, a tribute to German frightfulness and terrorism. Our
answer to that is Liberty Bonds, and nothing short of a peace dic
tated under the banners of the Allies at Berdin.

T he President: We all deeply appreciate this splendid message
delivered by Judge Lindsay, and I just want to read to you at this 
particular time a message that has just been handed to me: “ The
Americans have taken the entire second section of the Hindenburg
Line.”

Mr. Hardwick (Georgia) : I move we give a rising vote of thanks
to Judge Lindsey, and that we add $2,000,000 to the Fourth Liberty 
Loan.

The President : I just want to announce, Secretary Daniels
will arrive this afternoon at three o’clock. I know that you will all 
want to hear him, and I hope you will make it your business to 
tell your friends to be here at Jthat time. Now Mr. Hardwick’ s 
motion. All ip favor o f the motion presented by Mr. Hardwick will 
please arise.

(Motion unanimously carried by rising vote.)
Adjourned to twq o ’clock p. m.

AFTERNOON SESSION
September 27, 1918, 2 P. M. ,

President Hinsch presiding. General Secretary Farnsworth . 
The President : I will call this session now to order. We will

have the report of the Committee o f which Mr. George is chairman.

Report of the Committee on Co-operation and Consolidation 
of Activities of State Bankers’ Associations With 

American Bankers’ Association
Mr. George :

To the members of the American Bankers' Association:
At the annual meeting of the American Bankers’ Association in 

Atlantic City held in 1917. a communication was presented from the 
Illinois Bankers’ Association in the form of a resolution requesting 
that a committee be appointed by the American Bankers’ Association 
to consider the question of cooperation and consolidation of the inter
ests and activities of the American Bankers’ Association and the 
State Associations.

The resolution was adopted and the President appointed such com
mittee, consisting of the Secretaries of the forty-eight State Associa
tions, with William George as its chairman.

The request for the Committee came as a result of the many inqui
ries made from time to time by various bankers in regard to the 
increasing expense incurred in the conduct of the affairs of the 
American Bankers’ Association and other bank associations; and to 
the constant duplication of efforts and ofttimes absolute interference 
one with another.

The American Bankers’ Association expends annually about $325,000; 
the forty-eight State Associations expend about $400,000, a total of 
about $725,000. There are in the United States about 30,000 banks, 
of which about 19,000 are members of the A. B. A .; there are
about 13,000 not members of the A. B. A., but most of the 13,000 
are “members of some State Association.

The Committee has had two meetings without any expense to the 
Association; two meetings of its sub-committee, consisting of Messrs. 
Bartlett, Keyser, Graettinger and Chairman George. Much corre
spondence has been conducted with the forty-eight Secretaries, and 
considerable data has been secured in our efforts to obtain better 
cooperation and coordination between the A. B. A. and the State
Associations as well as between the various State Associations.

With the constantly growing benefits secured to banks by State 
Associations, may it not be possible that the time is not far off 
when many more banks will be satisfied with a membership in the 
State Association alone and practice economy and thrift by eliminat
ing their membership in the A. B. A . ; providing the Associations do
not get together and make the membership offer all the advantages
of both.

Mr. Allen, Educational Director, in well chosen remarks made be
fore the Committee in Chicago in February, said: “ Democracy de
mands the interesting o f all banks; big banks, middle sized banks 
and little banks, and resulting in eliminating class distinction.”

We as a Committee are inclined to believe that sometimes the 
officers o f the A. B. A. look upon certain things as benefits that the 
rank and file do not so consider; and that they are prone to believe 
that no great economies can be effected. As Bank Association Sec
retaries, closer to the average banker than the A. B. A. officers usually 
are, we think that we appreciate the feelings o f the average bank 
and feel we know what can well be eliminated, and what can prop
erly be continued.

Many times during the past year, when all banks have been called 
upon to perform new duties, it has been often the case that banks 
would receive a notice from the A. B. A., a similar notice or request 
from some Section or some State Officer o f the A. B. A., and very 
often through the State Association— frequently quadrupling the 
work, your Chairman has received notice or request from the A. B. A., 
and A. B. A. State Official; its Council Member and its legislative 
council. Surely that is an unnecessary duplication, and as one 
State secretary said, not only is there much duplication but the force 
of so many requests on the same matter weakens the efforts of all. 
We believe on this class of matters that much more effective work 
would be accomplished if done directly through the State Secretaries.

And this brings us to the greater question, Why not pay one fee 
to the State Association, and by arrangement with the A. B. A. 
divide the same, and thus secure all members of the forty-eight State 
Associations as members of the A. B. A., giving to every member 
o f every State Association all the benefits of both Associations?

(This is a suggestion merely of the chairman and not a recom
mendation of the committee.)

Your Committee is not prepared at this time to submit a compre- 
hensive plan to cover this situation, but should this convention see 
fit to continue the investigation of this subject there can eventually 
be worked out a concrete and satisfactory plan of organized copera- 
tion and coordination.

On the most important question of the apprehension of criminals, 
there is today, except in a few cases, no definite plan of cooperation 
between State Associations and the A. It. A. Of course, it is diffi
cult to develop a proper plan so long as there are two classes of
banks members of the State Association: one class members of the 
A. B. A. and one class not members. The former protected by the 
A. B. A. Protective Department and the latter that do not enjoy
that protection.

I f a State Association maintains a protective department, with 
one or more detectives employed, it Is self-evident that these detec
tives will be employed in cases where members of the No. 1 class 
are involved, and there will be a duplication of expenses, for these 
mem tiers have protection from the A. B. A.
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Of course, if all associations employed the same detective agencies 
matters would be simplified. The expense could be arranged on a 
pro rata basis when the bank was a member of both, and when the 
bank was not a member o f both the entire expense would be borne 
by the State. *

Of course, as you are aware, some States have adopted the reward 
system and others have not. It should be understood by all tbot 
of the 18,000 or 19,000 members of the A. B. A. nearly all are 
members o f some State Association, and are paying their membership 
fee into both associations. Our Committee believes that there are 
only fifteen hundred banks in this country not members o f any asso
ciation. Your committee is inclined to believe that If there could 
l>e one membership fee it could be increased 50 or even 100 per cent, 
over that now paid into the State Association, and that by so doing 
practically every bank in the United States would become a member 
of the A. B. A. by virtue of its memberssip in their respective 
State Association, thereby giving strength and power and greater 
influence to the banking associations of this country not only in 
protective matters, but in matters of general interest, both govern
mental and legislative, but makes no recommendation at this time.

Your Committee has reason to feel gratified over the act of the 
Executive Council o f the A. B. A. at its Spring meeting, for at 
that meeting our honored president in reportingvms attendance at a 
meeting o f our Committee said : “  That if the suggestions made at
the meeting o f the Committee on Cooperation and Consolidation were 
carried out the results should be very gratifying ” ; and your Presi
dent at said meeting further on in his report stated that he was 
deeply impressed with the necessity o f bringing about a greater 
degree o f efficiency and coordination o f effort in our organizations.

Respectfully submitted, /
W ill i a at George, Chairman.

(Continuing) : I now move that the report be received and filed
and the Committee discharged and that the subject matter covered 
by the report be referred to a new committee of seven members 
to be appointed by the President from the general membership of 
the Association.

T ub  Pkesidknt : I think we will separate the question; It has
two parts— the first part is upon receiving and filing of the report. 
That is the question before the house. Do I hear a motion?

Mr. Moehlenpah : I so move, Mr. President.
(Seconded and carried.)
T he  President : The second part, that this report be referred

to a new committee o f seven to be appointed by the President from 
the general membership o f the Association.

Mb. Newcomer: Is it in order to refer that to the Administrative
Committee to consider it itself, or to appoint another committee?

Mb. Georoe: Possibly in that connection it would only be proper
for me to say that there has been a great deal of data collected 
upon this, and it is a very interesting problem, and one of vital 
importance to the members. In my own judgment, while I do not 
care to which committee it has been referred, I am o f the opinion 
if  some o f the older members were on that committee that better 
and more satisfactory results for the rank and file of this Association, 
for it is the rank and file that is interested in this, would be se
cured. I think it is better to have a committee of seven.

(Calls for the “  Question.” )
T he President : The question is on the motion o f Mr. George, 

duly moved and seconded. Are you ready for the question? All in 
favor say “ A ye !” ; opposed, “ N o ! ”  It is carried.

We will now call for the report o f the Secretaries’ Section. Is 
Mr. Bartlett present?

Report of State Secretaries’ Section
Mr. Bartlett : The Secretaries’ Section is the only one the num

ber o f whose active members cannot be increased except by Act of 
Congress, as our membership is limited to the secretaries of the 
various State Associations affiliating with the American Bankers* 
Association, and this membership now stands a t '100 per cent. There
fore, until Congress creates additional States in the Union, no more 
active members are possible in this section of the American Bankers’ 
Association.

This section and its individual membership stands ready to serve 
its parent association in any capacity where we can be of service.

Many of us are hopeful that more opportunity for such service 
will be found in the future than in the past and that as co-opera
tion between the secretary of a State Association and its banks 
bring about greater efficiency and extension of the co-operative spirit 
between the parent association and the State Associations, should 
be productive o f better service to all concerned.

Just how the present co-operation can best be extended we are not 
quite agreed upon outside that of a closer relation between the pro
tective work of the A. B. A. and o f the State Association. Many 
of the latter maintain protective departments, and without such co
operation there are at times duplication not only of effort but of 
expense for the associations.

Our section yesterday appointed a committee looking toward greater 
unformity in many o f the printed forms in general use by banks. 
As many as forty different forms o f certificate o f deposit, for exam
ple, being now used in the banks of one State. Not only does it 
seem desirable to secure similar forms o f certificates, drafts, signa
ture cards, etc., but a uniform size of such supplies would certainly 
be advantageous to the many bank employes who handle the thousands 
o f such items daily.

This committee consists o f Secretaries W. C. MacFadden of North 
Dakota, George H. Richards of Minnesota, and M. A. Graettinger 
of Illinois, who will be glad to receive suggestions from the bankers 
o f the country as to desirable forms used in their bank.

I assure this Convention the Secretaries’ Section hopes to accom
plish for the parent association the valuable service which General 
Secretary Farnesworth and his officials had in mind when creating 
this section. We appreciate the honor bestowed by your designating 
us as a section o f this great Association, and although the financial 
reports of the Association indicate a very small appropriation to this 
section, as well as the expenditure last year of but one-half of the

twelve hundred dollars appropriated, we have faith to believe that 
greater accomplishments on our part will meet with ready assign
ment o f additional funds by the Association as occasion requires.

We trust our usefulness to this Association may not be valued 
either by our expenditure o f funds or our limited membership. 
Permit me to explain that the proceedings of our Secretaries’ Section 
are omitted from the general proceedings simply because we feared so 
much “  shop talk ”  as Is indulged In at our meetings would be o f 
little interest to you.

In closing this report may I be pardoned for stating that these 
secretaries are the men who are in close touch with nearly twice as 
many banks as are now members o f the A. B. A., and that largely 
through their persistent efforts and faithful service all but about 
fifteen hundred o f the banks in the entire country are to be found 
within the folds of either State or National Association membership, 
and that it Is quite generally conceded that aside from the speaker, 
these secretaries are the “  boys ”  who

“  Plan for more than they should do, then do it ;
Bite off more than they can chew, then chew i t :
Who hitch their Association wagon to a star.
Sit tight, work hard, and with your help there they are.”  

Respectfully submitted,
George D. Bartlett, President.

The President : A motion to receive and file this report will be in 
order.

(Motion made, seconded and carried.)

Report of the Savings Bank Section
September 23, 1918.

Gentlemen :
This year the Savings Bank Section closes its fourteenth year of 

service. During this time we have built an organization which today 
enjoys the active support and high prestige o f Savings bankers through
out the country. No organization can enjoy high standing unless it 
constructively serves the members thereof. It has been through steady 
earnest effort that we have reached our present splendid position.

The work that we have ahead o f us in the study o f investments of 
savings funds, in the urging of our members to more constructively 
serve the communities wherein they are located and in the protection 
of the interests of the savings institution as well as to promote the 
safety and security o f savings funds, makes a close application and 
intensive effort on our part imperative. Our section is the section of 
the association devoted to the study of savings and investments, and 
this part of banking activity is no mean part. The future of the 
.Savings institution in the development o f the community holds splen
did possibilities, and the necessity for encouraging the scope of com
munity usefulness requires our best effort.

During the past year we have given earnest study to the problem of 
affording relief to savings banks, which found themselves facing unusual 
withdrawal demands while holding practically no securities readily 
liquidated. These institutions were compelled either by law or by the 
character o f their business to invest their funds in fixed interest bear
ing securities and mortgage loans; these investments usually run for a 
term of years and under normal financial conditions, a ready market 
exists for most of them through which excessive drains may be met. 
During the present war, these securities have shrunk enormously in 
value and are marketable only at ruinous price concessions. Several 
times we have called upon the Federal Reserve Board. The Board 
offered for our consideration, suggestions to meet the temporary need — 
its final deliberation eventuating in the formation o f the War Finance 
Corporation. Information to the effect that the Savings Bank situation 
did more to create the War Finance Corporation than any other factor, 
was received from an Official Government source. As a result, the 
Corporation afforded a temporary relief of mind to Savings Bank 
officials, as they now know that an instrumentality has been created 
by which their unsalable securities may be used as a basis of credit. 
This, however, does not get at the root of our difficulties. The funda
mental need o f Savings Institutions is a wider appreciation of the 
necessity for more liquid assets than they now' possess.

Hence, we have recommended to all Savings Banks:
(1) That they make liberal investments in the United States Bonds, 

which possess a high degree of liquidity.
(2) That they purchase a large percentage of serial securities, which 

would yield a constantly inflowing stream of cash— serial municipals 
and equipment obligations of railroads will supply the need and are 
readily obtainable in any given maturity.

(3) To avail themselves of the opportunities they now possess for the 
first time o f taking on a line of Bankers’ Acceptances; this report is 
not a suitable medium for the discussion of the merits of this instru
ment of credit, but we earnestly commend its study to all our Savings 
Banks, believing that by its use a new element of liquidity may be 
injected into their assets and that in it lies the root o f the unification 
of our banking system.

The activities o f the Savings Bank Section are conducted by either 
subordinate Committees o f the Executive Committee, Committee on 
Federal Legislation, Committee on State Legislation, Committee of 
Acceptances, Committee on “  Service to Members,”  Committee on 
Amortization of Mortgages, Committee on Membership, Committee on 
Americanization, and a special Thrift Committee for work among the 
colored people.

The activities of the Section next year will consist largely of the 
following:

(1) Campaign to secure two hundred and fifty new Savings Bank 
Members.

(2) Campaign to urge investment by Savings Banks o f a certain 
portion of their funds in liquid assets.

(3) Continuous study and analysis o f the Savings Bank situation 
and reporting periodically the results to the Banks, Members of the 
Section.

(4) Study of the best plan o f amortization of Mortgages and Cam
paign among the Banks to urge the adoption of the plan.

(5) Aiding the Government in all war work whenever and wherever 
possible.
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(7) A definite plan of action for rendering needed service to members.
(8) Co-operating with the Bureau of Education, United States Depart

ment o f the Interior, in its campaign o f Americanization.
(9) Consideration o f additional functions for Savings Banks.
(10) Furnish members with suggested savings advertisements in con* 

formity with war times.
(11) Study o f Savings Banks systems in foreign countries.
(12) Maintain channels o f information concerning savings between 

our Office and Offices in foreign countries, which represent the Savings 
Institutions o f such countries.

(13) Gather new forms and methods for the operation of Savings 
Banks in Savings Department of Commercial Banks and Trust Com
panies.

During the last year we made a net gain in membership o f 333 banks. 
The number o f our voting members is 2581 and the non-voting members 
is 1574, making a total membership o f 4155. We have kept within 
our appropriation for the past year, having spent $9591.08, with a 
credit balance o f $77.72. We have requested the Finance Committee 
to give us an appropriation covering the next fiscal year of $10,508.92.

The Section acknowledges with grateful appreciation the splendid 
support received from the various Departments, Sections and Commit
tees, as well as the General Secretary and General Council, for their 
co-operation in the work o f the past year. It also wishes to highly 
commend the excellent administration of President Hinsch. His co
operation has been a constant source of inspiration to our endeavors. 
We desire to extend to him our congratulations on the overwhelming 
success o f his administration.

Respectfully submitted.
T he Pbesident: A motion to receive and file the report is in order. 
(Motion made, seconded and carried.)
T he President : Next is the report of the Committee on State

Legislation. Mr. Mattson cannot respond, owing to the condition of 
his throat, and Mr. Newcomer will present his report. *

Mr. Newcomer : (Reading.)

Report of Committee on State Legislation
Only eleven States have held regular sessions o f their legislatures 

during the present year, compared with forty-one States wherein 
the legislators will meet next year, and because of the unsettled con
ditions growing out of the war. very little has been accomplished 
in the way of promoting legislation upon subjects recommended by 
our Association. We are„ pleased to report, however, that in the 
State o f New York, after years of effort, our Association measure 
providing an adequate punishment for the issuing o f bad checks has 
been passed. The law is Chapter 314, laws o f New York o f 1918. 
The Act as passed contains some modifications from the draft o f bill 
as recommended by our Association. . It provides:

“  Any person who, with intent to defraud, shall make or draw 
or utter or deliver any check, draft or order for the payment of 
money upon any bank or other depositary, knowing at the time of 
such making, drawing, uttering or delivering that the maker or 
drawer has not sufficient funds in or credit with such bank or 
other depositary for the payment of such check, although no ex
press representation is made in reference thereto, shall be guilty 
o f attempted larceny, and if money or property is obtained from 
another thereby Is guilty o f larceny and punishable accordingly.

“  I* any prosecution under this section as against the maker or 
drawer thereof, the making, drawing, uttering or delivering o f a 
check, draft or order, payment of which is refused by the drawee 
because of lack o f funds or credit, shall be prima facie evidence of 
intent to defraud and o f knowledge of insufficient funds in or credit 
with such bank or other depositary, unless such maker or drawer 
shall have paid the drawee thereof the amount due thereon, together 
with interest and protest fees, within ten days after receiving notice 
that such check, draft or order has not been paid by the drawee.

“  The word ‘ credit ’ as used herein, shall be construed to mean 
an arrangement or understanding with the bank or depositary for 
the payment o f such check, draft or order.”
The insertion o f the provision which allows the maker to escape 

punishment if he makes the amount o f a check good within ten days 
after notice o f non-payment and pays the interest .and protest fees, 
weakens the law to a certain extent and was not, of course, favored 
by our Association, but as it stands, the law will doubtless act as 
a deterifbnt o f the practice o f issuing bad checks and the passage 
o f a similar law in those States that have not, at yet, enacted 
the bill.

This report will not be extended to include a statement of the 
various laws passed „in the different States during the present year 
affecting the banking business. Copies of these laws are on file in 
the office of the General Counsel, from whom the information may 
be obtained.

At the meeting of the Executive Council at Hot Springs on May 
11th our Committee recommended the adoption of the following:

** Resolved, That the American Bankers’ Association favor and 
the Committee on State Legislation are authorized to draft and 
urge, through State organizations, the passage o f a uniform statute 
to prevent fraud in the transfer of accounts receivable by secret 
transfers.”
The above resolution was unanimously adopted by the Executive 

Council and is now presented for the approval o f the General Con
vention.

At the Spring meeting o f the Executive Council, in view o f the 
desire of the Federal Reserve Board that the aid o f the American 
Bankers’ Association be given to procure in many States the enact
ment of necessary legislation to enable State banks without loss or 
disadvantage to enter the Federal Reserve system, the Committee on 
State Legislation also recommended the adoption of a resolution on 
the subject which, after amendment by the Executive Council, was 
adopted as follows:

“  Resolved, That the American Bankers’ Association favor the 
passage by State Legislatures o f laws which will authorize and 
make it desirable for State banks and trust companies to become 
members o f the Federal Reserve System, and to this end the Com
mittee on State Legislation are authorized to urge, through State 
organizations, the passage of such enabling legislation as may be

necessary, including any or all o f the following provisions and 
any other provisions which may be needed in particular States to 
accomplish the end in view.

“  (a) That State banks and trust companies may subscribe to 
stock of, and become members of, Federal Reserve Banks.

“  (b) That banks and trust companies becoming members of a 
Federal Reserve Bank shall be vested with all powers conferred 
upon member banks by the Federal Reserve Act and amendments 
thereto, and that such powers shall be exercised subject to the 
restrictions of the Federal Reserve Board made pursuant thereto.

“  (c ) That a compliance with the reserve requirements o f the 
Federal Reserve Act shall be deemed a compliance with the reserve 
requirements of the State law.

“  (d) That such banks and trust companies shall continue to be 
examined by their State authorities, except that the Federal Re
serve Board shall have the right if it deems necessary to make 
examinations; and that the State authorities may disclose to the 
Federal Reserve Board all information in reference to the affairs 
o f those banks or trust companies which become or desire to be
come members o f a Federal Reserve Bank.”
The above resolution is presented for the approval o f the general 

Convention or for such action thereon as may be deemed wise.
T he President: Gentlemen, you have heard the report of the Com

mittee on State Legislation. Is there any motion?
(Motion to receive and file made, seconded and carried.) 

Recommendation Regarding Enactment op Necessary State Legis
lation to Enable State Banks  to Join F ederal Reserve 
System  Adopted.

We will now read the recommendations of the report, and if it is 
your pleasure we will then adopt them.

(Recommendations contained in preceding report were ‘read.)
It is in order to move to adopt them.
(Motion to adopt made, seconded and carried.)
Mr. W in g : Mr. President, I would like to understand the legal phase 

o f the first phrase, ”  without loss,”  as it appears in the first part of 
the recommendation.

Judge Paton : State banks, as I understand some of them under 
state laws, cannot now, owing to capital and other requirements, enter 
the Federal System advantageously. There might be some limitation 
on loans in the Federal System which would prevent a state bank from 
entering the system. Under their local conditions, it might possibly 
loan a large percentage of its capital. These proposed laws for the 
State are all permissive, and it was a blanket power to not only 
empower the state bank to enter the System, but practically to 
compel them to enter.

The President : Al in favor say aye ; contrariminded, no. It is 
carried.

We will now have the report o f the Agricultural Commission, which 
will be presented by the chairman of the Commission, Mr. Joseph 
Hirsch.

Report of the Agricultural Commission
[The report o f the Agricultural Commission will be found on page 129 

of this publication.]
The President: After hearing this splendid report from the Chair

man o f our Agricultural Commission, I think you will not wonder that 
the Committee on Co-ordination recommended that this Committee be 
made a permanent standing committee o f the Convention, and that 
its able chairman be made a member o f the executive council.

I take great pleasure now in asking for Mr. Moehlenpah to make the 
report o f the Committee on Insurance referendum.

Report of Committee on Insurance Referendum, by Mr.
Moehlenpah

To the  1918 Annual Convention of the A merican Bankers’ 
A ssociation :

The Insurance Referendum Committee appointed by the Atlantic City 
Convention of the American Bankers’ Association herewith submits a 
report supplemental to the report submitted to and approved by the 
Executive Council of the American Bankers’ Association at its 1918 
Spring meeting at Hot Springs, Arkansas.

Upon the approval of this committee’ s report by the Executive 
Council the committee proceeded to organize a company and to perfect 
the plans for the operation o f such company, as recommended in such 
report, and now offers its completed work to this convention, and asks 
in the event o f approval o f the same that such committee be dis
charged.

In support of its request for such approval, the committee respect
fully submits a brief review of the purposes of and the authority for 
the appointment of this committee, and the reasons for the "recommen
dations now and heretofore submitted:

A report to the American Bankes’ Association’ s 1911 convention by 
its Insurance Committee of seven members, through John L. Hamilton, 
Chairman, gave the results o f a year’s investigation into thd question 
of insurance for banks, in which the committee summarized its con
clusions to the effect that ** The burglary losses of member banks 
were but 7 per cent of the premiums paid.”  The convention voted 
that the committee be continued.

A new committee was appointed and such committee was continued 
at the following convention and the same committee has been continued 
each year since.

At the 1913 convention the Committee reported by its Chairman, 
“  Your Committee is convinced that the rates on fidelity bonds and 
burglary insurance may be materially reduced and leave a fair margin 
of profit to the surety companies.”

The same committee in its report to the 1916 convention, held at 
Kansas City, stated that "  the banks o f the country spend annually 
h/ore than four million dollars for various forms of insurance pro
jection.”

At the same 1916 convention, the committee submitted figures ie- 
ceived by it from over 4,000 banks as to the actual premiums paid 
for bank burglary and fidelity insurance and the losses recovered 
during the same period. These figures were gathered in some fifteen
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-states and showed a burglary loss ratio of about 10 per cent and a 
fidelity loss ratio of about 15 per cent.

The former Insurance Committee has secured changes in policy form 
*nd assisted in the settlement o f claims to great advantage to the 
member banks. It has not, however, succeeded in obtaining any 
material changes in the rates for bank risks.

At the 1917 Spring meeting of the A. B. A. Council held at Briar- 
■cliff several members of Ihe Council requested the appointment of a 
separate committee to ascertain the sentiment of the A. B. A. banks 
relative to the organization of a bankers’ insurance company, and this 
Insurance Referendum Committee wras appointed under the following 
resolution of that Executive Council, namely:

“ That an expression from the members o f the American Bankers’ 
Association be had by referendum as to the advisability of forming 
•either a stock or a mutual company, controlled by members of the 
A. B. A. to protect its members on the insurance risks o f bankers- 
members only, and that an auxiliary committee, to be appointed by 
the president of the State Secretaries’ Section of the Association, be 
authorized to secure this expression from the membership and report 
at the next annual Convention to be held at Atlantic City.’ ’

In accord with that Resolution Major S. B. Rankin of Ohio, President 
o f  the Secretaries’ Section, A. B. A., appointed the following as 
members of such Insurance Referendum Committee, namely H. A. Moeh- 
lenpah of Wisconsin, Chairman ; S. B. Montgomery and M. A. Graet- 
tinger of Illinois. W. C. MacFadden of North Dakota and George D. 
Bartlett of Wisconsin, the last three named being Association secre
taries conducting insurance departments for their respective Associa
tions.

At tin- 1917 Atlantic City Convention this committee submitted to 
the Executive Council, A. B. A., prior to the Convention sessions, a 
•summary of the information collected by it from some 7,500 A. B. A. 
banks distributed through every state in the Union. Of these, 5,068 
favored and but 613 opposed the organization of a bankers’ company, 
while 1,237 were non-committal; 2,868 favored a stock bankers’ com
pany, while 2,362 favored a mutual; 4,738 banks promised business to 
such a company when organized and but 268 stated they would refuse 
to patronize it. The statistics furnished by these 7,500 banks as to 
bank losses showed less than 12 per cent in losses on both bankers’ 
burglary and fidelity insurance. The Council voted to refer the report 
o f  the committee to the Convention with its approval and a request 
that the outgoing President and the incoming President be added to 
the Committee and the same be continued as a Convention Committee 
with authority and direction to prepare such a plan o f organization as 
it may find necessary and desirable for securing the most satisfactory 
bank burglary, fidelity and surety insurance at as near cost as may 
be found compatible with safety and good service, and make report 
thereon, with its recommendations to the Spring 1918 meeting of the 
Executive Council before submission at the next annual Convention. 
These recommendations were adopted by the (invention.

Following this action by the Allantic City Convention, the Insurance 
Referendum Committee, with the addition of ex-President Goebel and 
o f  President Ilinsch, continued its investigations and during the latter 
part o f 1917 formulated recommendations as to the desirability of per
fecting an organization of a bankers’ company upon the stock plan to 
be operated under the control of bankers and with its line of risks 
limited strictly to bankers’ risks.

Tentative subscriptions to stock in such a company were secured 
from bankers in 45 o f the 48 States with the understanding that such 
■company would not be incorporated until the plan had been approved 
by the Executive Council, or the A. B. A. Convention.

The Insurance Referendum Committee submitted to the A. B. A. 
Executive Council at its May, 1918, meeting, at Hot Springs, Arkansas, 
a report in which it stated :

“  This Committee has unanimously decided upon the salient points 
o f  the plan for the reduction of insurance rates to bankers, .and there
fore, in line with the purposes for which this committee was appointed, 
submits the following recommendations and expresses its confidence 
that with the approval o f the executive Council the organization of 
such a company can be completed by this committee and a report 
thereon submitted to the coming Chicago Convention of the American 
Bankers’ Association.’ ’

The recommendations o f the Committee submitted to the executive 
Council at its Hot Springs, Arkansas, meeting, in May, 1918, were as 
follow s:

(1) That a bankers’ Insurance Company be organized upon the stock 
company plan.

(2) That the capital stock be at least $500,000, with a paid in 
surplus of equal amount. The stock shall be distributed as widely as 
possible among the bankers of the country.

(3) That the lines of business to be written by such company shall 
be restricted to bank lines, co-operating with the American Bankers’ 
Association and State Associations in their protective features.

(4) That dividends which may be paid the stockholders o f such 
company shall be limited to a reasonable return upon the investment in 
such stock, and that provision be made for some practical form of 
participation by policyholders in the excess earnings o f such company.

(5) That such company shall co-operate with association mutual 
bankers’ insurance companies, through re-jnsuranee and otherwise; and 
in any state where tlje state bankers’ association is maintaining an 
insurance department, such company shall not apply for a license until • 
the state agency shall have been first offered to the insurance depart
ment of such association.

The executive Council, after a full discussion, voted to accept the 
report and approve the plan as submitted by the Committee.

Pursuant to this authorization, your Committee has, with the aid of 
expert insurance counsel, made investigation to determine upon the most 
convenient location for such a company and the state in which it 
should be incorporated, and the committee favors the location of such 
eompany in the city of Chicago, Illinois, and its incorporation in the 
state of Wisconsin.
- The Committee finds that a central location at Chicago will be the 
most convenient and economical in the expense of management and 
that the laws o f Wisconsin;*provide the most fully and liberally with 
regard to the kinds of insurance which may be transacted and other 
matters affecting the proposed ctTmpany.

The committee has, therefore, prepared articles of organization for a

company to be called “  The Bankers’ Assurance Company,”  with a 
capital stock o f $500,000, divided into ten thousand shares o f $50 
each, authorized to transact a burglary and fidelity and surety business 
and any other insurance business which may be desired by bankers in 
this connection. The articles provide that the ^company shall be gov
erned by a board of fifteen directors, that its home office shall be at 
Milwaukee, Wisconsin, and that its principal place of business shall be 
in Chicago, Illinois.

Your Committee has taken up with the Capital Issues Committee, at 
Washington, D. C., the question of approving the sale of the stock 
o f such company, and a preliminary application for such approval has 
been filed. The Committee has been advised that such application will 
be considered immediately upon action by this Convention.

Your Committee realizes that, to many bankers, this may not seem 
an opportune time to complete the organization o f this company. The 
stock subscriptions, however, will be so widely distributed throughout 
the country, and will be in such comparatively small amounts as lo 
absorb no considerable amount o f funds in any one district. Nor is 
the money which is put into the stock o f such insurance company 
withdrawn from active use. In compliance with state laws it must be 
invested in government or similar securities, and it is entirely possible 
to invest a large part of such funds in Liberty Bonds.

Having in mind the desirability of avoiding the necessity for new 
organizations at this time, if possible, efforts were made by members 
of your Committee to secure from existing burglary and bonding 
companies a revision of their rate schedules applying to bank risks, 
with a view to obtaining some immediate benefits in case the final 
organizaton of the company should be delayed. The companies did not 
give this favorable consideration.

Your Committee believes that the organization and further conduct 
of such bankers’ insurance company should now properly be left to 
the bankers who have tentatively subscribed for stock and taken part 
in its organization and such as may hereafter become such subscribers 
or stockholders, and recommends that all bankers’ association members 
should subscribe for stock in such company.

The capital stock of such company can now be issued only upon the 
approval of the Capital Issues Committee and all tentative subscrip
tions are conditional upon such approval, and it is recommended that 
the organizers of such company co-operate fully with said Capital Issues 
Committee as to the time and manner of the issue of such stock.

In view of the conservation now necessary in financial, as in other 
matters, there is urgent need today for the organization o f the pro
posed company. It is clearly demonstrated that a large saving is 
possible to the banks participating in such insurance. The Wisconsin 
and North Dakota bankers mutual companies during several years show 
savings of 25 per cent of the premiums actually returned to policy
holders. In addition an equal saving has been accumulated and is 
held by both companies. This indicates a possible saving of half the 
present stock company cost of burglary and bonding insurance. The 
large saving is in the expenses, but there is also a reduction in losses 
where the members feel an interest in their own company.

The Committee believes like results can be had by bonding this busi
ness through the proposed bankers company with the co-operation of 
the bankers and the bankers associations. To that end such a com
pany should begin its operation as soon as may be found to be practi
cable and fully compatible with our common national interests.

Respectfully submitted,
H. A. Moehlenpah,
C. A. H insch ,
P. W. Goebel,
S. B. Montgomery,
W. C. McFadden,
Geo. D. Bartlett,
M. A. Gbaettingeb,
Insurance Referendum Committee.

Mr. Chairman, I move the adoption of this report, and that the com
mittee be now discharged. (Motion seconded.)

T he Chairm an : Gentlemen, you have heard the motion, duly sec
onded. Are there any remarks?

PROJECT FOR FORMATION OF A BANKERS’ ASSURANCE 
CORPORATION NOT APPROVED

Mr. Newcomer: Mr. President, I realize, sir, that it requires a 
good deal of nerve and is rather a hopeless task to get up to object 
to a proceeding which apparently already has the consent of forty-five 
states out o f forty-eight, where 1 am in an overwhelming minority 
before I start. I Cannot help feeling that this association has been put 
somewhat in the position o f the girl who received so many and such 
constant proposals from her sweetheart that she finally married him 
to get rid of him, and I believe that there are a good many of us who 
have come around to vote for this because it was being persisted in 
year after year, and it seemed the only way to get rid of it. It may 
be too late; the gin , represented by you, has given her promise of 
marriage; it may be a little late to interfere with the ceremony, but 
I want to make one final protest against what I believe to be a great 
blunder on the part of this association. I am not going into statistics. 
I am willing for the sake o f the argument to admit Mr. Moehlenpah’s 
statistics, and that we are overcharged by burglary insurance com
panies and that you are entitled to relief. I have no objection what
ever to a rival company being formed. He tells you he has stock sub
scriptions tentatively and has the business promised. There is nothing 
to prevent him forming his company. But he asks this American 
Bankers’ Association now to give a vote endorsing that company, 
lie tells you he doesn’ t ask you to guarantee, he doesn’ t ask you to 
warrant it in any way, but what is the effect of your resolution 
then? It is either nothing at all, in which event we had better drop 
it, or it is what I think it to be, and that is that you are announcing 
to this country that the American Bankers’ Association guarantees 
that company to be a reputable company and a probably successful 
one. It encourages your bankers and your members to put their money 
into the stock. I recall at Hot Springs one of the gentlemen who had 
signed that report said— and I am not quoting perhaps word for word, 
but 1 think I got the exact purport of it— that he himself would not 
take any stock in it, that he would not have his bank insured in it. 
and he did not want it in his state. I am prepared to make the same

f
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statement, and I believe there are men in this audience, if they will 
be equally frank and straightforward, who will make the same state
ment for their states. Now, with their stock subscribed sAid with 
their business assured, they do not need your endorsement, and they 
are asking you to blindly come in there and back them up.. In the first 
place, the association is going out of its business, away out from 
what the Constitution intended to d o ; and, in the second place, you 
are taking a stand that, speaking for myself, I would rather buy stock 
iu a gold mine that has not been discovered, than advise somebody to 
take stock in an insurance company that has not been formed and has 
not been tried.

I may be singing a swan song, sirs, and will be snowed under In 
the vote, but as I sit down I want to record in the Secretary’s minutes 
an emphatic protest against this association endorsing any insurance 
company— I have nothing against this particular company— or any other 
outside business. I believe the day will qpme that some people here 
will wish they were in that protest also.

Mr. Goebel : I was in hopes I would not have to get into this dis
cussion at all, but Mr. Newcomer in quoting me did not quote all I 
said. I said at the meeting of the Executive Council that I would 
not take stock in this company, and I would not want it to enter into 
my state at this time, because the bankers of Kansas already have 
this kind of a company, and it is a success. The committee this 
morning stated that a rate of $3.50 on fidelity bonds was fair. We 
are charging $1.80 in Kansas, and making money. I do not under
stand that this report asks the association to get behind this stock, 
or asks anybody to buy stock. We have had an Iusurance Committee 
for ten or fifteen years. Why? Because'quite a large number of the 
bankers of America thought that we were not getting a fair deal on 
our insurance rate. That is why we organized our company in Kan
sas, a stock company, keeping its investments entirely in municipal 
bonds, and still making a good profit on reduced rates. I am surprised 
that my distinguished friend Newcomer did not quote me in entirety. 
Now it is up to the convention to approve or disapprove this report. 
I am not going to tell you< which way you shall vote.

Mr. Gordon : I want to join in the protest that Mr. Newcomer has 
made against this report. There is a very serious doubt existing in 
the minds of a number of the members of this association, that this 
company can be all that is hoped for. I want to voice my apprecia
tion of the efforts of this committee. I think they haye worked long, 
arduously and faithfully, and they are deserving of the appreciation 
of the association for the work they have done, but I think there is a 
serious doubt as to the assurance of the success of this company. I do 
not like to differ with my very good friend, Mr. Goebel, and yet it 
is a fact that the Secretary of the Kansas Association, who handles 
all of the insurance business of that state for that great associa
tion, does not believe in the success o f this proposed company; and 
as I see it, there is a great deal more prospect of failure in a company 
which operates in forty-eight states than one operating in only one 
state. Now, there are a number of associations which maintain insur
ance departments. These associations have worked long and arduously 
to protect their members, and have succeeded in reducing the rate. 
They have got it down to a point now which they regard as the lowest 
possible, consistent with safety. It was my pleasure to attend a meet
ing of the State Bankers’ Section the other day at which a very illumi
nating address was delivered on this subject, and in the course of that 
address— a copy of which I have here— the speaker recited the facts 
that insurance rates had been reduced from 75 to 25 cents. I want to 
read you one thing that he said: “  The correctness of this rate may 
be fairly inferred from the fact that no company writing an exten
sive volume of bank business at a lower rate can long survive.”  Now 
that is the experience of a man who has been in this business for 
something over twenty-three years, and he was invited to that meet
ing, I understand, to give the benefit of his experience along that line. 
I want to reiterate that there is a serious doubt in the minds of 
many association members as to the success of this company. Just at 
this time there is one thing, I think, should appeal to us all. The 
proposition is to form a company with a capital of $500,000 and a sur
plus of $500,000, making $1,000,000 In all. This association is on 
record as pledging to the Government its support of the request that 
no new securities be issued during the period of the war. I believe 
we ought to be consistent. We have been stirred at these meetings 
by the reports from the front, .and by the addresses we have heard, 
but it seems to me that if we adopt this report now, which carries with 
it a provision to organize a company with $1,000,000 capital and unr- 
plus, we are decidedly inconsistent. I do not believe we ought to do 
that. If I am correctly informed, this would have to go before the 
Capital Issues Committee for their sanction, before the company 
could be organized. I do not believe we even ought to ask that com
mittee to consider this. We are all on record as opposed to the 
issuance of any new securities during the period of the war, and I 
do not believe that we even ought to consider the formation of such 
a company at this time.. That, to my mind, is a paramount considera
tion right now. We want to be consistent. We want to be patriotic ; 
we want to support the Government, and when we have voluntarily 
gone on record as supporting this request of the Government, I think 
it is not a good time, by sidestepping the question in any way, to 
even endeavor to organize a new company of this sort.

Mr. Mokhlenpah : I want to remind ,you that for eleven years we 
have been marching up hill and down on this insurance proposition. 
I he last time we went after this we went after it , with a referendum, 
and I am standing to-day with the referendum of the bankers behind 
me. The largest referendum that was ever taken by this association; 
and it is in writing. That referendum is an expression of seventy-five 
hundred of the smaller banks, perhaps, of our country— men who under
stand what a cash rebate means. It supplies service to them in their 
respective associations. I want to say to you, gentlemen, that the 
State Bank Section of this association has gone on record twice. We 
have a right to hear the voice of the small bankers o f our country. 
They are not here upon the floor of this convention, perhaps. They 
are busy in their banks. I have discovered in the past two or three 
years that it is very easy for some of the larger institutions who 
may carry the accounts of surety companies who may have on their 
board of directors men who are also on the boards of Surety Companies, 
where the smaller banks have not, to have things their way. I stand 
hero to-day, gentlemen, to ask the approval and the adoption of this

report, because it is fair, right and ju st; and I ask* you to not again 
bring this befox*e the convention, but let the bankers of this company 
solve their problems as other commercial interests have. The njillers, 
the manufacturers, the hardwaremen and the farmers can transact 

■ their insurance business, but the bankers, for some reason or other, 
have been stopped. I propose to take off the camouflage if it becomes 
necessary, but I think I voice the sentiment of the members o f our 
great association when I say that they have the right, if they want to 
take this stock and write this insurance, to do so, and if any man here 
does not want to take stock he is not forced to. When I presented the 
report, gentlemen, I asked for the discharge of the committee so that 
it could not be said that the American Bankers’ Association was behind 
this. Let the organizers, when the exigencies of our country have 
passed, gather and take care of their business. You are not asked, 
forced or compelled to take stock or insurance, but flve'thousand banks 
have already said that they would patronize such1 a company. I 
appeal to you, gentlemen, on beholf of the 12,000 small banks of thia 
country, that you allow them to go about their business and care for 
it themselves. Thank you.

Mr. Ingwerson (? )  (Iowa) : I want to say just one word, as a small 
town country banker, comparatively speaking. I have not any accounts 
of surety companies. I have not any directors on my list of directors 
who represent insurance companies. I want to say that I concur 
fully in the remarks that have been made here to-day by Mr. Newcomer 
and by the gentleman who preceded Mr. Moehlenpah. I also feel that 
the committee is entitled to credit for the work it has done, and per
haps we should have extended a vote of thanks, but I agree with the 
previous speakers that under the present circumstances we would not 
be warranted in giving our endorsement as an association to any pri
vate venture, I care not what it is. I do not deny Mr. Moehlenpah 
and the gentlemen associated with him the right to organize one insur
ance company, or as many as they desire. What I object to is the fact 
that they ask the American Bankers’ Association to go on record as 
approving the organization of a company and the sale of the stock. 
It matters not what may be said; the fact that this great association 
goes back of the proposition will be the one thing above all other 
things that will be urged in the sale of the stock. I have had a good 
deal of experience in the few years during which it has been my privi
lege to be in active business, in working with Chambers of Commerce, 
commercial clubs and organizations of that kind, and my experience 
in that line has taught me that if there is any one thing that a 
Chamber of Commerce, a commercial club or a bankers’ association 
wants to avoid, if it wants to maintain its standing before the peo
ple of the country, it is the indorsement of guy stock selling proposi
tion, I care not what it is.

Mr. Ba iley : I just want to correct my good friend Goebel, who has 
been my side- partner in so many things. We have an insurance com
pany in Kansas, but it was not organized by the Kansas Banking 
Association. We have an insurance company in Kansas organized by 
the bankets as private individuals, but it does not write burglary insur
ance, and if it did it would be “  busted "  today. We have five hun
dred thousand dollars in that insurance company, and compared to 
that, yohr five hundred thousand of surplus for a company covering 
all the banks of this great association would be a joke before the 
American people. Talk about camouflage. I wonder what else it is 
but camouflage when they come before this convention and ask the 
association to endorse a private institution. This is no time for us 
to be endorsing wild-cat schemes. An organization within a state, 
where you know the personnel and individuality of the bankers of that 
state, can be run on very different lines from an organization which 
is scattered broadcast over the country, whereby you lose your safe
guards. If you are going to do something, do something worth while. 
Starting an organization of this kind to be endorsed by the American 
Bankers’ Association with $1,000,000 capital and surplus, compared 
to what we have in Kansas, would be a joke, and I hope that this con
vention will go on record as being opposed to this at this time.

Mr. Newcomer: Mr. President, I am not going to make another 
speech. I want to offer an amendment to Mr. Moehlenpah’s resolution, 
which I hope will clear the whole matter up, to the satisfaction of 
both sides. I niove you, sir, as an amendment, that the report of 
the Insurance Referendum Committee be received and filed without 
recommendation, and that the committee be discharged with the sin
cere thanks of this organization for their splendid service.

(Motion seconded.)
Mr. Coerper: Mr. President, I hope that the motion will not pre

vail. I am not a member of this committee, but I know something o f  
the work that they have done, and I know something about association 
insurance. The idea has been put out here that a bankers’ company 
must carry all the load, the same as in the case of the illustration 
P” t out before the State Bank Section by the representative of the 
rating bureau for the surety companies. The illustration given before 
the State Bank Section is the case of a company which did not sub
scribe to any rating bureau, was notoriously managed against all 
underwriting principles, and is the one conspicuous example of insur
ance failure. And yet that company made money on its surety and 
burglary business. -

Now, the place where money is lost in the companies is an expense 
ratio of 50 per cent. They do not any of them run less than that on 
that kind of business. It costs that much or nearly that much to 
get the business. That is where the money is wasted. The experience 

the Wisconsin company, which has now been operating four or 
five years, and the North Dakota company, is that on stock rates, and 
a little less than stock rates in North Dakota, these companies have 
paid back 25 per cent of the stock company rates In return to their 
policy holders. They have saved on top of that enough accumulation 
of assets to make a return, if they were liquidating now, of more than 
25 per cent more, and those companies have had a small amount of 
business over which to distribute their overhead. Now, it is not a 
dangerous thing for an association to have its members organize an 
insurance company. The Mutual Hardware companies are uniformly 
successful; they have uniformly returned 50 per cent on the stock com- 
pan.v premiums, and have for years; and they have done business all 
over the United States. The Millers’ company, doing business all 
ov« r this country for a great many years, returns savings to its policy 
holders of from 30 to 70 per cent on stock company premiums: that is 
a fire insurance. That is a much more difficult business than any of
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the business you are talking about— exposed to all the risks of con
flagration. I give that as an illustration of wbat can be done by 
companies which have the backing of associations.

The President : The question now is upon the amendment presented 
by Mr. Newcomer.

(The question was put, and on a rising vote the President declared 
the motion carried.)

The President : The question is on the amendment as amended.
Are you ready for the question ?

(Question stated and carried.)

GREETINGS OF1 THE COUNCIL OF STATE BANKING 
ASSOCIATIONS

T he President: I will now call upon Mr. W. H. Booth to speak 
and extend the greetings of the United States Council o f State Bank
ing Associations.

Mr. W. H. Booth : Mr. Chairman, and Members o f the American
Bankers’ Association— I am very happy indeed to have one moment—  
and I shall take but one, or two— to bring you the greetings and the 
assurances of hearty co-operation on the part of the National Council 
o£/S\tate Banking Associations. And in bringing to you that greet
ing, and in giving you those assurances of co-operation, I want to 
take but a moment to clarify a little situation, and to explaiq, if I 
may, the purposes of this newly formed organization, and bow it 
hopes to lie of assistance in our general work, for I take for granted 
that none of us at this time, members of the American Bankers’ Asso
ciation and loyal citizens o f this country, would for one moment take 
any step or act, or do anything that would tend to militate against 
the efficiency of this organization, or tend for one moment to diffuse
the allegiance which the bankers’ fraternity of this nation owes to Its
country in this hour.

Our Council is but a small organization, and intentionally so. It 
Is not an association, but merely a point of focal judgment o f the
organization of this country, made up o f State chartered organizations
within the State, and when we make this statement we do so with a 
full appreciation of the fact that we have before us in this nation 
some very important financial legislation today. Whether we will it 
or not, whether we desire it as bankers or not, we are bound to 
admit that the Federal Reserve System is about to change, and has 
changed its original function.

In the evolution which is now before us, and which has actually 
taken place as far as the foundations are concerned, the Federal Re
serve Act has changed its functions from a commercial act to an act 
which shall be all-comprehensive of the financial operations in this 
nation. And when we appreciate that as we all do, we are bound 
to recognize, whether we will or ho, that there will be a time, and we 
hope those times will be rare, when there will be very decided differ
ences of opinion between the State chartered organizations and the 
national banking system.

Those differences of judgment we all admit in our own association, 
one with another, and it will be the part of wisdom to see that 
those differences of judgment may be properly known, to the end that 
the absolute and proper judgment in the premises may find legislative 
expression.

Wie appreciate thoroughly the importance of the national banking 
system, and we also know that we have an appreciation in the same 
way on the part of the national banking system for those o f us who 
are operating State chartered institutions.

We takq it for granted, and we feel, and the United States Council 
o f State Banking Organizations particularly feels, that it must lend 
every aid it can toward co-operation In the perfection o f this Federal 
Reserve System. But at the same time we feel that while it may not 
be vitally necessary— and that is debatable— that every bank should 
be a national bank, it is necessary that every bank in this nation 
should be a federalized bank and a part of the Federal System.

We are seeking only a point of expression for the expression o f the 
State chartered organizations in the State. We are seeking only for 
your help, to co-operate with you, to see that the perfection o f the 
system may find a wise resting place within the system, and the judg
ment of experience should be considered in the development o f the 
proper plan.

So, in offering that for just a moment, and I now conclude, in 
bringing you the best wishes o f the Association, we offer co-opera
tion with your Association and all your committees, and we are thor
oughly appreciative of the magnificent work' which Mr. Hinsch has 
done in expanding the work of this organization— I say, at the same 
time we only hope to form a point where we can get quick action. 
The trouble with our work is that it takes too long, our system is too 
vast, our judgments are not promptly enough recorded. We want to 
be of assistance to you, to have you of assistance to us, in bringing 
before the legislative powers that be the banking judgment, and have 
performed for us that work which will bring wise judgment into legis
lation on these matters. That being done, we can go on with the 
assurance that the system is big enough in its character, and We can 
all heartily and sincerely and earnestly be a part of it.

I bring you that as a greeting and assurance that we are here to be 
of service when we can, and you may be sure anything we can do at 
any time to advance the interests of the A. B. A. we shall always be 
glad to do. We will go down the road together doing the best we 
can, working out a big system patriotically, unselfishly and loyally, 
to the end that we may serve a real national duty.

(At this point Secretary Daniels, of the United States Navy, en
tered the Auditorium, and his presence was greeted by all rising and 
prolonged applause.)

T he President : Ladies and Gentlemen, it is my very great honor
and pleasure to present to you a man who needs no introduction to 
an American audience; a man who by his acts has placed the Navy 
o f this great country upon a high plane of efficiency. A man who, 
with the courage of his conviction, has introduced reforms in the 
Navy for which he was criticised, but for which today we all do him 
due honor.

Secretary Daniels comes from the great State o f North Carolina and 
Is a true “  Tar Heel.”

I will now take great pleasure in presenting to you Secretary Daniels, 
Secretary of the United States Navy.

Speech of the Secretary of the Navy, Josephus Daniels
Mr. Chairman, Gentlemen of t h i  A merican Bankers* A ssocia

tion,  Ladies and Gentlem en : In your deliberations in this conven
tion, in patriotic gatherings at home, you have given expression in 
generous terms of what the Army and the soldiers have done; and o f 
wbat the Navy and the sailors have done, and what the manufacturers 
and the factories have done, and what the laborers and their indus
tries have accomplished; and I have done myself the honor today to 
come to thank you for this appreciation o f what the fighting men and 
the men at forge and factory have accomplished to put behind Persh
ing and Sims the forces that are leading on to victory on every battle
field of the earth.

I have come to speak for the Government o f your country; for all 
its citizens; and I think I may be privileged to speak for all the 
Allies, in grateful appreciation for the unselfish patriotic efficiency 
and zealous service which the bankers o f America have rendered since 
the 0th day o f April, 1917.

I f  we appreciate the spirit and the motives which have actuated 
you, none the less do we appreciate the efficiency with which, as the 
leaders in the three Liberty Loan campaigns, you have led this country 
to victories that have made it possible to send armies and navies to 
Europe.

By your actions you have given the lie to the propaganda o f  our 
adversary that America was a nation that had but one god, and that 
the dollar. You have sounded throughout all the world the truth 
that it is sentiment and not money that dominates the American 
people. You have shown in these days that test men that you regard 
money just as men regard life in America— as something o f value, as 
something to be given freely, and ungrudgingly for the ideals o f your 
country whenever your country needs the last penny you possess.

It would have been impossible to have financed this great war be
cause it calls for billions, where any other war called for millions, 
and we are spending today a billion dollars, whereas at one time in 
the history of our Republic that was all we spent in one whole year. 
And to finance this most costly o f wars has called for a wisdom and 
an organization and an unselfish spirit. In other words, in America 
we had been accustomed when the Government needed large sums of 
money, that it should be financed sometimes by one great banker, who 
would associate himself with others. But in this great war there has 
been a complete and perfect mobilization o f the banks o f America, 
and you have forgotten your own business, and every bank has been 
a clearing house for patriotism.

I come to express what I know is the thought o f the country, that 
but for the efficiency and for the zeal, and for the unselfish patriotism 
o f the bankers o f America, you could not have financed the Liberty 
Loans, and thank you for the great sacrifices in the past, and not to 
ask you to do more in the future, but to congratulate you. And the 
people that we have found in America, there is only one sentiment in 
banking and factory, and that is a consecration of all we have and all 
we are and all we hope to be to the winning o f this war for freedom 
and independence.

Of the more than nine billion dollars that was allotted in Liberty 
Bonds more than six billion have passed over the counters o f the 
banks in America. I recall in the first Liberty Loan speaking to a 
very conservative and patriotic banker about the effect the Liberty 
Loan would have on the banks. He was apprehensive lest the drawing 
of so many millions out o f the banks would reduce their deposits and 
diminish their resources and lessen their ability to serve the com
munities in which they were established. But we have lived to see the 
day when the truth o f Scripture is fulfilled in finance, “  That that is 
scattered, increaseth.”  “  There was a man,”  says John G. Sachs, “  and 
people called him mad; the more he gave away the more he had.”  So 
in the banks of America, forgetting their own interest, forgetting their 
own advantage, forgetting everything except that American ideals were 
at stake, threw themselves into financing this war. It has been estab
lished that virtue is not its only reward, but that as they have served 
mankind, so they have received in return a confidence o f the people 
and a gratitude and appreciation that has poured back into the banks, 
so that today, though six billion dollars have gone across your 
counters in Liberty Bonds, there are two billion dollars more resources 
in your banks today than there were when the Liberty Loans began. 
More than one billion dollars o f resources in American banks than all 
the gold produced from all the mines of the world from the day that 
Christopher Columbus discovered America.

We are starting upon another loan, a loan o f six billions. I do not 
know what that means. I spend six billion dollars on naval enlarge
ment, but I confess to you the figures are too big for me. Perhaps 
these bankers understand what six billion dollars are. I can spend it, 
but I cannot visualize it. Congress last week, or rather, the House 
of Representatives, by unanimous vote, think o f it— I did not suppose 
we would ever live to see the day when Congress would be unanimous 
about anything. Patriotic men differ so much about policies, and par
ticularly about taxation, that if anyone had told us two years ago that 
the Congress o f the United States would write a revenue act imposing 
a taxation of eight billion dollars and not a man In that House of 
Representatives would even question it or vote against it, we would 
have said it was impossible. Yet this eight billion dollars has been 
voted, and the American people are ready, willingly and gladly— that 
is a wonderful thing about the American people. In peace times the 
tax bill went hard with us, but now we swallow eight billion dollars 
more easily than three years ago we would pay a billion. Why? Be
cause, unless we win this war every ideal and principle we love is gone 
and nobody has anything worth having. The spirit of Congress is the 
spirit of the American people. These people love peace. The business 
men of America, the bankers o f America, did not wish war. They 
would have been glad to see it averted if it  could have been averted 
with honor to America and with protection to American rights. Some 
of us believed before this awful war fell upon the world— some o f us 
believed, though we knew that in Germany there was a military party 
bent upon war— we believed that the bankers o f Germany, the men who 
control the finances o f that great empire, whose interest was peace, and 
the men of brawn and muscle, whose interest was peace, would be 
stronger than militarism, and we vainly thought that they would be 
superior to the forces o f autocracy, but we found that in a country 
where an irresponsible autocrat responsible to nobody, and a general
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staff and Junkers was in control, neither the power of labor nor the 
wisdom of capital has any consideration, and the Kaiser plunged this 
world into war because he thought he could despoil Belgium, because he 
could take the earnings of the French people, because he thought he 
could make Russia a vassal state, destroy England, and come over to 
America and make himself lord o f the world. Greed and absolutism 
brought on this war. And for a time it seemed that liberty hung in 
the balance. I remember in March in that drive, when the Germans 
plunged headlong and victoriously on to Paris, how we held our breath, 
and in that day you recall Lloyd George made a remarkable speech 
in which he said it was a race between Hindenburg and Wilson, and 
the news today shows that Wilson has won.

They believed in Germany that America was worshipping the dollar 
and would sacrifice everything for it. More than anybody, i you bankers 
have disproved that. They believed that we could not in 'a generation 
train soldiers who could meet the Prussian veterans with a chance of 
success, and get on the fields o f France, and soon on the soil o f Ger
many ; American boys out of banks, out of stores, out o f farms and 
factories, who never had military training, have, by intensive work, so 
fitted themselves and nerved themselves in this conflict for liberty that 
they are more than an equal for the finest Prussian veterans.

And when America, which has thrown down every precedent that 
stood in the way of victory, trampled under foot ideals cherished in 
all its history, for we as a country had stood for voluntary service, 
and the suggestion of a draft was contrary to all our traditions and all 
our teachings, and yet when this war came, at the request o f the 
President o f the United States, who stands today the acknowledged 
spokesman o f the world, when this great man who speaks for us and 
for men who love freedom in every nation under the sun, went before 
Congress and presented the argument for the selective draft, it was 
passed, and it has proven that it is the most democratic way on earth 
o f raising an army— more than three ipilion men now in arms, thirteen 
million registered and ready.

They said our soldiers could not learn how to fight. At Chateau- 
Thierry they drove them back. And in every battle since we arrived 
in force and contributed a large enough numiier of men to enable 
Foch to carry out the wonderful strategy with which he is winning 
the war, the Germans have learned that it does not take fifty years to 
make a soldier, if  he is  a free man. An autocracy has an arm y; a 
democracy is an army.

“  W ell,”  they said, “  if you train these soldiers you will never get 
the ships to carry them across the Atlantic,’ ”  and it was a stupendous 
understanding. And yet, with our own ships and British ships by the 
convoy o f the navy,' the best institution in the world, not any better 
men than the army, brothers in blood and sacrifice, we have trans
ported 1,700,000 soldiers without the loss o f a man, when convoyed 
by American ships. Only a few hundred lost, convoyed by British 
ships, which are not as prudent as ours, and if they had taken the 
same route would have had the better fortune. If anybody had told 
me in April, 1917, that we could take across the Atlantic Ocean, 
harried by submarines, 1,700,000 men without losing one, I would have 
thought it  impossible, and I wish to say here today, with all rever
ence, I believe it is due, not alone to the skill of our navigators and 
saildrs, and the spirit of our soldiers, but that the Ruler of the Uni
verse has given His care. I believe that God Almighty is on the side 
o f the nation that rises to His justice and mercy, and that in this 
struggle we may not hope for His blessing if we had any motive except 
the motive of humanity and liberty and freedom.

But they said when our soldiers go across, those of them they did 
not sink they would be easy prey for the Prussians. Well, they have 
been there some time and the Prussians are fleeing. Today we have 
the news that not only are the British and the French and the Ameri
cans on the western line making progress, but in Siberia the Czecho
slovaks, aided by the Allies, are standing firm against Bolshevikism 
and all its evils. “  Can anything good come out o f Nazareth? ”  That 
was a question 2,000 years ago. Well, Allenby has taken Nazareth. 
And a Christian army occupies the sacred soil of Palestine. And in 
Bulgaria, where a month ago it seemed impossible that the Allies 
could make headway against those men, we get the news this afternoon 
that the Bulgarians are asking for time to consider, and. the only 
time we can give them to consider is unconditional surrender.

A  few days ago I visited a naval hospital in one o f our seaports. 
Military exigency has become so careful about telling where you are 
that you have to say you were somewhere in France or at a seaport 
in America, so you see I am trying to be very careful not to give 
out military information. I heard that there were a score or more 
o f young marines in that hospital, wounded, who had fought with a 
valor and a courage and a success not surpassed at Thermopylae, and 1 
went in with the nurses and the doctors to see these young chaps. 1 
think the handsomest boy I ever saw, except, o f course, boys in my 
own home, was a young chap, red-headed and freckle-faced, in a rolling 
chair, one leg gone, and a friend of his came in to see him after his 
leg had been amputated and he had gone through excruciating agony, 
and this friend said to him, “  Old chap, it is a p ity ! I am awfully 
sorry for you, that you lost your leg,”  and this young marine said, “  I 
didn’t lose my leg; I gave it .”

And that is the spirit o f the men in our army who have given limb 
and life that this old world might be free. All over Europe, in the 
hospitals o f France and Great Britain, these young men are giving 
all they have, all they are and all they hope to be, for a cause 
dearer to them than life itself. When I think about them, standing in 
the cold o f winter, day after day and night after night on the decks 
of the destroyers, where a man can neither eat nor sleep except on 
duty, and for a week never sleep comes to his eyes— when I think of 
these boys covered with mud and glory in trenches, I feel humble and 
thankful of the little things we can do at home to help those lads. 
A man who subscribes to Liberty Bonds in America, i f  he has a hun
dred million dolars and put it in, is not yet in the same class with 
the boy who is putting his life in jeopardy in France.

One o f these days these boys are coming back, most of them, and 
those who do not come back will lie in honored graves in the sacred 
soil o f France, and when they come, these boys from the Middle West, 
they will pass down this majestic street that fronts the lake and
millions of people will cheer them as the heroes of liberty, but when

that time comes I trust no one will be permitted to even look upon 
them who did not in this war contribute to the fullest of his ability.

It was regarded once a duty of a man to respond to the call o f his 
Government when it needed financial aid. Today we regard it a privi
lege and an honor. 1 am glad to know that, though the bankers made 
possible the floating o f these bonds, that the people o f America 
responded so cheerfully and generously that most o f the bonds are 
now held in private hands, only 2 per cent and a fraction in the banks, 
leaving them liquid and strong and able to carry on the work com
mitted to their hands.

Gentlemen, in all the pomp. and splendor o f war, far behind as you 
sit from the roar of guns and the marching o f armies, in your counting 
houses, away from bands, away from music, with no Victorian Crosses 
before your eyes or medals or chevrons, you are leading the mighty 
charge on the first trench in this onward movement in this great 
march we are making for the success of this issue, and when the day 
comes when the charge is ended in victory, I am sure that the country 
will say of the bankers, •* They were the first to go over the top! ”  
(Applause.)

(The Convention then tendered Secretary Daniels a unanimous rising 
vote of thanks.)

Report of the Special Committee of Five
The Committee o f Five has mailed to every member of the American 

Bankers’ Association and to all other banks and trust companies in 
the United States, a statement of their activities during the past year 
with recommendations. This statement and recommendations are 
attached hereto, marked Exhibit A, as a part of this report. The 
Committees conclusions a re :

1. That further effort at this time to convince the Federal Reserve 
Board of the correctness of the Committees position would be unavail
ing.

2. Even though in the opinion o f the Committee the law as it now 
stands gives every bank the right to make a reasonable charge within 
the limits fixed, the language of Sections 15 and 16 is confused and 
should be clarified. Yet the Committee believes that in view of the 
tremendous demands for patriotic service that are being made upon 
the bankers’ time, it would not be wise to divert their energies to an 
effort to secure the passage of the amendment prepared by th Committee 
for the purpose o f clarifying these two sections o f the law. Further, 
such an amendment would not likely at this time receive the attention 
it deserves in Congress because of the important war legislation which 
must receive first consideration.

3. That in accordance with the opinion o f the General Counsel of 
the American Bankers’ Association, every member bank now has the 
right to make charges not exceeding ten cents per hundred or fraction 
thereof, etc., the question as to whether a suit should be brought 
under the present conditions to test the law, must, of course, be deter
mined by each bank for itself.

4. The members o f the Federal Reserve Board were evidently greatly 
impressed with the arguments submitted, that it was illogical for the 
Federal Reserve Banks themselves to make service charges against 
their members and not permit remitting banks to charge for service 
along similar lines, as they subsequently eliminated all service charges, 
which was a reversal o f  the position previously taken by the Board.

5. The Committee should be continued for the purpose o f keeping in 
touch with such developments or changes as may take place in the 
collection system of the country and with authority to take such fur
ther action when and as the Committee deem it desirable.

Respectfully submitted,
T hos. B. McAdams, Chairman, 
Feed Collins,
M. J. Dowling,
Geobge G. Mooue,
W . D. Vincent.

(It was moved that the report be accepted and placed on file, and 
the motion prevailed.)

T he Pbesident: I desire to read a brief report submitted at the 
request of Mr. Puelicher, Chairman of the Committee on Federal 
Reserve Membership.

Report of the Committee on Federal Reserve Membership
Milwaukee, W isconsin, Sept. 21, 1916. 

Mr. C. A . Hinsch, President, American Bankers’ Association, care 
Congress H otel, Chicago, III.:

My Deab Mb. Hinsch : I was in Denver last week addressing the
Convention of the American Institute of Banking on the Federal Re
serve Act and its amendments, expecting, of course, this coming week 
to attend the Convention of the American Bankers’ Association, if for 
no other reason than to make my report as chairman of the Federal 
Reserve membership campaign committee. While at Denver I received 
a wire asking me to be in Washington Monday morning, prepared to 
spend a number of days. I immediately wired advising of the difficulty 
of being away from the A. B. A. Convention, but a return wire stated 
that it was important that I be in Washington Monday.

I wish you would make my report for me. When the amendments 
were passed in July, 1917, Governor Harding stated that if $2,500,- 
000,000 of bank assets were supporting the Federal Reserve System by 
July, 1918, there would be ample cause for congratulation. I 'was in 
Washington in July o f this year, and found from the Bulletin of the 
Federal Reserve Board that instead of $2,500,000,000, $6,000,000,000 
of State bank assets were supporting the System, and that more and 
more State banks were asking for admission.

Regretting most sincerely that it is not to be my good fortune to 
be with you during the Convention, but wishing you to know that in 
spirit I am with you, always with kindest regards,

Very truly yours,
J. H. Puelicheb, Chairman.

T he President : I ask of this convention that you approve the
suggestion of Governor Harding in the letter I read to you several 
days since expressing appreciation of the services of the Committee. 
He suggested in that letter that this committee be continued. I should

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



156 BANKERS’ CONVENTION.

therefore like to hear a motion suggesting that the committee be con
tinued in the good work it has done.

(It was so moved, and the motion prevailed.)
The President: Mr. Arnold is here, representing the National

Foreign Trade Council. We will have a word from him.

MR. ARNOLD’S REMARKS CONCERNING THE NATIONAL FOR
EIGN TRADE COUNCIL.

Me. Arnold: Mr. President, and Members of the American Bankers’
Association: The National Foreign Trade Council has requested that 
I should appear here this afternoon to greet you. We know something 
of the power and influence which your Association wields in the life 
of our Nation, and we are fully appreciative of the fact that you have 
extended to our organization hearty co-operation. We are here this 
afternoon to express our appreciation, and extend to you the hand of 
co-operation. We know the work that you are doing, and we know 
you are acquainted with the work which our Council is trying to do. 
We are not only trying to help win the war, but we are looking ahead 
for world development, in which we hope that the American Bankers’ 
Association will have a great part. After this war I think that Amer
ican bankers will be known in international banking life ; and in this 
the National Foreign Trade Council will give them its hearty support 
and co-operation.

I thank you.
The President : It would be appropriate at this time for the Con

vention to give an expression of Its appreciation o f the splendid work 
done by Mr. Nelson Lampert, in looking after our entertainment as 
Vice-chairman of the Committee on Entertainment.

(It was so moved, and the motion unanimously prevailed.)
Next in order is the matter of committees and committee mem

bership.
The General Secretary:. There Is nothing to report.
T he President: Next in order is the matter of invitations for the

next Convention.

INVITATIONS FOR NEXT CONVENTION.

T he General Secretary: An invitation was received from the city
of Columbus, Ohio, sent by the Chamber of Commerce of that city, 
and the Clearing House Association. Under the Constitution, those
invitations are referred to the Executive Council. __„

The President : Next is the matter of Unfinished Business.
T he General Secretary: There is none on the table, Mr. President. 
The President : Are there any communications from the Executive

Council ?
The General Secretary: None.
The President: We will next hear the report of the Committee on 

Resolutions of Thanks.

REPORT OF COMMITTEE ON RESOLUTIONS OF THANKS

It is the unanimous opinion of your Committee on Resolutions of 
Thanks, that the American Bankers’ Association should express by a 
rising vote its appreciation of the successful efforts made by these 
who have contributed to make this, the Forty-fourth Annual Conven
tion outstanding.

To the Associated Banks and the commercial organizations of Chi
cago, grateful acknowledgment is made. The cordial words of wel
come expressed by Governor Frank O. Lowden and Mr. W. T. Fenton 
found reflection in concrete form.

Nothing has been neglected which could add to the pleasure of the 
visitors and the work of the delegates. We desire to express our 
grateful appreciation and sincere thanks to Hon. Josephus Daniels, 
Secretary of the Navy; W. P. G. Harding, Governor of the Federal 
Reserve Board; Hon. W; H. Vaudervoort, Hon. Harry A. Wheeler, 
Hon. Ben Lindsey, and Hon. Otto H. Kahn, for having honored us 
with their presence and for the magnificent addresses delivered by 
them; acknowledge with grateful appreciation the splendid, courteous 
and liberal response of the British Government for the Exhibit at this 
Convention of economies practiced and sacrifices made by their gereat 
citizenry, to the end that decisive victory and peace shall come to 
the Allied arms at no distant date.

We desire to express particular appreciation for the manner in which 
the local press, the newspaper correspondents, the Associated Press, 
and the United Press have handled the news, and for the generous 
space the newspapers and bank publications have given to the delib
erations and proceedings of the Convention, and we are grateful to 
Manager Burke and the Congress Hotel for courtesies extended and for 
bfficial quarters tendered complimentary to the Association.

Since the American Bankers’ Association has made an unprecedented 
record for loyalty and patriotism in its support of the financial plans 
of the Government for the prosecution of the war, and since this end 
could not have been accomplished but for the loyal support and co
operation of the member banks, we desire to extend our thanks to 
each and every one o f them, for the readiness with which they have 
acceded to every request for co-operation from this organization. 

Respectfully submitted,
J. H. Stall, George W. Hyde,
A. B. Jones, Fred Collins, Chairman.
M. J. Dowling,

(It w’as moved that the report be accepted and filed. The action 
unanimously prevailed.)

T he President: All reports not presented, out in the hands of the
General Secretary, will be published in the book of proceedings. A 
number of letters received, among them being letters from the French 
Ambassador, Earl Reading, and various other persons, as well as some 
telegrams, will also be published in that way.

I will ask now for the report of the Committee on Nominations.
Mr. Rubey : Mr. Kemper of Kansas City. Chairman of the Com

mittee, had to leave, and I, as secretary, was asked to make the 
report.

(Reading report, as follows.!

REPORT OF NOMINATING COMMITTEE

Chicago, III ., September 26, 1918.
Gentlemen : Your Nominating Committee begs to report the follow

ing nominees UNANIMOUSLY chosen by the committee to be sub
mitted to the Convention of the American Bankers’ Association as 
officers for the ensuing year 1918-1919:
For President: Mr. Robert Foster Maddox, President Atlanta Na

tional Bank, Atlanta, Ga.
For First Vice-President : Mr. Richard S. Hawes, Vice-President 

Third National Bank, St. Louis, Mo.
For Second Vice-President: Mr., John S. Drum, President Savings 

Union Bank and Trust Company, San Francisco, Cal.
By order of the Nominating Committee.

W illiam T. Kemper, Chairman,
Harry M. Rubey, Secretary.

T he President : You have heard the report of the Nominating Com
mittee. What is your pleasure? i

(It was moved that the report be adopted. The motion unanimously 
prevailed.)

A Delegate: Mr. President, I move that the Secretary of the Con
vention be instructed to cast the vote of the Convention for the gentle
men whose names have just been read.

(Motion seconded, and prevailed unanimously.)
T he General Secretary: The Secretary casts the vote of th£ Con

vention in accordance with the report of the Nominating Committee, 
for Mr. Robert F. Maddox of Atlanta, President; Mr. It. S. Hawes 
of St. Louis, First Vice-President; and Mr. John S. Drum of San 
Francisco, Second. Vice-President.

T he President : Mr. Maddox, it becomes my very pleasant duty to 
confer upon you, sir. this emblem of authority as President of the 
American Bankers’ Association to serve for the ensuing year. It has 
been my great pleasure to serve with Mr. Maddox during the past 
year, and I know him to be fully equal to the great task that has 
been thrown upon his shoulders. I am satisfied that at the end of his 
term of office you will say, "W e ll  done, good and faithful servant.”  
I congratulate you. sir.

President-Elect Maddox : Mr. Hinsch and Gentlemen of the Conven
tion : I appreciate the honor which you have just conferred upon me 
more deeply than words can express. Having been somewhat inti
mately associated with the work o f your Association during the past 
few' years. I realize the dignity and importance of this office no less 
than I feel its responsibility. I can only say to you that during the 
next year as your President I shall endeavor to serve each member 
of this Association earnestly and conscientiously, and do all in my 
power to promote the best interests of this splendid fraternity that 
we represent. I hope that at the conclusion of my service I may still 
be so fortunate ns to continue to retain the confidence and good-will 
which y ou have so generously indicated by your action to-day. During 
the present time, and the immediate to-morrow, as we pass through 
the uncharted seas of this great international conflict, I hope, no 
matter how dark the night may be nor how troubled the waters, that 
the patriotism of the American Bankers’ Association will never lie 
questioned; and when the dawn of victory comes, as come it will, 
the members of the American Bankers’ Association will be found 
standing unitedly behind the great captain of our ship of state, and will 
still retain, in the estimation of our fellow-citizens, the high regard 
which we now enjoy. I trust that during the next year I will have 
the friendly co-operation of every member of every Section of this 
Association. I assure you in advance that I shall be glad to have any 
suggestions or advice from you at ‘ any time looking to the betterment 
of my services. Now. gentlemen, as the hour is late, I can only say 
I hope there will nevermore be cause for differences between the two 
great banking classes o f our country, and that they, like “  two meteors 
in a troubled heaven, of one substance bred, which did lately meet in 
shock, shall now in well beseeming ranks m^rch all one way.”

Gentlemen, Mr. Goebel has a few words to say at this time.
Mr. Goebel: Mr. Hinsch. please step forward with me.
One year ago, my dear friend and associate, I had the distinguished 

honor of pinning upon you the pin that is the emblem of the authority 
wielded over this great Association by its President. , I suggested to 
you at that time there would be more difficult problems presented to 
you, as President of this great Association, than ever have come to 
any President before, on account of the war conditions existing in our 
great country. I believe you will agree with me that I was something 
of a prophet. It gives me great pleasure to say to the members of 
this great Association on this occasion that you have met every demand 
that has been put upon you, in a true American way, in a great and 
fearless w ay; and the future historian o f the Association will account 
you as one of the great Presidents of it. It has been remarkable that 
with all the things you have had to propose to the Executive Council, 
many of Avhich were departures from old landmarks of the Associa
tion, you have been more successful in getting things approved than 
any President who has preceded you. Even when they turned down 
in a mild way the report of a referendum committee .that you signed, 
they thanked you for doing it. Now, I think you may be well satisfied 
with your actions as President o f this great Association.

I now pin this emblem of authority on your coat lapel. It is now 
an emblem of service well done.

Ex-President H insch  : Fellow members, I appreciate very much
these kind words of praise from my associate on the Executive Coun
cil, Mr. Goebel. While we have not at all times agreed upon certain 
matters, we at least credited each other with having honest convictions.
I was deeply gratified yesterday that the amendments to the Constitu
tion which I proposed last spring were enacted by you into law. I 
believe that will mark a new era in the history of this Association.
I believe it will tend largely to remove the factional differences, and 
that this great Association will move forward as a single unit only 
from now on, which means much, gentlemen, in this time of stress. 
"While the past year has been a strenuous one, and at times the burden 
has seemed more than some, of us could l>ear, I think I can consist
ently say that I will look back upon this year as one of the most 
pleasant memories of my life. I sincerely thank you one and all for 
tiie splendid support that you have given to me at all times.
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President-Elect Maddox : Mr. Hawes, please come forward. It 
now becomes my very great pleasure, Gentlemen of the Convention, 
to pin the badge of First Vice-President upqp the gentleman whom you 
have selected to carry this honor during the coming year. I have been 
intimately associated with Mr. Hawes for several years, and in the 
past few years especially have been intimately connected with him in 
the great work of the organization, and I therefore sincerely congratu
late you upon the wisdom you have displayed. I know that Mr. Hawes 
will continue to give the Association the same splendid service he has 
rendered it in the past, and similar service to that which he has ren
dered in his home State, Missouri, which makes him held to-day in 
such high esteem by the people of that section, for the splendid work 
he has done in every Red Cross drive, War Savings campaign, and 
Liberty Loan drive. His boy, like mine, is now with the flag in France.
I know that we shall work in harmony in carrying on the activities 
of this Association so that we may be able to bring them back, and 
all their comrades back, when the banners have been furled and the 
cannon have ceased firing, to a bigger, broader and better nature.

Vice-President-Elect Hawes : Mr. President and Members of the 
Convention— I am deeply gratified at the honor which you have con
ferred upon me. It will be my sacred duty to give all that I have to 
perform my duties so that I may live up to the traditions of the great 
office. I thank you very much.

SILVER SERVICE FOR RETIRING PRESIDENT HINSCH
President-Elect Maddox : Gentlemen, Mr. George Reynolds, whom 

we all love, has what will prove, I am sure, to be an entertaining 
feature to us and a pleasure to him. I now introduce Mr. Reynolds. 
(Applause.)

Mr. George Reynolds : Mr. President, Ladies and Gentlemen— I will 
ask Mr. Hinsch to come forward. I am somewhat at a loss, Mr. Hinsch, 
to understand why I am selected to officiate at the obsequies which 
relegate you to private life in the American Bankers’ Association. 
I think the explanation, though, may lie iff the application of the 
slang phrase, “  He got his.”  Nine years ago this month, in this very 
spot, I “  got mine,”  in a similar way, and I think I have been selected 
for this duty because I know how it feels to be relegated from the 
limelight to quiet private life in the Association. Ben King has said:

A rosebud to the living is worth more than wreaths to the dead ” ; 
and we bankers believe in using the rosebuds retail rather than 
wreaths wholesale, in these times when conservation is the order o f the 
day. Many years ago, when I was but a boy, I heard a minister say 
while preaching that he believed in more taffy in this world and less 
epi-taffy in the next. That is exactly what we believe in this Associa
tion.

Now. Mr. Hinsch, we have looked upon you during the strenuous day 
which we have passed through as the General Foch of the Associa
tion. We know you have met all the obligations placed upon you and 
discharged them faithfully and splendidly. We know of your service 
in the distribution of War Savings Stamps. We know how you have 
traveled all over this country from one end to the other attending 
bankers’ conventions, and how, everywhere you have gone, your voice 
has been lifted in the common cause, for the stabilizing Of business, 
for the encouragement of bankers and business men generally, in sup
port of the Administration, and, above all, to do whatever was neces
sary to support the gallant boys in khaki and in blue, who are carrying 
our flag to glorious victory on the other side!

We have here a little memento *hich  we want to present to you, 
and in this presentation I want you to bear in mind that there are 
represented here all the members of this great Association, 19,000 
strong; We have a chest of silver here which we would like to have 
you take home with you, and persuade your wife to allow you to use 
on state occasions ! The agent of the company which supplied it told 
me I should call particular attention to the guaranty that goes with 
it. He said that although there are many sets o f this kind in use 
throughout the country, so far as they know there is no record of a 
man cutting his mouth while eating peas with a knife, or bending 
the tines o f a fork while stirring sugar in his coffee!

I hope, my good friend, that when you use this on state occasions it 
will suggest to you some of the dear friends who have been closely 
associated with you during the years o f your connection with the Asso
ciation. We hope that you will accept this as a little token of our love, 
affection and esteem, and we assure you that it is tendered, on behalf 
of the Association, in the same manner in which the Croix de Guerte 
is conferred on the other side of the sea.

Ex -President H in s c h : Mr. Reynolds and Gentlemen— I cannot say 
that I am surprised at this magnificent gift, because we all know 
that such a thing is customary at the conclusion o f each o f our annual 
conventions. But I can say truthfully, from the bottom of my heart, 
that I do appreciate it, and it will be my pleasure to treasure it in 
the days to come, when it will serve as a beautiful memory of the 
time when it was my good fortune to serve under your direction. I 
can only say, “  I thank you.”  ,

President-Elect Maddox: We will now hear the report of the 
Committee on Resolutions.

RESOLUTIONS ADOPTED

(The Report o f the Resolutions Committee was presented by Mr. 
Lucius Teter. Each of the following resolutions was read, and adopted 
by the unanimous vote of the Convention. With reference to the 
resolution concerning the allowance of a merchandise depreciation, the 
President was requested to wire the substance of said resolution to 
the Chairman of the Senate Finance Committee, and send a copy of 
the resolution also to the Chairman o f that Committee, the Chairman 
of the Ways and Means Committee of the House, and the Secretary of 
the Treasury.

The resolutions are as follow s:)

REPORT OF NATIONAL RESOLUTIONS COMMITTEE

September 28, 1918.
Whereas, The United States o f America and her Allies are engaged 

in a great war, having for its object the permanent security of the 
w orld ; and

Whereas, The American Bankers’ Association, in Annual Convention

assembled, realizing the righteousness of the cause, the tasks laid upon 
our Government officials, the burdens laid upon our army and our navy, 
the*patriotic and able efforts of American business men, the loyal 
sacrifices freely made by all the men and women of the land, wishes to 
renew its assurances of unqualified co-operation to the end of securing 
a victorious and permanent peace. Furthermore, the Association com
mends the spirit of the American people which has evidenced its intent 
to support the policies of the Government iri the prosecution of the 
war until such time as the Allies are able to force an unconditional 
surreneder and a dictated peace, and we pledge the American Bankers’ 
Association to gladly assume all responsibilities and make all sacrifices 
necessary to this end.

Therefore, Be It  Resolved, That the American Bankers’ Association, 
representing as it does the great banking strength of the country, 
pledges anew its united support to the President of the United States, 
and those associated with him in the great task of the hour.

Be It Farther Resolved, That we recommend to our members that 
they do all in their power to aid in placing the Fourth Liberty Loan, 
and that they continue to go-opefate fully with the Secretary of the 
Treasury in connection with all Government financing.

Be It Further Resolved, That this Association recommends that all 
of its members earnestly urge their customers and depositors and those 
with whom they come in contact to eliminate waste and extravagance, 
that the needed supplies for our armed forces may be made more plenti
ful and that the cash results of such economies may furnish the basis 
for the purchase of Liberty Bonds and aid in maintaining the economic 
stability of the nation.

W hereas, There will begin on November 11 next a campaign for the 
raising of funds for seven agencies now engaged in aiding our fighting 
men on land and sea, said agencies being as follows:

National War Work Council of the Young Men’s Christian Association. 
War Work Council of the National Board of the Young Women’s 

Association.
National Catholic War Council (Knights of Columbus).
Jewish Welfare Board.
War Campaign Community Service.
American Library Association.
Salvation Army.
A nd, W hereas, This campaign has the approval of the Federal Gov

ernment, and it being our desire to be of the utmost help to all agencies 
helpful in the winning of the war; therefore

Be It Resolved, That we recommend to our membership their most 
earnest support of this campaign.

AMENDMENT TO SECTION 202, H. R. 12863

ALLOWANCE OF MERCHANDISE DEPRECIATION

W hereas, The constant rise in the prices of commodities has resulted 
in a condition of increasing danger to the merchant and manufacturer 
which danger is bound to be of concern to the banks of the United 
States, it is our belief that the facts surrounding these conditions 
should be given serious consideration by those in charge of the taxing 
program of the Government.

Therefore, Be It Resolved, That we recommend the approval of the 
amendment to the present draft of the Revenue Law known as “  H. R. 
12863,”  offered by the National Dry Goods Association, and more re
cently approved by the Advisory Council of the Federal Reserve Board, 
which amendment is as follows:

Add to Section 202 oif the proposed Bill the following paragraph:
“ A reasonable allowance being made for the increased cost of mer

chandise so inventories over the average cost of like merchandise dur
ing the pre-war period.” <>

The entire Section would then read as follows:

“ Sec. 202. That whenever in the opinion of the Commissioner the 
use of inventories is necessary in order clearly to determine the in
come of any taxpayer, inventories shall be taken by such taxpayer 
upon such basis as the Commissioner, with the approval of the Sec
retary, may approve or prescribe as most clearly reflecting the, In
come of the taxpayer.

“  A reasonable allowance being made for the increased cost of 
merchandise so inventories over the average cost of like merchandise 
during the pre-war period.”

MERCHANT MARINE AND FOREIGN TRADE.

W hereas, The fortunes and demands of war have placed within our 
grasp an American Merchant Marine rivaling in tonnage the merchant 
fleet of Great Britain at the beginning of the war and these same con
ditions have increased our productive capacity in many lines of in
dustry far beyond the peace demands of our own country, and 

W hereas, Profitable use of this newly acquired instrumentality of 
transportation, and of these new channels of production, depends en
tirely upon our National recognition of the need for acquiring foreign 
markets for our productions, and of intelligently adapting our industries 
to meet the demands of such markets.

Resolved, That the American Bankers’ Association, in convention as
sembled, pledges itself to support, by every means in its power, the 
development Of export trade, to eucourage manufacturers to enter upon 
this field of distribution, and to provide, as rapidly as possible, ade
quate facilities for financing export operations sufficient to meet every 
reasonable demand that may arise.

Respectfully submitted,
Rollin P. Gbant. H oward I. Shepherd.
W illis H. Booth. Lucies Teter, Chairman.
Oscar W ells.

WORK OK AGRICULTURAL COMMISSION

Whereas, The work of the Agricultural Commission of the American 
Bankers’ Association has demonstrated that the banking fraternity 
throughout this country is a great constructive force in the needed 
increase o f agricultural production.
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Therefore, be it Resolved, That the members o f this Association be 
urged to even more actively assist wherever it is within their ijgwer 
any movement or effort which shall have for its purpose the legitimate 
advancement of the agricultural interests o f the nation.

RELIEF URGED FOR MJBLIC UTILITIES

Whereas, The maintenance of the country’s public utilities in the 
highest possible state of efficiency is essential not only to the war 
program of the United States, but also to the nation’ s business, indus
trial and public interests; and

WAerea*, Such efficiency depends upon the preservation of the credit 
of the companies providing public utility service; and 

Whereas, The increase of costs and the unusually difficult conditions 
o f operation brought about by the war seriously threatened the ability 
of the public utilities to continue the furnishing of the necessary serv
ices they perform; and

Whereas, The protection of the credit of public utilities is very 
largely in the hands of regulatory commissions and other public author
ities, rather than in the utilities themselves; now, therefore, be it 

Resolved, That the Ame’rican Bankers’ Association recomend to Na
tional, State and local authorities that they recognize the unusual and 
onerous conditions with which public utilities are contending, and 
that in the interest of the Nation, of business and of the public they 
give prompt and sympathetic hearing to the petitions of such utilities 
for assistance and relief; be it further 

Resolved, That the Secretary of the American Bankers’ Association 
be instructed to send a copy of this resolution to the various commis
sions controlling public utilities within the states.

DESIRABILITY OF MAINTAINING GOLD PRODUCTION

Whereas, The gold production of the world is rapidly decreasing; and 
Whereas, The only form of relief that will prove effective and can be 

applied promptly is action by the United States Government in such 
form and by such methods as may Ik? deemed fit and pro|*er under the 
circumstances; and

Whereas, Gold is the standard of value and the basis of all credit, 
and it is vitally important to the financial and commercial life o f the 
nation and the world; now, therefore, be it 

Resolved, That the American Bankers’ Association in Convention as
sembled respectfully request and urge upon the Government of the 
United States the desirability of maintaining the production o f gold 
to at least its pre-war volume, and ask that steps be taken immediately 
to that end; and be it further

Resolved, That the Secretary of this Association be, and he hereby is, 
instructed to send a copy o f this resolution to the President o f the 
United States, Secretary of the Treasury and Secretary o f the Interior, 
advising them of its adoption; and be it also further 

Resolved, That considering the great importance of this subject, this 
convention recommends to the Executive Council that the matter be

referred to the Federal Legislative Committee and the Currency Com
mission for an exhaustive study and such action as may be deemed 
necessary.

RESOLUTION AGAINST TRADING FRAUDULENT SECURITIES FOB LIBERTY ,
BONDS

<■
Whereas, The Capital Issues Committee has assumed as a war duty 

of the Office, the work of stamping out the sale of fraudulent securities 
to the American people; and

Whereas, As a part o f such work it is trying to prevent the further 
exchange of such fraudulent securities for Liberty bonds; and

Whereas, This campaign has the enthusiastic support and approval 
of the Secretary of the Treasury; also of the Chamber of Commerce o f 
the United States and other important business organizations; now, 
therefore, be it

Resolved, That the American Bankers’ Association pledges its sup
port and co-operation to this vital effort to destroy this improper com
merce in Liberty bonds and the sale of fraudulent securities, and calls 
upon its individual members to aid and co-operate with the Capital 
Issues Committee in every way to accomplish these ends.

President-Elect Maddox Gentlemen. I want to thank you person
ally, and I am sure that the Chairman of the Committee does, for the 
very careful consideration that you have given these important resolu
tions. We appreciate your courtesy and consideration. ’

Mr. Tetkb : I would like to add at this time, on my own behalf, 
that I appreciate very highly the aid of the members of my committee 
in bringing these matters together, in the form in which we have them.

Ex -President H insch : Mr. President, I move the adoption of the 
committee’s report as a whole.

(The motion unanimously prevailed.)
T he President : In the inaugural ceremonies you undoubtedly noticed 

that the Second Vice-President did not appear to receive his badge. I 
refer to Mr. John S. Drum of San Francisco, President of the Savings 
Union Bank and Trust Company. Unfortunately, he is not here, but 
we are very glad indeed to welcome him into the Association among 
the administrative officers, and I know he will prove a very valuable 
member of that committee. Ilis badge will be sent to him in due 
course.

Mr. Hamilton : Mr. President, I move that the President be author
ized to appoint a committee of fifteen, o f which he shall tie a member, 
to tie known as the Commerce and Marine Committee, to study this 
important question and bring it before the Association.

(The motion was seconded and prevailed.)
T he President: Is there anything else to tie brought before the' 

Association before we adjourn?
(It was duly moved and seconded that the Convention do adjourn.

The motion prevailed.)
T he President : I now declare the Forty-fourth Convention of the 

American Bankers’ Association adjourned.
Adjourned sine die.
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The Clearing House as a Power in W  and in Peace
By W m. A. L a w , President First National Bank, of Philadelphia

The modern Clearing House system is distinctly the 
product of constructive American genius. Created as 
a necessary part o f the banking machinery of our larger 
cities, for the simple process o f exchanging checks, it 
has slowly evolved by practical daily operation and its 
functions have been enlarged until it, embraces many 
highly important cooperative activities, unthought of 
during the first decades of its existence.

*

The Supreme Court of Pennsylvania has thus defined 
the Clearing House:

“  It is an ingenious device to simplify and facilitate 
the work of the banks in reaching an adjustment and 
payment of the daily balances due to and from each 
other at one time and in one place on each day. In 
practical operation it is a place where all the representa
tives of the banks in a given city meet, and, under the 
supervision o f a competent committee or officer selected 
by the associated banks, settle their accounts with each 
other and make or receive payment o f balances, and so 
‘ clear * the transactions of the day for which the settle
ment is made.”

Organized originally, therefore, for the sole purpose of 
settling the debits and credits of its members, the Clear
ing House at present also effects for its members the 
collection of items upon non-member banking institu
tions; assembles statements of condition in a uniform 
manner for weekly publication; determines fair rates 
o f exchange chargeable by its members and fixes maxi
mum rates of interest payable upon deposits; thus in 
each instance stabilizing rates and preventing ruinous 
competition; provides the machinery for the issue of 
loan certificates in time of financial stress; advances 
funds to the Government in the great crisis of war; 
maintains the gold standard of value by defining a me
dium of settlement; provides for the thorough investiga
tion o f the condition and affairs o f its members by a 
permanent, trained corps of expert examiners who re
port general results to the Clearing House Committee, 
but maintains strict privacy as to details, imparting them 
only to the bank under scrutiny. All these varied 
functions do not fully indicate the value and importance 
of the activities of the Clearing House. The greatest 
service performed by the Clearing House organizations 
arises from the opportunity presented for conference at 
frequent intervals by the practical bankers of the com

munity and the crystallization of an enlightened senti
ment resulting in cooperative action for the common 
benefit.

Clearing Houses are voluntary associations—not com
pulsory, and seldom incorporated. Their compelling 
force is the might of right, the force of intelligent and 
disinterested public opinion, influencing the community 
because of the character and experience o f the active 
body, the Clearing House Committee. In this forum 
are discussed only matters of practical banking impor
tance; divergent views are expressed and weighed, dif
ferences are threshed out, a unanimous agreement is 
usually reached and thereafter the member banks act 
as a unit.

The first Clearing House Association in this country 
was organized in the office o f the Merchants Bank o f 
New York in 1853. Today there are 230 Clearing House 
Associations in the United States. The New York Clear
ing House has probably always been the most influential. 
It has assumed leadership in many grave emergencies 
and by the courage and sagacity of its management has 
frequently saved the day for the entire country. When the 
United States Governmeht in 1861 was in dire financial 
straits, the Clearing Houses of New York, Philadelphia 
and Boston pledged the total resources of their members 
at a meeting called by the Secretary of the Treasury 
Chase, and relieved the difficulties of the National Gov
ernment. In the panic of 1907, following the lead o f 
New York, 51 Clearing Houses issued loan certificates 
amounting to $255,536,300, enabling member banks to ex
tend additional credit to country banks, to mercantile 
and manufacturing customers, and making it possible 
to pay Clearing House debts without unduly curtaling 
credits or calling loans.

During 1907, the late Mr. James Stillman was Chair
man of the New York Clearing House Committee. His 
wisdom and strength of character enabled him to render 
the country preeminent services in that crisis. As he 
has passed away since our last meeting it is not amiss 
to refer here to his breadth of vision, soundness of judg
ment, and personal power which enriched not only the 
banking profession but the whole nation as well. The 
institution to which he gave the best efforts of his life 
remains an enduring monument to his rare genius.

Permit me to refer to several distinctive features of
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the Philadelphia Clearing House Association. Organized 
in 1858, it has been most conservative in its methods, 
especially regarding the payment of balances, which have 
been invariably paid in gold, through the device o f gold 
Clearing House Certificates, or through gold Treasury 
Certificates. Of course, this rule did. not apply at such 
times as loan certificates were in circulation, but all 
loan certificates were finally redeemed in gold. For 
many years Philadelphia had two daily exchanges. The 
first exchange was very early, at 8 :30 A. M., and in
cluded only checks received by the members on the 
previous day. The second exchange was termed the 
runners’ exchange and included all notes and acceptances 
due on that date and all items in the morning mails 
made payable at the banks. The balances arising from 
the runners’ exchange were settled by means of Clearing 
House Due Bills which were a form of cashier’s check, 
payable only through the next day’s exchange. In order 
to safeguard the banks in holding over night Clearing 
House due bills, each member bank deposited securities 
with the Clearing House Committee in proportion to its 
capital and surplus. The runners’ exchange, however, 
was abolished in January, 1907, the hours for exchanges 
changed to 10 A. M., and now all of the above items may 
be included in the clearing if time permits. The Clear
ing House Due Bill still continues to be used as a sub
stitute for certificate of checks. Gold settlements have 
always been the rule and the Philadelphia Clearing 
House has continually declined to authorize the issue 
o f orders against credits.

£s a result of the Walsh failure in Chicago, a system 
o f Clearing House bank examinations was established 
there in 1906 which has since been generally adopted 
by other American Clearing Houses. This has developed 
into a system of self-protection the value of which is 
inestimable to the banks and to the community not only 
as an inventory and appraisal of their physical assets, 
but on account of the information thereby rendered the 
directors regarding their respective banks. Such exami
nations exert a weighty moral effect upon the manage
ment, who derive distinct profit from the cooperative 
advice of a trained Clearing House bank examiner, spe
cializing upon local conditions and tendencies and neces
sarily familigr with local borrowers. It is generally 
understood that credit for originating this idea is due 
to Mr. W. T. Fenton, the veteran vice-president of the 
National Bank of Republic of Chicago.

The County Clearing House is Boston’s notable con
tribution to the Clearing House system. Owing to the 
compact, clearly defined territory o f New England, all 
tributary to Boston, and the practical skill displayed in 
its organization in 1899, this pioneer country Clearing 
House was instantly and continuously successful until 
finally taken over, body and breeches, by the Boston Fed
eral Reserve Bank. Its practical features made it a model 
for several other important Country Clearing Houses in 
other places and for the existing collection system of the 
Federal Reserve Bank.

The influence and power of the various Clearing House 
Associations of the country reached their zenith in 1914 
when they stood the initial shock of the great European 
war and*met it by the issue of loan certificates.

On Monday, July 28th, 1914, Austria declared war on 
Servia. On Friday, July 31, following the closing of all 
the European Bourses, the London Stock Exchange 
closed. The resulting liquidation of securities upon the 
New York Stock Exchange by European, Canadian and 
American holders was unprecedented in volume, with 
wide breaks in price. The calling o f loans by Canadian 
banks augmented the heavy demands for gold for export. 
About $50,000,000 of gold had been exported in June 
and about $45,000,000 in July. The Bank of England 
raised its discount rate from 3% to 4%, to 8%, and to 
10% per cent between July 29th and August 1st. The

New York Stock Exchange closed its doors on Friday, 
July 31st, for the first time since the 1873 panic. The 
Cotton Exchange closed on the same day. On Saturday, 
Germany declared war against Russia, and on Sunday 
attacked France, and on Monday invaded Belgium.

The New York Clearing House Committee, after con
ferences with the Secretary of the Treasury on Saturday 
and Sunday in Washington and New York, decided to 
issue loan certificates on Monday, August 3d, authorizing 
payment of balances also in any form of currency. The 
Boston, Chicago, and Philadelphia Clearing Houses im
mediately followed suit, ^he savings banks gave notice 
of intention to enforce the sixty day clause upon with
drawals in excess of $50 or $25.
* In swift succession gold exports ceased, foreign ex
change became demoralized and the exportation of grain, 
cotton and other staples stopped as orders were canceled. 
Marine insurance could not be effected and vessels in 
many instances returned to port, having been recalled by 
wireless instructions. Cotton and grain at once declined 
sharply, and widespread apprehension ensued.

The experiences of 1907 had familiarized all city bank 
officers and Clearing House Committees with Clearing 
House loan certificate operations. So the machinery was 
at once quietly and smoothly set in motion under control 
of veterans. This action provided on Monday, August 
3rd, abundant means for settling all balances between 
local banks. At the urgent request of Clearing House 
officials and with the hearty approval of the Secretary o f 
the Treasury, Congress promptly amended the Aldrich- 
Vreeland Act of 1908, which authorized emergency cur
rency. Congress abolished the restriction of a $500,000,- 
000 maximum and repealed the provision that no bank 
could issue emergency circulation unless it had already 
outstanding national bank notes amounting to 40% of its 
capital. The rate of tax or interest was also reduced to 
3% per annum for the first three months, with y% of 1% 
increase for each month thereafter until 6% was reached.

The officers and machinery of the various Clearing 
Houses were utilized by the National Currency Associa
tions, and their committees passed upon and became cus
todians of the securities pledged to secure emergency 
currency. All these measures of relief so quickly adopted 
served to safeguard the money situation, enabled banks 
to expand credits, to make currency shipments to the in
terior, and to meet payroll demands as usual without call
ing loans or curtailing commercial credits. Thus by their 
promptness, energy and good judgment, the New York 
Clearing House Committee with the instant cooperation 
of many other Clearing Houses unquestionably averted 
a disastrous panic and prevented any serious interruption 
to domestic commerce. Twelve cities in the United States 
issued $211,778,000. Clearing House certificates and 
emergency currency was omitted amounting to $384,485,- 
000.

Meantime the British Parliament had decreed several 
bank holidays, then a moratorium, and had later ar
ranged with the Bank of England to. purchase at low rates 
under Government guarantee all bills of exchange ac
cepted before August 4th, without recourse upon the 
acceptor. This was a most important step in Great 
Britain’s masterly policy toward resumption of foreign 
trade. As the British Navy cleaned up the seas of Ger
man ships, ocean traffic started, grain and cotton bills 
were created and became marketable and foreign com
merce was gradually resumed.

In September the $100,000,000 Gold Pool was formed by 
New York bankers, almost every institution in the larger 
cities contributing its proportionate share as part of a 
plan to provide for the payment of various American 
obligations maturing abroad. Shipments of gold were 
made from time to time to Ottawa for account of the 
Bank of England. This gold was useful later on in 
settling balances due us.
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During October the tide turned and practically all 
Clearing House certificates were retired. In November 
the New York Clearing House announced in the press that 
its entire issue had been redeemed. The crisis had 
passed. Money became comfortable in October and was 
easy in November. '

On November 16th the Cotton Exchange resumed busi
ness and the Federal Reserve System was inaugurated, 
the 12 banks opening their doors and gradually com
mencing operations. The reduction in reserve, require
ments added to the existing ease of money and the mem
ber banks shifted their reserves to the Federal Reserve 
Banks without disturbing the money market. The New 
York Stock Exchange opened December 12th.

After the crisis had passed and the Federal Reserve 
Banks were opened, the influence of the Clearing House 
System began to wane unquestionably, then and there. 
Its loan certificate functions have passed away forever. 
Its issue of gold certificates against deposits of gold have 
also gone forever, as the Federal Reserve Banks have ab
sorbed all the unrelated gold reserves and merged them 
into a common reservoir. The Federal Reserve Bank 
now receives credits and pays debts at the Clearing House 
for the member banks by a simple ledger entry and has 
also assumed the functions of the country Clearing 
House, while its Gold settlement Fund, established early 
in 1915, is in some respects a National Clearing House 
for the 12 Federal Reserve Banks. The Federal Reserve 
System has become a most useful.machine for banking co
operation, but in its present organization it has group 
of men occupying a similar positidn to the Clearing 
House Committee, the members of which come together 
fresh from their practical experiences and contact with 
merchants and manufacturers, and feel as no one else can 
th'e pulsations of the commercial life o f the city. They 
serve without political objective and without personal 
gain as a motive. They sit about the table as free and 
independent men, representatives of their banks, serving 
without compensation for the benefit of their community. 
Their opinions take value and prevail as they may or may 
not possess actual worth. Their action is based on their 
own views and not on those of any other superior body. 
The value of their judgment lies in their complete 
knowledge of existing conditions. The Clearing House 
Committee is a striking instance of local self government 
exercised through representatives, in a democracy. The 
foremost bankers of every important Alnerican city have 
been the leaders of its Clearing House activities.

When the United States entered upon war, the Clearing 
Houses of the country were the centers in which financial 
public opinion was quietly formed and crystallized. 
Their influence radiated into the community and moulded 
its attitude. In all the Liberty Loan campaigns and other 
war activities, the leaders of the various Clearing Houses 
have played no mean part. They have also had a tre
mendous silent influence in lining up the financial, com
mercial and industrial units in the larger communities 
and utilizing their resources. The final result has been 
that magnificent and universal spirit o f financial co
operation which has inspired the American people, bound

us all together as a solid nation and unified our efforts 
for financing the war. By this cooperation we have ac
complished what many considered impossible—have mo
bilized the sinews of war to the extent of billions, in 
keeping with the spirit and resources o f the world’s most 
prosperous nation. Today this is the universal attitude 
and men come in from the remoter regions daily and as
tonish us with the story of their work, which is similar 
to ours, in the distribution of Liberty Bonds. This is the 
simple explanation of America’s immense total subscrip
tions.

Today the Clearing Houses are influencing steadily the 
curtailing pf non-essential loans and the shifting of funds 
into channels necessary to the prosecution of the war. 
This is being done so quietly and in such a common sense 
and practical manner that the extent of the transition is 
scarcely realized.

Through the influence of the Clearing Houses the banks 
generally have adopted a system of liberal loans to those 
engaged in all activities which would help win the war, 
even if such policy involved borrowing heavily from the 
several Federal Reserve Banks. This is back of our pro
ductive capacity, beyond parallel in history, and the para
mount element in winning the war. This is a control in 
production and is so stupendous no one mind can com
pass it. Today the post o f honor belongs to the banks 
showing the heaviest amount of rediscounts and bills 
payable incurred in their efforts to help their deserving 
customers finance their production.

During the war period the Clearing Houses have been 
centers from which has emanated a sentiment of supreme 
confidence. We are strong and we have the knowledge 
and confidence of our strength. We occupy a dominant 
international financial position. We hold the largest gold 
reserve in the world; according to Sir Edward Holden 
we have the best banking system on earth. We are 
creating immense favorable trade balances. Practically 
none of our securities are held abroad. We ourselves are 
holding many billions of the Government securities of 
the leading nations on earth. When peace comes the 
United States has an opportunity to become a pre
eminent commercial world power such as no one would 
have dreamed of five years ago. We shall rapidly develop 
our foreign commerce with a strong navy, a merchant 
marine and foreign banking machinery, provided favor
able political influences are assured.

Possessing the friendship of the world, won by the 
sacrifices America has made on account of our faith in 
the right and on account of our ideals of Liberty and 
Justice, we can take a place in world affairs to which the 
character of our people and our unparallelled natural re
sources entitle us, a place second to none. As bank offi
cers and citizens, let us all mass our efforts and influence 
for an intensive war and let each go the limit in doing our 
bit, end autocracy and militarism, to safeguard democ
racy and to punish properly the criminal brutes o f Ger
many, regardless of rank. Those whom we have sent to 
France will do well their part, we need have no fear. 
God grant that we on this side may worthily support 
them.
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*►

Exchange, Collection, or Service Charges from the Standpoint
of a Reserve City Banker

B y Clay II. Hollister, President o f the Old National Bank, Grand Rapids, Mich.

Of all sad subjects under the sun to give one to study let me rec
ommend this as the saddest, not because it is more complicated in 
detail than many other subjects; for instance, it might bother one a 
lot more to find out why a railroad should charge a certain rate for 
carrying hogs to Chicago and a certain other rate for carrying straw
berries, but here is a case where the theory should provide the solu
tion, the theory being that a bank providing a service for a customer 
should be compensated for that service— the answer being in this case 
not only that the bank should provide the service, but it should pay 
roundly for the privilege.

We have been asked to deal with one phase of the exchange or 
service charge question— namely, its effect on the Reserve Banks as 
distinct from Federal Reserve, Central Reserve or Country Banks, or 
in other words, analyze the effect on the intermediate agent who 
stands between the country bank and the larger outside commercial 
world. The conditions surrounding the country banker who seeks to 
build up his business by getting Tom, Dick and Harry to draw checks 
upon him so that his bank will be knbwn favorably, is like to a bank 
which was commended to me recently because it had always cashed 
every check that iny friend had received upon it. To get this repu
tation, which is earned at the customer’ s expense, and add to it all 
glory that is earned by its own effort and get people coming in the 
front door, that is the first step. The real hope underlying it all is 
that somehow these front door parties may prove worth while and 
will let some of their prosperity filter into the bank.

The Reserve Bank is just as eager for business— goes out after 
Country Bank accounts'— makes first a proposition to the country 
bankers that gives the Reserve Banker a small profit, then modifies 
it to suit the taste, adding malt or sugar, but no vinegar, and finally 
lands the account on a basis satisfactory to the Country Banker.

A country banker with pride tells us that he has 387 commercial 
accounts totaling $57,700, and that 142 of these accounts average 
below a $10 balance. lie  says; “ The small depositor in rural dis
tricts I deem the very fibre root which supports the trunk and 
branches of the financial tree, and when the city bank compels the 
small depositor to buy a bank draft, postal or express order to pay 
his bills they are striking at the very hand that feeds them.”  This 
same logic obtains in the mind of those Reserve Bankers who think 
that out o f the multitude of new bank accounts they get and the 
volume o f items they handle will come the glorious victory.

To such Reserve Bankers, and they are few, who have been able 
first to inveigle with soft words, then to charm while the operation 
of classifying, card indexing, averaging, and dissecting was going 
merrily on, and then to finally hold their victims under totally differ
ent terms than those originally dreamed of by the correspondent—  to 
such we bow in admiration. We hope they have done the trick and 
that the Federal Reserve Bank won't get them. But here is the way 
this refinement in service appears to the country banker. One of 
them writes :

“  Our city correspondent will tell us that they make all of our col
lections at par, without cost to us, but do they? Our last month’s 
interest account from one correspondent shows “  deductions to cover 
loss o f time incurred in collecting outside items credited upon re
ceipt ”  o f $128,000 for 3 days. Does that look like collecting at 
par? While -our customers, whom we take these checks of, get 
credit at once.”
- But most Reserve Bankers are not of this class, for either in lack 
of volume of business which can be controlled simply or in the quality 
of their accounts which do not produce loanable margins that are 
simply making one hand spend all its time snatching the burden from 
the other. Sometimes as a juggler they toss one charge in the air 
while each hand grasps another, but eventually they all get down ou 
the carpet.

The classes o f items handled which may be said to compose the 
bulk o f transactions involved in our discussion are a.s follow s:

1. Trade Acceptances.
2. Drafts drawn either with or without attached documents re

quiring presentation to drawers.
3. Checks of individuals upon banks or checks or drafts of banks 

upon each other.
Trade Acceptances in our judgment should bear a collection or 

exchange charge on the part of the remitting bank. This charge 
should be moderate in order to stimulate the use of Acceptances, and 
further because the Acceptance, when properly used, becomes one of 
the most easily handled of items.

Drafts drawn either with or without documents attached, involving 
either the sending of notices, presentation to drawee or both— in 
almost every case involve a distinct service, and therefore should 
yield a charge to the remitting (bank. This charge should be based 
upon the extent of service required.

Checks of individuals upon banks when sent to pay obligations out
side of the town of the drawee bank should yield a small charge to 
the remitting bank. The same rule should apply to checks or drafts 
of banks upon each other except where those checks or drafts are 
upon the larger centers of trade, such as the central Reserve Cities 
and Federal Reserve Banks.

Our argument is as follow s:
Banks are organized for profit. They may vary in service rendered, 

but they are entitled to pay for such service as they do render.
The opening of a checking account by a bank with a customer is a 

service to that customer.
The bank furnishes a safe depository for his funds.

It furnishes him all stationery necessary to transact his banking 
business— including deposit slips, check books, monthly statements of 
account, pay-roll slips, money containers, etc.

It gives the customer a legal receipt for any money he pays by 
check.

It enables the customer sitting at his own desk to pay bills any
where in the country as easily as though they were payable in his 
own town.

This is definite tangible service that every bank renders to every 
Commercial depositor— many banks do very much more than this in 
numerous ways. The customer we say should, pay for this service, 
and a charge may be allowed by him in either of the following ways:

(a) By keeping with his bank a balance sufficient to allow the bank 
to first receive from him and its other customers return enough upon 
its use to repay the cost of the services enumerated above— then in 
addition a small profit.

(b) If his balance is necessarily small he should pay a fixed
monthly fee based on the average cost of similar accounts, or if he 
uses his account freely for paying outside bills, he should permit a 
charge upon every check so used. As an example of accounts that do 
not do this I have cited perhaps an extreme case in another para
graph of the country banker who prides himself that he has 142 
commercial accounts that average a ten dollar balance. If we assume 
that 10 per cent, only of this balance is kept by the banker as a re
serve, we can see that the banker received 54 cents a year, or one 
cent a week for each account providing he loans his money at 6 per 
cent. Out of that he must keep his customer’s true account, protect 
It from fraud or misuse, furnish him stationery as noted above, pay 
postage, get a return on his own investment in bank and fixtures, clerk 
hire and overhead. A banker in Cass City, Michigan, says: “ Just
today I cashed a check for 75 cents, drawn on a bank in Montana. 
Think of it, sending a check from Montana to pay some lodge dues; 
the bankers do the rest.”  Of course banks that take accounts like- 
this make their good customers i>ay the cost of handling the poor 
ones— they expect the few good ones to carry the volume of poor 
ones-—they must charge excess interest to cover this expense or else 
they must be satisfied to take as a profit less than the going rate of 
interest wrould bring them, if other services were properly paid for, 
or if, by making friends with the small customer, you help to draw 
his friends to you, some of whom may be profitable, which at best is 
intangible. A country banker, but a friend o f the Reserve Banker, 
pleads for fair treatment for the latter. He says: “ One fault lies 
largely in the fact that many country banks do not maintain suffi
cient balances as they should, but try to take advantage of and work 
the city correspondent to the limit.”

The commonest form of charge is called exchange. Exchange* the
oretically is the cost o f  remitting actual currency to satisfy an obli
gation at its place of payment. Banks, however, according to loca
tion, size and character of business, have distinctly varying needs 
for actual currency shipments, so that it seems much simpler to us 
to consider the word “  exchange ”  as practically a “  service charge.”  
This is particularly true now because of the fact that banks have so 
encouraged the use o f checks in all manner o f settlements that the 
old practice of selling bank drafts on large centers to customers to 
enable them to pay foreign obligations has almost entirely disap
peared. The competition of express companies and the post office- 
through the convenient issuance o f money orders has also had much to 
do with this— so the check fostered by banks which has come to stay 
and grow in use should bear its burden of expense in direct proportion 
to the service it renders its drawer.

Another banker in Escanaba w rites:
“  The whole question o f exchange and collection charges seems to

hinge on where bills are payable. The buyer says when he pays the 
money at the bank, that should release him ; the seller says that the 
money should be paid to him at his place o f business, and this con
tinual quarrel between the buyer and the seller raises the whole
question and the banks are now standing in the gap, being practi
cally prohibited by law from charging even postage for the remitting 
of money or exchange in payment o f customers’ checks. It would1 
take considerable persuasion to make me believe that if a customer 
of mine brings in $10,000 in cash and immediately draws his check 
jtayable to a firm in San Francisco that I must ship at my expense 
this $10,000 to the Federal Reserve Bank or whatever other bank 
through which it finally reached us to pay this check. This contro
versy has been going on for years, but the city banks and the whole
salers, being better organized and more powerful, have finally con
vinced the Government that money should be paid to them at their
place of business without cost, for goods which they sell. The local 
bank is up against it, as we cannot make a service charge to our 
depositors after years of free service. It is also very difficult for us 
to refuse checking accounts, although we ought to do it where the 
balance is insufficient to warrant the expense. A country bank has 
to do a great many things that a city bank would never dream of 
doing, and I suppose this is one of the things we must in future do 
for nothing. It goes without saying we feel that thej Government 
has unwarrantably taken advantage of the power which has been en
trusted to the Federal Reserve Board to compel the country banks to 
perform a valuable service without compensation.”

In preparing this paper, we sent out a questionnaire. No one is 
really intelligent in these days If he cannot have a bundle of ques
tionnaires about. Here are the questions as asked and the answers 
by “  Yes ”  or “  No ”  as summarized. Many kind-hearted correspond
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ents gave more extended answers and to them we owe much o f the 
discussion in this paper. We sent out 200 blanks and received back 
about 130 replies. We thank these correspondents one and all. In 
writing to them we acknowledged our ignorance of the problem, but 
of course we hoped to deceive them into the -belief that if they 
answered our questions we would find the solution. A few souls, 
bless them, were so deceived, the rest were at least obliging.

Question 1— Do you collect exchange frorp jour home customers cn 
foreign items deposited with you? Yes, 24; no, 10.

Question 2— Do you charge your outside correspondents for items on 
your own town that they send you, both checks and collections? Yes, 
68 ; no, 61.

Question 3— Do you make a profit each year upon this business which 
compensates you in dollars and cents for the postage, clerk hire, sta
tionery and proportion of overhead expense which this business should 
properly stand? Yes, 16; no, 112.

Question 4— Are you entirely satisfied with your present system of 
routing and collecting your cash items? Yes, 101; no, 24.

Question 5— If not, what is the matter? Varied answers.
Question 6— Do you think that your home customers should pay the 

exchange, collection, or service charge which he now may not pay, 
when he, by issuing his check at his own desk, is able to pay debts 
anywhere in the country? Yes, 82; no, 40.

These questionnaires were sent to Reserve Banks and to Country 
Banks, the distinction being only one of size and degree. Question 4, 
“  Are you entirely satisfied with your present system of routing and 
collecting your cash items? ”  With 101 replying that their service 
from correspondents was satisfactory as compared to 24 who said they 
were not, it was manifest to me that the Reserve Banks were at least 
80 per cent popular with their country correspondents and that they 
were therefore not profiting at the expense of the country banker. But 
87 pel’ cent of all answering, Reserve and Country Banks alike, showed 
they were doing this business at a loss.

Now for summing up: The banks in this country have developed the 
greatest number of individual and separate banking offices in the world. 
They are essentially democratic institutions as compared with those in 
countries having the branch bank system. They too have fostered and 
developed the use of checks by individuals far more than in any 
country of the world. This use of checks has an important bearing 
upon the use of money and of reserves. Even though this use may be 
of the greatest value in providing a self liquidating secondary currency, 
its convenience to the maker of the check is such that he should pay 
for its use., His home bank should see that he pays either by direct 
charge or by indirect profit on his account, but this should be care
fully figured so that a profit is made on each account. When the 
home bank has done this, what shall we say of the Reserve Banks? 
Their business is greater in volume and involves bank accounts, in 
addition to ordinary commercial accounts, and they in their turn 
should receive pay for their service by the use of compensating balances. 
They may be able to scale some fees from- a part of this sort of business 
that passes through their hands, but the most of their compensation 
must come from substantial balances kept by the banks whose items 
they handle.

To reduce the cost of handling checks and to place the burden where 
it properly' belongs there might be established in Reserve centers, 
Country Clearing Houses. These should be near enough to their clients 
so that mails could reach them in not over eight hours. These Clear
ing Houses could be operated by joint membership of all banks in the 
district and used simply in a co-operating way for clearing purposes. 
The Federal Reserve Banks could place in charge of each Country

Condensed
B y  J a m e s  M a t t h e w s , Assistant Cashier

The question of a satisfactory uniform statement has occupied the 
attention of bankers throughout the country for many years, and al
though various forms, several of which-are excellent in detail construc
tion, have been evolved and adopted for use, no particular form appears 
to have met with the universal approval and adoption o f the banking 
community. Among such statements are those approvad by this Asso
ciation and, Federal Reserve Banks. The Federal Reserve Board 
recently submitted to the consideration of bankers, merchants, manu
facturers and others interested in the subject, a tentative proposal 
for a uniform financial statement prepared by the American Institute 
of Accountants. That statement is splendidly arranged with respect 
to details and is well suited for all ordinary requirements. Those and 
other statements- of a similar kind are being very generally used by 
borrowers for the purpose of obtaining funds direct from their banks, 
but the practice of furnishing such statements to bankers interested 
in the purchase of paper in the open market has not been followed by 
note brokers.

The Clearing Houses representing a large majority of the paper
buying banks of the United States, therefore, have felt the need of a 
form of statement that will provide essential information not given on 
the forms supplied by note brokers regarding the makers and endorsers 
of notes which they offer for sale, and some months ago the Executive 
Committee of the Clearing House Section appointed a so c ia l commit
tee to prepare a form of statement which in their judgment would 
meet the needs of paper-buying banks. The committee has made an 
exhaustive investigation and study of many forms of statements in 
use among bankers, and have also had several conferences with officials 
of the American Institute of Accountants in order to secure their co
operation and support in the matter. As a result of these efforts 
the committee has worked out a form of statement containing essen
tial details, condensed as much as is deemed practical, which it believes 
will fill these needs. It has been approved in its main principles by

Clearing House a representative to link up the operation of it with the 
Federal Reserve Bank. Each Country Clearing House might receive 
from member banks a balance not subject to interest which the Country 
Clearing House might in turn deposit with the neighboring Reserve 
City Banks. This balance would constitute a fund to protect the 
Clearing House from loss— in addition to this, member bankst should 
make daily settlements of clearing house balances by drafts on some 
neighboring Reserve City bank. Rules covering details could easily be 
formulated. In this plan every Country Clearing House could receive 
and collect direct all checks in its designated zone. This plan would 
relieve Reserve Banks from handling much detail and would leave 
steadier balances in their hands from correspondents and from the 
Country Clearing House. In our judgment the saving In detailed 
handling, postage, and in time of collection would be very great. The 
Reserve Bank’s balances would be as large as before the shift, for the 
Country Clearing House would distribute its funds not in transit In 
Reserve Banks.

It seems more scientific and efficient than present methods and might 
work out to greatly simplify the task of liquidating promptly the 
floating check currency. It -would put it up to each bank, large or 
small, to make a service charge for service rendered to their customers. 
That is where the chief hitch in the plan lies, but is it not as well 
to face this squarely now? With the extension of the Federal Reserve 
Bank— its constant growth in membership, its ability to serve its 
members— and its insistence on getting par collection facilities— are we 
not facing the fact that sooner or later we must spread our expense 
where it belongs and not fool ourselves into thinking that we some
how will play even under the old practice.

We say— let the Federal Reserve Bank help us in handling detail—  
it is quite likely that at least a portion of the expense of the Country 
Clearing House might be absorbed by them so far as their own member 
bank dealings are concerned. Reserve Banks who would thus rid them
selves of much detail would have sounder balances and could probably 
afford to treat correspondents with greater liberality in service and in 
payment of interest on balances.

The Federal Reserve Bank by its influence through these Country 
Clearing Houses upon the methods of country banks could assist them 
in recommending a service charge from customers. They could not act 
as the parent bank in the branch bank system does in establishing 
policies. This might also help the Federal Reserve Bank to find a 
place to us£ some of their large excess earnings for the benefit of 
member banks.

If a plan like this can be inaugurated and the relation of banks to 
their customers and of customers to the check problem can be fully 
discussed and explained so that the customer realized that he should 
bear his part of the burden— the whole matter will solve itself. As it 
is now each party to the transaction seeks to dodge his burden and 
shift it onto the other fellow. Perhaps the customer thinks he is 
dodging now when in reality the charge he should pay directly to his 
home bank is paid by him indirectly in the added cost of the goods he 
buys. If each customer pays his share as a service charge— that charge 
can be made very small. tEvery merchant, in selling wares, in no 
matter bow small quantities, exacts a charge. Bankers have become 
very careless in collecting service charges and are themselves to blame 
for present conditions. They vie with each other in giving service for 
nothing.

We recommend this restatement of the old story to you as intelligent 
bankers. If only we could have President Wilson ask bank customers 
to volunteer to pay service charges to their banks what a wonderful 
piece of patriotic service it would b e !

Statements
of the National City Bank of New York.

the American Institute o f Accountants and is submitted herewith for 
your consideration. This form is very similar to that submitted to the 
Federal Reserve Board by the American Institute of Accountants, but 
in the judgment of the committee embodies other features which will 
be of great benflt to the paper-buying banks.

It is not the desire o f the committee thbt the use o f this form of 
statement shall supplant any of those adopted by the Federal Reserve 
Banks, Banking Associations and bankers generally, as such forms 
have been ecreated to fill the peculiar needs of their originators, but 
It is desired that its use shall apply to the special purpose for which 
it is designed. For individual reasons some of the information re
quested in this form is omitted in the forms generally in use among 
banks, as a banker will sometimes prefer to wait until an occasion 
arises which makes it necessary to demand the information desired,

' and because of the close relationship existing between him and the 
borrower, he Is usually able to obtain it without much difficulty. But 
with regard to a concern borrowing through a note broker, he is not 
so fortunately situated. While note brokers are often willing to assist 
the buyer o f paper in acquainting him with the details desired, they 
are practically unable to do so. The absence of co-operation among 
them and the keen competition existing between them are common 
barriers to the success of attaining this object. They seem to fear 
that if they press their clients very strongly for such detail informa
tion it might result in their losing the busienss to some other broker 
who might be willing to take it without requiring the information in 
question. Because of this condition, bankers frequently have sought 
recourse to the makers themselves for the information desired, but have 
met with replies to the effect that as their dealings in the sale of paper 
have been direct with the note brokers, they must refer them to those 
brokers for the information desired. Nn undue criticism of note brok
ers is intended in these remarks, as their positiou is well understaad.

The statement has been submitted by the committee to the leadiug
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note brokers of the country for their consideration and approval. Some 
iff them are opposed to -o r  seem lukewarm toward adopting it, al
though many o f them are heartily in favor of its adoption and assure 
us o¥ their willingness to recommend its use to their clients. The 
objections which some make to the adoption of the form are that they 
prefer to continue the use of their own statement forms, or to pursue 
their custom of requiring clients, as far as is deemed advisable, to 
have statements prepared by certified public accountants. If the in
formation which they secure in either manner was to be given in full 
to banks I f  would undoubtedly be of considerable assistance, but the 
statements they furnish are often very brief. " They are practically 
without details as to the character of the accounts and notes receivable, 
merchandise, securities, fixed assets, liabilities direct and contingent, 
depreciation reserves and earnings, as well as to the means of endors
ers outside of their interest in the business. The statement approved 
by the committee embraces this and other information vital to bankers.

You will observe in the statement that the item o f Notes Receivable 
Is divided into two sections: “ current" and “ past due,”  with the 
cash value of same. ‘ Accounts Receivable are divided into three sec
tions: “ current.”  “ past due less than six months,”  and “  past due 
over six months.”  It is important to know the length of time in which 
accounts are outstanding in order to determine their value or approx
imate worth. Unstable crpdit risks and Unsatisfactory payers will, 
if given sufficient time, devitalize any business institution, with the 
result eventually of probable loss to its creditors, and the experience 
of many bankers will bear testimony to this.

The Merchandise item is divided into three sections: “  finished,”  “  in 
process— unfinished,”  and “  raw material.”  The Merchandise item 
in the statement o f concerns doing a manufacturing business of any 
kind is not always represented in the manner it should be. Merchan
dise of such concerns means that which is manufactured complete 
and ready for use. Merchandise in its unfinished state is sometimes 
of little or no value unless considerable labor is expended in order to 
complete it for use. Raw materials have likewise a very uncertain 
value while lying in the hands of the manufacturer, and much depends 
upon the nature of it. Raw colon, wool, silk, leather and goods of 
like nature would in active times probably have a ready sale just as 
they stand in the factory, but there are innumerable kinds of other raw 
mataerials which are not so readily salable in their existing state, 
and in all probability it would be necessary to work them up into 
finished goods before they would have any particular value. This 
item, therefore, should Ik* divided into the three parts described.

Under the item of “  Collateral Pledged to Loans,”  the character of 
the collateral is itemized in the following manner: “  notes receivable,”
“  accounts receivable,”  “  trade acceptances.”  “  merchandise and 
other obligations.

The item of Acceptances has been inserted separately from ac-% 
counts receivable and notes receivable in both calumns. While they 
are practically the same in character, it is considered desirable to set 
them out under their particular captions.

A very important item Is that “  Due from Controlled or Allied Con
cerns,”  which hag been segregated in amounts due for merchandise 
and amounts due for advances. Frequently the whole of this item is 
consolidated with the ordinary accounts receivable, and when it is not 
and is set up separately as an amount due from a branch or allied 
concern, it 1b treated as one item instead of being divided into its 
proj>er parts.

The Unsecured Liabilities are segregated according to their particular 
kind, while the “  Secured Liabilities ”  show the character of the 
collateral pledged as 'security in the form of Notes Receivable,

Accounts Receivable, Trade Acceptances, Merchandise and other obliga
tions.

Stocks and Bonds should be itemized so as to show what they con
sist o f and enable one to determine their value.

There is appended to the form a Profit and Loss statement. The 
value o f the information which such a statement produces in addition 
to the financial statement is inestimable. It reflects more accurately 
than any other part of a balance sheet the inherent position of a busi
ness. A balance sheet audit is only partially completed with the 
verification of the assets and liabilities. A deficit or a surplus will 
l>e shown thereon, hut it is absolutely impossible to form any intelligent 
conclusion as to the operation of the business unless an analysis in the 
form of a profit and loss statement accompanies the balance sheet. 
It is not sufficient to know that the balance sheet shows a substantial 
surplus, the preceding balance sheet may have shown a much larger 
one; neither is it enough to know that the profit and loss for a particu
lar period is a certain sum. Those interested in the financial showing 
of a concern desire to know the details of the net result, and these 
details should Ik* set before them in such a manner as to enable them 
to clearly understand the true condition.

It is highly essential that the statements of borrowers should be 
prepared by certified public accountants who are known to the hank
ing community as being thoroughly qualified to do the work. Such a 
statement usually lends greater assurance as a basis for credit than 
one compiled by a concern’s own auditor or bookkeeper, as it 4s known 
to have been prepared by a disinterested person who is free to exer
cise an independent scrutiny of all the details associated with the 
business. Untold losses in the past undoubtedly could have been averted 
if certain borrowers selling their paper in the open market had been 
compelled to furnish a statement thus prepared. Fortunately, however, 
the custom of having their affairs audited by certified public account
ants is becoming more general among seekers of credit each year, and 
pressure should Ik* brought on all borrowers who take recourse to the 
open market for funds to have their affairs audited by such account
ants.

As evidence of the fact that a thorough audit has been made of the 
b<K)ks and that it has not been confined to an audit of certain accounts, 
the certificate printed at the end of this statement, the form of which 
has been fully approved by the officials of the American Institute of 
Accountants, should lK*ar the signatures of the public accountants who 
have performed the work. The need of this evidence will be appre
ciated by those who have had experience with statements alleged to 
be audited when it has subsequently developed Jhat they were only 
partly audited. It must be said in this connection, however, that no 
reliable accountant would place his signature to a statement unless he 
explained in detail the extent to which he had gone in preparing it. 
This certificate when duly signed will afford assurance that the state
ment has been properly audited. It is needless to say, of course, that 
a partial audit is without any practical value and ought, therefore, to 
be disregarded as a basis for credit.

We ask your careful consideration of the statement form herewith 
submitted. It is the earnest desire of the committee that it will be 
approved and adopted by this section and that every member who 
purchases paper in the open market shall require the note brokers to 
have their clients execute this form of statement, furnishing a copy of 
same with the paper they offer for sale. If this rule is uniformly 
carried out it will greatly aid in removing a serious danger which at 
present exists by reason of the lack of sufficient information on which 
to base proper and intelligent judgment in the purchase of paper.

County Organization Plan— Clearing Houses in Smaller
Centers

By F. B. Brady, Vice-President of the Peoples Trust Company, Chillicothe, Missouri

If to-day we were sitting at a gregt feast, and were to call in some 
Daniel to read the handwriting the wall, he would translate the 
words Organization ”  and “  Co-operation,”  and explain that every 
business will be weighed in the balance and found wanting that does 
not heed these words, they are necessary in every form of activity 
from the home to the ultimate end of business and government. At the 
present time it 1b imperative that we work together to handle the 
problem of our communities, our State and our Nation. To-day it is 
every man to his full duty o f citizenship, every association active and 
busy, and every community doing its full share to help win the war. 
This is our golden text.

We are compelled by choice, at this time, to talk over with our 
competitor questions which in the past have been academic and also 
questions of the hour. Co-operation is absolutely necessary. We 
are getting away from the one man and one bank idea. Bankers 
themselves, in their own business, have awakened ■ to the fact that 
efficiency means the calling together o f every officer and manager at 
the close of business or at the opening in the morning, there to discuss, 
outline and plan the daily work, giving to each and every one some 
duty to carry out and to plan a better handling of the daily business. 
These things are practical and show the trend of the times toward 
organization and co-operation, and as a natural outgrowth of these 
conditions there has arisen a sentiment and a necessity for each and 
every town and city having three or more banks to form Clearing 
House Associations, and for every county to have in It a County Bank
ers’ Association both active and working to carry out in minutest de
tail the things that are commanded to be done in . the community, the 
State, and by those at the head of our Nation’s affairs.

In presenting to you the importance of Clearing House organizations 
and County Bankers’ Associations. I wish to call attention to the great

part our small country banks have to do with the administration of 
our country’s affairs. Of approximately 30,000 banks in our whole 
country, about 20,000 have a capital of $50,000 or less, and a major 
per cent, of them are located in towns of 10,000 and less. This fact 
reduced to its lowest terms means that these banks because o f their 
numbers, location and influence, must co-operate locally in the same 
manner that the city banks have done in order that they, themselves, 
and our several State and the American Bankers’ Association can do 
effective work, and perform their functions.

If I were to preamble the work of these Clearing House and County 
Bankers’ Associations, I would, proceed as follows: that they be organ
ized to promote the general welfare and usefulness of the banks of 
the community: to promote a closer personal and business acquaintance 
among their members; to secure co-operation o f all members upon 
matters affecting their interests; to encourage and facilitate the free 
discussion of subjects of importance to the banking interests oil the 
community; to foster the intelligent consideration o f questions regard
ing the financial and commercial usages, customs and laws that affect 
the banking interests; to assist and co-operate in all phases of war 
work.

The simple fact that we may meet and really get acquainted with 
each other has a value not to be measured in material dollars. At 
these meetings selfishness will give way to unselfishness, and we will 
be sui prised to find that the faults we have been charging against our 
neighbor s account were Imaginary faults, and the unfair suspicion 
which we held against him was likewise untrue; and that he is really 
an honorable, conscientious, likable man; fair in competition and 
square in his dealings. I wish I could command words strong enough, 
and could weave them into garlands of rhetoric beautiful enough that 
1 might ho able to impress upon men the importance and pleasure of
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meeting and fraternizing with each other. It makes bigger men, 
broader men, better bankers, better business men. For,

“  When you get to know a fellow, know his every mood and whim, 
You begin to find the texture of the splendid side of him,
You,begin to understand him, and you cease to scoff and sneer,
For with understanding always, prejudices disappear.
You begin to find his virtues, and his faults you cease to tell,
For you seldom hate a fellow when you know him very well.”

This fraternal feeling, this business acquaintance, is the basis of all 
co-operation. Meetings of these associations, like gatherings at our 
Chambers of Commerce luncheons, or lodge work, become places where 
men lay aside personal feelings and work for community good. Upon 
this fraternity and business acquaintanceship as a foundation we can 
easily erect a permanent useful organization.

But aside from the fraternal, and purely from a material stand- 
l>oint, we owe it to ourselves to attend and co-operate in meetings in 
our particular line or work. That man, be he lumberman, merchaut, 
banker, professional man or farmer, who attends the associations of 
his particular line, will soon become a leader in his business or profes
sion, and will be looked up to as such. He places himself and his 
business upon a tableland where competition is a pleasure. His con
ception of things is broadened,, and he becomes a wide-awake, public- 
spirited citizen. On the contrary, that man who shuts himself up in 
his office or business and says he has no time for such things, and 
excuses himself by saying, ** I am attending to my own affairs,”  is 
committing a crime against himself, his family, and society. He is 
guilty of absolute selfishness, one of the sins of the age.

The meetings of these Clearing Houses and County Bankers’ Asso
ciations will serve the two-fold purpose of getting acquainted with one 
another and broadening us out to take an interest in the affairs of 
the community. Not ail the questions discussed at these meetings are 
bank questions. Community problems, Community interest, and Com
munity building are but the natural outgrowth of these associations. 
Matters of civic improvements of your town, and good roads and agri
culture in tlie country are always in good form, and in many places 
owe their existence to one or both of these associations. Problems of 
your community are always problems of your bank. These meetings 
will become a forum for free and friendly discussion of all practical 
and current questions, and when we have reached this condition, we 
will control and regulate competition and reduce to a substantial credit 
of the profits account many things we have been doing gratis for our 
customers through fear of losing their business.

Clearing Houses in the cities have become such a part of the great 
business fabric that they are taken as a matter of fa c t ; a necessity; 
a wheel in the grea| commercial machine. It will be hard for you who 
are present from any of the larger centers to conceive conditions as 
they really exist in the smaller towns and cities. It is the bankers 
in these smaller centers that call for our special attention at this time, 
and we kindly ask our city bankers to assist us in helping solve their 
problems. We all realize at this day and time that our interests from 
a banking standpoint are in a manner identical. There is no distinc
tion between a city and a country banker. We are all governed by the 
same Federal and State law’s and the same principles of banking. All 
working in a common cause under different conditions.

Clearing House Associations in towns of 15,000 or less and in places 
having three or more banks are a practical necessity, and if there be 
any here from cities having no clearing houses, or who have simply a 
nominal association for your convenience in the exchanging of checks, 
and who are withholding the forming and working out of an active 
association through fear that some timid soul should brand your asso
ciation as a combine for selfish interests, I speak to you from actual 
experince, that there is no need for such fear or for such a feeling. 
There has not been brought to my observation, nor has there come up 
in my experience a single instance where there has been any hostility 
whatever manifested between the community and the banks because 
of the forming of a Clearing Hcgise Association. On the other hand, 
the public will see, as they have in our small city, that a Clearing 
House Association is a pow’er for good, and that our deliberations and 
understandings are for the ultimate good of the community. That we 
are meeting to discuss frankly and to decide with deliberation ques
tions of the hour. That our meetings are not private, but public in 
their nature. We can honestly state to you that there is never a 
community question that comes up, but what we are expected to lead 
and advise as to the merit of the proposition.

An active, working Clearing House Association will revolutionize 
your system of doing business. It will turn the unpleasant tasks into 
tasks of pleasure. It will turn worries into joys, and drudgery into 
pleasant duty. How? I will tell you. In many localities, for in
stance, there are no regular hours for opening and closing the banks. 
We know of one good sized town in one of our richest counties where 
the banks are open from seven o ’clock in the morning until they want 
to clow*. Sometimes at nine o’clock at night. Imagine competition in 
this place. If a Clearing House Association could bring about an agree
ment on this point alone in this place it would have done much toward 
making tasks pleasant and work a pleasant duty.

Regular hours and the observance of holidays are due your officers 
and employees. We cannot run on high gear day and night. Relaxa
tion is necessary. There is no sane reason why agreements can not be 
made and understandings had upon some of the accommodations that 
are being granted without compensation to some of their community 
because of fear in competition. We, who are here from the country 
to.vns and smaller cities, know that our ordinary business is much 
harder to handle than the same business would be in the cities where 
there is regulation. In our case nearly every customer feels that he 
should be preferred in the matter of accommodations and credit and 
leads us to believe that unless we comply with his demands, that the 
favors he is asking will be granted by our neighbors. To be acquainted 
with our neighbors through our association at this time, and know 
that exactly the same courtesy and no more will la; granted by them 
is a great comfort toward turning worry into joy.

In every locality there is a base upon which can he figured out 
with a certain degree of accuracy, the cost of doing -business allowing 
a small margin of profit for your time and trouble. It should not be 
considered a combine in any form for you to figure out these things 
and in some form of a gentleman’s agreement witlTyour neighbors, pay

what can he afforded to your customers on time deposits, savings ac
counts, and to agree on the subject of advertising and donations, and 
the amount that should be charged on exchange, collections, bailments 
and escrow matters.

We have in our town, of about 10,000 people, a very harmonious 
Clearing House Association working on the following plan, which we 
do not claim to be perfect, but -finder which we have accomplished a 
great many things. Our Constitution and By-Laws provide that the 
officers shall be elected annually, and that the officers shall rotate among 
the banks, thereby no one can succeed himself. The officers compose 
the executive board and their meetings are held monthly. After the 
manner of our city Clearing Houses, we meet daily at a fixed hour to 
exchange our checks. For a month at a time each of our banks in 
its turn becomes the clearing bank and meetings are held in its rooms. 
This clearing bank acts as manager and receives or pays the debit or 
credit balances to or from the other banks. These balances are most 
wholly paid with exchange. Cold and currency being optional, and 
rarely used. We open regularly at nine o ’clock A. M. and close at 
3 :30 P. M. We also observe all legal holidays.

I* t om the organization of our Association, we have made exchange 
and collection charges. This rule is adhered to religiously, with the 
exception of the agencies that ship currency out of the community 
(Railroads, Express Companies, and Post Office). Every one is charged 
according to a fixed schedule for drafts. We pay a uniform rate of 
3 per cent on time deposits, but have never found it advisable in our 
community to pay on daily balances, except on public funds. In the 
matter of public funds we have a system of distribution which does 
away with the unfair competition that has broken the serenity of many 
banking centers, and eaused bank feuds that are bitter to this day. 
We avoid the unpleasant duty of going on bonds to secure certain 
forms of deposits. We have agreed not to act as clerk at any public 
sale, thereby doing away with the obligation and request, 14 that we 
passed upon the paper, now buy it ,”  also we are relieved of the possi
bility of days of sickness because of having to stand exposed to all 
kinds  ̂ and conditions of W’eather during the days of these farm sales. 
We agree that all requests for contributions amounting to $20 or 
more, shall come before our executive board, where an equitable amount 
is decided upon for all of us to donate. This does away with our 
embarrassment and the possibility of offending a good customer, who is 
always the one sent to you for various and sundry donations. All of 
these tilings and more are possible in your town. We have not reached 
the millennium by any means. Don’ t think that we do not have legiti
mate competition— we do. Don’ t think that we do not have hard and 
delicate problems to solve— we do. Don’ t think we are selfish about 
our neighboring banks without— we are not— but with understanding of 
each other we have always been able to reach a solution or a fair- 
minded compromise on all our problems.

During the past eighteen months as chairman of a special com
mittee of our Missouri Bankers’ Association on Agriculture and Good 
Roads development we have spent much time on the subject of County 
Bankers’ Associations. We found from the outset that in order to 
reach our goal, we would need workers in every section of the state. 
That it would be absolutely Impossible to get results without a means 
through which to work. The natural xnen or organization to which we 
should turn would be bankers or associations of bankers. For We 
realized that they knew local conditions better than anyone, and knew 
the needs of their community, and could suggest to our committee the 
things that would be helpful in their locality. A few counties had 
County Bankers’ Associations. How to get the others organized became 
our problem. Our state association in the meantime had appointed a 
committee of three in each county in our state to be kuown as the 
County Agriculture Committee. We immediately sought their aid. In 
the meantime, they too had found the need for all the bankers in their 
county to be organized for their particular work. At this psychological 
moment, our committee sent out letters to every banker in the state 
telling him of the benefits of such an association. At the same time 
letters were sent to these several Agricultural committees suggesting 
a date for them to call a meeting of the bankers of their county, and 
enclosed therewith a suggestion copy of a Constitution and By-Laws for 
their guidance. If you get men together and show them a plan and a 
reason why they should organize, an organization will be formed. This 
was the primary purpose in enclosing the suggested copy of the Con
stitution and By-Laws, which were drawn up in regular form under 
articles and sections covering the purposes of such an association, the 
officers, their duties, the forming of the executive board, the place and 
time of meetings, election of officers, etc. We found this Constitution 
and By-Laws a very effective means and recommend it for consideration 
in states that are seeking to form these County Associations. We 
suggest that in those states that are active in this work through special 
committees or otherwise that you act aggressively, that you call the 
meetings, set the time of such meetings and have someone on hand with 
a suggested form of constitution and by-laws to help outline a, plan of 
work for the present time and for future meetings if possible.

After these associations are formed, it is very necessary t that they 
be kept active, busy, and interested. They must have enthusiasm ; they 
must have purpose. In the natural course of things there will always 
come up for discussion and disposal questions that are nation wide such 
as Liberty Loan, Red Cross, Y. M. O. A. and Knights of Columbus 
drives; and other questions of a local nature bearing upon conditions 
in their immediate counties, such as roads, pure seeds, drainage, and 
local assistance; and also those questions of a personal nature bearing 
upon thtir own business and the questions of,interest to your own 
banks.

Aside from these questions we have found it a splendid plan to 
furnish to each county association a printed list of topics from which 
their program committe** may assign to certain ones as leaders some 
particular question for discussion. We had our state association print 
for us a card upon which was listed about fifty up-to-date, practical 
questions from which they might get suggestions for discussions at 
their meetings. In some similar manner these associations may be 
kept active and in a receptive mood to render real service in times 
when they are especialy needed, to help our American Bankers’ Asso
ciation and our State Associations, and the special committee ihat must 
necessarily work with and through them.

The meetings of County Bankers’ Associations can be made very 
beneficial both from the standpoint of their own interest and that of
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their community. We have found a ’ great many county wide prob
lems easily solved through their efforts. We know that in many 
counties the County Agent would today be unknown, had not the 
bankers of the county through their, association come forward to help, 
and in many instances to pay his initial salary. The results o f the 
handiwork of this man are reflected in better farming, better live stock, 
better orchards, better home surroundings, and bigger bank deposits. 
In one of our Missouri Counties this season this county agent in the 
matter o f seed corn alone, saved the county $300,000. Multiply this 
amount by the corn producing counties of our state and the amount 
saved for bank deposits, paying of mortgages, and improvement, is 
astonishing. The slogan presented in our Banker Farmer, “  Anything 
that puts corn in the crib and silage in the tank, puts money in the 
bank,”  is absolutely true, and that County Bankers’ Association that 
has used its efforts for the county agent has done* a real service.

Other live questions may be discussed that will bring about a better 
understanding o f city and country folk and initiate a complete system 
of roads and road building. The transportation problem at this time 
is a real one. Great losses have been sustained because products and 
merchandise could not be moved. We are not blaming the railroads 
for this; they have done their best, but were unable to handle the busi
ness consigned to the Atlantic ports. The Railroad War Board was 
established among other things to relieve this situation. Waterways 
and highways are the two remaining means o f transportation. Our 
highway problem is an immense problem and must have special study. 
These highways are being used as never before by truck lines that are 
seeking to relieve the congestion o f freight. In many parts o f the 
country they are kept running regularly on schedule. This will ulti
mately mean hard surfaced and well kept 365-day roads in every com
munity. Statistics show that we have now about 2,750,000 miles of 
roads, and o f this number only about one-tenth, or 275,000 miles are 
hard surfaced roads, and further we have not built over 100,000 miles 
of hard surfaced roads in the past five years. This question will be 
dealt with and solved largely by community organizations o f which our 
County Bankers’ Association and our Clearing House Associations are 
the great working factors. These, with other problems of common in
terest, will build a bigger and a better cititzenshlp.

Our Nation has passed through three Liberty Loan campaigns. We 
are on the eve of another. We have promoted other campaigns in the 
interest of the Red Cross, the Y. M. C. A., the Knights of Columbus 
and the War Savings Stamps. Others are to follow. In carrying out 
this laudable and necessary work, the County Bankers’ Associations 
have had a prominent part to play. They were the great equalizer of 
the burden and the simplifier of the work. Our Government appre
ciates-the fact that wherever it has at its disposal a County Bankers’ 
Association or a Clearing House Association it has a means to which it 
may turn and get results in any drive or work it may have in hand. 
From personal experience as district manager in Liberty Loan Cam
paigns we know that the work was reduced and better results obtained 
by reason o f these associations.

The time is here when County Bankers co-operating with Clearing 
House Associations must solve many of our perplexing problems. In 
the cities it has been found that a clearing house examiner is a neces
sity, both from the matter of personal and community protection. If 
this examiner is conducive to the health of the banking business in the 
cities, why should he not be a good physician to have in the small 
centers and rural .communities. The question is axiomatic and needs 
no evidence.

The employing of such a man may be out of the question at the 
present time in some localities, but until wre are able to secure his serv
ices, It will be the more necessary that we meet and unburden our 
business souls and give each other credit information. Various schemes 
are inaugurated to serve each locality desiring to get this information. 
No banker desires, nor will he allow, his competitor to look over his 
files and registers; but he should be willing to talk over specific cases 
and to help in every way to control and regulate the scattered and 
limit borrower. Clearing House and County Associations suggest, 
foster and encourage this feeling among competitors which will enable 
them to discuss unreservedly these cases.

We are acquainted with one locality where each member of the 
Clearing House Association makes out a list o f his borrowers, and 
at a special meeting each one of these lists are read in turn. As the 
member reads his list the other members check the name that is also 
on his own list. After the meeting and at some convenient time these 
duplicate borrowers are checked up and their credits gone over. This 
form is crude but it is a stepping stone leading to a Clearing House 
examiner. We had in our town a few days ago a case where a farmer 
who is entitled to a $500 credit in his own right had borrowed from 
each of the five banks about $400 or a total of $2,000. This farmer 
\vas fortunate this year ând raised enough wheat on his bottom farm to 
pay off all he had borrowed. Had there been an overflow, we would 
have been compelled to carry this man indefinitely. The bank in which 
he niad^ bis deposit was quick to see his checks coming in through the

clearing from the other four banks, and at the next meeting of our 
Clearing House Association this man, his affairs and his methods of 
doing business were thoroughly discussed and it was definitely decided 
that he should borrow where he deposits. This instance is mentioned 
because it is duplicated in a greater or less degree in every locality, 
and the only way to control it is by co-operation in some form that 
will lead up to the employment o f an examiner which is the ultimate 
solution of the problem by which the scattered and limit borrower 
may be restricted and controlled.

Another question that will finally be solved by our County Bankers’ 
and our Clearing House Association is the handling o f our local coun
try checks. We know of a few counties in some of our western states 
where these checks are being taken care o f by the county clearing 
house plan. The matter of dumping our local checks upon our city 
correspondents is, in a manner, an imposition. These checks we send 
them by the thousands, ranging in amount from a few cents up, to be 
handled without expense to us, a matter we do not all appreciate. 
Hundreds of these smaller items especially (the larger ones could be 
sent to build up reserves) could be handled through some county clear
ing house plan maintained by our County Bankers’ Association or our 
Clearing House Association in the towns. This plan would save much 
time and great loss by getting these checks and items to their paying 
bank at once to be charged against the drawer’s account, who in the 
meantime draws his balance innocently or otherwise calculating that 
his checks are all in.

We go on record here and now as being in favor of County Bankers’ 
Associations in every county and Clearing House Associations in every 
city and town having three or more banks. This you will always find 
true with reference to these two Associations. When you get a County 
Bankers’ Association formed, it will be easy to form Clearing House 
Associations in the towns within the county. The converse o f the 
proposition is likewise true. If we get Clearing House Associations in 
the cities and towns within the county it will be easy to form County 
Bankers’ Associations. These Associations are a constant source of 
stimulant for Increased production, which is the one road to perma
nent city building, and profitable banking. When harvest fields smile, 
towns are fat, and factories show an increase in their pay rolls. Corn, 
wheat, hay, beef, pork, minerals, oils are home builders, are builders of 
great cities, and depend upon the stimulant given by bankers’ asso
ciations.

We also know that with these units strong, it will be a simple matter 
to build up strong state and National Associations. The principle 
that strong units make a strong system is absolutely true. He who 
helps make the unit strong is rendering a service to the great American 
Bankers’ Association and his own great State Association. These 
County Bankers’ Associations and Clearing House Associations are the 
nerve centers through which the brains of these head associations send 
out messages of action to the corners o f the earth. Without them that 
part of the great organization is paralyzed and wastes away. There- 
lore, that bank or banker that helps in keeping these associations active 
and working is a welcome physician and should be heralded as a builder 
of a better business relationship. With these things done we feel that 
we are all a working part o f the great Banking Machine o f the nation, 
and that we are a working part of our own state and American Bank
ers’ Association, that we are simplifying and protecting our work. That 
we are all a part of one big family whose purpose in life is that each 
and every member may live, prosper, and become an influence in his 
community. This, as we understand it, is and has been the whole pur
pose of organized effort, and if any one of us has not received benefit 
due him, it is because he has not done his duty in work and co-opera
tion. .

We turn toward the future and behold the dawn of a day o f great 
possibilities for our Banking System and our American and several 
State Associations which are only in their infancy. - We behold new 
fields of labor. New conditions to be met. Great changes to be made, 
and we are compelled to say with o u / Lowell:

"N ew  times demand new measures and new men;
The world advances and in time outgrows 
The laws that in our father's day were best;
And, doubtless, after us some purer scheme 
Will be shaped out by wiser men than we,
Made wiser by the steady growth of truth.
The time is ripe, and rotten ripe, for change;
Then let it com e; I have no dread of what 
Is called for by the instinct of mankind.
Nor think I that God’ s world would fall apart 
Because we tear a parchment more or less;
Truth is eternal, but her eflluence,
With endless change, is fitted to the hour ;
Her mirror is turned forward, to reflect 
The promise of the future, not the past.”
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Service, Exchange and Collection Charges
By C. W. At.eendoerfer, Vice-President of the First Na tional Bank, Kansas City, Mo.

Almost all of us who have been charging our customers for any
thing except interest on money recognized as loaned, have been includ
ing some service charge. For the most part we have disguised it (I 
claim much credit for not haviug used the word “ camouflage”  in this 
connection) under the name of exchange charge, or collection charge, 
and somehow the public has gathered the idea that we weren’ t making 
the charge at all, but it was the fellow at the other end somewhere, 
and we were reluctantly obliged to collect it for him. Now that the 
Federal Reserve Board and the public are beginning to understand 
each other’s language somewhat and the wonderful elasticity of that 
word “  par ”  is realized, we, the commercial banks, are having to be 
more exact in our choice of English and must correctly name the 
little sums separated daily from our best informed customers. Per
haps a part of the charges must be omitted (and made up for some 
other way) ; of the remainder we must declare, eventually, what 
portion, if any, goes in our own earnings, and why.

Plunging into the middle of our subject, we strike “ exchange,”  
a word commonly used to cover all charges^on checks and drafts. 1 
need hardly say in this company that therefwas a time when credits 
were transferred from city to city largely by the shipment of a good 
deal of actual cash, and that heavy charges made by country banks 
for remitting to cover customers’ checks were somewhat justifiable. 
(Besides which the country banks were small and nefeded the money 
and the endorsers were big banks that would never miss it.) You 
couldn't blame the country banks much when the banks in the larger 
reserve cities offered as an inducement to placing accounts with 
them, the bait that they would send ° large volume o f local checks 
on which a healthy charge was expected. To a considerable extent 
the individual depositors in the reserve cities were paying for this 
liberality to the country banks, and I suppose they were raising the 
price of goods to make themselves whole. Thus the wheel sped 
merrily around until the volume of checks from the country banks 
became so much heavier than the volume from the city merchants 
that the reserve city banks lost a lot of money in the exchange 
account* and some Yankee devised the Country Clearing House.

Whether due to their organization of these collection agencies or 
not, about this time the idea seemed to gain headway that it was out 
of date to charge for transportation on cash which was never 
shipped and to have checks on one’s bank discounted when sent to 
merchants in the centers. A strong movement toward universal par 
remittance for checks was. on before the Federal Reserve System 
was established. Perhaps the full benefit of this reformation had 
not reached all depositors, and there- was much rejoicing over the 
announcement that* the toll gates to commerce ”  would be removed. 
You know the struggle the Federal Reserve Board has had to deter
mine what the law meant they should do on this point* and the diffi
culty the public and even some Federal Reserve Bank officials have 
had understanding that time and distance cannot be eliminated en
tirely in the collection o f checks, that “  float ”  is a horrible reality, 
and that a respectable part o f the so-called "exchange charges”  
was for interest on credit advanced against uncollected funds.

The Federal Reserve Banks Introduced a mysterious stranger into 
banking lingo at this moment in the person of Mr. “  Service 
Charge,”  who was cordially received by many and set to work most 
industriously. I f l%c*. was a, fair charge for what the Federal 
Reserve Banks did with a check, after they received it, 3c. would 
barely cover the entire handling cost, and it was better to make the 
minimum charge to the depositor 5c. per item, to be safe. The per 
item “  service charge,”  plus a low rate of interest based on the 
Federal Reserve Bank “ schedule of deferred availability”  (another 
choice addition to the language), became popular. Then wbat does 
the Federal Reserve Board do but “  eliminate ”  (cut out) (also 
“ ‘absorb” ) the “ service charge” ; the interest rates go up, and 
there our “  exchange ”  charge is all out of kilter again. The fact 
remains, however, that the charge made a depositor on a cash item, 
out-of-town check, must cover—

(1) Charge made by bank at point on which drawn for remittling 
in immediately available exchange.

(2) Interest until funds do become available.
(3) Service or handling charge, including cost of postage, station

ery, labor, "etc.
It is my belief that if no cost is experienced on item No. l (charge 

by bank at point on which drawn) the endorser should benefit. It is 
true that the check which is par to one bank in the city may cost 
another. In handling items on some other point their positions may 
l>e reversed. The bank which can handle the larger volume of item-< 
at par to itself is in position to extend the better service to cus
tomers and can compete more advantageously for new business. How
ever. in this respect, the country clearing house and the par list of 
the Federal Reserve.Bank are great levelers and the banks are prob
ably more nearly on an equal footing now than ever before. Item> 
which no bank in the pity can collect without cost for conversion 
into available exchange, should be common charge points, and so 
tixed by Clearing House Rule; but the discretionary territory should 
lie as large as possible without doing real injury to the member 
banks. It is not my intention to say that all items on discretionary 
points should be handled at par for endorsers; certainly those ac
counts whose balances do not justify absorbing cost should lx* 
charged, and some accounts may have so heavy a load for interest 
on float that it is best to spread the charge over all or nearly all 
the whole volume deposited by them, instead of making the rate so 
high by charging only on cost items.

Interest, which is the second thing which our charge to the cus
tomer should cover, Is also, to my notion, not to be applied evenly 
against all items deposited. Of course the float should Ik? deducted

from ledger balances when crediting Interest on interest bearing 
accounts, or some recovery accomplished, but I cannot agree with 
the argument that because the bank places the amount o f an out
side check to the customer’s credit and gives him the privilege of 
drawing against that credit, he should pay interest until the check 
is collected. If he uses the credit he should pay; If his balances 
always exceed his float he should not pay unless it be to increase 
his net balances to an agreed amount, as a basis for a loan or 
something of that kind. The better banks in Federal Reserve Bank 
or Branch Bank cities, are analyzing accounts and know whether or 
not a customer is checking against uncollected funds. The rate 
charged on float heed not correspond with the loan rate, and should 
not fluctuate. In my judgment C per cent. Is about right for the 
country as a whole.

Probably it was about the cost of handling, the third item to be 
included in our charge, that I was really expected to speak today, 
and it is the item I know the least about. At the same time, I 
recognize it as an issue receiving close study in nearly every large 
city. I do not know how much it costs to handle a transit Item In 
our bank. I was never wholly satisfied with our own “  per item ”  
cost-analysis, or that of any other bank which I have been permitted 
to see, and certainly the rapid changes of the past year in expense 
for postage, labor, stationery, equipment,, etc., have increased cost 
by a percentage I have not yet attempted to estimate. Assuming, 
however, that it is possible for a banker to fix for himself the proper
amount for a service charge, let us discuss the advisability of apply
ing it. This will differ somewhat with conditions in various cities,
and while in Kansas City we feel now that It would be a mistake
to apply service charges, the arguments which have weight with us 
do not apply in all other places, and conditions may change with 
us, and alter our attitude sooner than we expect. Our study of 
the question at home has led us to believe it hinges on one query—  
are we ready to fix and pay a market price for deposits and fix and 
charge a market price for service? It is not the custom in Kansas 
City to pay interest in individual checking accounts. The trust 
companies have quite a volume of commercial accounts, on which 
they pay Interest, and which they charge rather more exchange than 
the national banks, which do not pay Interest, but which collect 
more Items at par. Altogether the competition between banks is 
clean and their relations with the public and each other are fair 
and honorable. The movement toward a general custom of paying 
interest on balances is slow, even the gradual, and it seems best not 
to hasten the movement by the enforcement of higher exchange 
charges. Experimental analysis indicates that the present situation 
is rather favorable to the hanks. Most of the banks analyze all 
accounts which deposit any considerable number of country items, 
and where the balances warrant it, full benefit of par points is given 
and no service charge made; where necessary to do so to make an 
account profitable, charges are applied on all outside checks depos
ited, or only on those in certain territory, etc. It seems to us inad
visable to adopt a Clearing House rule for uniform exchange charges, 
except on Common Charge Points. Probably our plan is not suitable 
in St. Louis or Chicago, or some other cities, but we have been 
pleased to note the recent changes in the New York rules very 
greatly enlarging their discretionary territory.

The mention of changes in New York rules takes us naturally to the 
next title in our subject, Collection Charges. New York has also 
reduced the required charge for handling acceptances and like items.
I am not familiar with the rules in other cities on this- point, and 
it has had only informal discussion by the rules committee of our 
Clearing House, as we have as yet only a limited volume of that 
class o f collections. Neither a “ par item ”  charge nor a percent
age charge seems to he quite right for this service. When the cost 
analysis department reports that each collection means an expense 
of 10c. or 25c., it does not follow that the charge to the customer 
should be that amount on each item. The greater responsibility as
sumed in handling the larger sums should be paid for. Yet, while 
SI might be a fair charge on $1,000 collection, $10 seems too great 
a charge on a $10,000 collection. Except for special classes of 
items requiring particular attention and correspondence, a charge of 
10c. per hundred dollars, with a minimum of, say, 25c. and a maximum 
of. say, $1, is suggested as a basis for discussion. Not less than 
the minimum charge should be made on items returned unpaid.

These charges are, of course, in addition to those made by the 
bank presenting tlie item to the drawee or payor. How much that 
presentation service is worth may better be left to those representing 
other than Federal Reserve Cities. In the Federal Reserve Cities 
the larger part of the street collections are received from correspond
ent banks carrying balances with the city banks on the strength of 
which those services are rendered free. On items received from 
sources other than customers,1 a minimum charge of 15c. or 25c. is 
justified, whether items are paid or hot. For collecting and remitting 
on items which are paid, I believe it is not far wrong to charge 
10c. per hundred for the first $1,000, 5c. per hundred for additional 
hundreds up to $5,000, and a less rate on further additional hun
dreds. On some items this rate will not he heavy enough, but it is 
given as an average rate and as a basis for debate.

Mr. Thralls asked that I say something about a service charge on 
accounts on which the balances are too small to earn the cost of 
handling. I cannot speak with any authority on that point, as we 
have had no experience in it in Kansas City, nor do I know of any 
Federal Reserve City in which the practice has been followed for a 
period sufficiently long to determine its wisdom as a fixed policy. 
Undoubtedly it will he followed by an immediate saving to the bank,
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but its effect upon the general feeling of the public toward the insti
tution, and thus upon its growth and profits, can only be ascertained 
by a careful study of the situation for a number of years. It is 
apparent that banks handling a large number of active accounts, 
such as those of college students, have little or no hope of profitable 
business arising in the future out of these relations, and a service 
charge to cover actual expense is almost compulsory. The suburban 
banks in Kansas City apply such a charge to small household ac
counts, etc. But down town commercial banks should not accumu
late a heavy proportion of small balances if the officers who open 
new accounts use discretion and care. Partners, managers, cashiers 
and others, Influential in the control of large business accounts, 
often like to do their personal banking where the firm or company 
account is carried. Men of this class are likely to become valuable 
customers as individuals eventually, and meanwhile any expense in 
accommodating them may be charged against the earnings on the 
business balance. Accounts are offered every day which, only by a 
remote possibility, will ever become profitable. The careful officer 
convinces some of these people that a savings account is what they 
want, or perhaps that his bank is not equipped to care for their special 
class of business. The hundreds of thousands of people whose first 
experience in putting money in a bank has been in payment for a 
Liberty Bond, and who wish to continue putting money in the bank.

need savings accounts, where you put in, not checking accounts, 
where you draw out.

It seems to me rather difficult to say just when the overhead be
comes larger than the earnings on a balance. The bookkeeping ©n 
five checks or ten checks a month may cost more than the earning 
on a $50 balance or a $100 balance, by 25c. or 50c., but the amount 
o f work, and trouble to receiving tellers, paying tellers, even officers 
of the bank, is not so easily measured. I believe that, in the larger 
cities, the small accounts can be pretty well taken care of by 
directing them into the proper financial pews and by charging to ad
vertising or to the profit on other definite accounts, the expense on 
the small balances which it Is believed desirable to retain. I submit 
this opinion also subject to change after hearing from the gentlemen 
who have successfully tried out the service charge plan.

May I say in closing that, in our city, while we admit that over
head is not accurately figured, the principles of cost analysis are 
constantly applied to accounts, and we believe with better resulte 
than would follow the enforcement of more rigid service, exchange 
and collection charges under Clearing House Rules. Pardon me for 
referring so constantly to the viewpoint we take at borne, rather 
than to the practices in other cities, with whose “  extenuating cir
cumstances ”  I am not familiar.

Committee and Officers* Reports—Clearing House
Section

Annual Address of President of Clearing House Section
The Clearing House Section of the American Bankers’ Association, 

like its member, the Clearing House Association proper, bad a very 
humble beginning and a very modest purpose. The Section was organ
ized in St. Louis in 1906. It came into being as a result of a series 
of annual conferences, the first of which was held pursuant to a resolu
tion adopted at the annual convention of the Michigan Bankers’ Asso
ciation in Port Huron in July, 1899. The attendance at the first, and 
indeed at many subsequent conferences, was confined almost entirely 
to representatives of the Clearing House Associations of the Reserve 
Cities of the country. The meetings were devoted largely to the one 
great question which is still of paramount importance, that of evolv
ing and adopting a uniform schedule of exchange charges.

In keeping with the spirit of the times, however, and the develop
ment and growth of business, the Section quickly broadened its scope 
until to-day we can1 confidently say it is one of the most valuable 
divisions of the American Bankers’ Association, serving, as it does 
through its members, every section of the United States. Its member
ship includes every organization in this country that can be rightfully 
termed a Clearing House Association, and every member, whether large 
or small, is accorded representation in the meetings o f the Section and 
on an equal basis.

Authority for the conduct of the Section’ s affairs is vested in its 
officers and its Executive Committee, and in this connection it might 
not be amiss to say that tlie Section has been fortunate, In attracting 
to its various offices and committees some of our most capable and 
practical bankers. This was particularly true in previous years, and 
the result of the efforts of these gentlemen has been a great improve
ment in the customs and methods of the banks of the country.

In view of the unusual financial conditions that do now and will 
prevail on the conclusion of peace between the warring nations, and the 
great need there will be for co-operation and intelligent and unselfish 
effort on the parts of the banks of this country as well as those of our 
allies to the end that the work of reconstruction and rehabilitation may 
be presecuted without interruption for the want of necessary financial 
aid, it might prove interesting for me to refer briefly to some of the 
activities and accomplishments of the Section in the years previous to 
Hit* war as well as the efforts of the Section in aiding the Government 
since the beginning of and participation in the war. A thoughtful 
consideration of those activities and their results in the light of what 
may be accomplished later by continued and extended effort may prove 
instructive.

During the several years of its existence and prior to our entry into 
the war, the Section devoted its efforts in part to encouraging and urg
ing the adoption- by its members of the Clearing House Examiner Sys
tem, to the working out of the plan for lettering and numbering of 
checks and drafts, and to promoting methods of standardizing and 
reporting “  clearings.”  I mention and single out these three very im
portant accomplishments because I believe them to be the most promi
nent achievements.

Perhaps one of the most important functions of a Clearing House 
Association is that of conducting, under the supervision of a Clearing 
House Committee, rigid periodical examinations of its members by its 
own examiners. In many cities where the Clearing House Examiner 
system is in operation, tremendous losses have undoubtedly been 
averted, and improvements have been brought about in many wavs 
which could hardly have been accomplished through any other in
fluence or any other system of supervision. It was because of the
watchfulness and influence of this department of the Clearing House 
- ssociation that Mr. John W. Wilson of San Francisco was warranted 
in making the statement that during the past ten years no depositor 
las lost a single dollar through the failure of any bank operating under 

the supervision of a Clearing House Examiner. I am safe in asserting.
I am sure, that no Clearing House Association which has enjoved the 
oenefits of such supervision would now abandon it for any other.

It was through the efforts of the Clearing House Section that the 
Lmversal Numerical System, which has unquestionably saved hundreds

of thousands of dollars in expense of operation to the banks of America, 
was evolved and developed. This plan is adaptable to organizations 
of every size. Its use facilitates the handling of checks, drafts and 
other items in the various departments of a bank. It is certainly a 
great labor and time saver, and practically every bank in the United 
States is now using it.

Some time ago the officers of the Section became thoroughly satisfied 
that the weekly “  Clearings ”  figures did not and could not be made to 
accurately disclose the volume of business transactions for the reason, 
as it can readily be understood, they frequently included items that did 
not represent actual business transactions and they never included the 
vast amount represented by checks and drafts that do not pass through 
the clearing bouses. We, therefore,! sponsored the plan of reporting 
so-called ”  total transactions ”  and after long and persistent effort we 
are pleased to be able to report that the members of many of our clear
ing houses are now' reporting to us weekly the total of debits against 
individual, savings and all other accounts. As 95 per cent or more of 
the business of the country is transacted and settled through the use 
of checks and drafts, it will be agreed, I am sure, that when this plan 
becomes nation wide, as It is confidently hoped it will, it will .prove to 
be a barometer of business that cannot possibly be improved on. The 
“  total transactions ”  that are compiled by our members and reported 
to us weekly are published by us and are proving to la- of a very great 
value to the Clearing House Associations and their members and the 
business interests of the communities they serve. The Federal Reserve 
Board has recently indicated an interest in the figures of “  total trans
actions ”  by requesting the Clearing House Associations throughout the 
country to accumulate and report such figures to their respective Fed
eral reserve banks where they will be totalled and transmitted weekly 
to the Federal Reserve Board at Washington whence they will be again 
totalled and the aggregate for all the Federal Reserve Districts given 
to the press for the information of the public. We respectfully urge 
that every Clearing House Association co-operate with its Federal Re
serve Bank to the end that these figures may be promptly and accurately 
available.

The country Clearing House Department idea, which had its inception 
in Boston, was taken up through the influence of his Section by ten 
other leading Clearing House Associations, with the result that a sav
ing in expense to banks aggregating thousands of dollars annually has 
be<-n accomplished. Through the influence and the machinery o f the 
country clearing house department, the banks in the cities where they 
are operating have been enabled to attract business which they would 
otherwise not have received. They have been enabled to rduce the cost 
of handling out the town checks to a reasonable basis, and to place at 
the disposal o f their patrons efficient service for the handling of items 
on practically every city, town and village in - the United States.

I might continue on at some length and mention many more accom
plishments as results of the efforts o f the Section and I might .very 
properly say that it was largely through the influence and the efforts 
of the Clearing House Section, its officers and members that the present 
gold settlement fund of the Federal Reserve System was established. 
This is a function of the Federal Reserve System that has operated from 
its beginning to the entire satisfaction and benefit as well of every 
interest in the United States.

I might also mention some of the notable achievements of the Clear
ing House Association of the country in times of stress such as the 
panic year of 1907 and the stressful months following the outbreak of 
the present war in 1914 when by the well directed use of the equipment 
and machinery of the clearing bouses of the country untold financial 
losses were averted.

I might mention, too, how through the formation of gold pools and 
the resort to other instrumentalities of the Clearing House Assoeiatidns 
our exchange market has been protected, tbe value o f the dollar sus
tained and the gold supply of the nation insured against undue with
drawals. Indeed, it might very properly be said that tbe experiences 
gained through Clearing House Association activities during the panics 
and other trying periods of the past proved very helpful when the bill
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authorizing the present Federal reserve system was pending in Con
gress.

I might further mention many other constructive and helpful things 
which the Clearing House Associations o f the Country and the Clearing 
House Section have developed and encouraged, but suffice it to say now 
that there is no form of organization o f banks that is less expensive to 
maintain and yet more effective and valuable than is that of the local 
clearing house. It serves as the medium through which the banks of 
a community may co-operate to the end that they strengthen and pro
tect themselves and at the same time better their facilities in order that 
they may render greater and improved service to the public. The 
Clearing House Section affords the channel through which the several 
clearing houses may co-operate to their mutual advantage.

Co-operation, at least co-operation to the extent that now prevails, is 
very rightfully said to be one of the great by-products of the war. At 
the Briarcliffe meeting, a year ago last May, our Section pledged its 
undivided support and assistance to the Government. During the past 
year we have been called upon to fulfil that pledge. We have investi
gated, on behalf of the War Industries Board, the standing, the char
acter and the productive ability of more than 1400 firms, individuals 
and corporations with which the Government expected to have dealings. 
We have put our machinery in full motion during the various Liberty 
I>oan campaigns and our Secretary was called to Washington where 
with our consent and approval and under the direction of the President 
o f the Association, lie was in direct charge of the bank division of the 
War Savings movement for a period of five months. The division suc
ceeded in prevailing upon more than 18,000 banks to accept formal 
appointment as agents for the sale o f War Savings and Thrift Stamps, 
ami more than 7,000 additional banks and trust companies were induced 
to actively participate in the campaign.

While the services rendered by the Section during previous years have 
been ot great constructive value, they appear small as compared with 
the results of our efforts in rendering assistance to the Government dur
ing the past year. Our experience has opened opportunities for service 
o f which we had not heretofore dreamed. The United States has 
evolved from a nation of million-dollar transactions to one of billion- 
dollar transactions. We have just begun to realize not only our 
responsibilities to the other great nations of the world, but our 
strength as well.

There is no other single class of people in America that has a more 
splendid opportuniiy for rendering constructive and patriotic service 
than its bankers of today. We as bankers have within our power the 
granting, directing and controlling of credit, which is one of the most 
Tital factors to the present and future welfare of this country. By 
properly exercising this power, we can direct needed funds into channels 
o f essential production. By failing to properly exercise this power we 
can bring calamity upon the country. By wisely directing our efforts, 
extending credit where it should go, and withholding it from non-essen
tial industries where it can be done without causing embarrassment 
and unnecessary sacrifice, we can do much to conserve labor and ma
terial for the Government’s use in the prosecution of the war.

The wise direction of financial affairs by America’s leaders is to my 
mind vitally essential to the nation’s welfare today. It would seem 
much more effective of good for 30,000 banks intelligently to undertake 
the conservation and direction o f credit, than for an equal number of 
patriotic well meaning but irresponsible men and women to endeavor 
to direct 110,000,000 people in the economic duty of a nation during 
the period of war.

The situation confronting us at the moment is one that requires 
careful study and the most sober consideration" America today needs 
the deliberate and composite judgment of the best minds of every com
munity. in order to meet the huge problems which the war has pro
duced. The Clearing House Association is the medium through which 
the best judgment can be had on those problems which are financial in 
their character. It is America’s financial strength that has made 
her from the outset such a valuable ally of England, France and Italy, 
and that makes her the keystone of the Allied arch from this time on. 
This war is at bottom an economic struggle. It was England’s economic 
strength that enabled her from the outset to take a leading part in the 
war. It was Germany’s economic strength that gave her the power to 
withstand the nations arrayed against her from August, 1914, on. It 
was Russia’s ecouomic weak ness that proved her undoing. It is our 
economic strength that will bring mastery to our cause in the end. 
For with our tremendously strong and well organized resources back 
ing up the boys and men who go to the firing line we shall impose such 
a bulwark of strength against Germany that there will bo no with
standing it.

A few simple comparisons may serve to illustrate the point I want 
to bring home to you. Up to 1917 the expenses of the Government of 
the United States for military and naval purposes were in the neigh
borhood of $250,000,000 a year. In the current fiscal year the Gov
ernment of the United States will spend nearly 100 times that amount 
for military and naval purposes, or 24 billion dollars. Every day we 
are spending for warfare as much as England. France, Russia, Germany 
and Austria-Hungary combined spent daily in the first year of this 
gigantic struggle. Can you conceive what it means for a single nation 
to be spending more than $00,000,000 a day for warfare? The Civil 
War cost the North and South together upward of $0,000,000 a day, 
and that war, tip to 1914, was the greatest war ever waged in tin* 
history of mankind. Its cost had always been talked of as fabulous. 
Yet every day now the United States Is spending ten times more than 
was spent daily to carry on the Civil War, although in this present 
conflict it is only one of twenty-six nations directly and actively 
engaged,

It ought to make us very happy that America should have de
veloped so amazingly as to be able now to apply the force represented 
by the expenditure o f more than sixty million dollars daily to the 
overthrow of a brute despotism. Germany never believed we could 
do it ; we ourselves not long ago were rather dubious. We can say 
without boasting that no other nation of the world ever approached 
America’ s present pitch of war activity. Great Britain and Germany 
right now are spending, each one, about two-thirds of what we are 
spending for the prosecution of the war. Great Britain and Germany 
Were respectively for four years the chief financial reliance of the two 
able to supply greater sums of money or material for war purposes 
than iliese two nations provided. But now we find ourselves_not

long since a pdpce-loviug people intent on our own affairs and religiously 
avoiding quarrels with other nations— we find ourselves spending 
money for warjat a rate one hundred times greater than a little while 
ago, up to auyamount not far short of the sum o f the war expenses of 
Great Britain^ and Germany combined.

Does this not measure America’s vital place, economically, in this 
war? If necessary, we will increase even upon our present large rate 
of war expenditures. Our purpose is to win the war, and win it 
quickly, and to that end we will apply all our wealth if that be 
necessary. The wealth o f the United States is three times that of 
Germany. It is double that o f Germany and Austria together. Com
bined with the wealth of Great Britain, France and Italy, it imposes 
an uusurmountable wall of strength against the assaults of the Prus
sianized central empires, and if  its strength be properly applied as it 
will, it will surely serve to bring victory to our cause.

The proper application of America’s strength to the war rests in 
the hands of any other single body of men. It is our duty to see that 
out of this strength issues a force that will end the war speedily and 
effectively. The banks of the United States have a real responsibility 
confronting them, for let me remind you that beside the war prob
lems which now face us there are after-war problems, which must 
be carefully considered today in everything we do. In point of time, 
the war is of short duration in comparison with the period to come 
after, and we must keep our thoughts directed constantly to what will 
follow the settlement of the present crisis in the world’s affairs. The 
machinery of peace has been thrown completely out of gear by the 
events of recent times. We are hopeful that we shall be called upon 
to throw it back into gear before very long. How we shall do this, 
none of us can now say. But we must see to it during the continuance 
of the war that we do not so completely destroy the machinery of 
peace that we cannot throw it back into gear without violent com
plications.

I do not mean that we must seek to so conduct our affairs that 
the world may be brought back directly to the conditions existing prior 
to 1914. Those conditions can never in my opinion return exactly as 
they were— nor would we have them so return. New conditions must 
be brought about; conditions that are better than those which preceded 
this world cataclysm. They must come under wise and capable direc
tion, and the world will look earnestly for proper guidance when the 
day of its full regeneration is at baud.

Many problems will face the world then. . There will be political 
and territorial problems. There will be problems of races and creeds, 
o f alliances, of education, and of guarantees for the world’s safety 
against ruthless war-making in the future. Beyond these there will 
be problems of capital, o f  labor, of property, of trade and industry, 
of international commerce, of reconstruction and rehabilitation. All 
problems will be of colossal magnitude which will confront the world 
when it seeks the way back to peace. Finance furnishes only one prob
lem of the war’s sequel. But I feel strongly that if that problem in all 
its ramifications Is solved wisely and well, many of the others will be 
made less appalling.

How great will be the eventual problem confronting the bankers of 
the world is a matter which only can be imagined. The present war is 
so immense that one’s mind staggers at the contemplation of it. Peace 
may be a long way off. Necessarily, any forecast of the economic 
position of the world, or of any single nation in relation to the rest 
of the world, must depend upon the duration of the war. Forces of 
prodigious magnitude are let loose. The length of the time that de
struction of human life and accumulated wealth goes on, and the de
gree of exhaustion in the end, will largely determine world conditions 
when peace returns. Victory or defeat for one or another of the 
belligerents will play an important part. The state of the currency 
systems, Inflated and completely transformed by the expedients imposed 
by the war, will have much to do in determining conditions.

When you consider that there are involved in the war1 at the present 
time more than a score of nations and 15 hundred million people, 
you gain a conception of its tremendous scope and of the reconstruc
tion plans that must follow. Thinking men talk o f the ability of flesh 
and blood to stand the prolonged strain of war, and the inroads that 
are being made upon manhood and upon wealth. They talk sometimes 
of war’s compensations, material and spiritual. Whatever its com
pensations, it is a great destroyer of human life, and of the savings 
of human kind. The world cannot destroy life and capital, and have 
them too. The world because of this war has abehd of It many years 
of labor and hardship. From a financial viewpoint, the inflationary 
effects of what has already been done will continue after the fighting is 
ended: they will be seen until adjustment is made of all the expedients 
resorted to in the belligerent countries— the money issues, the secured 
loans, the temporary taxes.

However, I do not believe we should be cast down at the prospect. 
In these war-times we have learned many things to apply when we 
return to peace. Great reservoirs of credit heretofore unthought of 
for any purpose have been mobilized for purposes of destruction since 
the war began, ami out , of these reservoirs there have been secured 
sums of credit never before dreamed of. The total money cost o f the 
war up to tlie present time has been more than $175,000,000,000. 
Practically eight tenths of this cost has been met out of these credit 
reservoirs. With respect to the future there is large significance in 
this. As I see it, the ability of the bankers of the world to direct 
approximately 150 billions of credit to the purpose of war in a period 
of 50 months signifies that they can mobilize credit in very large sums 
for constructive purjtoses when the war is ended and the peace needs 
develop. Do not misunderstand me— I do not mean that it will be an 
easy matter fo secure unlimited amounts of credit after the war, for, 
after all, the world's credit reservoirs are not inexhaustible, and the 
cate at which they have been called upon to supply war requirements 
since 1914 has drained them at an appalling rate. The indebtedness of 
the world today and the inflation of the currencies measure the drain 
that has gone on. Seven of the nations now engaged in the war have 
an indebtedness of more than 150 billion dollars, against 27 billion in 
1914; they have circulating within their borders 40,000 millions of 
paper money against 4,000 millions at the outbreak of the war. If 
these figures are at all suggestive, they suggest forcibly that future 
credit operations will have to l>e governed by the extent to which the 
credit reservoirs of the world have been drained to maintain this, the 
costliest of all the world's wars.
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But credit will be bad, and properly directed it will bring the world 
back to normal again. Unparalleled as national debts have grown to 
t>e, the very fact of their existence is one reason why one may look 
upon the future with hope, for it shows how far, in the face of great 
need, mankind can and will go. I personally have a deeply rooted con
viction that the world’s increasing wealth and productivity will make 
the financial burdens of this war lighter as time goes on, and in my con
fidence, I look hopefully toward the longer future of mankind. Nations, 
after all, are simply aggregations of human beings, and like human 
beings grow big in overcoming hardships. Great responsibilities de
velop great capacities. No man is ever so great as when the demand 
is greatest on his manhood and his courage. No nation Is ever so 
great as when it faces a great need, and we have precedent to show 
how nations have grown and flourished, which after war might well 
have been said to face ruin. As surely as the great war brought sur
prises, peace will have its surprises to astonish the world. The effect 
of human ingenuity and military organization gives us inspiration for 
the future. For if tremendous effects which we are seeing today, can 
come out of the exercise of human ingenuity and military organiza
tion, so tremendous effect can come out of industrial organization. And 
here it might not be amiss to suggest the advantage that we shall find 
if, after the war, we have a right co-operation in what we do. For the 
past year a centralized command of the Allied armies has been most 
practical and effective. So, when there is a return to peace and we 
have need for the greatest measure of co-operation, it may be found not 
only practical but very desirable that we have in financial affairs a 
centralized command. What might take the form of an International 
Banking Board would be of immeasurable help to our financial re
covery. while in other affairs other important international boards or 
committees might be formed, all charged with the responsibility of 
bringing al>out the best possible condition for all peoples concerned in 
the shortest .possible time.

And now in conclusion let me urge the Clearing House Section to 
devote all its energies and its efforts along the lines of co-ordination 
and organization, ever looking to the great opportunity o f putting 
America in the forefront among the nations of the world, that it may 
take a privileged place in guiding mankind back to the ways of pros
perity and peace. Hold the vision before you of a world rising rapidly 
from the ruins of war when peace returns. Keep in that vision a high 
and noble place for America. The forces of reconstruction will be 
mighty forces. It will require strength, courage and a high purpose 
on our part to carry them through. It is the place o f the bankers 
of this country to guide these forces, and direct the administration of 
our great credit structure* to the end that the well-springs of normal 
industry and trade may quickly be restored when the war is over, 
and flow uninterruptedly through the years of peace and prosperity 
that are to come.

Report of the Chairman of the Executive Committee
Chicago, III ., September 24th, 1918. 

Since the meeting of the Section in Atlantic City, three meetings 
of your Executive Committee have been held, one for the election-of 
officers, one at Hot Springs in May and the other in Chicago on 
yesterday. The members of your Committee have given careful atten
tion to the various phases of Clearing House activities during the 
past year, but have been especially impressed with the necessity for 
the Section and the Bankers represented placing all their facilities 
at the disposal of the Government and aiding in every way in winning 
the war in which our Nation is engaged.

Our Secretary. Mr. Jerome Thralls, has given the same close atten
tion to the work of the Section as characterized his efforts last year, 
and under his guidance the usefulness of our Section continues to 
increase. During the winter he responded on behalf o f the National 
Bank and Clearing House Sections to the call from the Government 
for expert assistance in connection with the launching of the War 
Savings Campaign. The war accomplished by him in this connection 
was of inestimable value to the National War Savings Committee and 
resulted in enlisting thousands of banks throughout the country 
actively in the support of the campaign and spreading broadcast the 
lessons of thrift and economy which are so essential to the national 
welfare at this time. Investigations were also conducted by him for 
the War Industries Board for the purpose of listing and classifying 
the fourteen hundred firms, corporations and individuals seeking Gov
ernment war contracts; and at the present time the Capital Issues 
Committee is being assisted in its efforts to protect the public from 
unscrupulous promoters who are endeavoring to load upon them an
nually a large amount of securities of doubtful value in exchange for 
cash and Liberty Bonds.

Your Committee feels that it is desirable that the Clearing Houses 
should be brought into closer touch with the Section and that new 
phases of Clearing House activities which are found to work success
fully in the various sections of the country should, through the Sec
tion, be brought to the attention of the other Clearing Houses at 
regular intervals, so that they may have an opportunity to take ad
vantage of such of these ideas as may be of value to them. With 
this thought in mind, a monthly bulletin will in future be distributed 
through the Clearing Houses to member banks and officials.

During the past year a committee, of which Mr. J. II. Fulton of the 
National City Bank, New York City, is Chairman, has perfected a 
condensed form of statement which it is recommended should be used 
by houses selling their paper in the open market. This form, in 
addition to furnishing the paper-buyer with a balance sheet of the 
company, will give reasonable information as to the character o f the 
assets and liabilities, together with an itemized statement of the 
Profit and Loss account showing the progress made during the year. 
This form has been approved in substance by the officials of the 
American Institute of Accountants, and the committee, having been 
enlarged, is being continued for the purpose of securing the co
operation of note brokers and getting the paper-buying banks through
out the country, so far as possible, to insist that the information 
covered by the statement be furnished by brokers.

For several years the Clearing House Section has been endeavoring 
to have Clearing Houses report total bank transactions as contrasted

with a mere statement of eleariugs. During the past year the Federal 
Reserve Board has recognized the work of the Clearing House Section 
in this connection and requested the Clearing Houses of the country 
to report total bank transactions weekly. It is to be hoped that every 
Clearing House will promptly respond to this request o f the Federal 
Reserve Board and thus place at the disposal of the officials in Wash
ington and the public the information in this form, so that a fair 
analysis of the business transactions of each locality may be made.

One of the important developments during the past year is the action 
taken by .several Clearing Houses in an effort to have the maximum 
of interest paid on bank balances bear a reasonable relation to current 
discount rates rather than adhere to the old custom of paying the same 
rate regardless of the demands for money. Up to date the Clearing 
Houses of Boston, Chicago, New York, St. Louis, Minneapolis and 
St. Paul have adopted regulations for this purpose. The Clearing 
House of Richmond has taken action along the same line, subject to 
the Clearing Houses in Baltimore and other competing cities in the 
Fifth District adopting similar regulations.

This brings up the question as to whether or not, with the Federal 
Reserve rates varying in accordance with changing conditions, the 
maximum rates at which banks may discount paper should not fluctuate 
likewise, on a reasonable basis in relation to Federal Reserve rates, 
rather than that the maximum shall be fixed at a definite rate regard
less o f existing conditions, which rate now varies according to the 
laws of the several States of the Union rather than in accordance 
with the principle of supply and demand. It is suggested that the 
members of the Section consider carefully whether or not the situation 
should be brought to the attention of the proper committees in Congress 
in an effort to have it adjusted along sound banking lines.

During the year the New York Clearing House adopted a rule pro
viding for the clearing of trade and bankers’ acceptances on the same 
basis as checks. '

Because of the increased clerical expense, many Clearing Houses 
have found it impractical to continue handling small checking accounts 
on an unprofitable basis and have adopted rules providing for charges 
on such accounts of from 50 cents to $1 a month when the* balances 
maintained during that time average less than $50 or $100.

Several Clearing Houses now have a second clearing each day fur 
the purpose of clearing go-backs or return items, resulting in sim
plifying the handling of these items and saving much time as com
pared with the old custom of having each bank return all such items 
by special messengers to the banks by which they were deposited in 
the Clearing Houses.

In some localities it has been found advantageous for the Cleanug 
House to employ messengers for the joint use of the members, thus 
reducing materially the expense of presenting local drafts and other 
collection items. This eliminates the necessity for a separate runner 
from each institution visiting the same business house in order to 
present drafts on that house received by the several banks of the city 
and which can be equally as intelligently presented by one joint mes
senger.

Until the Federal Reserve Collection System is developed to the 
point which will enable Federal Reserve Banks to handle items on 
every bank in the country, the establishment of country Clearing 
Houses is essentially necessary. Those• Clearing Houses now in opera
tion find through their efforts exchange charges are materially reduced 
each year and many thousands of dollars of unnecessary clerical and 
other expenses saved the member institutions.

Under existing conditions, it would be of great assistance to the 
transit departments o f banks if those checks which are collectible 
through the Federal Reserve System should bear some appropriate 
symbol which would enable them to rapidly separate them from those 
checks which must be collected through' other sources; and it is also 
to be hoped that during the coming year a symbol giving instructions 
in regard to wiring the non-payment of items can be put into general 
use.

One phase of the Clearing House work which should unquestionably'
‘ receive careful consideration of the members of the Section is that 

of establishing, through Clearing House Examiners, a regular Credit 
Department, through which reasonable information can be obtained, 
excessive lines curtailed and the banks protected in their extension 
of credit to those who are customers of more t*han one local institu
tion. This plan has been developed to the highest state of efficiency 
by the Cleveland Clearing House and lias worked so well , there from 
every standpoint it is hard to understand why more Clearing Houses 
have not made similar provisions for their own protection. With 
the changed conditions which will follow the end of the war, such 
a department will be of unusual value, and our members, upon their 
return homo, are urged to bring this matter to the attention of their 
respective Clearing Houses, securing such detailed information as may 
be necessary from the Secretary of our Section, Mr. Thralls.

In addition to the matters outlined above, the Section will during 
the coming year continue its efforts to

(a) Encourage the organization of Clearing House Associations and 
County organizations.

(b) The development of the Universal Numerical System and No- 
Protest Symbol Plan.

(c) The revision of its book of forms arid the printing of the forms 
referred to therein, so that they may be made available for the use 
of the members of the Section, either singly or in book form.

(d) The extension of the Clearing House Examiner idea.
(e) Encouraging annual conferences of Clearing House managers 

and examiners.
(f) Developing a plan for the analysis of accounts of individuals, 

firms and corporations.
(g) Encouraging closer cooperation and wider activity on th<> part 

of all Clearing House Associations.
In order to reduce expenses, many Clearing Houses are now jointly 

publishing the statements of their members as called fo r ; and, in 
this connection, it is suggested that a Publicity Committee be ap
pointed by each Clearing House for the purpose, wherever possible, 
o f limiting the forms of advertisement used by members to those 
which are profitable and providing for joint advertisements wherever 
feasible. "

With the idea of having the representation of the Clearing Houses
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at the annual meetings o f the Section broadened, an amendment has 
been prepared and will be presented today for your consideration pro
viding for a change in our by-laws so that each Clearing House will 
be allowed three regular delegates, the representation of the larger 
Clearing Houses being increased in proper proportion to their total 
membership. This should result in materially increasing the at
tendance at our annual meetings, also giving the smaller Clearing 
Houses the benefit of the impressions and information received by 
three delegates instead o f from the single representative they are 
entitled to under present rules.

It is hoped that every delegate attending the meetings of the Sec
tion will register properly so that a list of those entitled to vote 
upon the propositions brought before the Section for consideration 
may be available. The membership of your Section today is two 
hundred and thirty and includes every regularly organized Clearing 
House in the country.

Never has there been a time when the demands upon the ability

and integrity o f tbe ofl3cials of the banks in the Clearing House 
cities were more acute than at the present moment, and upon the 
broad-minded and patriotic manner in which you exert every effort 
toward solving the many new and vital problems which daily confront 
you and your customers the success of our nation in the present crisis 
will largely depend.

Be of good cheer! Tbe death knell of imperialism has been sounded. 
Return to your homes with the fixed determination to answer the 
call o f the Secretary of the Treasury and send a message o f defiance 
to Germany and her allies by seeing that nothing is left undone which 
will contribute to the successful raising of the Fourth Liberty Loan—  
the greatest single financial undertaking which has ever claimed the 
support, the service and the sacrifices of a nation.

Respectfully submitted,

T hus. B. McAdams,
Chair mon.
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The National Banks in JVar Time— Their Problems and ork
By W. P. G. Harding, Governor of the Federal Reserve Board.

In these stirring times our thoughts are constantly 
with our sons and brothers who are in the fighting lines 
in France, or who are keeping watch upon the high seas. 
We are thrilled by the accounts of their military prow
ess, our hearts are gladdened by their constant advance 
against a formidable enemy, and we are inspired by 
their courage and unswerving determination to over
come the enemy.

Within a short while there will be more than two mil
lion men in khaki on the other side to support the gallant 
troops of England, France, Belgium, Italy and Greece, 
and the Czechoslovaks, in their battles to free the world 
from the curse of German militarism and autocracy; 
and we know that their numbers will be steadily in
creased until the full fruition of our hopes and aspira
tions shall have been attained. But human activities in 
this great war are not confined to the military fronts; 
the battle lines are not alone in Siberia, in the Balkan 
Peninsula, in northern Italy, in Lorraine, Picardy and 
Flanders, but they extend throughout the civilized world. 
There is an American front, manned by millions of men 
and women who constitute the great home guard, and 
who must furnish the munitions and supplies and the 
transportation of facilities for those who. are actually 
exposed to the shot and shell and poisonous vapors of 
the eneniy. Without the work which is being done at 
home, and which must be carried on in constantly in
creasing measure, the efforts of our soldiers and sailors 
could not be long exerted.

Important sectors of our home front are held by the 
bankers of America, who are on the financial firing line, 
and it is of their work and of their problems which I 
wish.to speak today. The national banks of the United 
States have in other times and in other wars proved 
their loyalty and efficiency. In fact, they were born in 
the midst of the convulsions of a country torn by civil 
war and their creation is due to the desperate needs of 
the nation in those dreadful days.

Through the establishment of the national banking 
system not only was a market afforded for United States 
bonds, but facilities were provided for the issuance of 
a national currency capable of circulating without dis
count in all sections of the country. So rapidly did tin* 
national banking system grow that in 1865, shortly after 
the close of the Civil War, there were 1517 national 
banks, having aggregate assets of .$1,359,867,074, included 
in which were United States bonds to secure circulation 
of $272,634,200 and about $75,000,000 Government bonds 
held as investments.

In 1898, when we were at war with Spain, conscious
ness of our baking strength undoubtedly had much to 
do with the ease with which $200,000,000 of 3 per cent 
bonds were sold to the public at a substantial premium; 
but the national banks coordinated under the Federal 
Reserve system are now engaged in the most stupendous 
work they have ever undertaken, and in according to 
the national banks their meed of praise, I do not wish 
to slur nor underestimate the importance of the work 
which has been done by the State banks, savings banks 
and trust companies as well. There is no question, how
ever, that through the operation of the Federal Reserve 
system the vast fiscal undertakings of the Government 
have been successfully carried out thus far without any 
undue disturbance to our financial structure and without 
a money panic or crisis of any kind.

For three years the burden of supporting the Federal 
Reserve system was borne almost entirely by the national 
banks,—all through those times when many of the banks 
could not perceive that any substantial benefit would be 
likely to enure from membership, and when stock in the 
Federal Reserve banks was looked upon as a dead in
vestment. Even a year ago, five months after the United 
States had entered the war, there were only 86 non- 
national banks which were members of the Federal Re
serve system. It is gratifying to note, however, that 
henceforth the responsibilities and privileges o f mem
bership will be shared by the State institutions, which 
are now coming over in constantly increasing numbers, 
and that today about 750 State banks and trust com
panies are members, with total resources of nearly six 
and three-quarters billions o f dollars.

The problem > of the American banker have always 
been more complex and difficult than those of banks in 
other countries and their work is more varied and ex
acting. This is due, in part, to our wide expanse of ter
ritory and to the amount of pioneering which has to 
be done incident to the building up and development of 
a new country. It is due also to the fact that the spirit 
of American institutions demands independence of ac
tion and that tlie tendency in this country has been to
ward a large number of independent banking units, most 
of them of .small and moderate capital, rather than to
ward a compact group of highly capitalized banks con
ducting their operations throughout the country through 
the medium of branches. The need of some means of 
coordinating this large number of independent banks, of 
reserving a portion of their resources for the common 
defense of the financial front, the necessity for provid-
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iLg a more elastic currency which could expaud and con
tract in accordance with business requirements, and of 
establishing a broad discount market, are some of the 
causes which led to the establishment of the Federal 
Reserve system. It is not my intention, however, to at
tempt to discuss your routine work or your every-day 
problems, but I wish instead to touch upon some of those 
questions which confront you, and those militant duties 
which are imposed upon you ,in your wrnrk of holding 
the financial trenches in the great battle now raging for 
liberty and civilization.

The Liberty Loan organizations are about to begin 
the campaign for the fourth Liberty Loan. The success 
o f this campaign depends upon the cooperation of the 
banks,—not upon a half-hearted or complacent acqui
escence on their part in the plans adopted, but upon 
their active, incessant and aggressive cooperation, given 
in a genuine American spirit worthy of the cause for 
which the loan is to be raised. For weeks past most of 
you have been taking your allotments of Treasury Cer
tificates of Indebtedness which are issued in anticipa
tion of this loan, just as you have done in the case of 
the certificates which anticipated previous loans. In 
order to meet your allotments you have been obliged no 
doubt to reduce your regular discount lines and to de
cline to take paper which, in ordinary circumstances, 
would have been attractive to you. But you have made 
it possible for the Government to meet its financial re
quirements and you have also provided means, to the 
extent of certificates held, of taking care of the pay
ments that you will be called upon to make for the Lib
erty Bonds which will be subscribed for by your cus
tomers. The opinion and advice of every good banker 
on financial matters is constantly being sought; your in
fluence is great, and your value as an educational force 
is incalculable. Banks are the great distributing agencies 
through which the bonds pass into the hands of the 
public and it ijs desirable, wherever practicable, that the 
bonds should be placed with the customers of banks, 
and with those who are not depositors, rather than 
taken for investment by the banks themselves. But it 
is expected, of course, that banks will do their full part 
in placing the bonds in the hands of the public, by con
tinuing their practice of lending freely against bonds 
as security, calling in turn upon the Federal Reserve 
banks for such assistance as may be needed.

The Liberty Loan is essentially a popular loan. No 
issue since the first has full exemption from income 
taxes. The second, third and fourth loans, therefore, 
pay a higher return in the hands of men of moderate 
means than th?y do when held by the millionaire. The 
discount rates at Federal Reserve Banks are so ad
justed as to enable banks to lend at approximately the 
rate borne by thb bonds, with a small margin of profit. 
Previous issues have been widely distributed, and each 
issue has shown a larger number of subscribers than the 
preceding one, the number in the case of the third Lib
erty Loan being more than 17,000,000. The Comptroller 
of the Currency is authority for the statement that of 
the total amount of bonds issued up to this time only 4 
per cent were held on June 20th as investments by the 
national banks, or 2.20 per cent of their resources, while 
they were carrying at the same time loans secured by 
Liberty Bonds amounting to $475,000,000, or 2.50 per 
cent of their resources.

Th6 Federal Reserve Board, from the time when it 
became evident that this country would be forced into 
(he war, has spared no pains to fortify the position of the 
Federal Reserve banks, in order to enable them to meet 
all legitimate demands which may be made upon them 
and to render the greatest amount of assistance to the 
member banks in the performance of their war-time 
duties to the Government. Upon the recommendation 
of the Federal Reserve Board, Congress amended the 
Federal Reserve Act in several important particulars on

June 21, 1917. The effect of these amendments has been 
to bring into the system a large number o f State banks, 
besides enabling the Federal Reserve banks more effec
tively to control the country’s gold, which had been 
widely diffused, having been used for purposes of cir
culation and^held in vaults of member and non-member 
banks. As ^ou know, all the lawful reserves of member 
banks are now kept on deposit with the Federal Reserve 
banks, and as Federal Reserve notes may be issued with
out limit against deposits of gold or gold certificates, the 
gold holdings of the Federal Reserve banks have been 
augmented to an amount exceeding $2,000,000,000, and 
the discounting power of the Reserve banks has thereby 
been greatly increased. Both the member and non-mem
ber banks have been urged repeatedly to transfer their 
gold as it accumulates to the Federal Reserve banks, 
and the appeal has not been in vain, for the response has 
been very general and gratifying. In the vaults of the 
Reserve |mnks gold is available either as a basis of new’ 
note issues or as a means of extending their loaning 
facilities, while in circulation or distributed among the
25,000 or more commercial banks it is of no more value 
than any other form of currency. There still remains 
in circulation and in bank vaults, however, about $900,- 
000,000 in gold certificates and coin, most of which can 
be deposited and should be deposited, their place to be 
taken as far as necessary by Federal Reserve notes. In 
mobilizing the gold of the country into the vaults of the 
Federal Reserve banks, it is m>t the intention to increase 
the volume of loans beyond the amount actually re
quired, but these are war times, and any inability on 
the part of Federal Reserve banks to respond to legiti
mate demands made upon them would be disastrous. It 
is clear that in proportion as the gold holdings o f the 
Federal Reserve banks are increased, the ability of such 
banks to extend accommodation to other banks or to 
issue notes is enlarged. As reserve holdings are cur
tailed, the lending power of the banks is correspondingly 
reduced.

The National banks of the country can render good 
service at this time by informing the people in their re
spective communities of the absolute falsity of the state
ments which have been made occasionally, and which 
appear to be the result of a deliberate propaganda, that 
it is the intention of the,Government to confiscate bank 
deposits. Such a statement is absurd on its face, but 
is well calculated to alarm the ignorant, and, although 
it has been denied and denounced in the strongest terms 
by the Secretary of the Treasury and other high authori
ties, it is evident, from the proportion of the money paid 
qut every week in payrolls which does not return to the 
banks, that large amounts in the aggregate are being 
hoarded or carried upon their persons by workmen who 
are now receiving unusually high wages. Banks should 
give especial attention to the problem of bringing into 
sight any money hoarded in their communities, and 
should urge its investment in War Savings Stamps or 
Liberty Bonds, as well as the establishment of bank ac
counts. There is good reason to believe that the present 
is an opportune time, in industrial communities espe
cially, for organizing systematic campaigns for bring
ing concealed money into the vaults of the banks, or for 
effecting its exchange for Government obligations.

One of the most important functions of any bank is 
the granting of credits. This is a i>ower which should 
lie exercised with prudence and discretion in any cir
cumstances, but under present conditions there are many 
new and perplexing features to be considered. As the 
paramount business of this country at present is war. 
and as the Government is the largest purchaser of all 
essential commodities, it is clear that the banks of the 
country should do their part, not only in aiding the Gov
ernment to obtain the funds and credits needed, but that 
they should so readjust their own lending operations as 
to contribute most effectively toward supplying the Gov-

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



174 BANKERS' CONVENTION.

eminent with necessary articles and commodities. There
fore the question of credit conservation has been a vital 
one for months past. War expenditures are essentially 
different from any which are ordinarily made in times 
o f peace. * Instead of contributing toward a permanent 
addition to the national wealth, the large payments 
which the Government is making for the maintenance 
and equipment of our military and naval establishments 
involve waste and destruction,—inevitable concomitants 
of war. This process necessarily tends to inflation, 
which, together with concentrated demand and the need 
for quick deliveries, brings about rapid advances in the 
price of necessities. Infinities such as are dealt with 
in higher mathematics have no place in the arithmetic of 
war financing, even though the figures run into the bil
lions, and as far as possible these resources should be 
conserved and set aside for the use of the Government, 
whose abnormal demands— inevitable and necessary in 
the present circumstances—must be counteracted by 
greater ecenomy on the part of our civilian population, 
whose efforts should be directed toward decreasing the 
normal waste incident to our business pursuits and to 
©ur everyday life.

Credit extended for non-essential purposes involves 
the use of labor, of transportation, of material, and of 
reserves which ought to be kept free for purposes of the 
Government. Unrestricted credit means unnecessary 
competition with the Government, and tends to impede 
and delay its operation, and needlessly advances prices.

At a time when the supreme business of the country 
is war, it is idle to talk of business as usual, for our 
accustomed business and personal habits cannot in many 
cases be continued without interfering with the Gov
ernment’s work and the consequent infliction of serious 
injury upon the nation. Uncle Sam, at this time, is a 
world banker—he is extending credits in large amounts 
to foreign countries associated with him in the war and 
his power, to continue to play the part of “ Uncle” in 
the financial sense depends upon the extent o f his re
sources in men, goods and gold, and the avoidance of 
unnecessary credit. Needless recourse to the facilities 
of the Federal Reserve banks weakens proportionately 
his gold reserve, and this gold reserve is the financial 
backbone of civilization. Any waste of the raw mate
rials and manufactured products of the country adds to 
our financial burdens by increasing the amount which 
we must import from other countries, and such waste 
at the same time reduces the volume of goods which 
sould be available for export purposes—the best means 

'o f paying for imported commodities.
The far-sighted banker does not content himself by 

considering merely present problems, but he turns his 
♦-yes to the future and endeavors to lift the veil in order 
that he may see the shadow of coming events and make 
his plans accordingly. Many thoughtful bankers feel, 
therefore, that the preservation of our economic strength 
is of the greatest importance in making provision for 
that period of readjustment which will follow inevitably 
the re-establishment of peace. By refraining from buy
ing Inxures and by restricting the use of necessities to 
the actual requirements of health and reasonable com
fort, a reserve purchasing power can be created which 
will be of the greatest value in bridging over our in
dustries during the period of reaction and reconstruc
tion which will follow the war, when “ swords will be1 
beaten into plow shares ” and Mars will give place to 
Mercury and Ceres.

An intelligent and prudent use of credit will be an 
important factor in strengthening the national resources 
during the period of the war, in aiding its successful 
prosecution, besides maintaining our economic strength 
for the time when our armies will return to the employ
ments of peace. It is important, however, that a wise 
discretion should be exercised and that there should be

a careful discrimination between essential, less essential, 
and non-essential credits.

It is difficult to suggest any fixed and definite rule to 
govern in distinguishing between these various classes of 
credits. A loan might be desired for what appears at 
first glance to be a non-essential purpose, and yet failure 
to obtain the credit might create a condition which might 
indirectly have a distinctly harmful effect upon the 
ability of productive enterprises in the community to 
obtain credit. It is important, therefore, that bank 
officers should inform themselves as to the ultimate use 
to which the proceeds of a proposed loan will be diverted. 
Present conditions fully justify the banks in taking such 
steps as may be necessary to restrain speculation, but at 
the same time, a general refusal to make loans on good 
security would seriously impair the liquidity o f invest
ments and would force liquidation which might disturb 
very seriously the whole financial situation. It is impor
tant to avoid sharp and radical readjustments of credit 
and wherever possible lines should be reduced without 
undue hardship to the borrower or without causing a 
shock which would render the granting of necessary 
credits more difficult.

The problem of non-essential credits is, however, not 
entirely one for the consideration of the banks. The 
question will be determined for them in many instances 
by the Capital Issues Committee and by other govern
mental bodies such as the War Industries Board, which 
has large powers in the determination of, the character 
and quantity of production and of priorities in the 
delivery of materials and goods.

In normal times great enterprises and large develop
ments are the result of credits previously arranged by 
bankers, but the military necessities of today have 
changed the order so that in many cases developments 
are predetermined, and bank credits are adjusted to 
conditions instead of creating them, thus becoming an 
effect instead of a cause. Your problems, gentlemen, are 
by no means confined to placing proper restrictions upon 
non-essential or less essential credits, but they include 
means of sustaining through adequate credits, the vast 
number o f enterprises and industries whose operations 
are essential or contributory to the conduct of the war 
and to the health and necessary comfort of the public. 
In addition to direct advances to the government, you 
are being called upon to furnish funds for use of the 
mercantile community and for the payrolls of mining 
and manufacturing and transportation companies, and 
for the production and movement of crops and livestock. 
In these operations you will find your membership in th<* 
Federal Reserve system of the greatest value, for not 
only can you rediscount freely with your Federal Re
serve banks the notes which represent your loans in most 
of these transactions, but you can effect through these 
banks such exchange transfers as you may desire and 
can call upon them to send you any currency that you 
may need. Shipments from Reserve Banks or branches 
can reach most of you within twenty-four hours, and in 
order to facilitate your transactions and to encourage a. 
freer movement of domestic exchange serious considera
tion is now being given to having the Federal Reserve 
banks absorb all costs incident to transfers of currency 
for member banks, both from and to Federal Reserve 
banks. You have also recourse to the War Finance Cor
poration, which is authorized to make advances to 
banks, bankers, or trust companies, and to savings Danks, 
upon terms and conditions set forth in Sections 7 and 8 
of the War Finance Corporation Act.

Your attention is directed to the great importance of 
increasing our supplies of food stuffs, of cotton and wool, 
of coal, and of all manufactured articles of an essential 
character, and it is hoped that you will extend your 
credit lines with this object in view as far as may be
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consistent with the principles of sound banking and 
business prudence. While it is desirable that you should 
remain free to exercise your own discretion as regards 
the security of loans and the details of your business, it 
is necessary, nevertheless, that we should all work to
gether in carrying out a general policy. The exigencies 
of the times require that banking policy must be deter
mined in Washington to a greater extent than would

normally be the case, but every confidence is felt that the 
splendid patriotism which has been manifested in ’ the 
past by national bankers in the hour of the nation’s 
peril, will continue to be exhibited today when our 
country is engaged in the greatest war of all history, and 
that through your cordial and effective cooperation com
plete victory will crown our military undertakings, to be 
followed by a lasting and American peace.

“ Mobilizing the M ind of America”
By A rthur E. B estob, Director Speaking Division Committee on Public Information and 

President Chautauqua Institution, Chautauqua, N. Y.

To ike American Bankers’ Association :

Gentlemen :— All of us hope that the work in which we are engaged 
may contribute to the winning of the war. There is nothing, in my 
judgment, more important for those of us who are not privileged to 
serve in the military forces* of the United States than the creation 
of that effective and intelligent public opinion which it is absoultely 
necessary to have back of the Government in the prosecution of the 
war. Wars have been won and lost by armies, by a small percentage 
of the population. But this is not a battle of armies, it is a contest 
of completely mobilized nations. Armies have oftentimes lived, off 
the country through which they were passing but this is impossible 
today. These million men, whom we have today in France six months 
ahead of our original schedule, must be provisioned, munitioned, 
clothed, and maintained from America. And these supplies and the 
food for our Allies will go by that submarine-infested ferry across 
the north Atlantic only because an overwhelming majority of the 
American people support our war program.

For this war is not merely a conflict of armies; a contest of guns 
and aeroplanes and war vessels; a problem of food or transportation 
or money: a mobilization of men and materials. It is a gigantic 
struggle of morale. The war will be won, says Clemenceau, by the 
side which can fight the last fifteen minutes. The complete mobiliza
tion of the man and woman power of the country, as complete as 
that in Britain and France and Italy, an entire utilization of the 
moral and spiritual forces of the nation, is increasingly necessary. 
And in all this we are merely following that old dictum of Napoleon.
“ In war morale is everything. The morale and tlie force of opinion 
are to theft material as three to one.”

The experience of our Allies shows how important these moral factors 
are. Our gallant sister republic, France, was shaken by the macliina 
tions of Bolo Pasha and his pro-German propaganda. Defeatism and 
socialism in Italy opened the way for the disastrous reverses of that 
country last fall, now gloriously atoned for by the Italian armies 
along the Piave and in the Alpine mountains, armies rejuvenated by 
a new spirit. Iu the midst of the greatest battles of the greatest yrai 
of her history Great Britain is unable to put conscription into effect 
in the United Kingdom. We lack some of the advantages of our 
Allies across the sea. If a long distance cannon commanded Wash
ington, if New England cities were subject to air raids every good 
night, if the streams of wounded came through some Charing Cross 
station in our metropolis every day, if those who lived on the eastern 
seaboard ''ere within sound of the cannonading on the western front 
— this war wouid have a touch of reality which it must lack for most 
of us.

This war is different from all the wars which have gone before. It 
is a war of nations, not of armies: it involves all the material re
sources, all the mechanical and scientific mobilization of entire popu
lations. In a democracy ike ours, steeped in a laissez faire individ
ualism it necessitates a complete reorganization of our life and put
ting aside of some ideals and many controversies which have always 
seemed to us supremely important. Three thousand miles away from 
the fighting line w’e are not yet ready to accept government direction 
and supervision which the immediate menace of Prussianism forces' 
on our Allies. Most of our problems must be w’orked out by volunteer 
action— food conservation, reorganization of industry, raising of vast 
sums of money for voluntary war activities, keeping our educational, 
religious, and philanthropic institutions in full force and efficiency.

We are passing through a period in which there is a tendency to 
reduce everything to a single basis, as if the war were to last forever, 
as if everything must be discontinued which does not bear directly and 
immediately upon the war. We see people leaving positions of great 
responsibility and usefulness to engage directly in war work, no matter 
how trivial. We are tempted to characterize those who do not agree 
with us or those who do not sacrifice as we do, as slackers and 
traitors. Do not misunderstand me! This is our war and it is the 
primary concern of every individual and every organization to relate 
themselves as helpfully as may be to the winning of the war. But I 
am pleading for an Intelligent appreciation of how necessary is the 
work of the 100.000,000 Americans who are not honored by being 
called into the military service of the United States, many of whom 
can never engage in direct war activity, but who, because of the 
nature of this war, are as necessary to its success as soldiers or 
sailors or ship builders or munition workers.

All these problems and conditions lay upon the lntelligencia of 
America— insofar as we have such a class— a heavy responsibility. I 
am one of those who believe that Germany made war upon America

long before America acknowledged it and that when Congress made a 
resolution declaring a state of war, it was simply confirming a fact.
A small group of people had seen this war coming aT '  it was upon 
that group of people that the President and Congress relied for the 
public opinion that would justify that declaration of war. The people 
who were urging preparedness, not merely because they believed that 
only in that way could America maintain independence, but because 
it was a war for civilization— that group of people was largely made 
up of educators and publicists and editors and lawyers and ministers 
and leaders of women’s clubs and philanthropic agencies— people who 
have been accustomed to attempt to see whither the world was going. 
They were the ones who began to accept the contention of England 
and France that this was a battle for all the fundamentals of civiliza
tion and to believe that if America refused to do her part in it she 
would endanger her continued independence. Many people then began 
to believe, as every thoughtful person must now believe, that that 
German ofl3cer knew what he was about, at the time o f the Spanish 
War, when he said: “ Fifteen years from now Germany will be at
war in Europe; after having brought England and France to their 
knees, Germany will bombard your seacoast towns, will take New York 
and hold Washington, and will collect from America the cost o f this 
war.”  Is there anything in the principles of the German government 
today, is there anything in her conduct of the war since the violation 
of the neutrality o f Belgium that would make any thoughtful person 
believe Germany would hesitate to do that if only power were given 
her to do it? Some of the Americans saw that sooner than the 
others; and that group of people who carried America into war, under 
i he direction -of the President, have a responsibility equal, if not 
greater, than any borne by any set of people since we, won our inde
pendence from Great Britain. And if this war is to be won only 
through America putting her last atom of physical and moral strength 
into it— there rests upon our leadership a burden not exceeded in the 
world today. Unless the United States is kept steadfast to her task, 
unless America follows the leadership of the President in his demo
cratic ideas as to how this war ought to end it will not end in the. 
only safe way for the democracies of the world.

In all this, however, we must emphasize the fundamental elements 
in this struggle. America is in this war because the German govern
ment lias outraged every one of the fundamental principles of interna
tional morality. As long as the ruling class of Germany is in con
trol of the military resources of the Central Empires, Germany is a 
standing menace to our peace and safety. It is impossible to con
ceive of the world under the domination of the people ruling Gerfnany 
today and under the domination of the Ideas they would impose on 
the world. We are at war with Germany because Germany has ac
cepted principles of individual conduct and national conduct which are 
absolutely inimical to our continued security. We were as patient as 
ever a people could possibly be, We went through a period when we 
thought it was a war for selfish interests, another period in which we 
thought Germany and Great Britain and France had equally good 
reasons for being in the war, until Germany forced us to see that this 
was a battle for the fundamentals of civilization and humanity. We 
came to believe it, not because we had changed our ideas, but because 
Germany had in every \yay made it impossible for us to believe any
thing else. Her ruthlessness of spirit, her theory that treaties were 
only scraps of paper, her unwillingness to abide by any of the prin
ciples of international law if they Interfered in any way with her 
desires, finally forced the United States into the war. If democracy 
was to exist it could exist only because the democratic nations were 
willing to fight for it.

We owe it to ourselves, to our Allies, and to our enemies to make It 
perfectly clear that this is our war and has been from the beginning 
because it is waged for all the ideals America has believed in. Against 
all the fundamental assumptions of Germany’s ruling class we reso* 
lutely set our face. Again her dream of a Holy Roman Empire in the 
modern guise of Pan-Germanism we set that French motto at Verdun, 
“  They shall not pass.”  Against the belief of her military caste 
that “  might makes right ”  we place the right of the individual to 
“  life, liberty, and the pursuit of happiness.”  Against the theory of 
the divine right of kings, we assert that to secure the inalienable 
rights of freemen “  governments are instituted among men, deriving 
their just powers from the consent of the governed.”  Against a Ger
man people accepting the ideal of “  Deutschland uber alles ”  and an 
autocracy willing to wage war to the bitter end for their continued 
power we pledge that “  this nation under God shall have a new birth 
of freedom and that government of the people, by the people, and for 
the people shall not perish from the earth.”
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“ Great Britain for Democracy”
By L t . Co l . G. G. W o o d w a b k  of the British Army

1. Tbe Raising and Training of the British Armies for Service.
2. With the British Armies in France. ‘
3. The British Naval and Military Contribution to the War. \
4. Industrial Re-organization of Britain for the War.
5. The War-organization o f Britain for Domestic Economy.
6. British Financial Organization for the War.

Mb. President, Ladies and Gentlemen : The great honor you
have done me by inviting me here is one which I accept with af
fectionate gratitude— for my country. It is of Britain’s part in tbe 
war that I have been asked to speak— and I feel very much at home 
in the familiar atmosphere of this brother-democracy, today so closely 
alied with our own Great “  Commonwealth of Nations,”  as General 
Smuts, of the British War Cabinet, has so finely termed the British 
Empire. And in the democratic sense of these history-making days, 
1 much prefer that name for the British territories, wide-spread 
across the world: a Commonwealth of Nations! For thus constituted 
it is, in truth— and as a citizen and soldier of it, I feel myself very 
much at home speaking here, as it were, in the house of a member 
of the family.

So, if I dwell upon the part taken in the war by my particular 
branch of the English-speaking family, you will bear with me: it is 
of Britain’s part in the war that I have been asked to address you—- 
of the raising and training o f her armies; of their battling in the 
fields o f France, in which I have been proud to take part; of Britain's 
naval and military, contributions to the war, and that o f her great 
Dominions and dependencies; of the thorough and far-reaching re
organization of the British Industrial machinery during the w ar; of 
her system of domestic economy reconstituted to meet the strain of 
war; and finally, though with diffidence and as a layman in the pres
ence of professionals, of Britain’ s war-finance, from its more popular 
and public aspects.

I will begin, then, with the up building of the British fighting ma
chine—-the first and most urgent of the tasks we had to face, and 
one to which all of you will listen with sympathetic understanding, 
yourselves having so recently carried through a similar job with 
such consummate efficiency, and o f which you are now witnessing 
results that will go down in history to the glory of your nation, and, 
if I may say so, to the glory of our whole family o f nations. For 
we ask you to let us share in the happiness o f your triumphs, as we 
feel that you have shared in ours, and as we know, full well, that 
you suffered with us and succored us in the darker days, now safely 
passed.

1. THE RAISING AND TRAINING OF THE BRITISH ARMIES
FOR SERVICE.

Up to 1914 England, like America, was a pacific nation, with no 
standing army, and— (also like America)— with a navy not more 
Ilian adequate for the insurance o f her over-seas interests. Hence 
the same problem faced Britain and America when each stepped into 
the arena; the problem o f organizing a great army,— infantry, artil
lery, cavalry, air-forces, engineers, medical corps, army service corps 
— an army to be made fit to meet and beat the highly trained pro
fessional conscript armies of the enemy.

The first two years of Britain’s army building was upon a volun
tary basis,— ami it should never be forgotten as a proof of national—  
or should I not say international?— loyalty and morale unequalled in 
history, that on this basis we recruited upwards o f 5,000,000 volun
teers, expanding our army from its pre-war strength of 300,000 ”  reg
ulars ”  to that huge figure. That is not to say that it might not have 
been more scientifically efficient to apply conscription at the outset, 
as America has done, and as England ultimately found it necessary 
to do, in order to apportion more nicely her available man-power to 
the multifarious tasks of war— military, quasi-military, and civilian. 
In fact it was ultimately decided that, fine and generous as was the 
response of the volunteer spirit, it did not permit of a properly con
trolled adjustment of “  the man to the job ”  ^ueh as can be more 
readily effected by the method of the selective draft.

The first steps taken in (lie raising of volunteer troops on the out
break o f war I can describe to you from my own experience—-more 
or less typical of the general methods and results operative through
out the United Kingdom.

On August the 4th, 1914, the Territorial forces of Great Britain 
received mobilization orders, to report to their depots. Being a Nor
folk man, and for over twenty years associated with the Volunteer 
or Territorial organization of the country, I at once proceeded to 
the East Dereham depot, and thence we were sent to Colchester, the 
concentration center for training purposes.

After a month or two there I was ordered to return to my country 
to recruit men from Norfolk, for the first line units. I realized that 
to get quick and sizable results a dramatic method was needed, and 
I consequently adopted some good American ”  hustle.”  Touring the 
country with a regimental band and about twenty automobiles, I 
drew up a carefully planned tour of towns and villages, was “  press- 
agented ”  well in advance, and timed to speak at each place as per 
schedule. I took an examining doctor with me en route, and the 
volunteers were passed immediately after the meetings and hustled 
direct to the depot. There was no time for cooling o f heels; and I 
found no signs o f “  cold feet.”  In this way I recruited 5,000 men in 
about five weeks.

These men were then passed either into the Territorials or Into 
Kitchener's Army, according to their choice. In the former they

could select their regiment; in the latter they went where the mili
tary authorities sent them.

I then took 1,000 o f these men and formed and organized a bat
talion o f second line supports, to feed the first line abroad. Later I 
organized another battalion of the second line, and was given com
mand June 21, 1915. This battalion was turned into a draft-finding 
unit for supplying trained men for the fighting fronts.

Many were the difficulties and obstacles during these early months 
of training— lack of equipment, boots, rifles, uniforms. But with 
keenness and good will on all sides the job went through and In 
due course order came out o f chaos and the wheels o f the army
making machine ran more smoothly. With these first batches o f 
volunteers came the cream o f England’s sons— rushing to her de
fense, and, after training, sent out rapidly to the front to replace 
the casualties o f the expeditionary force; themselves in turn to find 
a l>ed in French or Belgian soil. There was no time to apply a 
selective process with a view to getting each man to the work he 
could do best; everyone who could carry a rifle and use it, soon 
found his place in the fighting line. This resulted in fearful wastage 
of material,— but it was unavoidable at that critical juncture. Such 
was my experience of volunteer recruiting during the early months 
o f the war and until I myself went to the front.

The second phase o f recruiting, by conscription, became essential 
through the demand of the war-industries for many of the highly - 
trained men— mechanics, designers, ship-builders, miners— who had 
rushed to the front with the first armies, but whose civilian services, 
as soon became apparent, were vital to the work of supplying the 
fighting forces with guns, munitions, transportations, and so forth.

As soon as it became evident that conscription was essential to 
victory and they understood the true reasons for its necessity, all 
classes of the nation met the conditions with hearty good-will.

Thus, in the very midst o f the clash and din o f war, with the 
enemy\at her very doors, Britain, with the stalwart aid of her splen
did sister-commonwealths of the Empire, builded a fighting machine 
which is now manned by no less than 8,500,000 souls— of which total 
Great Britain herself has contributed 6,250,000; the Dominions
1,000,000; India and the Dependencies 1,500,000. Today one out o f 
every three males, of all ages, in the British Isles is fighting. As 
M. Clemenceau, the Premier o f France, has so finely borne witness: 
“  England did not want war. . . . But now behold her in the 
midst of conflict. Slowly, but with a stubborn determination that 
nothing avails to diminish, or to daunt, she has transformed her
self into a military power.”

Stupendous as has been our task, in Britain and in the Dominions, 
even more gigantic in some ways at least, was the problem America 
had to meet. For— as we are told by your military men— your ma
chine was yet in process of re-construction— was not yet completed 
e’er it was called upon to cope with the raw material— the splendid 
stock of human material which was ready and waiting to lie put 
through it. True that you profited by avoiding our mistakes— but 
is not the ability to learn in the school of experience the finest test 
of high intelligence and efficiency? All honor to those who served 
America night and day in the pressing, urgent task of supplying to 
us, your hard-pressed and war-weary Allies, and so absolutely in 
the nick of time, the finished product of your mighty, war-machine—  
that magnificent product which is now employed in writing upon the 
pages of this country’s history, so glorious a record of human at
tainment— and of sacrifice!

-• WITH THE BRITISH ARMIES IN FRANCE.

And now to sepak of our Armies in action. Surveying the war
today from its beginning, I will deal with it in three periods— first, 
from its opening to the end o f the first battle of the Marne; second, 
the defensive-offensive campaigns, with the battles o f the Somme and 
of Verdun, up to the close of 1917; and finally, from the German 
offensive of last spring to the present date.

As is well known, on the part o f the British Empire there was 
never a moment’ s hesitancy, once Germany had doffed her mask, as 
to o ’.ir proud duty to stand loyally by our glorious friend and neigh
bor, your and our beloved Ally, France, and its intrepid little neigh
bor, with the heart of a lion, Belgium. Utterly unprepared as we 
were, Britain could not hesitate— and it is with a pride, for which 
I would still claim the proper humility o f all servants of humanity, 
that I call upon the generous witness o f both o f those countries, as 
to the effectiveness of our prompt co-operation. Apart from the vital 
service of our navy in bottling up the German fleet, had we not 
hurled into the breach our gallant little army— our “  contemptible 
little army,” — there could have been no victory of the Marne to stay 
the German hordes and to save Paris from their violating grip. ‘  Let 
no nation fear to acknowledge its past faults— not all the pages of 
our history are uusmirched. ”  Let the dead past bury its dead ”  : 
our Allies will not forget through all time the sacrifices of our first 
expeditionary force thrown across the invader’s path, and they have 
testified to its essential effectiveness In the primary defeat of the 
enemy in those awful first weeks o f war.

Of the next stage of the struggle— those gruelling years when the 
utmost that we could do was to stand fast and oppose our inferior 
numbers of hurriedly trained and equipped troops solidly against the 
enemy s highly organized efficiency; to fire onr one ill-spared shell 
in reply to the twenty from his well-filled arsenals; to pit our few 
guns against his serried artillery— of those years, 1915 to 1917, I 
can speak to you somewhat from my personal experience at the front.

It was early in 1916 that I was relieved from my work o f training 
troops at home and went to France in command of a Bantam bar.
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taliou— men all under five feet two inches, which was the minimum 
height for infantry. My men of the Bantams were chiefly miners, 
whose occupation gave them fine chest development— working on their 
backs, picking at coal or rock,— but left them poor as to the legs: 
they lacked the “  foundations ”  and marching was not their strong 
point. Our first sector was that o f Beaumont-Hamel on the Somme 
front— the sector where the British first went “  over the top ”  in 
the campaign which ultimately resulted in the withdrawal o f the 
Germans to the Hindenburg line. You may recall that in this o f
fensive on the first day alone the British casualties were 60,000.

Then in due course we were sent to the Arras front— a line pro
tected by very well-constructed defenses and trenches: in fact the 
British held this sector against all attacks, from the time they es
tablished themselves in it after the first battle of the Marne, and in 
lace of the German’s most strenuous efforts to dislodge us from it 
during their spring offensive this year.

Here, then, we had a comparatively easy time— qualified by the 
usual daily exchange of compliments In varying qualities in the shape 
o f shells, bombs, gas, and so forth. The monotony was even re
lieved by some choice examples of trench humor. The boche trenches 
were about fifty yards from ours, and were being held by Saxon 
troops. Shortly after we “  went in ”  a sign, in English, was dis
played one fine morning from the habitat of the neighbors opposite. 
It read thus:

WE ARE SAXONS FROM THE SOMME:
SO ARE YOU —  LET'S GO EASY!

Eight days later our friend the enemy substituted the following 
notice for our edification :

THE BAVARIANS RELIEVE US TONIGHT: GIVE ’EM HELL!
Evidently someone in the boche liues knew quite a bit o f good 

Kuglish!
Later I was sent home with septic poisoning, and on my return I 

took command of another battalion on the Somme front. But by 
this time we were advancing, hard on the heels of the retreating 
Hun, who, while retiring to more comfortable quarters back on the 
Hindenburg line, took his revenge by devastating every square foot 
of territory. In fact it was only from the information of the peas
antry left behind amid the ruins that we could identify the plans
of the one-time “  villages.”  They would point pitifully to where the
church stood; where the village pump had been; the chateaux; their 
own homes— not one stone left upon another.

It was during this advance that I met with an unpleasant experi
ence. The boches were shelling us, and managed to hit the dug- 
out which several of us occupied, burying us alive. It is an un
pleasant sensation— to be sealed up in a tomb with other living 
corpses, with only a bit o f  candle or so between the lot, and no 
means of telling whether the place is to become a veritable grave 
or no. Fortunately, after a period of some strain, a relief party 

cam e to our aid and dug us out; it resulted in a startling reaction 
to find oneself restored to life after twenty-four hours of proba
tionary death.

In this advance I and my battalion reached Bapaume, where, as
usual, we found that the Huns had destroyed sj’stematically every 
building in the place— except, however, th£t they # bad left standing 
the Town Hall. But this little sign of regeneration1 proved merely a 
l>oob.v-trap. A week after our occupation the Hall blew up, killing 
i wo French deputies and some of our officers and men. A clock- 
mine had been deftly secreted and did its work effectively.

<>n this line my battalion remained— the CambrabSt. Quentin sector 
of the Hindenburg line, some miles beyond Bapaume— until at the 
• lose of 1917 I was invalided home with shell-shock.

I will now pass to a short survey of the third phase o f the war 
on the Western front— the campaign of the present year.

Small wonder that, at Russia’ s collapse and elimination from the 
war early in 1917, which released new German armies to outstrip 
our hard-earned increase in numbers and equipment, and snatched 
from us the long-promised hope of a great Allied Offensive— small 
wonder that on America’s dramatic entrance into the arena, our 
eyes turbed to her with eager hope, or that we watched with almost 
breathless expectancy for the speedy materialization o f her support. 
The enemy pretended to belittle America’s contribution and loudly 
asserted that the U-Boats would prevent the utilization of her 
power in the Allied cause. Again Germany miscalculated— as she 
lias done throughout— the power of will in a great cause, to over
come obstacles. Launching her vastly reinforced armies; 3 or 4 to 1, 
against the British front last Marcji, she bent it— but could not 
break it. Followed a like onslaught against the French front— with 
like results. Not yet had the Allied armies filled up their ranks to 
equal Germany’s in numbers— but they were newly inspired by the 
American support, and when Foch smote, in the second battle of 
the Marne, with America by his side, Germany’s pride was badly 
mauled. Then Haig, already recovered from the battering o f the 
spring, smashed forward on his front and crossed the Hindenburg 
line at its strongest point: and now America, in her first inde
pendent campaign, has administered the heavy and humiliating de
feat of St. Mihiel.

In fine. Germany has been out-genera lied and out-soldiered. Her 
conscript system, which she initiated and thus imposed upon the 
rest of Europe, has, in spite o f all its vaunted efficiency, proved a 
failure. She has broken every rule of warfare to which she had 
pledged herself; she has descended to every kind of barbarous out
rage on sea and land. Except when she fights with greatly superior 
numbers she is always beaten. And why? Complete efficiency must 
enlist not only every ounce of material power; it must enlist every 
ounce o f every kind of power. Germany has always left out of ac
count the mightiest factor in an army’s force: its spiritual power. 
That power is indomitable. It is this spiritual factor, imbuing every 
soldier and informing the whole line, which has set German “  effi
ciency ”  at naught. Germany’s kind o f ** efficiency ”  could succeed 
only if men were machines. It is the spirit of the Allied armies 
that will conquer— and has already discredited— the German military 
machine, built upon a basis of materialistic science which ignores—  
and by the showing of her own philosophers denies— the finest and 
most powerful of human qualities, while it openly flouts all sense 
of honor and decency. That, I hold, in the final analysis, is the

rock upon which Germany’ s house will break— as her false and god
less theory of life was the sand upon which she built it.

The Allies possess a higher faith than that— and we may humbly 
thank God for i t ! All honor to the splendid men of all ranks in 
all our armies on the Western front; all honor to Foch, coolly select
ing the proper moments to strike at the spent power of Germany’ s 
hosts; all honor to Haig, coolly meeting the overwhelming odds of 
Germany’s onslaughts and as coolly reporting the results o f his 
counterstrokes o f the last weeks; all honor to Pershing, coolly 
stepping into the arena with bis fresh young armies, who are as 
coolly doing the work o f veterans in our great crusade for civiliza
tion !

3. THE BRITISH NAVAL AND MILITARY CONTRIBUTION TO
THE WAR.

From the foregoing brief survey of the Western front, I will pass 
to a bird’ s eye view o f the other fronts, scattered over the face of 
the globe. To cut off from our enemies all external support, direct 
or indirect, it was necessary not merely to meet their attacks in 
the European fields, but to eliminate them as far as possible from 
all other parts of the world. Hence the campaigns employing naval 
and military forces, in which the British Dominions, South Africa, 
and India have joined us so splendidly against the German colonies 
and Turkey’s territories in Asia. South African and British troops 
have gained complete control of the German colonies in that con
tinent. Australia and New Zealand have seized their possessions 
in the Antipodes; our gallant ally, Japan, reduced Kiaochau in a 
few weeks; our British and Indian armies in Mesopotamia and Pales
tine are performing the triple task of defeating and reducing the 
Turkish forces, of freeing the races hitherto subject to 2,000,000 
tons annually. In the Balkans, Serbia and Greece are striking at 
the 1,000 square miles of hitherto unproductive land which now 
yields food for ourselves and our Allies, representing a saving in 
shipping o f no less than 2,000 tons annually. In the Balkans, Serbia 
and Greece are striking at the Bulgar forces; while Italy, who on 
her front is performing so magnificently her stupendous task— more 
wearing and trying to armies even than such warfare as we are 
experiencing on the Western front— stands by her Allies with a 
steadfast loyalty which is beyond all need of praise and gratitude. 
Lastly, we have the recent expeditions with which America is asso
ciated in support of the loyalist Russian populations against the 
machinations of German intriguers and agents.

In all these far-flung objects, it is our pride to have been able 
t%ke our part— sometimes assisting, sometimes assisted by, our 

Allies or our Dominions, to whose loyal efforts I must now bear 
witness.

For indeed the attribution of every part of the British Empire 
has been marvelous. Canada by herself has made an effort equal to 
that made by Great Britain in the Boer War, raising half a million 
men. Australia, in proportion to her widely distributed populaton. 
has equaled Canada’ s accomplishment. Of the Indian troops serving 
under the British flag, General Smuts declared: ‘ ‘ I never wish to
command more loyal, braver and better soldiers. The Indian forces 
who are now helping to break up the Turkish Empire in Mesopotamia 
are making a contribution to the war which should never be for
gotten.”  New Zealand, with a small population of a little more 
than a million, has raised no less than 100,000 men. New Found- 
land’ s effort is proportionately generous. South Africa, ”  compen
sated after the Boer War by one of the wisest political settlements 
ever made in the history o f the British Empire —I quote the words 
of General Smuts, who led the Boers against us in 1899-1902, and 
is now one of the most valued and influential members of the British 
War Cabinet— South Africa has done yeoman’s service to the com
mon cause, by cleariug the Germans from that continent and by her 
contribution to the armies at the other fronts, a service which re
dounds to her own honor as it bears glowing .testimony to the solidar
ity of the British Commonwealth of Nations of which she so recently 
became a part.

Turning to the high seas, I . need not speak at length of the service 
rendered to the world by the British Navy, whose predo mi nance alone 
has made possible not only the continuance of the main campaign 
on the Western front, but all the vast subsidiary projects for tne 
discomfiture and defeat of the Allies’ enemies.

In August, 1914, the British Navy had a tonnage of 2,500,000 and
a personnel of 145,000 officers and men. Today it lias a tonnage of
8,000,000, including the auxiliary fleet, and in 1917 the personnel 
stood at 430,000. The joint action of the American and British 
Navies has made possible the safe conduct of the American armies to 
France, and has almost wiped out the threat of the pirate U-Boat. 
The Navy’ s main task is not spectacular— but the figures are dra
matic: it has convoyed no less than 13,000,000 men, o f whom only 
2,700 were lost by enemy action; it has convoyed 2,000,000 horses 
and mules; 500,000 vehicles; 25,000,000 tons of explosives; 31.- 
000,000 tons of oil and fuel; 130'000,000 tons of food and other 
materials for use o f the Allies: all this in addition to its unceasing 
patrol of the North Sea— hoping and waiting for the impotent Ger
man fleet, which cost its nation $1,500,000,000, to come out and
give us battle.

I must claim your attention also for a few facts and figures con
cerning our Air Service. In 1914 Great Britain possessed a total of 
110 aeroplanes and a personnel of 900 officers and men. k In 1917 the 
personnel had reached 42,000 and the machines had increased to many 
thousands.

In 1914 the amount o f bombs dropped was practically n il ; in June. 
1917, the weight of bombs dropped by British aviators on German 
fortified towns was 65 tons; in May, 1918, it was 668 tons. In a 
single day on the Western front British aviators silenced no fewer 
than 127 German batteries, 28 gun-pits were destroyed, and 60 ex
plosions were caused.

From July, 1917, to June, 1918, 4,102 enemy machines in all 
theaters o f war were destroyed or brought down by British aviators 
with a loss of only 1,213 of our machines.

The following is a record of one month’s accomplishments by British 
airmen: 139 enemy machines destroyed, 122 enemy machines driven 
down out of control, 7,886 bombs dropped on Western front. 209.606

I
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rounds fired from the air, 15,837 photographs taken, always, of 
course, under heavy shell fire.

A big British aeroplane of a new type, carrying nine passengers in 
addition to its crew, recently made a trip from the interior o f France 
to the interior of England in just over one-half an hour. During the 
night of August 21st, 1918, British aviators bombed five German 
towns, dropping 194 tons of bombs.

The brutal raids of Zeppelins upon open and defenseless towns in 
England have been avenged— but only in accordance with the agreed 
rules of warfare; we have not taken our revenge upon the women 
and children of Germany, but upon their military centers and fortifi
cations.

4. THE INDUSTRIAL RE-ORGANIZATION OF BRITAIN FOR
WAR.

And now, after surveying the British naval and military forces in 
action, let us glance at the work of the British industrial army at 
home.' For it is true that but for the work of the army of civilians 
our cause would have been lost.

Over 4,000,000 men and women are today working in British muni
tion factories; they are producing in two weeks more shells than 
were produced in the whole of the first year of the war.

When war broke out Britain possessed but three National arsenals; 
today she has 150. Over 5,000 privately owned factories and works 
are now under Government control; in one area alone shell bodies 
or the components are now being made by a musical instrument man
ufacturer, an infants’ food maker, a candlemaker, a flour miller, art 
advertising agent, several brewers, a jobmaster, a glazier and a 
syphon manufacturer.

In the last six months of 1917, Canada contributed no less than 
15 per cent of the British output o f munitions.

Upon British clothing and boot factories has fallen the great task 
o f supplying a larger proportion o f the equipment of the Belgian, 
French, Italian and Russian armies; indeed, without British uni
forms and boots some of our Allies would have had no option but 
to relinquish the fight.

The entire fabric of Britain’ s industry has been revolutionized; all 
over the country immense new factories have been erected, devoted 
exclusively to the manufacture of munitions. New villages and even 
whole towns have sprung up almost in a night, yet the Ministry of 
Munitions has found time to organize a staff of experts, whose sole 
duties are to deal with the housing of the workers and to look after 
their welfare. Two thousand miles of track, 1,000 locomotives and 
many tens of thousands of railroad cars have been shipped abroad.

Canada has contributed quantities of railroad materials, including 
no less than 450 miles o f rails, torn up from Canadian railways and 
shipped direct to France,,

For the steadfast loyalty and heroic self-sacrifice o f British labor 
to the Allied cause no praise would be adequate.

As for the women, they are splendid!
Up to the outbreak of war Great Britain had approximately 200,- 

000 female workers, mostly employed in the textile industry. Today 
over 5,000.000 British women are doing 1,701 different kinds of 
work previously done by men, and, whatsis more, they have broken 
every record of pre-war production set up by the sterner sex. Over
1,000,000 are directly employed in munition producing plants, over 
500,000 are employed in engineering and chemical works, 300,000 
are working as farm laborers, 20,000 are in the uniform of the 
Women’s Auxiliary Armp Corps, working in France or Britain as
motor drivers, bakers, clerks, etc. Over 10,000 are In the Women s 
Royal Naval Service, doing similar duties for British Jack tars.

I am told that 5,000 British girls have been dispatched to the 
American Army in France; some are engaged in clerical duties, and 
some are making “  pies ”  for your boys at the front.

As our Prime Minister, Mr. Lloyd-George, has said: “ I f It had
not been for the splendid manner In which the women came forward
to work in the hospitals and munition factories, in administrative
offices of all kinds, and in war work behind the lines, often in daily
danger of their lives, Great Britain, and, I believe, all the Allies 
would have been unable to withstand the enemy attacks o f the last 
few months. For this service to our common cause humanity owes 
them unbounded gratitude.”

5, THE WAR ORGANIZATION OF GREAT BRITAIN FOR
DOMESTIC ECONOMY.

England has suffered deprivation, rather than actual privation; 
luxuries have been largely eliminated; necessities drastically re- 
duced,— but not to the point of causing keen distress or hunger. Her 
system of food-control is partly voluntary, partly compulsory. And 
the Economy Exhibition will demonstrate to those who attend it the 
weekly ration for a man or woman doing manual labor, includes the
following:

Butcher meat, without bone or fa t ................................  8 ounces
Bacon ........................... .......................................................... 12 ounces
Butter ......................................................................................  2 ounces
Sugar (individual use for all purposes)........................ 7 dunces

Milk is not rationed— but the supply to dealers is restricted to not 
over the average amount daily, for sale, which they had three months 
previous to the ration-system going into effect.

Bread is not rationed— but bakers are allowed to use only 60 per 
cent of white flour, and their supplies are similarly restricted.

Maximum prices have been established for nearly all foodstuffs in 
common use, and the poor are thus protected from any attempt at 
exploitation.

Undoubtedly a moral and sociological advantage has resulted from 
the enforcement of “  the stlmple life ”  upon all classes of the com
munity alike. From those conditions has arisen a mutual sympathy 
and understanding between rich and poor, high and low, which testi
fies to the democratic plan upon which our Anglo-Saxon common
wealths are based.

In spite o f the exceptional difficulties created by the shortage of 
labor, Great Britain has increased her arable area by 2,142,000 
acres since the outbreak of the war. This increased area Is divided 
as follows:

Acres. Pet. Inc.
Wheat ..............................................................................  752,000 39
Barley ..............................................................................  158,000 11
Potatoes .......................................................................... 217,000 50
Oats ..................................      735,000 35

Three thousand Government-owned tractors are at work on 611,000 
acres of land. One million acres are worked by steam plows under 
the Government’s direction. Cheese-making schools have been set up 
in 33 counties. Special efforts are being made to increase the sup
ply of seafood; in this direction I would point out that the trans
ference o f a single trawler from the fishing industry to the mine- 
sweeping service means 350 tons of fish lost annually to the country, 
or an aggregate of over 1,000,000 tons lost per annum.

British agricultural scientists have rendered yeoman service. A 
Russian wheat which resists rust, but yields a miserably poor crop, 
has been married to a British wheat with a high yield which now 
repels the rust; the result is 42 bushels per acre, or, with pushing, 
72 bushels. There is every prospect of their producing in the near 
future a potato immune from blight or wart.

In order to preserve all available fruit, 6,000,000 bottles are being 
distributed this year to housewives.

Britain’s grain crop this year will be the biggest since 1868. The 
army of harvesters now employed include wounded soldiers, college 
boys and girls, boy scouts, Belgian and Serbian refugees. Three 
hundred thousand women work on the land.

So much for the work the o f Government Department, but what 
of the work of the people themselves?

Over 1,400,000 new allotments have been put under cultivation, 
mostly by people who have already done a long day’s work in a 
munition factory, at the office desk, or on other duties. It is chiefly 
owing to the patriotic efforts of these amateur gardeners that Britain 
increased her potato crop by 3,000,000 tons in 1917, thus releasing a 
vast amount o f tonnage for the use o f the Allies.
1 This increased production has enabled us to divert cereal Imports to 
France and Italy to meet the shortage in those countries.

6. BRITISH FINANCIAL ORGANIZATION FOR THE WAR.

In touching upon the financial effects of the war I can speak only 
as a layman, and give you such facts and figures as may serve to 
illustrate the dimensions o f the British contribution to the Allied 
cause, as viewed from the financial angle.

During the first four years of war the British Government has spent 
£7,930,000,000. To meet this sum, £2,921,000,000 have been col
lected in taxation and State sources; £5,909,000,000 have been bor
rowed.

Deducting from the expenditure and revenue £800,000,000 for normal 
income and outgo during the four, years, on the pre-war basis, we get 
war revenue of £1,221,000,000, and war expenditures o f  all kinds, 
including loans to Allies and purchases by Government of goods that 
will be resold, £7,130,000,000.

The Chancellor o f the Exchequer in his budget speech estimated the 
value of those recoverable assets (taking loans to Allies at half their 
face value) as £1,176,000,000 at the *end of next March (1919). 
Taking them as, say, £1,800,000,000 now, this makes the four years’
figures as follow s:

Total war expen ditu res....'........................................£7,130,000,000
Less recoverable expenditure................................... 1,800,000,000

Net war cost.................................................................. f 5,330,000,000
Provided by revenue....................................................  1,221,000,000

Provided by borrowing............... t ............................£4,109,000,000

According to this calculation, the proportion of the net war cost 
that we have raised by revenue Is 23.04 per cent. Here In the
United States I understand you have been able to meet a higher 
percentage o f your war cost by revenue— 54 per cent of it, in fact, If 
loans to Allies be deducted. I believe that these figures do not,
however, permit of very exact comparison.

The stress upon the British purse has, perforce, been heavier; and 
the citcumstances under which our expenditure has been incurred 
have been less favorable to careful economy than in the case of
America. There is the further substantial consideration of the dif
ferent periods o f time during which each country has been subjected 
to^the burden of war expenditure.

Under tho circumstances in which we were placed, It is perhaps
fair to opine that during the stress of war, economy would not have 
been for us the chief of virtues, Yet the British Government and' 
the British people may be justly proud of their methods of raising 
revenue, and of the proportion of the war expenses met and paid as 
the war goes on.

First of these methods, which has been steadily Inculcated and In
creased among all classes of the community, might be called the
popular War Loan habit as contracted in the periodical purchase of 
War Savings Certificates. Thereby the heart of the nation, w ith  a 
regular weekly throb, pumps its financial blood through the whole 
nation’s system. The agents of some 40,000 local organizations 
throughout Great Britain pass through the factories and the villages 
every week-end to gather those sixpences and half-crowns which 
quickly bring back to the contributors their War Savings Certificates 
and at the same time furnish the Government with the “  sinews of 
war.”  From these little £1 certificates alone, the Treasury has re
ceived £79,000,000. The total raised by National War Bonds and 
Savings Certificates to July 27, 1918, was £1,028,000,000 (roughly, 
five billion dollars). The result is that whereas before the war 
there were not 350,000 individual holders of British Government 
securities, there are now no less than 17,000,000 holders. The “  little 
people ”  now own stock, along with the rich, In this great venture 
o f a co-operative democracy.

The second method of paying our way as we go (so far as human 
endurance permits) is by a heavy increase of income tax and super
tax, and the imposition of an 80 per cent excess war-profits duty. 
Thus, an earned income o f £200 ($960) which before the war paid a 
tax of £1.10.0 ($7.20), now pays £9 ($43.20); an unearned income 
of the same amount, paying $11.20 before the war, now pays $57.60.
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The tax-rate is raised as the incomes increase, and adds a second 
harden to the first. It is estimated that in the year 1918-1919

The income-tax and super-tax will yield............... £290,450,000
And the excess-profits duty with munitions levy .. 300,000,000

Total ........................................................ ..................... £590,450,000
(or $2,843,160,000)

In addition to these two sources o f revenue, the Government finds 
another increased customs and excise.

As for posterity, if  it inherits no capital, it mpy at least console 
itself with having inherited a debt which will be only a fraction of 
what it might have been; and one hopes it may also bear in mind 
that today the British citizen with an incomp of $2,400 per annum is 
paying in taxes (chiefly due to the war) no less than $1,000.

And as for me, gentlemen, I am well content to leave the solution 
of this weighty problem o f dollars and cents, of pounds, shillings and 
pence, upon the broad financial shoulders of yourselves and of your 
banker-colleagues in England. I doubt not that of this, as of other 
problems that our countries will inherit from the war, America and 
Britain standing together, as they are now standing shoulder to 
shoulder in this great fight for our common heritage and for our 
common ideals, will jointly discover the proper solution.

And that reminds me. Was it not a financial problem also that 
gave our British forefathers the heritage of Magna Charta, upon 
whose principles both our countries base their constitutions of free
dom, and of equality before the law?

And was it not a temporary aberration from those Anglo-Saxon 
principles on the part of a stubborn British Government opposing its 
will to the clear sympathies o f the majority o f the British people, 
which, a hundred and forty-two years ago, gave rise to a subsequent 
Declaration o f Independence by Britishers who then became the 
founders of these United States?

And is it not possible, as Major George Haven Putnam so aptly 
turned the thought, as the representative of your Nation speaking at 
the epoch-making commemoration o f Independence Day in London last 
July Fourth, that the war we are now waging, side by side, may 
bequeath us jointly a third and still richer heritage— a Declaration 
o f Inter-Dependence as between the United States o f America and 
the British Commonwealth o f Nations?

Rich, indeed, • would our heritage be should such an informal Dec
laration of Inter-Dependence between the English-speaking nations 
lead, in turn, to the realization of that greater Magna Charta o f the 
Nations of the World, so grandly conceived and so eloquently defined 
by the President o f your country. Then, indeed, would the blood of 
our youth not have been shed in vain!

State Taxation o f National Banks
By G eorge  B r y a n , of Richmond, Ya, General Counsel, Virginia Bankers’ Association

Taxation is a dry subject and may be appropriately discussed by 
one who comes from a dry State, although the causes for the two 
kinds of dryness differ so materially. It is not easy to present in 
twenty-five minutes, the time allotted me, many phases of a subject 
like mine today, but nevertheless limitations are necessary, the com
bined wisdom and mercy of which are manifest. Therefore, an effort 
will be made to present here an outline of the present condition of 
national banks in respect of State taxation, with perhaps a sugges
tion or two as to how that condition may be improved.

We begin with a foundation principle which, like other foundation 
principles, is too often lost sight of, namely, that but for the express 
consent of Congress, the several States, counties and cities could not ’ 
tax national banks at all. The national bank is a federal agency and 
if permission were oncd given the States to tax it at their will, it is 
entirely possible, though not just now probable, that one or more of 
them might seek to tax it to its destruction ( Talbot v. Silver Bow 
County, 139 U. S. 438). It must be borne in mind, however, that 
the members of both branches of Congress represent in that body, 
among their other constituents, their respective State governments and 
that they could not have contemplated, when the national banking act 
was passed, and do not contemplate today the possibility that the 
large values represented by the capital■ and assets of the national 
banks of the country should escape State and local taxation. There
fore, federal permission to impose such a tax was given by a statute 
known as section 5219 of the Revised Statutes, but upon express con- 6 
•lit ions.

These were, first, that the national bank as such should not he taxed 
at all. One direct effect of this is seen today in the fact that national 
hanks can not be subjected to an income tax upon corporations im
posed bv a State, as a result of* whicli State banks and trust com
panies--certainly in Virginia— escape this tax, for legislatures are 
always and naturally careful to seo that State institutions doing a 
banking business enjoy all the privileges and immunities granted 
national banks under State legislation. '

It is pertinent that I allude tit this point to what. I deem to be 
the unwisdom of an amendment of the federal statute in question 
which would permit the imposition by a State of a tax upon tlie in
come of a national bank. 1 learn that such an amendment is contem
plated and with favor by national bankers in the few States .which 
seek to derive the major portion of their revenue from an income 
tax upon, individuals and corporations, which, because of the federal 
law in point, can not reach national banks in this particular. It 
requires no prophet’s vision to enable one to assert with confidence 
that if such an amendment of what , we may call the enabling act of 
Congress becomes law, all the States will, as soon as their several 
legislatures convene, repeal the present express (as in Virginia) or 
implied exemption of banks, both national and State, as well as trust 
companies and will impose the full income rate upon all. This, of 
course, unless the amendment, be carefully worded so as to confine 
the scope of the permission to these States which do not impose an 
ail valorem tax upon bank shares, but an income tax in lieu thereof. 
That" way, however, lies danger. It is demonstrable that the banks 
of the country already bear their full measure of just taxation— in 
certain States far more than what is equal and uniform. Just why . 
national banks should deliberately advocate the opening o f another 
federal door to “State and perhaps local taxation of their assets is,
I confess, beyond me. We can almost bear the hearty and classic 
welcome which the State tax-huntsman would give the measure—

“  No, ’ tis not so deep as a well, nor so wide as church door.
But ’ tis enough, ’ twill serve.”

.Esop never wrote a more instructive fable than that of the camel 
who came to the hut of the villager and prayed that the door might
he opened only wide enough to enable to Insert his cold nose. You
know the rest.

The second condition was that although the national bank might not 
be thus taxed, the shares of its stock might be ”  included in the valua
tion of the personal property of the owner or holder of such shares in 
assessing taxes imposed by authority of the State within which the 
association (bank) Is located.”  Upon this hinge swings the only door
which permits the entrance into a national bank of a State and local
assessor and collector of taxes.

The statute then provides:
“  but the legislature of each State may determine and direct the 
manner and place of taxing all the shares of national banking associa
tions located within the State, subject only to the two restrictions, 
that the taxation shall not be at a greater rate than is assessed upon 
other moneyed capital in the hands of individual citizens of such State, 
and that the shares owned by non-residents o f any State shall be taxed 
in the. city or town where the bank is.located, and not elsewhere.”

Let us notice in passing another point. I f national banks as banks 
may not be taxed by the States, but only the shares of their stock, 
it follows, does it not, that States and localities can not impose a 
license tax upon them in the shape o f a privilege or occupation tax? 
For this is none the less a tax which is inhibited by section 5219. 
Efforts are made from time to time, principally by municipalities, 
generally of the smaller class, to impose a license tax upon national 
and other banks, hut when the attention of their proponents Is called 
to the federal law, these efforts are more often than otherwise aban
doned ; if persisted .in, they are pronounced by the courts to be 
nugatory.

We now approach the question, What is the fair meaning of the 
expression in section 5219— ”  other moneyed capital iu the hands of 
individual citizens of such State? ”  It behooves us to go slowly here, 
for wise judges, I do not mean of different jurisdiction, but of the 
same great tribunal, the Supreme Canrt of the United States, have 
given formal but widely differing , interpretations of these words. 
Limitations of time forbid an extended discussion of the proposition 
here, but to those sufficiently interested I shall be glad to give, upon 
the conclusion of this address, a reprint of an ‘ urticle which I pre
pared for tiie Yale Law Review for December, 1914, and which 1 
humbly conceive to be demonstrative o f the fact that the Supreme 
t'ourt lias in effect reversed its earlier views of the subject, which 
views, I nevertheless respectfully submit, embodied the intent of the 
framers of the statute. That the views of that court have varied to 
the point of conflict can hardly be denied by anyone who had made 
a study of the cases in point.

It must suffice to give here quotations from certain of the earlier 
and from certain of the later decisions.

In Evansville National Bank v. Britton, 105 IT. S. 322, decided in 
18*2. the court said:

“  The Act of Congress does not make the tax on personal property 
the measure of tax on bank shares in the State, but the tax as moneyed 
capital in the hands of the individual citizen. Credits money loaned 
at interest and demands against persons or corporations arc more 
purely representative of moneyed capital than personal property.

The rights, credits, demands and money at interest mentioned 
in the Indiana statute, from which bona fide debts may be deducted, 
all mean moneyed capital invested that way.”

And in Boyer v. Boyer, 113 U. S. 689, decided in 1885, the court 
held that its former decisions do not sustain the proposition that 
national bank shares may be subjected under the authority of a State 
to local taxation where a very material part, relaitvely, of other 
moneyed capital in the hands of individual citizens within the same 
jurisdiction is exempted from such taxation.

Surely those expressions are clear enough. In the case of Mercantile 
National Hank v. New York, 121 U. S. 138, decided in 1886, however, 
seems to mark the beginning of a change of view of the meaning of 
the expressibn, for the court said thef-e:

“  Moneyed capital does not mean all capital the value of which is 
measured in terms of money. In tills sense all kinds of real and per
sonal property would be embraced by it, for they all have an esti
mated value as the subjects of sale. Neither does it necessarily in
clude ail forms of investment in which the interest of the owner is 
expressed in money. Shares of s*ock in railroad companies, mining 
companies, manufacturing companies, arid other corporations, are 
represented by certificates showing that the owner Is entitled to an 
interest, expressed in money value, in the entire capital und property 
of the corporation, but the projierty of the corporation which con
stitutes its invested capital may consist mainly of real and jiersonal 
property, which in tlie hands of individuals no one would ever think
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of rulliuy moneyed capital, aud its busmens may Dot consist of any 
kind of dealing m money or commercial representatives of money.”

The court held that the expression includes money in the bands of 
an individual employed in a similar way, invested in loans or in 
securities for the payment of money, either as an investment of a 
permanent character, or temporarily with a view to sale or repayment 
and reinvestment. But here the court itself opened the door to a 
long series of cases invoking the application of this elucidation o f the 
statute— a definition of the word ** similar ” — for the court held that 
the business of a trust company is not only not the same as but is 
not similar to that of a bank, although both receive money on deposit 
and invest it in loans, and deal, therefore, in money and securities. 
And, therefore, again, a New York statute which expressly exempted 
from taxation in the hands of individual citizens certain enumerated 
kinds of moneyed capital, aggregating more than one and a half billion 
dollars, while national and State banks were taxed upon their full 
actual value, less only their real estate which was itself specifically 
taxed as such, was held not in conflict with section 5219.

In a later case, First National Hank v. Chapman, 173 U. S. 205, 
the court interpreted the act to mean “  competitive moneyed capital,”  
and in a still later case, Jenkins v. Neff, 18# U. S. 230, it sub
stituted for this ”  limited competition,”  and this it declared perinis- 
sible. And so on.

Another illustration. In People v. Weaver, 100 U. S. 539, decided 
in 1879, the court had held that a statute of New York which per
mitted a debtor to deduct the amount of his debts from the valuation 
of all his personal property, including moneyed capital, except his 
bank shares, taxes those shares at a greater rate than other moneyed 
capital, and is, therefore, void as to the shares of national banks. 
But in Amoskcay Bavinys Bank v. Purdy, 231 U. 8. 373, decided in 
1913, the court, after twelve months’ consideration, held that pro
visions in a New York tax law imposing a fiat rate on shares of all 
banks, both State and national, without the right of exemption (de
duction?) in case of the indebtedness of the owners, does not dis
criminate against national banks and is not invalid, under section 
5219. The interested student of the subject must locate for himself 
the distinction which the court says exists between this and the 
Weaver case, namely, in the State statutes pertinent to the cases re- 
spectively.

It must by this time be evident that there has been a great drift 
iu tip; law of the subject since the enactment of the statute in 18(58, 
and further that the drift has not been in the direction of clearness. 
This is unfortunate, for it is elementary that tax burdens are not to 
be imposed by construction. The Supreme Court has well said that 
there are no constructive crimes. There should likewise be no im
position of a tax without a clear expression of Competent legislative 
authority to support it. In the same sense, words in a statute sug
gestive of a limitation of a given tax should be construed in favor 
of the taxpayer, that is, so as to give vitality to the limitation. It 
is submitted with great respect that this rule has not been followed 
in his instance, but rather that what was meant by Congress to be a 
substantial barrier to State taxation of national banks has, to speak 
with moderation, lost in the process of construction at least fifty 
per cent of its strength and substance. The steady process of erosion 
by States and localities has worn away a large portion -of the rock.

What then is to be done about it? It is hardly probable that the 
Supreme Court will return to the view of the question which it held 
in the Weaver, the Evansville and the Boyer cases, and Congress 
should therefore be asked to declare, by an amendment which will 
remove it from the region of doubt, the meaning of its proviso of 
fifty years ago. Such an amendment could be clearly expressed in 
more than one way. In the Boyer case Mr. Justice Harlan said:

”  As the Act of Congress does not fix a definite limit as to the 
percentage of value beyond which the States may not tax national bank 
shares, cases will arise in which it will be difficult to determine 
whether the exemption of a particular part of moneyed capital iu in
dividual hands is so serious or material as to infringe the rule of sub
stantial equality.”

If, then, Congress will amend section 5219 and fix, say, sixty per 
cent as a definite limit beyond which States may not tax national 
bank shares, the end will be attained, the clouds through which we 
have been groping our way will disappear and only the memory of 
them as interesting specimens of legal casuistry will remain. If, to 
be more sjiecific, the first of the ”  two restrictions ”  of section 5219 
he amended and re-enacted so as to read:
”  that the assessment of such shares shall not be at a greater rate than 
sixty per cent of their book value,”  there will be an end of con
struction, for there will be nothing to construe. All that will remain 
will be obedience to the supreme law of the land.

Others, however, favor the insertion in the statute, after the word 
“  moueyed capital ”  of the words 
”  whether competing capital or not,”
I think that if this amendment can he obtained, it will certainly 
clarify the meaning of the statute and result in substantial justice to 
shareholders in national banks who are, in my judgment, far from 
receiving today the measure of equality and uniformity in taxation 
which Congress, in enacting section 5219, undoubtedly intended to 
give them. ‘

But there is another field for efforts at relief by amendment and 
that is. the State legislature. In one sense, it is the most important,

for the legislature prescribes the rate. Congress has nothing i<> do 
with it. It merely says, ** Thus far and no further,”  and the State 
as a rule, goes to the limit of the permission.

In my judgment, the national banks o f the country, when located 
in a State which imposes an excessive tax, that is, an unequal and 
un-uniform tax upon bank shares, can adopt no more intelligent and 
effective method of obtaining relief than by concerted action to in
augurate a campaign of education addressed to the people o f the State 
and their representatives in the legislature which shall be carried 
unremittingly, patiently and thoroughly Until the result has been ob
tained*.

1 am a firm believer in the sense of ultimate fairness iu the average 
American and the'average American legislator. I prefer to believe that 
each wishes abstractly to be just and is uncomfortable if injustice, 
due to bis action or non-action, is constantly and respectfully brought 
to his attention— if, aside from any equal aud uniform clause in a 
constitution which he has bound himself to uphold, he is confronted 
with a glaring inequality in the tax rate on two things which are 
essentially one and the same, though perhaps differing in form.

I believe, and actual experience confirms the statement, that the 
continued presentation of the subject in this manner will, after a 
while have its effect in a correction in part or- whole of the inequality 
ami in the affording of the desired relief.

What are best methods for such a campaign? I f I may answer the 
question in one word, I would reply, The stockholder. An appeal by a 
bank or an association of banks, as such, to a legislative committee 
is apt to fall iq>ou deaf or indifferent ears. It is otherwise with an 
appeal by a stockholder or by associated stockholders. With their 
advent enters the human element and the strictly corporate disappears. 
An increase in the temperature is at once perceptible, for the repre
sentative comes face to face with his constituent and begins to con
sider, perhaps for the first time, a bank as what it is— not an imposing 
structure without and within, filled with mahogany office furniture and 
counters piled with money aud loose-leaf ledgers to keep count of it 
ail, but as an aggregation of men, generally of standing and influence 
in the community, clothed with a vote at the general elections, who 
ask not for a scintilla o f preference or exemption from the common 
burden, but only that their tax-subject be not assessed and taxed at 
a rate from twenty to one hundred per cent greater than another or 
others of substantially the same nature and value.

After a while— after these and cognate considerations have been 
first publicly disseminated and bav£ then been communicated to the 
several members of the legislature from home sources by personal in
terviews clear and pithy demonstrations in pamphlet form, and argu
ments before committees, with an invitation to any who are opposed 
to appear and debate the issue— after a while the leaven of common 
sense and fair play begins to do its work and its results develop.

This is only an outline, a suggestion, but in the nature of a paper 
like the present, it is all that can be attempted. The merits or de
merits of the suggestion will lie in the application.. The members o f 
the Association come hither from many jurisdictions $ud each must 
apply the remedy to the conditions existing in his field. In some 
States the rate of taxation upon bank shares is fair and uniform-— 
iu others it is harsh and unequal in the extreme— “  oppressive.”  to 
use the expression of Mr. Justice Harlan in the Weaver case. Where 
the former condition obtains, I advise that xvell enough be left alone. 
I go further— even where a measure of inequality exists, it inay be 
better to hear the ills xve have than fly to others which are potential. 
But where tax conditions are indeed oppressive and unjust, I advise 
that united action of tire kind above indicated be inaugurated as soon 
as may be and confided to the care of a committee representing dif
ferent portions of the State, which shall be presided over by a chair
men selected only for his ability to handle a big undertaking, the 
indispensable ingredients of which ability are, first, aud acquaintance, 
lay or professional, with the basal facts o f this and related questions 
of taxation; second, an enthusiasm in the good work of attaining 
justice for bank shareholders, and, third, inexhaustible patience, re
sourcefulness and tact. Early iu the campaign, he should take the 
serum against discouragement, for he will often meet that giant in 
the way a giant, however, who, like others of his name, looms 
largest in the darkness and shrinks rapidly upon the coming of the 
light.

I have not drawn for you an imaginary picture, but a portrait from 
life. 1 tVel honored by the invitation to address you today and I 
give you my best advice. It is the result of a close acquaintance 
for many years with an ideal chairman.

And now, with my apoligies for having perhaps unduly prolonged 
this address, I conclude my presentation o f the subject with what is 
undoubtedly the best and strongest feature of the claim for improved 
tax conditions— a feature which, if there is anything at all in Ameri
can traditions and American standards, must insure its ultimate suc
cess, namely, the justice of the cause; the justice which has been so 
long lost sight o f ; the justice which is predicted upou elementary 
requirements of the jurisprudence of taxation, uniformity and equality : 
the justice which denies altogether the reason and righteousness of a 
system which lays its hand upon those forms of property that are 
visible and within reach, yet arbitrarily assesses other subjects, re
ceiving the same governmental protection, at fifty, forty and thirty 
per cent of their value, or, with blinking eye. permits them to escape 
altogether.
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The Federal Reserve *
By Edmund D. H ulbebt. President, Merchants Loan & Trust Company

After four years of trial the Federal Reserve Act%tands as one 
o f the most successful and beneficent pieces of legislation ever enacted 
by Congress. What it has done for the country iu promoting war 
finance cannot be computed. What it has done to relieve the bankers 
of the country from the killing burdens and anxieties heretofore always 
incident to disturbed conditions, we all appreciate. It can safely be 
said that the banking business o f the country has been carried on dur
ing the past four years, notwithstanding the unprecedented world dis
turbance, with less worry, foreboding and fear than the bankers of 
the United States have experienced in any other four years of their 
lives.

It has U»en demonstrated that financial panics can be nipped in the 
bud and normal conditions restored with rapidity under the operation 
of this system. There is no doubt that on at least one occasion since 
the system has been in operation we would have been forced to issue 
clearing house certificates under the old regime, and we all know that 
recovery from that kind o f shock is slow. As it was, the banks con
verted over $200,000,000 of commercial paper into* reserves in one 
day and met the emergency. No one, outside of the banks in the cen
tral reserve cities, knew that crisis had occurred. Most of this loan 
was repaid to the federal reserve banks inside of ten days, and as a 
shock obsorber the efficiency o f the system was demonstrated perfectly.

We must not forget, however, that there is a limit to the powers of 
federal reserve banks to rediscount, and that the forces of expansion 
and inflation will iu time reach any limit it unchecked. It is there
fore of vital importance that the federal reserve banks be kept work
ing well within their resources. It seems to me there is some ground 
for anxiety on this point. The Amendments to the Act since its pas
sage have thrown the entire burden of carrying reserves on the federal 
reserve banks and at the same time the Act is being administered in 
such a way that rediscounting is made tempting for profit-making pur
poses.

The settled custom of making the federal reserve bank rate lowei 
than current bank rates is contrary to that of the older countries 
where the limitations and proper functions of central reserve banks 
are better understood. In England, for example, the Bank of Eng
land rate is always kept at a point where there is little or no profit 
in rediscounting. Previous to the war rediscounting by the commer
cial banks of England was practically unknown. One of the greatest 
perils of our old system was the practice o f permitting country banks to 

•count credits with reserve city banks as part of their lawful reserve 
and. inasmuch as the reserve city banks could and did loan out at least 
75 per cent of these deposits, it followed that a considerable part of 
what country banks counted as reserve had no existence iu fact.

It seems to me there is now a possibility of running into an even 
more dangerous practice, as the only legal reserve a member bank 
can have is a credit on the books of the federal reserve banks. State
ments of federal reserve banks have been published which showed loans 
iu excess o f their combined capital and deposits, the difference being 
made up with federal reserve notes; that is, the federal reserve banks, 
instead of having a reserve power o f their own, were borrowing from 
the public to meet their obligations. Of course, none o f us wants to 
propose any furrher changes in the law while the war is on, but I 
think we may be permitted to suggest that in the interest of safety, 
federal reserve rates be raised to a point where rediscounting will be 
unprofitable.

These low rates are perhaps part of the propaganda designed to in
duce state banks to join the federal reserve system, but so far as my 
observation goes member banks and trust companies are more con
cerned about other matters.

So far as trust companies are concerned, many of them seem to l>e 
troubled by the fear that the Government may attempt to standardize 
the trust business carried on by member banks, just as it has en
deavored to standardize the commercial business carried on by national 
banks. They understand, of course, that withdrawal from the system 
is always open to them, but fear some loss of prestige from such action. 
My answer is that no trust company has, so far as I know, entered 
the system for the purpose of gaining prestige, and if a time ever 
comes when the Government attempts to interfere with the powers of 
trust companies as defined by the various states, anybody who desires 
to withdraw will have plenty of good company.

We know, of course, that the present administration has taken a 
very clearly defined position on this point. What the Government is 
concerned in is the mobilization of reserves and the control of our 
common stock o f gold, and no interference will be attempted with the 
legitimate operations of banks and. trust companies organized under 
state laws. I do not think we need anticipate any hostile action oh 
the part of future administrations. Our experience with the National 
Bank Act has demonstrated the undesirability, if not impossibility, 
of running all the banks of tbe country on the same rigid lines. It 
is absurd to prohibit a National bank in Iowa from loaning money 
on a farm just because we do not want National banks in New York 
City to loan money on skyscrapers, but that is just what the old 
National Bank Act did. The result of that policy is that there ar< 
less than 8.000 National banks in the country and more than 20,000 
state banks, although it was exjiectcd and intended when the National 
Bank Act was passed that National banks should supplant state banks 
altogether. It looks now a good deal more as though the tendency 
would be for state banks holding memberships In the federal reserve 
system to supplant National banks. Service to the community is. in 
the long run, what determines which shall survive and that a state 
bank holding membership in the federal reserve system is in a better

* This address was delivered before the joint meeting of the National 
Rank. Saving* Bank, State Bank and Trust Company Sections.

position to serve the people o f its own territory than a National bank 
would he Is hardly open to discussion. There is now no power pos
sessed by the National bank, except the unimportant one of issuing cir
culation, not possessed by the state bank and, in addition, the state 
bank exercises all the powers granted by its state charter framed to 
meet the special needs of that community. It also has the advantage 
of both state and federal supervision.

We, of course, sympathize with the desires of our National bank 
brethren to offset this tendency by exercising trust powers, but I am 
afraid if they succeed they will be disappointed in the results. The 
trust business is a highly specialized business, having little relation 
to commercial banking, and the comparatively short life o f tbe Na
tional bank charter will be a bar to trust business of much impor
tance. When the Merchants’ Loan and Trust Company started its 
trust business, it had a fifty-year charter. This was soon found too 
short and was changed to a ninety-nine-year charter. This also was 
found to be too short and has since been changed to a nine hundred 
and ninety-nine-year charter, under which it is now operating.

A high Government official has tried to cheer up our friends a 
little lately by giviug out a statement that twenty-two state banks and 
trust companies have failed this year and no National banks. I do 
not believe even that will turn the tide. If this statement was in
tended to discredit state banks and trust companies, an unfortunate 
time was chosen. State banks and trust companies control today a 
good deal more than one-half of the banking resources o f the coun
try, and manifestly the welfare and credit of these banks is vitally 
necessary to the prosecution of the war.

lord  Cunellffe, Governor of the Bank of England, said the most 
impressive thing to him in America was the way in which the vast 
number of banks in the country were working together to support the 
Government in its time o f trial. He said that up to a very recent 
period no such harmonious action had existed among the banks of 
England. I wonder what he thinks of the attempt by the Government 
official to discredit some twenty thousand banks who have shown such 
loyalty and patriotism. Fortunately, neither the credit nor the loyalty 
of these banks will be in any way diminished by this action.

If you will pardon the digression, I want to take advantage of this 
opportunity to get some unwritten history into our records.

The Federal Reserve Act was, of course, an outgrowth o f innumerable 
plans for currency reform, but it is not generally known that it was 
Woodrow Wilson who laid out the ground plan for the Act and that 
there was never any fundamental departure from his original plan. Mr. 
Wilson was in Chicago shortly before his first inauguration, and at that 
time he outlined lo a Chicago banker his plan for a reform of our 
banking system. The plan as then disclosed was fundamentally the 
same as the Federal Reserve Act, which subsequently became law. The 
machinery was much the same as that suggested by Professor Laughlin 
of the Chicago University, as a substitute for the Aldrich plan, but the 
principles involved were, o f course, entirely different.

It developed at this interview that Mr. Wilson had been a student 
of finance and hanking for years before he was thought of in con
nection with the presidency. The Chicago banker, however, expressed 
his disapproval of the plan emphatically on the ground that the com
pulsory purchase of the stock of the federal reserve banks by the 
National banks would be an unheard of exercise of arbitrary power by 
the Federal Government, and that without this the plan would fall to 
the ground, as it was too unattractive from a hanking standpoint to 
lead bsjnks to join the system voluntarily.

While the fundamentals of the plan were never departed from, the 
greatest iiossible credit is due to Congressman Carter Glass of Vir
ginia for the commercial soundness and sanity of the completed Act. 
After the Act was passed, some financial experts said it was a 
miracle that such a technically sound and able law could have been 
enacted by Congress. There was no miracle about it, unless it be 
considered a miracle that a rather obscure Congressman of no great 
experience In financial matters developed an almost unerring instinct 
for the sound and constructive in finance and an unsurpassed courage 
U> withstand the onslaughts of the demagogue and doctrinaire.

Few have any conception of the determined efforts that were made 
to get untried and dangerous schemes into the bill, and what it cost to 
defeat them. Mr. Glass carried this fight gallantly to a finish and col
lapsed with exhaustion only after the bill became law. The Act was 
passed In November, 1913, but as late as October of that year the 
democrats in Congress were either lukewarm or antagonistic to it. The 
united opposition of the banks of the country, as expressed at the 
Chicago conference in August and by this Association at its Boston 
convention in October, coupled with the fierce onslaughts of Elihu Root 
in the Senate, had their effect, and it was only the iron will of 
President Wilson that brought it to a vote. As it was, two democratic 
Senators, members of the currency and banking committee which had 
eharge of the bill, finally refused to vote for it.

I therefore wish to record the statement that to Woodrow Wilson 
alone is due to credit of placing the Federal Reserve Act, and to Car
ter Glass more than to  any other one man Is due the credit o f making 
it a sound, beneficent, workable law.

There is no apology to lie made, however, for the action of the 
banks either at the Chicago conference or at our Boston convention. 
What was contended for was, first, that membership in the system 
should be optional ; second, that as the banks furnished all the capital 
they were entitled to some voice in the management and should have 
the appointment of three out of seven of the Federal Reserve Board: 
third, that a small portion of the reserves of the country hanks might 
tie kept with banks in the reserve cities; fourth, that credit currency 
issued by banks should not be Government obligations.

There is nothing in all of this inconsistent with the patriotism and 
good faith always shown by the associated banks of this country.
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It is a source of gratification that we meet today under more pleas
ing circumstances and under brighter skies than a year ago. One 
year ago our people had not realized that this country was at war. 
Today the situation is quite different; we now have across the seas 
the most magnificent army, under General Pershing, America has ever 
produced and as fine an array as the world has ever seen. At home 
we find our country stirred to the depths and thrilled to the core, 
rising as one man in the majesty of its power to speedily accomplish 
the stupendous and supreme task now before us. In the very front 
of the great civil army at home, in the melting heat of this supreme 
crisis, we find the bankers facing this ordeal with a courage equal 
to that of our army in Prance.

It has been well said by those in authority, that on the financial 
foundation provided by the Banks of the United States has been built 
the striking force of the American Army which has turned the tide 
of battle in France.

Every banker in this audience will review with pride and pleasure 
hig efforts and sacrifices throughout our three great Liberty Loan 
Campaigns, since these efforts and sacrifices have been transmuted 
into the now world-famous success of American boys, splendidly 
trained, perfectly equipped, who hurled back for days in succession, 
the finest shock troops of the enemy in the second battle of the Marne.

Efforts have been great— sacrifices have been great. The Nation has 
accomplished an unprecedented task in mobilizing about twelve billions 
of liquid resources during the first year of war. The indispensible 
part played by the National Banks of America will loom larger, as 
history gains In perspective, of the world-changing events in which 
we have moved, striven and succeeded.

Of the total of twelve billion subscriptions for the three Liberty 
Loan campaigns, over six billion were received by the Treasury De
partment through the National Banks. On June 29th last, the Na
tional Banks owned Liberty Bonds of the three issues aggregating 
$408 ,850,000, representing about 2 .3/10 per cent o f their resources. 
At the same date the National Banks had loaned to their patrons 
against Liberty Bonds as collateral four hundred and fifty-seven 
million dollars or 2 0/10 per cent of their resources; so, on June 29th 
the National Banks owned and held as collateral an aggregate of 5 
per cent of their total resources. This shows that National Banks 
are pursuing the right policy in keeping their resources liquid and 
thus be the better prepared to patriotically serve our country as future 
issues of bonds are offered.

When the United States declared war against Germany, our banking 
situation had already changed, preparedness measures had already been 
taken. We had previously gone through many trying months. Months 
when bankers faced greater responsibilities than they had ever knowfi. 
OpiK)rtunity for extension and incentive for profit were prevalent 
throughout the country hut the bankers bad withstood the temptation 
for profit in the interest of safety. They operated their business con
servatively, exereised extreme care with due rgard for proper business 
demands and when the call came to assist our Government in its war 
activities the bankers were ready and responded in a manner of which 
we are proud.

The passage of the Federal Reserve Act and the launching of the 
presept system of banking is one of the greatest forward steps ever 
taken in this country. The independent banking units had great 
strength and served a most valuable purpose. They were not, however, 
in a position to co-operate and exercise their full power in behalf 
of the entire nation. The Federal Reserve System makes such co
operation possible. It is a great privilege that you gentlemen have 
as powers in the ownership and operation of the units, that go to 
make up this magnificent system.

Great as our efforts have been, signal as has been our success, the 
next fiscal year presents problems which dwarf them both. The Sec
retary of the Treasury has announced that our war expenditures for 
next year will be approximately twenty-four billion dollars. This 
stupendous figure is approximately half the entire yearly income of 
the American people. It is equal to the entire value of all American 
manufactures for 1914. Not only are we confronted with the problem 
of raising this gigantic sum, but with spending it in ways which will 
produce a never-failing, never-pausing stream of weapons and supplies 
to our growing armies on the distant battle- fronts.

The savings of the Nation have been placed at nine billion dollars 
yearly by competent authorities. Can those be increased to twenty- 
four billion with which to pay our taxes and buy Liberty Bonds? 
Can we reduce our private demands on the productive power of the 
Nation so "that our industries can produce the great volumes of war 
supplies to be purchased, by ourselves and our Allies, with the gigantic 
fund we shall attempt to raise?

Success or failure rests largely in- the hands of the members of the 
National Bank Section of the American Bankers’ Association. I fancy 
there are few Liberty Loan Committees in the country on which Na
tional Banks are not represented. There are few communities of 
manufacturing Importance in which National Banks do not exert a 
powerful influence. The extent to which the National Bankers of 
America grasp these problems, appreciate their gravity and the extent 
to which proper energy is applied to their solution, will largely deter
mine the proper handling of the greatest crisis in the world’ s history.

Those who were most interested in the formation of the National 
Bank Section realized that America was growing to proportions which, 
for future development and safety required a unification of the bank
ing system. They had in mind that the Section should be a machine 
through which the bunks of this Nation aligned with the Federal Re
serve System, might exercise their full moral power and strength on 
all problems that might arise o f common Interest to such banks.

The Section affords an agency through which better systems, methods, 
practices and policies relating to banking business may be evolved, 
encouraged and developed. Its influence for good is without limit.

I regard the experience that I have had and the slight aid rendered 
in the formation and direction of the National Bank Section as one 
of the highest privileges of my entire banking experience.

The Section has accomplished much. The results to date are small 
as to what I forsee for the future. The Section was organized at
Seattle three years ago. It now has in its membership 6,319 National 
Banks whose aggregate resources are nearly seventeen billion dollars 
and has associated with it other hanking institutions aligned with 
the Federal Reserve System whose total resources aggregate over 
six billion dollars. It is the hope that the Section shall include 
every National Bank in its membership before tbe expiration of the 
year. The one great lesson of the war is that co-operation is the 
least expensive and the most valuable influence at the command of the 
bankers and business people of any nation.

We feel that during the past year the Section has exerted no small 
influence on legislative matters. Of the many bills which were intro
duced iu Congress affecting National Banks, it has used its efforts to 
the end that necessary constructive legislation should be passed and 
all proposed laws that were not o f a constructive and essential char
acter should be defeated. The fact that during these trying times 
for the period of seven months no National Bank in the United States 
has failed, must give us all great satisfaction, not only the direct 
management of the Banks, but the supervision thereof and the opera
tions of the Federal Reserve System. This great system has responded 
to the needs in a most admirable way. Who would trust himself to 
imagine what might have happened to our financial structure had we 
not been blessed with this magnificent system?

Although a great bulwark of strength the Federal Reserve System 
has yet a number of very important functions that are to be developed 
and should receive careful consideration at the hands of every Na
tional Banker.

At Briarcliff, New York, one year ago last May, the National Bank 
Section pledged its entire support and assistance to tbe Treasury De
partment, the Federal Reserve Board and to the various departments 
of the Government in carrying out the financial program and other war 
time activities. Results have shown fulfillment of the Briarcliff pledge. 
The machinery of the Section was utilized in a most valuable way in 
the three Liberty Loan Campaigns. Our excellent Secretary has spent 
five months in Washington, *. aiding in the preparation and launching 
of the War Savings program. This was in answer to the Govern
ment’s call, issued through Mr. Frank A. Vanderlip, Chairman of tin* 
National War Savings Committee. Our Secretary also had charge of 
the Bank Division of the National War Savings Committee.

It was through this division that more than eighteen thousand Banks' 
and Trust Companies were induced to formally accept appointment from 
the Secretary of the Treasury Department for the sale of War Savings 
and Thrift Stamps. Nearly eight thousand additional Banks and 
Trust Companies were induced to actively participate in the campaign.

The response from the Banks in this great movement, like in the • 
Liberty' l oan Campaign, was 100 per cent efficient. The goal set was 
twenty million new savers within the year. More than thirty-four 
million of our people have already become holders of War Savings 
and Thrift Stamps. The great lesson of saving and industry has been 
brought to many million of holders of small Government obligations, 
we hope permanently and effectively. As every saver sooner or later 
l>ecomes a bank customer, aside from patriotic reasons, every banker 
should loyally encourage this campaign of thrift and industry, not 
only until the war closes, but continually.

Let us not forget that we owe much to the future and that our 
preparation for the preseut must have due regard for our future wel
fare. The program of strict economy and saving may not be the 
easy way, but it is the sure icay in which we can finance this war 
and leave America in a strong financial condition at its close and 
enable us to take a most important part in the construction o f the 
other countries that have been- devastated by war as well as develop 
not only our domestic but our foreign business. We should be and I 
am confident we will be, well equipped to carry our trade to every nook 
and corner of the world after the war is over.

Ixet us look the situation squarely in the face. We are at war:—our 
people" are united— our soldiers are doing valiant service-1-we have 
pledged every ounce of energy and every dollar’s worth of resources at 
our command to the cause of justice and freedom. We have to make 
good this pledge one hundred million of the best people in the world, 
two hundred and fifty billion dollars in resources and an annual in
come estimated at fifty bilion dollars. *

There is another lesson we must accept cheerfully, the imposition of
every dollar in taxation that business will stand, so long as It is
justly and equitably applied.

The military authorities o f our Government tell us we will have an
army of five million men by July 1st, 1919. To maintain this army
in proper fighting trim will require the immediate service, we are 
told, of four civilians for every soldier. This means that fropi the 
date of the declaration of war to July 1st, 1919, there will have been , 
diverted from our regular pursuits to our war business about twenty- 
five million people. These people have largely been producing the 
things necessary to the health, efficiency and happiness of our civilian 
population. A large percentage of our production has heretofore gone 
for what might be termed luxuries. We can and will discard the 
larger part of the luxuries, but must produce Ip addition to our army 
needs a greatly increased volume of products for our Allies and the 
things that are essential to the health and efficiency of our entire popu
lation. Iu order to produce these things that are imperative It will 
be necessary to make eflicient workers out o f many millions o f our 
people who have not heretofore been producers. Every man and woman 
in America, both rieh and poor, who is physically able must be put 
to work. Idlers should be looked upon as a public nuisance and the 
privilege of laboring for the future welfare o f the nation regarded 
as a genuine honor. To us largely belongs the responsibility of in
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spiring the people in our respective communities with this view. Many 
of us have never measured in our minds the power that rests in the 
hands of the bankers of this country. If we but work, act and think 
unitedly there is little that is right or just that we cannot accomplish.

In addition to war needs we have our industrial needs to look out 
for, which amount to some six billion dollars. Immediately following 
the close of the war, according to the estimate of a leading Railroad 
President, the railroads will require some four billion dollars an
nually ; our Allies will need from four to five billion dollars; our 
South American friends will need another billion, so that our post-war 
demands, it is estimated, will be in the neighborhood of ten to twelve 
billion dollars per annum.

The banks of our country should be cleared and kept clear not alone 
for the purpose of financing the war, but with the view of properly 
handling the situation after the war when we will be confronted with 
these great demands just noted.

All but about two billion of our Industrial needs were, prior to the 
outbreak of the war, financed abroad. The tables are now turned. 
This market for our securities is now shut off and instead we are the 
source from which those who were formerly buyers will look for financial 
aid. Apparently at least 70 per cent o f the Government obligations 
that have been floated to date have found permanent lodgment in the 
hands of individuals and other investors outside of banks. This per
centage ought to be increased, especially as applied to National Banks 
that are handling a big part of the commercial business of this country. 
Their papers should be kept liquid all the time. As we anticipate 
these future needs, what can we do to meet them?

First, we can keep the banks throughout the country united as bond 
selling agencies, not only during the war, but following it we will find 
it increasingly necessary to depend upon the small savers in financing 
our affairs.

We are told by those in authority, who have full information, that 
last year the American people were gulled out of nearly five hundred 
million dollars by promoters who unloaded upon them bogus and worth
less securities. It is part of our business to educate our people to 
the idea that they must not exchange their Lbierty Bonds for other 
securities of doubtful value with promise of high returns. Promulgate 
the idea that before making any investment or exchanging their hold
ings of Government Bonds the investor who is not experienced should 
consult with his banker. Let us proceed with our best judgment and 
all our energy to direct credit into channels that are productive of 
essentials to war, health and the efficiency of our people. Let us 
curtail, and if need be, decline the granting of credit to any corpora
tion or individual that is not directly or indirectly producing essen
tials.

We have heard a great deal about inflation. Some inflation is 
necessary, but much of it is extremely dangerous and detrimental. 
Savings as a result of increased production and refraining from the 
use of non-essentials are the real enemies of and protection against 
inflation.

It is a source of pride to be able to state that the per capita average 
of actual money in this country is $52.44. We must, however, bear 
in mind that the real merit of a dollar is its purchasing power, and 
that power is diminished tremendously through the introduction of 
inflation.

As bankers we have the problem of making every dollar’ s worth of 
credit do its maximum of service. \

This has been one of the most prosperous years experienced by the 
National Banks o f the United States. The earnings for the first six 
mouths, according to report of the Comptroller, were 20 per cent. 
The Comptroller, however, failed to take in consideration the surplus 
account of the banks which in reality should be included on the same 
basis as the invested capital when estimating the earnings. By in
cluding the surplus as invested capital the earnings of the banks would 
likely not exceed 12 per cent. Considering the risk attending the 
transformation of peace-time industries into war-time industries, the 
expansion of business and the new enterprises that have required 
financing, the earnings are very modest.

In the face of increased risk, constantly rising prices, the fact that 
interest rates have been held practically to a level, is a worthy tribute 
to the patriotism of the bankers, many of whom have loaned their 
funds to bond purchasers at practically the same rates that the bonds 
yielded when they could have commanded on these funds a rate from 
1 to 2 per cent higher.

One of the big developments of the year is the awakening of the 
business people and bankers to the merits of trade and bankers’ ac
ceptances. Through these instruments the credit system is being im
proved and the banking position of the entire country is being 
strengthened, collections are made more certain and a given amount of 
capital is made to do a greater amount of service than formerly.

There have been one or two instances during the year when the 
National Bank Section was not privileged to exercise its influence on 
legislative matters because of conflict of interest o f other Sections of 
the American Bankers’ Association. We believe that arrangements 
will be made by the Association, at this Convention, under which our 
Section will be permitted at all times, to exert its influence on any 
legislative matter of common interest to National Banks, even where 
it is in apparent conflict with the interests of another section o f the 
American Bankers’ Association.

We are all believers in the Federal Reserve Section. Every Bank 
and Trust Company in America that is eligible to membership should 
become a member of this system. You gentlemen can wield a great 
influence in getting those who are non-members to join, if you will 
take pains to explain to the State Bankers in your community the 
real benefits that accrue from membership. We are doing great service, 
but we cannot be prepared for the maximum of responsibility until 
the Federal Reserve System presents a solid front, including in its 
ranks every Bank and Trust Company in this nation that can, under 
the terms of the law, be admitted.

Finally, let me say that there has never been a time in all the 
history of this country when an American had cause to feel more 
proud of his country than today. It is almost worth the cost o f the 
war to witness the fine spirit stirring and animating the people o f all 
sections of this great country and drawing them together in closer 
unity and in more loyal devotion to the flag. Sectional prejudice has 
no longer a place in the American heart. Partisanship no longer finds 
lodgment in the soul of the Patriot. With one heart, with one soul, 
and with one purpose Americans are drawn together, animated by one 
common spirit, touching elbows in one common struggle, and deter
mined to expend the last ounce of energy, blood and treasure, i f  need 
be, to bring victory.

An inspiring reflection to me is that, when the future historian shall 
record the heroic struggles of this bloodiest tragedy of all times, the 
banker will be accorded a high place on the roll of honor for his 
service and sacrifice.
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Banking
By Charles H. Sabin, President o f the

New conditions require new systems. Change is the 
mark of progress. Our financial system, like any living 
organism, fulfills its function through growth. So, to
day, as bankers charged with responsibility in the 
furtherance and guidance of that growth, we should 
properly give consideration to the problems and oppor
tunities it presents. From every angle this growth 
should be studied, and its possibilities for good and evil 
measured.

From the viewpoint of state banking, national banking 
and international banking, there are prospects and ten
dencies which demand analysis and understading. My 
thought in discussing the subject to which I have been 
invited to respond, is not so much to present conclusions, 
as, if possible, to stimulate thought and imagination.
I assume that if these qualities are aroused in all of us, 
and our minds are alert to the signs of the times, de
cision and action will follow in due course.

Eighteen months ago the United States entered the 
world war. Unprepared as we were for war, it has 
been a stupendous task to adjust our industries to a 
war basis, but now, as always'in our history when we 
have been confronted with a great crisis, we have risen „ 
to the occasion, with the result that today there is a 
fully-equipped army of more than 2,0t)0,000 Americans 
in the field rendering effective service.

To accomplish such a result it has been necessary to 
conserve and co-ordinate our economic resources; to 
speed up production to a point that formerly seemed 
impossible; to solve transportation problems, and to en
gage in financial operations of greater magnitude than 
the world had ever known before.

T he Lessons of W ar.

War has taught us many lessons, but probably the 
most beneficial is the knowledge it has given us of the 
value of co-operation. Personal interests have been sub
served to the one great purpose of winning the war, and 
this has been true particularly in the field of finance. 
Bankers have co-operated among themselves, with the 
Government, and with the public, with the result that 
the Government has been enabled to raise approximately 
$14,000,000,000 from taxation and the sale of Liberty 
Bonds, without serious disturbance of the money market.

To meet the demands of war and the demands of 
peace every possible step toward strengthening our 
financial system and increasing the efficiency of its opera
tion should be taken. In considering any changes due 
care must be taken to assure ourselves that some loss 
may not offset the proposed gain. For instance, in the 
logical expansion of national banking, it is most essential
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that the rights and functions of State institutions be not 
harmfully disturbed. At least until that time in our 
financial progress has been reached when a thoroughly 
comprehensive and centralized banking system has been 
thought out and worked out, the rights o f all classes 
of banks must be zealously guarded and no encroach
ments on those rights in behalf of any special interest 
permitted.

Mindful o f this necessity an important conference of 
representatives of State banks was held at St. Louis 
on July 15 last. Out o f this gathering an organization 
was effected representing at the start thirty States, with 
co-operation as its keynote, for the purpose of conserv
ing and protecting those local privileges and interests 
which have been developed and become inherent in State 
financial institutions. It was the outcome of a realiza
tion of the necessity for the fullest extension of the 
service of both the National amd . State Bank Systems, 
and its intention is to co-operate with National banks 
and the Federal Reserve Board to promote safe and 
sound banking, to assist in financing the war, in de
veloping our natural resources, and in extending our 
commerce.

State Banking H istory.

Since the beginning o f our history as a nation, State 
banking has been an important element in our financial 
system, and on many occasions it was the only banking 
system. It has had may vicissitudes, but it has 
weathered all storms and is today stronger than ever 
before. This is undoubtedly the result of the special 
services that have been rendered by State banks, be
cause of their adaptability to local needs. In some 
localities they have performed the functions of savings 
banks; in others they have catered to the agricultural 
needs of the community; trust companies have acted 
in a fiduciary capacity a nd in financial centers have ex
ercised the functions of investment banks. Such serv
ices could not have been rendered by National banks 
on account of legal restrictions, and even with enlarged 
powers under the, Federal Reserve Act, they are unable 
to respond to the needs of many communities.

In 1860, prior to the enactment of the National Bank 
Act, there were 1,562 State and private banks in the 
United States. In those days one of the principal func
tions of State banks was, of course, the issuance of 
currency, but under the National Bank Act a 10 per 
cent, tax was imposed on State banks with the result 
that many of them took out National charters, and in 
1868 there were only 247 banks outside the National 
System. About 1870, however, State and private banks
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commenced to increase in number, and in 1877 there 
were 3,270, which further increased to 10,184 in 1900..

State Banks Have I ncreased Rapidly.
In 1914, before the Federal Reserve Act went into 

operation, there were 19,240 State banks, trust com
panies, savings banks and private banks, with total re
sources of about $15,500,000,000; and 7,538 National 
banks with total resources o f about $11,500,000,000. 
Latest statistics show that there are now 20,423 banking 
institutions under State control with total resources of 
over $22,000,000,000, and 7,688 National banks with total 
resources of over $18,000,000,000. Since the Federal Re
serve Act was passed the total resources of National 
banks show a larger percentage of increase than that 
of State institutions, but in number the latter have 
increased more rapidly.

Since the days when Alexander Hamilton in the Fed
eralist so ably presented his propagandan for centralized 
banking and Federal power down through the reaction 
against the Central Bank, led by Andrew Jackson, we 
have witnessed the conflict of these two ideas, and to
day we face a dual system of banking which carries 
with it elements of weakness as well as of strength. To 
eliminate as far as possible these weaknesses and in
crease the strength and real capacity for service of our 
financial institutions is our problem.

Increase o f banking power during the war is un
doubtedly an important part of the mobilization of our 
economic resources, and in a recent message to the banks 
of the country pointing out the imperative necessity 
for such action, President Wilson said:

“The banking problem involved is one that concerns 
all banks alike. Its solution does not depend upon the 
National banks alone, nor upon the State banks. The 
burden and the privilege must be shared by every bank
ing institution in the country.”

State bankers realize as fully as others the necessity 
for concerted action, and are serving their country by 
assisting business in their communities, by selling 
Liberty Bonds and War Savings Stamps, and by sub
scribing to Government Certificates of Indebtedness.

Concentration of Resources.

Concentration of our banking resources in the Federal 
Reserve System has been invaluable in enabling us to 
undertake the financial operations essential to the war, 
and still further to strengthen the System, a vigorous 
campaign has been conducted to induce State banks to 
join. In this connection, however, public statements 
have been made that seem to me to be unfortunate in 
that they are not only misleading, but tend rather to 
retard than bring about the concentration that is de
sired. For instance, the Comptroller of the Currency 
recently issued a statement that for the first seven 
months in 1918 there was not a single National bank 
failure in the United States, whereas in the same time 
twenty-two State banks and trust companies in four
teen different States have failed.

State bankers naturally resent an incomplete state
ment of that kind, as tending to discredit State in
stitutions, and injure their standing. No accurate 
statistics of State bank failures are available, but refer
ence to the files o f the American Banker, which gives 
a weekly list of closed banks, shows since the beginning 
of the year 14 State banks and trust companies, with 
total resources o f about $3,500,000, and five State banks 
and three private banks, whose resources are not given 
in the Bankers’ Encyclopedia, failed. It is doubtful 
if the total resources of all defunct State banks and trust 
companies amount to more than $5,000,000, or more 
than .02 per cent, o f the total resources of State in
stitutions. In 44 States at least there have been no State 
bank failures, and in many of these States the strength 
of the State institutions is quite on a par with that of 
the National banks. It seems quite unfair and damaging

to them to have such general reflections cast upon them 
by a Government official. The service which State banks 
are rendering the nation seems to me to warrant greater 
consideration. Just as an indication o f this service, I 
may be permitted to point with pride to the fact that a 
State chartered institution has led the country in sub
scriptions to the last two Liberty Loans. These are cer
tainly days in which it is fitting to encourage harmonious 
co-operation among all banks to meet the nation’s needs.

Although we have evidence daily that the patriotism 
of State banks is just as ardent as that of National 
banks, lack of patriotism has at times been imputed 
to State banks that have not joined the Federal Reserve 
System. Some recent public utterances urging member
ship in the System have implied, that there are about
20,000 State banks which, through prejudice or selfish
ness, refuse to ally themselves with it. As membership 
in the System depends on many considerations, it is 
obviously unfair to attribute it to lack of patriotism, 
without a full knowledge of all the facts in each case.

Out o f the 20,423 State institutions in the United 
States, only about 8,000 are eligible for membership in 
the System according to the Federal Reserve Board, so 
we have over 12,000 banks that could not join even if 
they would. Some of these banks have indicated that 
they would join if it could be done without increasing 
their capital, as increased capital would be a basis only 
for increased taxation, without being of any use in 
their business; but under the Act there can be no de
parture from the requirement that member State banks 
must have the same minimum capital as National banks, 
in the same localities, are required to have.

State Banks in the System

All National banks are, of course, members of the 
Federal Reserve System, and o f the 8,000 State insti
tutions said to be eligible, 752, including some of the 
largest State banks and trust companies, have become 
members, with the result that the System now con
trols about 70 per cent, of the total banking resources 
of the country,

Of the other eligible State banks many cannot join 
because of restrictions in State laws, and in other cases 
membership would entail changes in business that 
would be impracticable. A bank may have sufficient 
capital to make it eligible, but even then membership 
might not be desirable for either the bank or the Sys
tem. This is emphasized in an article contributed to 
the June, 1918, number of “ Trust Companies” by II. 
Parker Willis, former Secretary of the Federal Reserve 
Board, in which he says:

“ The real question is two-sided—whether the State 
banker can be serviceable to the Federal Reserve Sys
tem and whether the System can be serviceable to him. 
It is the essence of a good bargain that both parties 
shall be pleased. Unless the State institutions find 
that there is real benefit in membership, they will not 
continue very long as members; and unless the Federal 
Reserve System finds that they are a genuine source of 
strength to-day, rather than a source o f weakness, they 
will not be very welcome members. How can these two 
requirements be fulfilled? The answer to this question 
affords the solution of the problem involved in the 
future relations between the Federal Reserve System 
and the State institutions.”

After pointing out that only banks doing a cornmer- 
cail business can benefit either the System or them
selves, he adds: “  All this means that it is more im
portant that State institutions should become active, 
participating members in the System than it is that 
they should merely join it in a technical and proforma 
way.”

W h y  State Banks E nter the System

State institutions that can enter the System to their 
mutual advantage are becoming members. As was an
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nounced at the time the Guaranty Trust Company be
came a member, we were impelled not only by patriotic 
motives, but by the fact that practically every serious 
objection on our part to membership had been removed 
by the amendments to the Federal Reserve Act of June 
20, 1917. The reasons that actuated us are not, how
ever, necessarily applicable to all State institutions. 
Many of them enjoy privileges under State laws and 
perform necessary functions that have no relation to 
commercial banking, and as the Federal Reserve Sys
tem is essentially a commercial system, there is not, 
and cannot be, a place in it for them. Their rights and 
privileges, however, should be respected.

The Federal Reserve Act is considered by many to 
be the last word in banking legislation, and the final 
solution of all our financial ills. Even an authority 
like Sir Edward H. Holden, of the London City and 
Midland Bank of London, England, said : “ The United 
States has built up a banking system which surpasses 
in strength and excellence any other banking system 
in the world.”

It has undoubtedly functioned, and is functioning, 
well in these abnormal times, and since its operations 
were commenced in 1914 bankers have enjoyed many 
privileges that were formerly denied to them, but there 
is still room for development, and I believe that our 
Federal Reserve System is but the beginning of an 
evolution in banking that will eventually give us a 
single, uniform and unified banking system. That may 
be a far distant ideal, but I believe it is worth cher
ishing.

Functions of Banking

The functions of banking are to act as an intermediary 
in bringing together capital, and employing it where it 
can be most useful in industrial development; and also 
to facilitate the current exchange of commodities. The 
latter function is exercised by commercial banks, but 
to give effect to the former, there is in existence a great 
variety o f financial institutions.

If all the banks in the country were to organize un
der the National Bank Act, we would be faced with 
immediate financial chaos, for a great deal of business 
that is offered to National banks must be refused on 
account of the legal restrictions on their operations. 
National banks have wider powers under the Federal 
Reserve Act than before, but they cannot exercise the 
functions of investment banks such as dealing in stocks 
and bonds, or the functions of mortgage banks in the 
same manner as trust companies, savings banks and 
savings and loan associations.

Such powers were denied to National banks because 
it was considered unsafe to combine commercial bank
ing with any other type, but the operations that are 
being performed by our large trust companies prove 
that a combination of commercial, investment and mort
gage banking is not necessarily dangerous. Under the 
Federal Reserve Act, National banks have been author
ized to exercise trust powers, and to act as insurance 
agents, neither of which are even incidental to banking, 
but they are prohibited from dealing in stocks and 
bonds,—financial operations of the first magnitude on 
which our whole industrial structure is based. Until 
we have a broad Federal Bank Act, authorizing banks 
under proper restrictions to engage in all kinds of finan
cial operations, we cannot have complete concentration 
and mobilization of our banking resources.

In England, banks are organized under the General 
Companies Act, and the principal restriction on what 
a banker can do is his own good judgment as a banker. 
The restrictions imposed by our State and National 
banking laws have resulted in benefits to bankers and 
depositors alike, but restrictions should be on the man
ner o f exercising banking functions, and not on the 
functions themselves. If we make that our policy, there

is apparently no good reason for restricting the finan
cial operations of our banks.

That tendency was evident in the Federal Reserve 
Act, but the widening of National bank powers was 
not so much a matter of policy as it was the result of 
expediency and compromise.

T he Phelan Bill

Under Section 11-K of the Federal Reserve Act, the 
Federal Reserve Board has power to “ grant by special 
permit to national banks applying therefor, when not 
in contravention of state or local laws, the right to act 
as trustee, executor or administrator, or registrar of 
stocks and bonds.”

As the Act now stands, limitations and restrictions 
upon the exercise of trust powers are prescribed by 
regulations of the Federal Reserve Board. In the so- 
called Phelan Bill now before Congress certain restric
tions and regulations are written into the Federal Re
serve Act, which are intended, in general, to place upon 
National banks the restrictions imposed upon State in
stitutions exercising fiduciary powers. In this respect 
the Phelan Bill is a distinct improvement over the pres
ent provisions of this section. The bill, however, con
tains the further provisions that the Federal Reserve 
Board may confer upon National banks the right to 
exercise fiduciary powers in States where trust com
panies are permitted to engage in commercial banking, 
even though the conferring of such powers be in con
travention of State law. The argument is made in 
favor of this amendment that, since trust companies 
doing a commercial banking business are directly com
peting with National banks, National banks should be 
given an opportunity to obtain the same advantages in 
the exercise o f fiduciary powers that are enjoyed by 
their competitors. On the other hand, the conferring of 
such fiduciary powers has always been a function of 
the State. Where a State expressly consents to or does 
not prohibit the conferring o f such powers upon a Na
tional bank, it cannot seriously complain that its juris
diction has been infringed; but it has been felt by many 
State institutions and State banking officials, that, al
though it was proper that such powers be conferred 
by the Federal Reserve Board with the consent of the 
State, it was a serious infringement upon the rights of 
the States to provide that such powers might be con
ferred even though in contravention of the State law. 
The time does not appear to have been reached when 
State autonomy in such matters can be sacrificed with
out loss. I

The Federal Government has/supervision of all inter
national and interstate commerce, and it should also 
have control of national and international banking, but 
there w’ould be no advantage under our present system 
to anyone in having purely local organizations like many 
of our State .institutions organized under National laws. 
Their functions are exercised in a restricted territory, 
and they can be better and more easily supervised by 
the State authorities. Under Federal laws all our banks 
would have the same privileges and be subject to the 
same restrictions, and by this means the lack of uni
formity in our banking laws would be eliminated. To 
a certain extent this might seem like a usurpation of 
State rights by the Federal Government, but it would 
only be an extension of the pow'ers already possessed 
through the National Bank Act and the Federal Re
serve A ct; and the increased strength of our banking 
system that would result would be ample justification 
for it.

T he Treasury System

In a system such as I have outlined, there would 
be no place for the Independent Treasury System, which, 
it is generally conceded, has outgrown its usefulness. 
The Federal Reserve Banks wTould be the fiscal agents 
of the Government, and we would not again be subject
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to the money market disturbances that were caused by 
the deposit and withdrawal of enormous sums without 
regard to the demands of trade. Of course, in recent 
years the bulk of Government funds has been kept on 
deposit in the banks, but the Secretary o f the Treasury 
still has the power of influencing the money market by 
depositing or withdrawing public funds at his discretion. 
This power which is equivalent to regulating rates for 
money should not be vested in a Government official, 
but should, in my judgment, belong to the Federal Re
serve Board.

This is, of course, not the time for drastic changes 
in our banking system, for until the war is won, all 
our efforts must be devoted to that end. Bankers who 
can strengthen the Federal Reserve System during the 
war will unhesitatingly do so, and those whose place 
4s outside the System will not be lacking in devotion 
to the cause. When peace, such as we are contending 
for, is obtained, changes will be inevitable, for there 
will then be greater need than ever for co-operation 
among bankers, and complete mobilization of our bank
ing resources, to enable us to retain the financial and 
commercial supremacy that we have now achieved.

Concentrating Credit

To meet the new conditions presented in world trade, 
the desirability of concentrating banking credit has ap
pealed to the bankers of other countries, and offers its 
possible suggestion to us. For instance, in England, as 
a result of such amalgamations, the leading banks now 
show these huge deposits:

London City and Midland. . .............  $1,570,000,000
Lloyds ..................: .......................... 1,500,000,000
London County. Westminster &

Parr’s .............................................   1,250,000,000
Barclay’s .......................................    1,100,000,000
Union o f England and Smith’s .......... 900,000,000

English bankers and business men believe that, in 
order for them to compete effectively for the world’s 
trade with other countries, this concentration o f credit 
and the extension of branch-banking are necessary 
steps. Without banking leadership foreign trade can
not be commanded. The effective use of such powers 
by Germany has taught this lesson. The German banks 
trading abroad not only were useful financial institu
tions, but acted as information bureaus for their coun
tries, and their work in this field was largely respon
sible for the remarkable development of German over
seas’ trade. German banks not only established sub
sidiary banks, but in many instances obtained control
ling interests in native institutions, giving them a large 
measure of command of foreign banking transactions.

No matter what we may think of the Germans, it 
is generally conceded that their preparations for the 
commercial conquest of the world were quite complete, 
and not the least important o f these preparations was 
the concentration of their banking and credit powers 
into a few large institutions. The two largest of these 
show deposits, according to the last available figures, 
approximately as follows :

Deutsche Bank..................... ..................  $2,250,000,000
Disconto Gesellschaft.................... „ . . .  1,100,000,000
Germany’s evident mistake was in trying to hasten 

its conquest by force of arms which it was gradually 
achieving by the weapons of peace.

The question also of the desirability of extending our 
financial spheres of influence at home may well be raised 
in order to meet the growing necessity for financing 
large undertakings to an extent quite out of proportion 
to the resources of smaller institutions, and consequently 
unsafe for them. Such service would be possible 
through the “ b ig ” bank with affiliated interests or 
branches, which might not otherwise be rendered.

For the first time in the history of the United States.

we have the opportunity of becoming a factor in inter
national trade and finance. Our weaknesses are many. 
A banking system concentrated^ under one head, prop
erly organized to meet the demands of different localities 
with larger institutions ready to meet the competition 
of the large concentration of credit in Europe and Ger
many may prove necessary.

One o f the English writers in discussing this situation 
says:

“ The money-lenders in the Temple, the Venetian and 
Genoese banks, the Lombards, the Goldsmiths, and the 
‘Jingling Geordies’ each fulfilled the needs o f their 
periods, but they would all be anachronisms at the 
present time. For the same reason the private banker— 
adequate as he was to his generation—could not pos
sibly finance the trade of this country under present 
conditions. Indeed, even in his heyday his lack of 
strength brought ruin and misery to many homes. He 
was inadequate, and because of this, and this alone, he 
was superseded. Size is, after all, only a relative mat
ter, and each succeeding generation is staggered by 
comparing things as they are with things as they were. 
At the moment the banking system is in the midst of 
a period of transition. For centuries it has evolved and 
adjusted itself to meet the needs of passing periods, and 
at the present time it is engaged in making such ad
justments as are necessary to provide our traders with 
identical or better facilities than those supplied to their 
competitors by the mammoth institutions existing 
abroad.

“ Rome was not built in a day, and the perfected 
banking machinery necessary to the great ‘after-the-war’ 
trade effort cannot be created at a few hours’ notice. 
Imperfections will no doubt be discovered, but that they 
will be remedied is guaranteed by the fact that the large 
majority o f distinguished bankers—whether general 
managers or directors—have identified themselves with 
the policy now being pursued.”

E xpanding Oub Vision

In the natural evolution o f banking in this country, 
it is quite certain that our vision must extend beyond 
the State,—beyond the nation,—out into the world at 
large. Branches of American banks are being opened 
in foreign countries from time to time; and not only 
American finance, but American merchant marine and 
commerce, will be greatly promoted thereby—and, with 
the cooperation o f our authorities in Washington, the 
development of our interest in foreign trade and indus
try may at this psychological moment be most rapid.

We must adjust our minds not only to the expansion 
of our own banking interests abroad, but perhaps even 
to cooperation with foreign banks in some international 
hanking plan which will meet the exigencies forced 
upon us by the war. With half of the world on a paper 
basis, it is certain that some international banking 
agreement must be worked out if we are to stabilize 
the world’s tokens of exchange and expedite the trade 
of nations.

It seems important that private initiative and enter
prise should he given the widest possible latitude in 
this field.

It seems equally important to me .that Governmental 
activities he restricted to the support of such enterprise, 
rather than to supplanting it. For instance, the orig
inal proposition to organize a foreign exchange bank 
in connection with our Federal Reserve System seemed 
to be unnecessary, as our present banking system is 
providing for these needs with greater efficiency and 
less expense than would be possible through any Gov
ernment agency.

No Governmental financial institution should be pro
jected into the field of competition with privately owned 
banks. The Government’s function here is that of pro
viding a reservoir of credit for the assistance of the
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banks, and any innovation which would change that 
relation appears unwise and unjustified.

I f it could be proved that a foreign trade bank could 
be organized as a Government agency free from such 
objections, which would act as a service institution in 
cooperation and not in competition with private banks, 
it might be worthy of consideration, providing special 
care is taken in working out its details in order to 
avoid conflicting interests which might retard the de
velopment of our foreign trade.

It is certain that we shall need united effort to meet 
the competition we shall face, and in lieu of a brapch-

State Banks and
By G eo . W. R o g e r s , Vice-President of the

The subject assigned to me— The State Bank and the Cotton Crop—  
ia one of extreme importance, and, I hope, of interest. Permit me 
first to speak of the cotton crop; its production and importance to 
the country; the growing of the crop and its financing; the movement 
of the crop and its financing; and of the important part played by 
the State Banks in both.

Cotton in 1917 was the second most valuable crop raised in the 
United States, its value being second only to that of the corn crop.

The cotton crop for the season of 1917 was 11,300,254 bales, with 
an approximate value of lint cotton on the farm o f $1,566,206,000. 
Add to that the value of the manufactured by-product o f cotton-seed, 
and its by-product of $381,447,000, and we have one crop alone of 
approximate cash value to the country of nearly two billion dollars.

Cotton is a wonderful crop, the world’s supply practically coming 
from eleven Southern states of this country. It furnishes not only 
clothing for the naked, but food for the hungry. Everyone knows 
of the importance of cotton as a cloth crop and its many uses in that 
line, but few know of its value as a food crop. For every bale of 
cotton produced weighing approximately 500 pounds, there is produced 
145 pounds of lint. This lint is essential in the making of high ex
plosives and smokeless powder, and without it it would be practically 
impossible to carry on this war. After the damage of war has taken 
place, this same kind of lint is made into absorbent cotton that binds 
up the wounds.

In addition to tin* above, for every bale of cotton there is produced 
1,000 pounds of essential foodstuffs. Approximately 60 per cent of all 
the edible greases produced in this country come from cottonseed oil. 
From this cotton-seed oil practically everything is made— from “  gen
uine imported Italian olive oil ”  and “  pure leaf lard,”  to the soap 
that lets the nation come clean. ,

(Jotton is planted early in the spring, planted in rows, and when 
the plant comes to a stand, it is thinned out (technically known as 
chopping). As the plant develops it requires constant care and con
stant cultivation. In the development of the fruit, first comes the 
square .(which is not “  square ’ at al, but is three-sided) and from 
this square comes the blossom. Cotton might be called the most 
patriotic of crops because its bloom is representative of the national 
colors. As the bloom first opens it is white, later turning to red, 
lastly to blue, and then withers and falls.

After the blossom falls the boll develops. As it grows the boll 
fills with milk, which later develops into the seed and the fiber. As 
these bolls mature they burst open and the cotton is readily picked. 
The fiber is closely wound round each seed, and each boll, as it opens, 
must be picked to save the cotton. It does not all ripen at one time.
I have seen from the same bush cotton picked from the first of Sep 
tember until the last of March. I have at time seen the same bush 
with blossoms, squares, small bolls and the open cotton.

As cotton does not ripen all at one time, it. has never been possible 
to effect a practical machine for the picking of the cotton. It requires 
the human element to know when the boll should be picked. Probably 
more of the human element enters into the raising of cotton than into 
any other single crop.

Cotton is not raised, as a rule, on large plantations or large tracts 
of land by hired labor and machinery, the majority, of cotton raised 
being by the ‘ ‘ one family crop,”  where the man, his wife, his chil
dren and the mule make the crop. On the larger places land is rented, 
either for the cash rent or a share of the crop, these “  share croppers ”  
having practically everything furnished them by the landlord, the 
credit advanced of course coming out of the crop when it is sold.

On account of the large demand for labor at very high prices, and
the draft, the able-bodied man from the cotton farm has gone to the
war or manufacturing industries, and this year’ s crop, to a greater 
extent than any other, has been made by the old men, women and chil
dren. * .

Few people, in speaking of cotton, realize the enormous cost of pro
duction. The price for picking cotton is based on seed cotton rather 
than on 1-int cotton. It takes approximately 1650 pounds of seed 
cotton to make a 500-pound bale of lint cotton. At $2.00 a hundred 
for picking, it would mean $33.00 a bale to pick the crop. The 
ginning and wrapping, costing about $7.00 more, makes $40.00 a 
bale cost of taking the crop out of the field, equivalent to 8c. a 
pound.

Cotton is the only crop that is cash on every turn-over from start to 
finish, practically never sold on credit by any one to any one; every 
turn-over represents full payment in money or credit. The former
raises his cotton, has it ginned, and takes it to the nearest market
where it is sold. The cotton as it comes from the field is closely 
wrapped around the seed, which is about the size of a small beau. 
The gin consists of a large number of saws set very close together.

banking system and banking amalgamations, American 
banks must work together on a basis o f common in
terest and in the general interest 

With courage we must face the future, confident that 
with a better understanding of our local and National 
problems, and with a closer and more sympathetic 
cooperation between the governing authorities and 
financial institutions, continuing progress will be as
sured. These are not the times for jealousies, prejudices 
or selfishness, but with largeness of heart and bigness 
of vision we must unite in a common effort to help 
America achieve its manifest destiny.

the Cotton Crop
Bank of Commerce, Little Rock, Arkansas.

As the seed presses between these saws the lint is cut from the seed, 
and by air pressure is either blown or sucked into the bins where It 
finally is pressed into the bales.

In the smaller places the country merchants are the first buyers, 
they in turn selling to the buyers in the larger concentration points. 
It is customary in the country to sell cotton in round lots, that is, 
as it comes from the plantation, but it is never exported or sold to 
the mills on that basis. It is sold on grade and staple. The grade 
is based on the condition o f the cotton, as to whether it is white, 
stained or ttaged, and the amount o f trash in the cotton.

Staple is the length of the fiber. The basis of middling upland cotton 
means cotton white and reasonably free of foreign matter, and not 
less than seven-eighths of an inch in length.

Cotton is marketed different from any other other commodity. A 
legal bale may weigh as low as 300 pounds or as much as 700 pounds. 
In the handling of w’heat, any 5000 bushels of No. 2 red wheat will 
cover the warehouse receipt for 5000 bushels, but with cotton, the 
marks and numbers on each bale must be given on the receipt, and a 
separate receipt is issued for each bale.

The ordinary way of handling is when the country merchant sells to 
the dealer in the concentration points, he draws a draft with a ship
per's order bill „of lading attached, giving the marks and numbers on 
each bale. As the cotton arrives it goes to the compress, and the 
-compress issues its receipt— a separate receipt for each bale, giving 
the marks, compress serial number and other numbers. That particu
lar receipt must be returned to secure that particular bale of cotton.

In financing, the State Banks and the National Banks have pursued 
very different policies. The State Banks, in dealing with cotton peo
ple, make their advances on open accounts. In case you might not 
know what “  open account ”  means, will say the1 uninitiated call it 
“  overdrafts.”  I have known well managed State Banks that had cot
ton loans on open accounts, or overdrafts, to the extent of fifteen 
times their capital. The bank, at the beginning o f the season, takes 
a collateral pledge of cotton on hand and to arrive, from the broker, 
and when the broker desires loans, or drafts are presented to him, he 
issues his check, detaching from the drafts the bills - of lading or 
compress receipts, and attaching them to the check, so when the 
check is presented to the bank the collateral is automatically presented 
at the same time.

When cotton is to be shipped the cotton man gives to the bank a 
turn-out order which specifies the number of each bale of cotton to be 
shipped. The bank selects these receipts and delivers them to the 
compress company, who, after the cotton has been compressed and 
loaded, signs an acknowledgment, which is presented with the already- 
prepared bil of lading to "the railroad company. This bill o f lading, 
when signed by the railroad company, is attached to the draft drawn 
by the shipper on the mill or other purchaser of cotton. The bank, 
after deducting its charge for handling the draft, applies the proceeds 
to the credit of the cotton man.

In the eleven cotton States there are 4012 State Banks, with total 
resources of $1,715,327,200. In the same States there are 1523 
National Banks with total resources of $1,841,261,000. Of course the 
State Banks are in the smaller places, while the National Banks have 
been to a great extent in the larger centers. In times past it has been 
said that the State Banks made the crop and the National Banks 
moved it, to a very large extent.

The National Banks have in times past realized and recognized their 
duty in this as in other matters, and performed their full share of 
services. Recently Mr. Williams, the Comptroller of the Currency, has 
ruled that the former way of handling cotton by National Banks on 
demand acceptances was in violation of Section 5200 of the National 
Banking Act, and it would no longer be allowed.

This is a matter of extreme importance to’ the South. Such large 
values are involved in the handling of cotton that there is not banking 
resources in the country to move this crop provided the banks were 
required to observe the strict loan limit. The National Banks’ limit of 
10 per cent of capital and surplus w’ould be of practically no value 
as the amounts involved are so enormous.

The State Banks, in handling cotton and other commodities, are not 
required to observe the loan limit so long as the loans are secured by 
cotton. If the ruling of the Oomptroler stands, and the National 
Banks are obliged to observe the limit as prescribed in Section 5200, 
it will throw the enormous burden on the State Banks of the South.

The National Banks know the necessity o f moving this crop and 
ihat it can be done with safety, and are not only willing but anxious 
to perform their full duty in this matter, and I hope some means will 
be found to enable them to serve in this capacity as they have in 
lhe past.
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Characteristics of Live Stock Paper
By Benjamin F. Berkeley, President of the Alpine State Bank of Alpine, Texas

Ms. Pjiekident and Gentlemen : I ini to speak to you to-day upon 
the subject, “  Characteristics of Cattle Paper,”  or, if you please, the 
peculiar marks or distinctive qualities of a cattle loan. I perceive 
at the very outset that the subject is a broad, comprehensive one, 
fraught with many and varied determining factors. .

For tiie moment, and in order that we may start aright, let us take 
a glimpse on the past. As we look back over the pages of history, we 
find that portiou of these United States known as New England, whose 
eastern shores are washed by the great Atlantic, was the first to be 
settled by our Puritan fathers. That they faced privations, hardships 
and well-nigh insurmountable difficulties is a well-known fa c t ; they 
faced a rigorous climate and were menaced by the merciless savages; 
they were practically without a system or method, their implements 
were crude, the lands were new, poor and rocky, the forest had to be 
cleared, the underbrush burned, the stumps and stones hauled away, 
and the hill-sides were actually so steep the pumpkins had to be 
braced to keep them from rolling off. Yet, those sturdy pioneers knew 
nothing save success. Undaunted by the apparent unfavorable condi
tions and manifold obstacles, they pressed on until the whole New 
England country was conquered. Then followed the conquest o f the 
Middle Prairie States, but, mind you, present day difficulties are noth
ing compared to theirs. Time has wrought many changes and these 
changes have increased the stability and safety of agriculture an 
hundred fold, and the raising and feeding of cattle is but a constitu
ent element of agriculture. The old cradle has been supplanted by the 
self-binder, the ox-team has given way to the steam plow and the old 
stage-coaeh lias been succeeded by the railway locomotive. I say : All 
honor to these sturdy pioneers!

Now then, iny friends, this brings us to the conquest of the “  Im
perial West,”  the coming giant in the commerce of this great Union. 
Marvelous indeed has been our progress during the last few years. 
Thousands upon thousands of acres of land heretofore considered 
worthless are now under cultivation, multiplied thousands of acres more 
are under fence furnishing range and sustenance for millions of cattle.

Step by step man’s conquest of Nature’s soil shall onward go.
Until every blade of grass, every plant, and every seed shall grow
Throughout this earth that God has dedicated to man.
And this, dear banker, is your mission— to help solve this plan.

We recall with pride our brief history of conquest and urge the 
closest inspection of our present material, intellectual and moral con
ditions, inviting comparison of the New West with the most favored 
localities on earth, regardless of the weight o f years and the majesty 
o f numbers. By right of experience and achievement, we look upon 
the future with confidence, and confidence goes a long »way towards 
success. Time seems too short to accomplish all we wish to do, but 
rest assured we will do the best we can, well knowing that our pos
terity will look hack upon ours as the “  Golden Age ”  and envy us 
who first burst into this silent, splendid West.

If I have diverted a little in the opening of this address, we shall 
come now to a discussion of the primary principles o f the subject in 
frankness and sincerity. Nearly all intelligent people understand 
now that successful agriculture is of first importance to this country. 
The splendid campaign of education carried on for the past twelve 
or fifteen years has accomplished that much. There appears now 
a danger of too much theoretical knowledge and, too little common 
sense. The farmer must look less to the increase in ihe acre value of 
his production; must work to secure the largest return by the’‘ best 
cultivation, joined to the preservation and increase of the fertility of 
his so il; must keep an adequate amount of the best varieties of live 
stock. These are the basic principles of good and profitable agricul
ture. With an under supply and an increasing demand, the live stock 
market will be profitable for many years to come. Live stock increases 
and maintains soil fertility. An improvement in their quality, both 
for meat production and dairy purposes, would add multiplied millions 
of dollars to the wealth of the nation and to the resources of its 
agricultural population. These improvements the banker can promote 
by checking loans for speculative land purchases (an altogether too 
prevalent weakness in our system), and by continuing the policy of 
liberal advances to increase and improve live stock, in pursuance of 
which policy he has become to-day a leading factor in agricultural 
betterment. This is really constructive work in the right direction. 
In such eo-operation between the stored capital o f the country and its 
one inexhaustible resource, the land, lies the greatest possibilities of 
the future.

Only a little while ago the lending of any considerabe amount of 
money on a herd of Texas cattle would have jeopardized the reputa
tion of the average Eastern banker in a manner calculated to brand 
him as an unfit judge of sound credit. But with the passing of the 
open range, and a new era of constantly improving grades, better 
system in breeding, strict sanitary and quarantine regulations, the 
rapidly increasing railroad facilities, better marketing and closer 
personal supervision of herds, due to their increased value, all have 
united to give vitality and stability to the great cattle industry, until 
now there is every evidence at hand to justify the statement that well 
selected cattle loans constitute one o f the safest and most liquid invest
ments in which the fund^ of a commercial bank can be employed. 
After a careful analysis of the fundamentals surrounding the desira
bility o f this class of paper, I am convinced that smaller losses have 
resulted from six months’ cattle paper than any other class of paper 
handled In the United States. Usually there are but three hazards: 
1st. Insufficient rainfall of the grazing grounds. 2nd. The price the 
packers will pay for the cattle. 3rd. An unfavorable moral status of 
the f>orrower. The last referred to is a remote possibility and can 
usually be avoided by proper primary investigation. With a practical

experience of ten years as my guide, and supporting evidence in abun
dance, I am persuaded that we should give the heartiest encouragement 
to the promotion of the cattle industry. In this day of conservation 
and high efficiency it is mere fallacy to allow a single blade of grass, 
a single pound of feed-stuff and roughness produced by the fanner or 
ranchman, to go to waste. In my own State, Texas, we are particu
larly fortunate in that it is highly adapted as a breeding ground, yet, 
after a careful investigation, it is apparent that a majority of counties 
have far too few live stock in them, with a consequent effect of a 
clear economic loss and the added peril of minimum diversification, 
which is the bane of the average farmer., In looking back over my 
twenty years’ residence in Brewster County, Texas, it gives me a 
peculiar degree of satisfaction to note the large number of cattlemen 
who have, from an obscure beginning, come to affluence and wealth 
simply by concentration of their efforts and energies on the proper 
care and handling of a herd of cattle.

Having made a positive statement of the safety and liquidity of well- 
selected cattle paper, let us briefly discuss the matter o f margin. 
While some enthusiasts have gone so far as to boldly state that if 
the borrower has the grass to graze the cattle that constitutes suffi
cient margin, jet, in the light of my experience, I cannot share in 
this belief and would urge the more conservative policy of a twenty- 
five to thirty per cent, margin upon the average advances. Of course, 
there are many instances where the responsibility of the borrower is 
such that no risk would accrue from a considerably smaller margin 
than here referred to, yet there are times during periods of long- 
continued drought when the mortality ratio becomes manifestly serious, 
and, too, the financial affairs of men frequently undergo sudden and 
rapid decline; therefore, the imperative necessity of meeting such 
possible exigencies with a reasonable margin. Again, such eventual
ities warn us o f the possible hazard surrounding an extension of credit 
of considerable volume to lease-holders only, especially that class who 
habitually make a practice of short term leases based upon speculative 
intent. While such borrowers must be given reasonable consideration, 
unless their financial statements reflect other holdings of sufficient 
value to offer ample protection, it is a sound policy to exact a good 
round margin. Still another class is worthy of close scrutiny— the 
young chap who has just acquired a ranch or taken up his comple
ment of State land and is suddenly imbued with the idea of getting 
rich in about three years off of the other fellow’ s capital, and that, 
too, without even a rudimentary knowledge o f the cattle business. 
Ofttimes the very worst thing that could happen to the young fellow 
would be an excessive credit extension, for then he would construe the 
act of his banker as a recognition of his ability as a cowman, often 
leading to unsound and extravagant investments and a thorough lack 
of knowledge of the true value of a dollar. The best and safest plan 
(o adopt in these cases is to extend limited credit, give wholesome 
advice, and let the young man demonstrate his ability to win his spurs.

The value of all ’ kinds o f cattle has so materially increased within 
the last eight or nine years that great volumes of capital are now 
required to meet the legitimate needs of the cowmen. As a result of 
this unprecedented money demand, Ceiitral West and Western banks 
have increased their cattle loans far beyond that of any previous 
period. Some of the banks in Kansas City, Oklahoma City, Chicago 
and other cities which make a specialty of cattle paper, now main
tain representatives in Texas and other Western States; numerous 
cattle loan companies have sprung up,- encouraged by the marginal 
profit resulting from the present activity of the cattle business and 
the attractive rates at which the paper can be sold in Eastern markets. 
A species of competition has developed which in some instances have 
brought about over-credit extension on short margins to borrowers 
with little knowledge of the business and very limited financial ability, 
even should the Institution holding paper of this character escape a 
loss, there is the constant annoyance of adding the interest in and 
carrying the borrower over until he “  grows out.”

The unprecedented drought which has existed over a large area of 
the Western ranges for the past two years offers many practical les
sons for our future guidance in the manner of handling cattle loans, 
and these same lessons are of immense value to cattle owners, as they 
serve to impress a few cardinal principles upon our minds which 
under extremely favorable local conditions are likely to be disregarded 
by cattle raisers— namely, keeping herds clear o f aged animals, which 
are the first to succumb under hardships; placing on each section of 
land or pasture only that number of head of cattle which it will safely 
carry; the development of easily accessible watering-places well dis
tributed over pastures to minimize the fatigue of poor, weak animals; 
the creation of one or more so-called hospital pastures where a surplus 
of green stuff and roughness are available to build up thin stock and 
cows heavy with calves; and a general increase of silage on all 
ranches.- If these methods were universally adopted by stockmen, 
their losses would be infinitely smaller gnd the safety and desirability 
of their paper would be greatly enhanced.

The official figures indicate that cattle have increased in this country 
the past year a trifle over 3.8 per cent., but.these figures will be per
ceptibly decreased by the market run of light cattle of all grades due 
to drought which is rapidly depopulating Southwestern pastures. 
When we consider the record-breaking orders of army beef, with the 
knowledge that such demands are to continue for a long while, it at 
once becomes apparent that the increase in cattle stock will be inade
quate to meet the demand. At a recent conference o f Allied Food 
Officials in London it was estimated that the United States would be 
called upon to furnish not less than 900,000,000 pounds of beef during 
the next year, which indicates the increasing necessity of a freer con
sumption of light weight cattle for domestic use. This will afford a
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measure of relief and an outlet for the exceptional flood of light weight 
cattle, which are being shipped from the drought-stricken areas of the 
•Southwest. 1 note that official encouragement has been given to the 
consumption of cattle for domestic purposes which dress under 475 
pounds, ami retailers are urgently requested to provide such beef 
for sale over the block. In looking for a solution of this perplexing 
slate it would appear the stock-farmer is obliged to come to our rescue, 
in view of the depleted condition o f range herds, and it is essentially 
our duly as bankers to lend encouragement to this laudable undertaking.

It is. indeed, a splendid tribute to the great Federal Reserve System 
when, through the War Finance Board, loans ace available for the 
relief of cattlemen in the drought-stricken territory of Texas, Arizona, 
southern Oklahoma and New Mexico. The authority includes the mak
ing of direct lo^ns to all banks, whether they are members o f the 
Reserve System or riot, to loan companies .corporations and individ
uals on stoek cattle only— stock cattle have been constructed to include 
cows, calves, bul's, yearlings and two-year-olds— and the loans are to 
run one and two years at eight per cent, interest. When the applica
tion Is approved, the money is paid by the Federal Reserve Bank as 
the agent of the War Finance Corporation. If the individual desires 
to handle the transaction through his bank he may do so, the bank 
in turn endorsing the collateral note to the loan agency. No attempt 
is made to compete with banks, but to lend assistance to the individual 
only when he cannot secure accommodation' from other sources. When 
this great Covenmient of ours, joining hands with the Federal Reserve 
System, is so quickened and responsive to the needs of an essential in
dustry, surely the dawn of a brighter day is near at hand and no 
longer may we expect the indifferent and marble-like financiering of 
a former time, which is now a relic of the past.

Under the existing favorable selling price of cattle to-day, when an 
average mother-cow in good condition is worth $(>0.00 to $05.00 and 
will produce a calf which, at a year old, will bring $32.50 to $37.50, 
it is no wonder that with sueh heavy reinforcement from' the natural in
crease stocker loans are more and more coming into favor, and even 
though a decided drop in prices should occur the increase will make a good 
margin in the loan. We find more and more that institutions are less 
inclined to discriminate in the particular class of cattle offered as 
security. There was a time when feeder loans on steers was decidedly 
the most popular class of paper sought by prospective investors, for 
the reason that they were shaping up for market and early killing, 
automatically retiring the obligation within a short period of time. 
However, the brisk demand for this kind of paper gradually had the 
effect of smaller margins and less attention to the outside responsi
bility of the borrower, resulting in complications arid at times losses, 
which has had the effect of bringing such paper on a common level 
with other cattle loans. Of course, we are agreed that aged steers 
are not subject to the same risk of disease, intense cold, drought, 
etc., as stocker cattle.

«r

It has come now to be an almost universal custom among well man
aged institutions to require the borrower to make a financial statement 
of his resources and liabilities. Prudence dictates that the lender 
should be thoroughly informed of the true status of the borrower’s 
condition. While such statements are frequently of little value in 
sparsely settled communities, where the banker has a very thorough 
knowledge of the affairs of practically all his customers, even then a 
record statement would afford greater safeguards and he indispensable 
if the paper was offered for sale or rediscount. The statement forms 
now used by the Federal Reserve Banks are recommended.

I assert that under normal conditions capital invested in cattle will 
yield greater returns than most any other form of Investment of 
which I have knowledge. Assuming that the Individual has a fair 
knowledge of the business and that his land burdens are not too heavy. 
It is altogether jiossible for him to purchase a given number of mother- 
cows on borrowed money at eight per cent, interest, payable semi
annually, liquidate the debt in five years, and have a better, clearer 
bunch than he started with. While It is not within the province of 
rediscounting Institutions to undertake financing o f this character, 
local banks and loan companies with ample resources can be of un
doubted value, if the borrower Is deserving and can give you a well- 
secured note. Nothing will tend to build up a community more than 
granting reasonable credit extension to the small industrious know
how and well-to do farmer or ranchman, for they are in reality the 
backbone of our country.

To summarize briefly a few of the cardinal elements entering into 
the desirability of cattle paper:

1st. Close scrutiny of the financial and moral responsibility of the 
maker of the note with due regard to his ability and success as a 
cowman. Ample facilities for the proper care and preservation of the 
stock.

2nd. A margin sufficient to protect against an unfavorable turu in 
range conditions and a sudden decline in the market.

3rd. Are the cal tie offered for security of a grade that will justify 
the money advances and what is their physical condition at that par
ticular time? Interest should center around the character and amount 
of grass available for grazing, the number of watering places in the 
pasture and their accessibility, protection from weather extremes and 
disease.

4th. Paper offered for sale or rediscount bearing endorsement of a 
bank or loan company should be considered primarily from the stand
point of the business acumen of the individuals interested in the man
agement of the institution, their ability, integrity and experience in 
handling cattle fiaper.

5tli. For a highly liquid short term investment, aged steers in feed- 
lots would naturally be preferred, as they are in process of prepara
tion for beef consumption.

Gth. Investors seeking six months’ paper and longer will find stocker 
loans usually very satisfactory, reasonably liquid and generaly safe.

7th. Loans on range cattle and young stock in general have not re
ceived the favorable consideration accorded beef steers and stocker 
loans, but such loans within proper limitations are found to be very 
desirable, especially so if the cattle are not ranging in a pasture so 
large that serious difficulty is experienced in exercising close supervision 
and in gathering.

8th. It is a very sound policy to make your mortgage cover the entire 
number of cattle in a given brand, thus avoiding duplications against 
the same stock, which frequently results in much confusion, dissatis
faction and sometimes losses. Of course, there are exceptions, to this 
rule, as in the case of a large cattle owner who is an exceedignly small 
borrower; to demand of him a mortgage on several thousand head of 
cattle in one. brand for a small loan would be absurd on its face.

9th. See to it that your mortgage in a clear, definite manner describes 
the cattle, their location, the brands and the particular part of the 
body of the animal0 where it is located, in order that they can be easily 
identified. If tlie mortgagor has not already done so, require him to 
place his brand of record. See that your instrument includes an affi
davit of ownership, certificate of no other incumbrance, proper filing, 
and retain a certified copy to be attached to the note.

Applying the rules laid down in a rational, common-sense-like way 
in the selection of a "cattle loan, it is my candid judgment that no other 
class of paper possesses a higher degree of desirability and liquidity 
than carefully selected cattle paper. Recognizing as we do the com
manding importance and essentiality of the great cattle industry, let 
us pledge ourselves to render whatever assistance seems just and proper 
for the accomplishment of its greater development.

The vision o f the future, after the war, is bright. America’ s posi
tion in the world will be an enviable one. The United States will 
have ships, factories, ports and fields in greater numbers and with 
greater capacities than any other power on earth. England, France. 
Italy and otheiT nations will have ships and factories, but they will 
need raw materials and food. For these things they will have to
depend upon the Western Hemisphere. Live stock will be demanded 
from the West, grain from the Northwest, cotton from the South, wool 
from the Western ranches, corn from the Middle West, wheat, corn, 
oats and barley from all the States that can produce these feed-stuffs. 
and these necessities will sell under favorable prices, which means 
that the farmer and ranchman, the primary producers of all wealth, 
will enjoy an unusual area of prosperity.

As we chronicle the success of our armies on the battle-fields o f 
France, more and more we come to be tinctured with that patriotism 
which shall see to it that the cause of righteousness and humanity 
must prevail and the peoples o f the earth come into the enjoyment o f 
a perfect and lasting peace, a patriotism based not alone on the power 
o f shot and shell but also on the clear, American Insight Into the 
sharp laws of competition, on the fortitude, faith and wisdom of its 
bankers to grasp the key that will open opportunity’ s storehouse, to 
conserve Us resources, to speed the day when the Stars and Stripes 
shall float on every sea and be a welcomed visitor in all the ports o f 
earth, because It ever stands as the emblem of American ideas and 
Ideals of fair plaly, the flag of Liberty and Freedom which shall render 
illustrious for all time to come the name “  America.”

Charges for Presenting D rafts and Furnishing Credit
Information

By W alter E. Speeches, Cashier of the State Bank of Independence, Independence, Wis.

Gentlemen of the Convention:
I assure you I feel very privileged in, being permit ted to appear on 

the program of the State Bank Section of the American Bankers’ 
Association; arid particularly to address you on a subject possibly 
new to the bankers of the United States, but not at all new to the 
bankers of Wisconsin. I am pleased to present this subject to this 
section, made up of State Bankers, as this section, representing 
17,500 State Bankers, has about sixteen thousand banks with a cap
ital of one hundred thousand or under; and to you sixteen thousand 
bankers this subject is particularly applicable. And I assure you if 
the American Bankers’ Association will adopt a rei-olution similar to 
that we have in force in Wisconsin, you will increase your profits to 
a considerable extent, and if not that, you will at least be getting 
something for the services you render. However, on the other hand,

I feel slightly embarrassed to appear iu behalf of this particular 
subject. Why the youngest speaker at the Convention should be 
privileged to come before you today, when most detailed cost systems 
have been installed and overhead expenses have been figured to a 
nicety, and show where two leaks, which have alone meant thousands 
o f dollars annually to bankers of Wisconsin, have been permitted to 
exist in the banking system of the Uuited%States from the inception 
of commercial banking, is something that I cannot comprehend or 
picture. Why banks have not in the past been placed in a position 
to receive a sure compensation for the presentation of sight drafts, 
whether paid or not, and the filling out of ratings, as they both repre
sent a service to the creditor, and both take the stationery, the time and 
thought of paid bank employees, is unexplainable. Why these services 
of the bank should not be made profitable, or let me say be made to
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at least pay for itself, is something out o f line with good bank man
agement. M e, as bankers, know today that in any successful corpo
ration when a certain phase of the business does not make a profit, 
this particular phase is cut out and eliminated and the time and 
thought which was formerly required for that end of the business is 
used for the further development of that line of business which pays 
the corporation a profit. Or may it be that the bankers of the United 
States have the same thought and idea that the bankers of Wisconsin 
had prior to 1915.

The Wisconsin bankers, eliminating group seven, who had in a 
irroup meeting a year before agreed to a prior charge system, had 
never considered the cost in presenting a sight draft for collection, or 
filling out request for rating. They thought this matter was a small 
one and that it did not really take much time, that it did not cost 
the bank much of anything. However, when the speaker gave them 
the figures o f his bank of collections for a period of about seven years, 
and the working of said system on prior charges in Group Seven, 
they were astounded, and said plan, now known as the Wisconsin 
Plan of Prior Charges on Collections and Requests for Ratings, was 
adopted unanimously at the 1915 Convention. And let me tell you 
bankers o f the United States that this system is working so har
moniously and perfectly, that should a future State Convention nullify 
this plan, the banks throughout the State would sperately and indi
vidually still maintain and enforce the plan.

At the risk of tediousness I will ask you to follow me in the 
development of what finally became known as the Wisconsin Plan 
of Prior Charges on Collections and Requests for Ratings. Let me 
first read the plan. It’ s printed on these cards the ushers handed 
out and read as follows:

“  Failure to receive presentation fee on unpaid items after service 
had been rendered by banks, caused

The Wisconsin Bankers’ Association 
(Of which this bank is a member) 

at its 1915 Convention to adopt the following resolution relative to 
Collections and Requests for. Rating— it being the general opinion of 
the Bankers present that ‘ the laborer is worthy of his hire,’ and 
that banks should not be expected to perform these important duties 
without some remuneration.

“  RESOLUTION
“  ‘OOIXECTIONS AND REQUESTS FOR RATINGS will have our 

prompt attention PROVIDED same are accompanied by the following
fee IN ADVANCE:

* Collections ................................................................ .... ,15c. each
‘ Requests for Rating, minimum f e e . . . . . . . .............25c. each

’ Unless such fee accompanies request for this service the time will 
be returned without presentation or attention. This rule does not 
apply to Drafts with Bills o f Lading attached, or to Notes.’ We 
return the attached and call your attention to our rule.

“  Fees accompanying collections will be credited as part of regular 
exchange charge on collection made. In complying with request for 
rating, all statements will be made upon information which this bank 
believe to be reliable, but further than that it assumes no respon
sibility whatever.

“  Please keep for future reference.’ ’
You will note the resolution has two parts, collections and ratings. 

I will discuss collections first. In using the term collections through
out my address. I shall mean only sight drafts sent for collection, 
as notes ami Sight Drafts with B /L  attached are generally paid and 
thereby fairly well compensated for.

I believe that this plan is so simple that it needs no explanation.

Sisconsin Bankers expect a fee o f 15c. for sight’ drafts and 25c. for 
tings, to accompany every such draft or rating, and only when such 

fee does accompany the letter does it receive attention. When letter 
arrives without fee, we enclese one o f these cards and return at once. 
If payment can be collected, we remit immediately, and charge 1/10 
of 1% and the 15c. already paid applies as part payment— a mini
mum fee1 o f 25c. on each collection is retained. I f item cannot be 
collected, we clearly mark the reason on back and return to creditor.

Î et me now ask the question— why do wholesalers, manufacturers, 
jobbers, etc., send sight drafts to banks for collection? There are 
various reasons; among them the principal ones are these:

1. Banks will collect a sight draft for practically nothing— attorneys 
charge 10% or more.

2. To stir up debtor. When a sight draft Is sent out, it indicates 
that the debtor Is slow or careless. It can generally be assumed that 
the creditor has sent the debtor several bills or dunning letters, and 
the party in question has paid no attention to same, so he sends it to 
the bank for collection, believing that the debtor will want to maintain 
his credit with the bank.

3. We have found that some creditors have used banks in Wiscon
sin as a collection agency. When a shipment of goods was made, a 
sight draft immediately followed, and many times the sight draft 
arrived before the goods were delivered to the debtor’s place o f 
business.

4. We have found that the sight draft is sent to a bank as a last 
recourse before giving it to an attorney for collection. We have 
found that the storekeeper has refused to settle in most cases, be
cause of a dispute; goods were substituted or not as represented; 
were broken or short in number; or the traveling man had giveu 
special terms as to payment unbeknown to the creditor.

These are some of the most important reasons. In any and all 
events, the bank is supposed to depart from the regular functions of 
banking and enter in as an intermediary into something which 
upon its face is unpleasant and not inviting. It is an admitted fact 
than when these collections leave the office o f the maker they are in 
75 to 80% o f the cases “  lame ducks ”  if not “  dead ducks,”  for 
if the debtor is prompt he receives no sight draft. Hence it is, 
therefore, but fair that the bank receive a fee for presenting, and 
if not collected the reason on back of draft should be worth a fee.

If the experience of the Wisconsin Bankers, prior to 1915, is a 
criterion to go by throughout the United States, you will find that 
95% of the banks show a decided net loss at the end of the year 
relative to sight draft collections. I presume I am safe in saying 
that this is the only department in a bank that is not on a paying 
basis. At least it was so with our bank when I came to same at 
the end of my university career in the fall of 1906. Naturally this

was an eye sore, or what I might term a parasite department. It did 
not set well, so we made plans to make this department pay. We 
started in a rather experimental way. We first purchased a little 
book with an index. Soon a second book, and then when a third 
was needed, I suggested a card system be installed, and on these 
cards we kept a record of every sight draft that was seut for collec- 
lection and not paid. We entered the name of the drawer at the 
top of the page, the date of the sight draft, on whom drawn, and 
amount charged. Every collection not paid was entered therein. 
Every collection was returned with the reason for non-payment writ
ten on back of draft, and the request, “  please remit 15c. for presen
tation and postage.”  If this was remitted we credited same. I f  no 
attention was given, which was generally the case, we waited until a 
collection was paid, and you will note later that we waited patiently 
most o f the time, and when a collection was made we balanced the 
account. This was in a day when one of the employees of the State 
Bank of Independence had considerable time to spend, and, as you 
can imagine, that it required a lot o f  time, and unless someone had 
that time it was quite impossible to keep up this system and work 
out the actual overhead expense o f presenting sight drafts. However, 
the result of the working of the system was not gratfying. The firms 
sending sight drafts heeded our request for 15c. less than you heed 
the constant cry of the newsboy in the street; and nine times out of 
ten presentations were personal. The result was that the cards 
showed unlimited numbers of firms where five or six draft presenta
tions were made, and we never received one cent for our services. 
Many of our cards show where six presentations were made before one 
was paid; others ten to twelve, and still another sixteen; when one 
draft was eventually paid. We deducted sixteen times 15c., or $2.40, 
plus the cost of collecting that item. We sent that firm a statement 
of parties on whom drawn and the dates drawn, and they never said 
a word; and now, fellow bankers, why should they? We gave them 
personal service sixteen times and received not one penny for our work. 
Is it reasonable to believe that we owed this service to this firm 
or any other firm? I think that every one of you will agree with 
me that we should have had 15c. every time we made a presentation.

Now let me emphasize the fact right here, as this is the finding 
in three years’ experience of the Wisconsin Bankers Association that 
none of the wholesalers, jobbers, or who they may be, expect to pay 
for these services. Nor will they pay for these services as our findings 
have shown, if you make your request when their sight draft is sent 
back to them, and you have given them the reason why the debtor 
refuses to pay the sight draft. T hat,is  why we make it a prior 
charge.

This was, briefly, the experience of the State Bank of Independence 
in attempting to make the collection department an asset instead o f a 
liability. This went on until the annual meeting of Group Seven in 
1913 when I offered the resolution as before read in  the Wisconsin 
Plan, and asked that it be recommended, that the State Association 
consider and adopt, and put in force said resolution. After explaining 
this resolution, it was passed, I believe, without a dissenting vote.

This resolution is like many people when they come to the city, they 
get lost. Only this was lost in the committee on resolutions and it 
never had the chance to appear before the State Bankers in conven
tion assembled. I had learned something, and at our annual group 
meeting in 1914 I offered the same resolution with an amendment 
attached, that if same failed to pass the State Association that this 
resolution would automatically be in effect within the group. This 
again passed the group, but failed to pass the State Committee on 
Resolutions, whereupon the group secretary informed all members that 
the above resolution was to be in force at once. I happened to be 
secretary at that time, and I was very sure that all members in the 
group were notified.

In 1915 I was asked by our State Secretary to present this matter 
to the State Convention, which I agreed to do. I became very much 
interested to know how extensively this resolution had been used in 
our group, and with what success, as some one had said, “  the proof 
of the pudding is in the eating,”  so a circular letter was formulated 
and sent out to the banks in Group Seven. The returns were so 
gratifying that when I reported the findings the 1915 Convention 
adopted the resolution unanimously.

Wisconsin Banks have now lived under the plan for three years. We 
have seen sight drafts put on a paying basis. At least all have 
received something for the service we have rendered. We now feel 
when we go out to present a sight draft, like trying to collect it, if  at 
all possible. Like a boy with something in his stomach, he feeis like 
doing things. You can’t expect him to work very energetically if he 
has nothing in his stomach, or hasn’ t much o f a chance o f getting 
anything there. I used to be a boy myself, and when it comes to 
eating, 4 feel I am quite a boy yet.

Now in preparing this address for this meeting, I was interested in 
knowing what the feeling was among the bankers of our State as to 
the success o f the Wisconsin Plan. Had it accomplished its purpose? 
W’as it paying bankers for their services as the resolution contended 
it would? Were they satisfied with the plan? Was it a success? I 
now again prepared a circular) letter and sent out two hundred to the 
bankers o f Wisconsin, believing that if these were sent to every 
corner of the State to banks in new or old communities, to banks in 
agricultural, manufacturing and commercial districts, that I would 
arrive at about as fair a conclusion as if I circularized the whole 
State. Inasmuch as this letter embodied a report on both collections 
and ratings, I will first take up but a short time to discuss the sub
ject of ratings, and then I will submit what I believe to be the most 
exceptional findings of a successful plan.

The question to be considered now is, Should banks be required to 
make out requests for ratings, free o f charge? In other words, should 
banks use the time of their salaried men to go into their files, and if 
no report there, go and investigate and use such time as necessary 
and make a report to the credit house, jobbers, wholesalers and those 
in the habit of seeking reports, without any compensation at all. 
Does this proposition look square to you bankers? Isn’t it just all 
together one sided? Isn’ t it a case where the banker is giving con
tinuously without receiving anything at all in return? The jobbers, 
wholesalers and manufacturers pay Bradstreet’s and Dun’s 50c. for 
each report they receive from them. Is it just right because it has
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become a custom with bankers to give a report free that we continue, 
or Ik* expected to continue to do so in the future?

An officer o f the Credit Men’s Association in Wisconsin, stated 
that, generally speaking, the reports of bankers are more reliable and 
up to date than the credit houses. They realize that Dun’s and 
Bradstreet’s reports have been made out in part and checked over by 
bankers, so why should not bankers receive, say at least 25c. for an 
average report when there is no chance for banks to receive reciprocal 
returns. The State Bank of Independence receives 25c. from all credit 
agencies to whom they make reports. Why should not the jobbers 
and wholesalers be expected to pay this 25c. where reciprocal returns 
cannot be indulged in? I see where there can be an exception to this 
rule. I can see why banks in Milwaukee, Chicago, and other com
mercial centers, where they must establish a customer’ s credit, or 
where they deal in commercial paper and where It is a fifty-fifty deal, 
on exchanging ratings, why they should not charge a fee to the 
jobber, manufacturer or wholesaler.

In Wisconsin many banks have a sort o f unwritten agreement as 
between banks. Smaller banks not buying commercial paper give 
gratis reports to their corresponding banks ; larger banks buying com
mercial paper offer all banks in the State ratings free o f charge. The 
reason for this is, as before stated, that we get a service in return 
equal to that which we render. But why should the sixteen thou
sand small State banks in the State Bank Section who have no chance 
to get reciprocal returns from the jobbers, wholesalers and manufac
turers, give their time and the service of salaried men, free of charge. 
This, to me, is an injustice, an imposition, and all you small bankers 
outside of the commercial centers will say the same thing.

Let us for a moment consider some of the forms of reports we are 
supposed to answer gratis. For instance, here is a report from the 
National Jewelers’ Board of Trade. It contains forty questions. They 
want to know the name of the debtor, his age, whether married or 
single, kind of business, wholesale or retail, how long in business, 
what portion is borrowed, how secured, if incorporated, authorized 
capital, amount paid in,' value of merchandise, chattel mortgage for, 
value real estate, what other means, in other business, ever failed, 
if so when and how settled, liability as surety or endorser, any 
judgments or suits pending, whose favor, amount of insurance, busi
ness ability, general, reputation, habits, considered honest— and a 
bunch of other questions, and by the time they get done, if  there is 
anything t that they have not asked, I am positive St. Gabriel won’ t 
know more on Judgment Day.

Here is another report sent out by the National Lumbremen’g Manu
facturing Association. It would take a man a good half hour in the 
morning to answer in an inteligent way the information that they 
ask for. They have it under six different headings, and the question's 
are very similar to those of the Jewelers’ rating.
""Another from the Midwest Cement & Rating Co. has twenty-three 

questions, another oil company twenty-three questions.
These reports I am glad to say are exceptional. It would be worth 

at least one dolar o f any man’s time in the bank to answer these 
ratings properly; however, we have been doing it free of charge. The 
general form of request is something similar to the following: -

Please tell us in confidence what you know concerning the respon
sibility, ability, character, his manner of meeting obligations, and in 
your judgment, would he be good for $75 for thirty days. We 
understand he is engaged in the garage business and we have received 
our first order from him, etc.”

Replies to these letters, I contend, where tiiey can be answered 
briefly and to the point, giving the creditor the very latest informa
tion, should be worth 25c.

Gentlemen, I shall prove to you now by letters I have that the 
large jobbers and wholesalers that have a modern, up-to-date Credit 
Department in their own business, do not expect banks to furnish thrs 
service free, and I am submitting corporations that have their place 
of business outside of Wisconsin, and so have possibly not been awak
ened by the Wisconsin Plan. They fully realize the rating from a 
bank is a report of John Jones today. The report from the Credit 
Agency is not, many times, checked up oftener than once in three, six 
or twelve months. I f a debtor is slipping, if numerous sight drafts 
are being sent in, where a few were drawn before, the banks are the 
first to observe the falling barometer. Here is the proof of my state
ment : “

Sears Roebuck & Co. have printed at the bottom of their general 
reports they send out, in large bold green type, these words. “  This 
inquiry is accompanied by a fee of 25c.”  What does this mean to 
you? One of the largest, most successful stores in the world.

Here’s another, a large furniture and carpet company in Chicago, at 
the bottom of their form,, is printed in large red type, “  This inquiry 
must be accompanied by a fee of 25c.”

Here is a letter from a large wholesale hardware/in Minneapolis in 
which they state, “  We are today in receipt ofTm  order from a Mr. 
Blank of your town. They are strangers to us, and we are unable 
to obtain through the regulfn^chsuinels such information relative to 
their responsibility and general reputation for meeting their engage
ments as will permit the extension of credit. We therefore will 
appreciate such information as you can give us. We are enclosing 25c.

Here is another letter from a large coal company in Chicago: " W e  
enclose herewith stamps amounting to 25c. and desire to thank you 
for the information contained in your letter with reference to Mr. 
Blank. If it is worth anything it certainly is worth the amount you 
ask us to pay. We appreciate the information you have given us and 
same will be considered strictly confidential.”

Another large manufacturer of chemicals in Minneapolis states: “ We 
wish to embrace this opportunity to thank you for having forwarded 
us so promptly report on Mr. Blank. In accordance with your 
Bankers’ Association ruling, we are enclosing herewith 25c. in loose 
stamps to cover your charge.”

A large wholesale hardware and iron merchant in Duluth, Minn. ; 
“  We are enclosing stamped envelope for your convenience in replying, 
also 25c. in stamps for your report, and thanking you in advance for 
this courtesy, we remain, etc.”

I have also a letter from one of the largest, and possibly the most 
successful, packing companies in Chicago. I will read at some length 
excerpts of this letter, as it seems to cover fairly well the question

under consideration. I wrote them asking their opinion relative to 
the Wisconsin Plan. They replied:

“  We have never raised an objection to the rule adopted by your 
Bankers’ Association of charging 25c. for reports, as we have always 
believed that information worth having was worth paying for. We 
are glad to learn that your State Association are working on a plan 
which will enable Bankers as a rule to render reliable and complete 
information and we are sure that the jobbers and manufacturers will 
not object to paying reasonable fees for such information. Thanking 
you for the courtesy extended in going into this subject so fully, and 
with our best wishes, we remain, etc.”

I could give you numerous other instances, all carrying the same 
message, but time does not permit. I believe that I have submitted 
enough evidence to show that jobbers and manufacturers and whole
salers desiring ratings are willing to pay for services rendered. But 
just now let me offer a word of caution to you bankers here assembled. 
When you are paid 25c. for a rating, be sure to give service, be fair, 
square, apply the Golden Rule. We have found in Wisconsin that in 
a few instances bankers did not give better service than when they 
received no compensation. This is an exception, I am glad to say. If 
you don’ t want to make the report return the 25c. and say so. ■

I now wish to refer to the results of the circular letters sent out to 
bankers in Wisconsin, and give you the results as carefully as I can 
glean them, relative to the Wisconsin Plan. I sent out 200 letters, 
and received 129 replies. I believe you secretaries of State Associa
tions will say with me that this is an unusual number of replies, for 
there are bankers that will never reply to a circular letter nor a 
telegram from your legislative committee. Let me first read the seven 
questions this letter contained, after giving a brief prelude to show 
what I desired:

I. — Do you observe the Wisconsin Plan fully?
II. — With whom do you make exceptions, and why?
III. — Will you make a conservative estimate how much of a return

you have received in the three-year period since 1915? 1915-10?
1916-17? 1917-18? Collections? Requests for ratings?

IV. — Has getting a small return for your services made you more 
careful in making collections, and answering requests for ratings?

V. — Do you fully believe in the principles of the resolution?
VI. — Has the use of the plan retarded the profuse sending of collec

tions and requests for ratings?
VII. — Would you favor the adoption of this resolution by the 

American Bankers’ Association?
I believe these questions cover the ground fully. The answers lo 

these questions will determine In your mind if it has not already been 
done, if you would not like to observe this plan in your State, or have 
this Section, or the American Bankers’ Association adopt a similar 
plan.

To the answer to the first question, "  Do you observe the Wiscon
sin Plan fu lly ? ”  72 replied, “ Yes, 100% ” ; 38 made exceptions 
principally to their correspondents or to banks having reciprocal re
turns. This resolution was drawn up to give us a fee when we had 
no chance to receive reciprocal returns; so we have about 110, out 
o f 129 replies that were It not for reciprocal returns would have 
lived up to the resolution quite generally. Two banks used a similar 
system. Four banks did not observe the plan fully but believed in 
the principles of the resolution. Eleven did not use the plan at all. 
several due to local conditions, but eight out of these favored the 
adoption by the American Bankers’ Association. These replies bespeak 
the great favor with which the plan is observed in Wisconsin. I 
believe there has never been a plan adopted by the Wisconsin banks 
or any other convention that has been so unanimously successful as 
the Wisconsin Plan of prior charges on collections and requests for 
ratings.

The second question— “  With whom do you make exceptions, ‘ and 
w h y ?”  Those that did make any exceptions replied in the following 
ways: “ We make exceptions to correspondents only; to banks only: 
to customers who refer to us concerning their standing; correspond
ents and friends from whom We obtain other business; reciprocal 
relations writh a few corresponding banks; we give credit ratings on 
our own customers on ly ; Bradstreet’s, we secure free service and 
special ratings in return.”  I want to call your attention to the fact 
that of those banks that made exceptions at all, 90 to 95% were 
those that had reciprocal relations with someone. In all these replies 
you will observe there is not one that Stated they made any excep
tions with jobbers, manufacturers, or wholesalers.

Question Three— “  Will you make a conservative estimate how much 
of a return you have received in the three-year period since 1915? ”  
I want to say at the start, that it never was the intention of the 
bauks of Wisconsin that this resolution was to be a money maker, 
i.e., one on which to declare a dividend, but it was to obliviate any 
unpleasant and undesirable feeling that existed with bankers, that 
there was a class of business that was done at a clear loss, and 
which could at least l>e made to pay for itself. I did not get the 
replies in dollars and cents I had expected on this third question, 
as no bank kept a separate account of these returns; however, I 
have received enough estimates so that you can judge what banks 
have been giving gratis for years past all over the United States. 
I will not give the banks on villages, or cities^ but the population. 
You can judge how it will suit your community.

IUI, U  l l ’U  It

—collection.— Total -  Ratings.-
Grand 

Total Total
Population. 1910. 1917. 1918. 3 yrs. 1916. 1917. 1918. 3 yrs. 3 yrs.
350............. $50 $65 $75 $190 $10 $15 $25 $50 $240
500............. 30 30 30 90 20 20 20 60 150
1,000........... 135 135 90 360 150 100 100 350 710
3,800........... 75 75 75 225 225
7,000.......... 135 135 135 405 100 100 100 300 705
15,000........ 50 75 100 225 20 30 30 SO 305
18,000........ About $450 all together; presume this was for 3 years.
40,000........ 46 68 26 140 12 10.75 5 25.75 165.75

75 50 75 200 50 50 250

lo h u n k s........................................................  $3,500.75

If ten banks collected $3,500 in three years, what do you imagine that
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near one thousand banks collected, or let me say eight hundred? All 
this sum represents service. What would the amount be to bankers 
in the United States? Think upon it. Custom has been an expensive 
child in this instance.

Question Pour— *' Has getting a small amount for your services made 
you more careful in making collections, and answering requests for 
ratings? ” Ninety-one replied “ yes,”  they were more careful; eleven 
replied “  no, we always have given service.”

Question Five— “ Do you fully believe in the principles of the reso
lution? ” One hundred and seventeen of the 129 replied “ yes,”  two 
“ no,” one only “  as far as collections are concerned.”  Three made 
no reply.

Question Six— “ Has the use of the plan retarded the profuse sending 
of collections and requests for ratings?”  Sighty-two replied “ yes,”  
eighteen “  no,”  five “  could not say.”

Question Seven— “ Would you favor the adoption of this resolution by 
the American Bankers’ Association? ”  One hundred and eight replied 
“ yes,” two “ no,”  two stated “ prefer to have States, adopt such a 
resolution,” one favored adopting collections only, and one had no 
opinion.

As I began, so I close, with an appeal to you State Bankers. Why 
should you longer follow custom? Why should bankers continue to 
render service on sight drafts and ratings without receiving a com

pensation? I have proven, I believe, very conclusively that successful 
business houses do not expect you to render a service without a charge; 
that the Wisconsin Plan is a thorough success; that the past custom 
has been an imposition, an injustice. Those that will oppose the 
passage of the Wisconsin Plan by this section or the American Bankers’ 
Association are those— “  Beware, those in sheep’s clothing ” — those 
who have no decided reciprocal relations, those who are bank officers, 
but have large holdings in factories or other mercantile enterprises, 
those hide-bound, narrow-minded, stand patters who will insist that 
this subject is too small to be considered here. I admit it can be 
handled by the States, but if it was universally adopted by the 
American Bankers’ Association, these cards bearing the resolution 
would soon be eliminated, as the revised custom would soon be to 
enclose a fee for this service, and soon custom would be a habit, a 
cable.

State Bankers, from whom will the cry go up— those who are hit, 
from the Jobbers, wholesalers, manufacturers and credit associations, 
who left no stone unturned to have the exchange item wiped out of 
the Federal Reserve Act, and they have succeeded. I am not going to 
discuss that subjct, it is on the program of this Convention this week. 
But if this plan is passed, it will offset to some very noticeable degree 
the exchange item the Federal Reserve Act eliminates, at least for the 
present.
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The Effect o f the JVar on Railroad Securities
By Francis H. Sisson, Vice-President of the Guaranty Trust Company of New York.

We have passed logically in our consideration of the 
world war, from war causes to war effects and prospects. 
In the midst of the pressing problems in every line and 
interest which the war has so materially affected, we 
no longer ask why?—but what? So we, as bankers, as 
large holders of securities, and as trustees for others in 
their holdings, may pertinently make inquiry today as 
to the effect of the war upon railroad securities, and 
their possible future.

I conceive that it was not the intention of your Secre
tary in asking for a discussion of this subject, either to 
review the past, or to chroniclp the present, which is 
written in the daily market records, but rather, if possi
ble, to analyze and consider the trend of railroad 
security values in the light of the changed conditions 
which the war has precipitated.

T he Public Interest

The questions of the moment in the minds of all, are: 
Will railroad securities rise or fall under these changed 
conditions? Will Federal administration of the rail
roads improve or injure their status as economic factors? 
Will private or public ownership follow the present 
anomalous situation? Can the present merger ever be 
“ unscrambled” ? He would indeed be a prophet who 
could supply the answers; but one may at least have the 
temerity to speculate on these subjects apd enjoy the 
diversion of discounting the future mentally, if not 
market-wise, without criticism.

The fact need hardly be emphasized that the probable 
future course of railroad securities is of most vital in
terest to bankers, to investors, and to the general public. 
Railroad securities make up a considerable part of the 
assets of banks, particularly savings banks, life insur
ance companies, and trust estates. The extent to which 
the public is interested in the position of railroad securi
ties is indicated from the fact that more than 600,000 
individuals owrn the capital stock of American railways, 
and perhaps 300,000 hold their bonds. More than 11,- 
000,000 citizens of the United States deposit their sav
ings in the savings banks of the country, the Security for 
whose investments rests to a degree in railroad bonds,

while more than 34,000,000 life insurance policy holders 
in this country depend in a measure upon railroad bond 
investments as security for their premiums and policies, 
and consequently are vitally interested in their earnings 
and prosperity.

Official reports to the Comptroller of Currency in 1917 
showed that the National banks of the United States 
held about $500,000,000 of railroad bonds, and that State 
banks, savings banks and trust companies held approxi
mately $1,500,000,000 of such securities.

The Comptroller, in a letter to the Interstate Com
merce Commission on November 1, 1917, stated:

These investments the banks purchased in the belief that they would 
maintain the prices at which they were purchased, or grow more valu
able from year to year, with the growth and development of the 
country’s business and of the. corporations issuing them. A crisis, 
however, has arisen. There has been a serious collapse in the market 
values of railway securities and such a demoralization o f credit that 
the sale of new securities to provide fresh capital or to meet maturing 
bonds has been shut off, and even temporary financing is now only 
being obtained at rates which are costly if not ruinous.

The impairment of confidence and the consequent shrinkage in securi
ties, the Comptroller continued, had become so pronourtced that on. 
October 15, 1917, I gave to the press a statement which said, in part:

“ In view of all conditions, the Comptroller of Currency has in
structed National banks holding high grade bonds of unquestioned in
trinsic value and merit, not to charge such investments down to present 
abnormal figures; but an intelligent and conservative discretion will 
be exercised as to the prices at which National banks can safely and 
reasonably be permitted to carry such high class securities, and as to 
what proportion of the depreciation should be charged off in any six 
mouths’ period.”

Savings Ban k s ’ Holdings

The importance of this ruling appears w’hen the fact is 
considered that in those States where the investments 
of the savings banks in railroad bonds are segregated in. 
the reports made by State banking institutions, there 
wrere on June 20, 1917, $339,755,255 of such holdings, 
amounting to 53 per cent of total investments.

Applying the foregoing ratio to the total number of 
savings banks in the United States, the aggregate value 
of railroad bonds held by such institutions would appear 
to be $1,214,319,000, or a little more than 20 per cent of 
their combined resources.

And if the same ratio be applied to the total invest
ments of the State ba.nks, the amount of railroad bonds
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held by them would appear to be $472,000,000, which 
added to the $1,214,000,000 held by the savings banks, 
would give a grand total of $1,6S6,000,000 for both "State 
and savings banks, as compared with the Comptroller of 
Currency’s round figure of $1,500,000,000.

Loss o f  P u b l ic  C o n f id e n c e

For nearly forty years after the Civil War the surplus 
earnings of the people of this country which were put 
into public securities were largely invested in railroad 
bonds and stocks, and this enabled the railroad net to 
expand from 52,922 miles in 1870 to 192,940 miles in 
1900, or nearly 400 per cent. But during the period be
tween 1S92 and 1897, when 213 roads, with a combined 
mileage of 56,402 miles, went into the hands of receivers, 
the investing public lost confidence in railway securities.

“ The records show,” to quote again from the letter 
o f the Comptroller of Currency, “ that the persistent and 
steady decline in railroad freight rates which had been 
going on through several decades culminated in 189S-9. 
but this shrinkage did not cease until the solvency of 
over one-half of the entire railroad mileage of the 
country which had been built up to that time had been 
destroyed.”

From an average freight rate of 10.01 mills per ton 
per mile in 1888, there was a gradual and steady decline 
to 7.24 mills per ton per mile in the fiscal year of 1898-9. 
During the same period there was a reduction of 18 per
cent in the average passenger-mile rate. And coincident 
with these reductions, companies operating thousands of 
miles of rails were forced into bankruptcy. Fortunately, 
in 1899, general business throughout the country began 
to prosper again, and with it was initiated the upward 
trend of railroad finances and a revival of confidence in 
railway securities. This condition prevailed and steadily 
improved until the financial panic of 1907. with a subse
quent stretch of years of uncertainty.

A striking presentation of what the shrinkage in the 
value of the common stock of the twelve leading railroad 
systems from the high prices in 1906 to the low level at 
the close o f 1917 has meant is afforded by the fact that 
that decrease amounted to $1,690,000,000, or 51.50 per 
cent. This sum is nearly as great as the entire capital 
and surplus of all the National banks of the TJhited 
States.

G o v e r n  m e a  t  R e g u l a t io n

The restrictive policy pursued toward the railroads by 
Government agencies, both National and State, for the 
last ten years, which operated both to limit earnings and 
increase expenses, could serve only to injure railway 
credit, and impair the confidence of investors in that 
field. Multiple regulation, political imposition, and a 
constantly increasing tax burden brought the railroads 
to the point where it was no longer possible to finance 
their requirements with stock, and the constant enlarge
ment o f their debt and a consequent increase of fixed 
charges were forced upon them. With approximately 
$17,000,000,000 of securities outstanding, about $11,- 
000,000,000 was represented in bonds and $6,000,000,000 
in stock, a proportion of debt becoming increasingly too 
large to assure adequate protection to the investor.

In the fall of 1915, wrhen there was a large mileage in 
receivers’ hands, and retrenchment of railroad opera
tions was at its height, there came an avalanche of new 
business. The huge munitions manufacturing industry 
which had sprung up required great quantities of sup
plies, o f which the railways are large consumers. There 
also developed a heavy foreign demand for American 
railway equipment and supplies. In consequence prices 
soared, and it became impossible to get equipment with
out long delays. The shortage in ocean shipping, further 
added to the difficulty by producing acute terminal con
gestion.

On April 1, 1917, the car shortage was the largest ever 
known. Five days later Congress declared war. This

meant in addition to the large business with which the 
roads were already overwhelmed, that they were con
fronted with a large amount of military business which, 
of course, was given preference, and this increased the 
difficulty of getting the maximum usefulness of trans
portation facilities, which had been curtailed and im
paired without regard to the nation’s economic welfare, 
by reduced rates, rising costs of material and labor, and 
by political domination.

Mr. McAdoo, as Director General of the Railroads, 
recently well described the situation which the nation 
faced, in the following statement:

Last December the expenses of the railroads were increasing with 
great rapidity. They were hedged about in their efforts to obtain 
increased rates by the numerous and various restrictions imposed by 
the States and also by the limitations imposed by the Interstate Com
merce Act. They were confronted by imperative demands for greatly 
increased wages, and were without machinery to insure an amicable 
settlement of these demands. They were finding it almost impossible 
to borrow money on any terms to make the improvements which were 
indispensable to enable them to perform their public service.

To meet this situation the railroads, toy Act of Con
gress, and in accordance with the terms of the contract 
now- approved by the Federal authorities, were taken 
over by the Government under the guarantee of a stand
ard net income averaging that for the three years prior 
to Government operation.

S a t i s f y i n u  I n v e s t o r s

Describing this arrangement Mr. McAdoo says:

Under Federal control tbe Railroads have the opportunity to contract 
with the Government for a guaranteed income on a just basis, which 
relieves them of the formidable anxieties which confronted them in 
December, and which would still he confronting them under private 
control, fh ey  are able to borrow money from the Government on 
reasonable terms for necessary improvements. These are fundamental 
things which impress the great hotly of railroad investors, and should 
make Ihem satisfied with the status as it now exists.

While the form of contract finally offered the rail
roads is not entirely satisfactory to the owners of securi
ties it appears, that it is the real intention of the Rail
road Administration to assure a return to the individual 
companies which will enable them to pay their fixed 
charges, interest, taxes, sinking funds, etc., and also 
regular dividends where justified, and to invest their 
surplus earnings in their properties under conditions 
which will increase their earning capacity and value. 
Furthermore, it appears to be the intention of the Rail- 
road^Admiflistration, so far as industrial and labor con
ditions will permit, to maintain the physical properties 
adequately, and in case of failure to do so, to pay the 
companies enough to offset the deferred maintenance. 
A great deal of latitude is left to the authorities in the 
interpretation and execution of the contract, but there 
is every reason to believe that this will be fairly made, 
and the security holders’ interest will not suffer seriously 
1 hereby.

This contract has been generally approved by the Rail
way Executives and their counsel, and formal announce
ment to that effect has been made public through their 
Advisory Committee representing more than 90 per cent 
of the important lines of the country. It will doubtless 
l>e executed as it now stands by most of the lines. This 
approval was regarded as a warrant for an improvement 
in the railroad security market, and, as the likelihood 
of harmonious agreement increases between the owners 
and the Federal Administration, a greater improvement, 
subject to other conditions, should follow.

S e c u r it y  P r ic e s

It is interesting to note, however, that on December 
26, 1917, just prior to the Government assuming control 
of the railroads, ten of the highest grade railroad bonds 
were quoted at 81.40. On December 28, just after the 
Government took over the roads, these bonds stood at 
81.94. On July 1, 1918, they were 81.17; on September 3, 
s i.11, and on September 6, S0.66.

Ten representative second grade railroad bonds were 
worth 75.79 on December 26, and .two days later-~fol
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lowing the taking over of the rails by the Federal 
authorities—they had risen to 77.15. On July 1, 1918, 
they were worth 78.05, on September 3, 77.87, and on 
September 6, 77.60.

During the same period, namely, December 26, 1917, 
to September 6, 1918, inclusive, ten representative high 
grade industrial bonds had advanced from 89.42 to 91.86, 
and ten represntative public utility bonds had declined 
from 82.14 to 80.70.

On the other hand, the average price of twenty repre
sentative railroad stocks rose from 71.61 on December 
26, 1917, to 86.93 on September 3, 1918, an increase of 
21 per cent, and stood at 85.55 on September 6. How far 
Government control alone was responsible for this ad
vance, it is impossible to determine. That other factors 
at least entered into the situation seems assured when 
it is noted that the average price of twenty representa
tive industrial stocks likewise rose in value, from 68.33 
to December 26, 1917, to 83.48 on September 3, an in
crease of 22 per cent.

T he Future Problem

The future value of railroad securities will not be de
termined, even during the period of Government opera
tion, and still less in the period of transition from 
Government back to private operation, by the compensa
tion which the Government may pay the companies, or 
by the way in which it may maintain the properties. 
As the prospect of the return of the railways to their 
owners as the act contemplates, becomes more imminent, 
the ratio between earnings and expenses will become a 
more and more Important factor in determining the 
value of the securities.

It seems reasonably certain that after the contract has 
finally been executed by the roads, railroad stocks will 
be placed in about the same class as railroad bonds, 
since, with their earnings definitely limited and guaran
teed, speculative possibilities will be largely eliminated 
from them and their prices should not greatly fluctuate.

From the short term viewpoint, that of the period of 
Government regulation, the position of the security 
holder is fairly definite. He has assured for him a 
definite guaranteed return and need not be disturbed 
about the uncertainties that might arise during this 
period. He has thus been greatly served by Govern
mental intervention. •

However, it is clear that Government operation will 
undoubtedly make it very difficult for some roads to have 
returned to them the same kind of a railroad that they 
had before the Government took over its operation. 
Through the re-routing of traffic and the common use of 
terminals the business that certain roads had developed 
will be affected, and they have insisted upon their right 
to recover damages for such losses, in order to protect 
the interests of their security holders.

Results of Government Operation

It is still too early to determine the full results of 
Government operation, but operating revenues for the 
six months ending June 30, show an increase of nearly 
$200,000,000 over the first six months of 1917. Operat
ing expenses, however, were nearly $500,000,000 greater 
showing an operating deficit of nearly $300,000,000 for 
this period.

The net amount which the Government received from 
the railroads for these six months was approximately 
$151,000,000. In return the Government is liable to the 
railroads for about $475,000,000, or one half of the 
$950,000,000 estimated as the aggregate guaranteed 
return. Reduced to percentages, the operating ratio for 
the railroads of the country for this period was about 
110 per cent, or in simpler terms—for every $100 received 
from operation, $110 were spent in operating expenses.

What the effect of such expensive operation would be 
on railroads and railroad security values, without Gov

ernment support, can readily be imagined. It is fair 
to state that this period included the increased costs o f 
wages and materials, without the commensurate return 
promised by higher freight and passenger rates, which 
will be enjoyed during the balance of the year.

The relatively slight economies which have so far been 
affected by unified operation have been negligible in the 
face of increased costs. In these respects the contentions 
of the Railway Executives before the Interstate Com
merce Commission have been more than justified.

Some of the public statements in regard to economies 
effected under Federal administration give the impres
sion of “ straining at gnats and swallowing camels.”  After 
much talk about reducing the salaries of high-priced 
officials, a petty saving of $4,600,000 has been effected, 
which, in face of increased wages granted, is hardly an 
item. The pooling of passenger offices, the elimination 
of advertising, the reduction of passenger service, have 
effected relatively negligible savings, not to mention the 
petty, but no doubt politically important, stoppage o f 
private cars.

The simple fact of record is that the greatest savings 
which the railways effected under private management 
were made by increasing the average trainload. The 
average trainload increased from 574 tons in 1915 to 610 
tons in 3916, and to 649 tons in 1917. The increase in 
1916 over 1915 was 36 tons, and the increase in 1917 over
1916 was 39 tons. No such increase in the tons per train- 
mile has been secured under Government operation. In 
the first six months of 1918 the average tons per train 
was 653, an increase over the corresponding period of
1917 o f only 14 tons. In the month o f June, 1918, the 
latest month for which we have official figures, the aver
age number of tons per train was 698, which was exactly 
the same as it wras in the month of June, 1917.

I ncome and Outgo

On the whole, it would appear that the advances in 
rates which have been made will be no more than suffi
cient to cover the increases in operating expenses, and 
that, therefore, after paying operating expenses the 
Government will not have much more net return than 
will be required to pay the standard return to the com
panies. It would appear, therefore, that, in the absence 
of further advances in rates, the margin between rail
way earnings and expenses during the period o f Govern
ment control wrill not be sufficient to cause any consid
erable effect upon the value of railway securities. It 
must be assumed that a large part, if not all, of the ad
vances in expenses which have occurred under Govern
ment control, and in the period immediately before Gov
ernment control was adopted, will continue for a long 
period after the railways are returned to private man
agement.

It obviously follows that if railroad securities are to 
be adequately protected we must look forward to a con
tinuance of rates, freight and passenger, upon the 
present basis for an indefinite time after the railways 
are returned to private management.

The question of rates has been in the past the very 
heart of the railroad problem, and if the railways are 
to be returned to private management it will be the 
heart of the railroad problem in the future. It may he 
flatly stated that the decline in the value of railway 
securities in the past has been chiefly due to the refusal 
of the Interstate Commerce Commission and other regu
lating bodies to permit the railways to charge adequate 
rates, and, under private management of the roads, the 
value of raihvay securities cannot be maintained in the 
future unless the Commission will allowr the companies 
to charge adequate rates.

For years before Government control wras adopted the 
companies were pleading for higher rates, but their ap
peals in the main were futile. The action of the Gov
ernment within a fewr months after it assumed the
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operation of the railways in advancing their passenger 
rates 50 per cent and their freight rates 25 per cent was 
a confession that the past policy o f the State and Na
tional Governments in regulating rates was inexpedient 
and unjust, and it can hardly be assumed that the Gov
ernment, after having thus conceded that its past policy 
was wrong, will return to the same policy after the rail
way companies have been restored to the management 
of their owners.

The Govebnment’s Guabantee

Investors have generally assumed, that the Govern
ment’s guarantee of compensation will be fulfilled in 
good faith, and that the entrance of the Government into 
the transportation field fore-shadows the solution of its 
problem on some basis which will be equitable to them. 
This assurance certainly seems warranted as the Govern
ment has recognized and expressed both in respect to 
the legislation and also the contract formulated in pur
suance o f it, both the justice and the importance of 
according to owners of railroad securities the protection 
to which they are justly entitled.

President Wilson in taking control of the railroads 
issued a statement to the public in which he said: “ In
vestors in railway securities may rest assured that their 
rights and interests will be as scrupulously looked after 
by the Government as they could be by the directors of 
the several railway systems.”

Admitting that a fair contract has been worked out, 
and that the immediate future is assured we still face 
the problem of what is then to follow in the reconstruct
ing of our railway system. The public and the railway 
security owners both have much to gain from a more 
satisfactory solution o f the railway problem which will 
retain all of the advantages of co-ordination and also of 
individual ownership.

T hree Possible Solutions

While it is now definitely planned to turn the railroads 
back to the individual companies at the end of Govern
ment operation which may continue for a term of 21 
months after the war, it is quite probable that before 
that time conditions may arise for a complete modifica
tion of this program, and for that reason it is well to 
I>oint out various possibilities in which that program 
might, be modified.

There are three ways in which the railway system of 
the country can be handled at the end of Government 
operation. The first is the present plan o f returning the 
roads to their individual companies; the second is that 
providing for complete Government ownership, and op
eration, while a third plan is possible, that of modifying 
the old system of individual companies into one of 
regional railways under private ownership which will 
insure all o f the advantages that would come from a co
ordination of railway facilities and the advantages that 
would come from retaining private ownership and 
private enterprise in the management of the roads with 
Government cooperation and guaranty. The security 
holder is vitally interested in all of these possible solu
tions, and the future of railway securities is dependent 
upon the course taken.

W aste Undeb Competition

In seeking the most satisfactory solution, both to the 
public and the security holders, it should be borne in 
mind that the history o f the development of the rail
ways of this country shows clearly that the public, the 
Government and the railway owners have taken a wrong 
viewpoint relative to the transportation problem. It has 
been insisted that the railway business, like any other 
private business, must be developed along competitive 
lines. And it must be recognized that perhaps his
torically this principle has been of considerable value in 
securing an early development of railroad facilities, per

haps an earlier development than might have 'been possi
ble under any other system. But it is evident that this 
has led in many instances to an uneconomic utilization 
of capital.

In the first place, this competitive policy has led to 
needless duplication of trunk lines, and in some instances 
these trunk lines were constructed merely as “  throat ”  
roads in competition with some already established rail
ways. From a social viewpoint this led to a waste o f 
capital. In the case of terminals the competitive system 
has led to further waste. In some instances the cost of 
entrance for a competing road has been larger than that 
of constructing modern unified terminal facilities for all 
the roads entering that particular city. A continuation 
of the competitive system would lead to a further dupli
cation of terminal facilities, and prevent the public 
securing the advantages that might come from unifica
tion.

Economic Opebation of Railways is Dependent on a 
Natubal Monopoly

Transportation is not naturally a competitive business, 
and it has been a great mistake to consider it as such. 
The railway, in furnishing transportation, is simply 
creating place utility, or what is equivalent to the same 
thing, is modifying advantages that may come from 
particular locations.

The business of any railroad is largely dependent upon 
the industrial and economic life o f its territory. The 
railway may lead the way for the development of its 
territory by extending new lines out into undeveloped 
areas, and by encouraging the location o f industry along 
these lines through favorable rates and favorable rail
road facilities. The general economic development of its 
territory ought to determine the standard of service that 
any particular railroad should give.

A regional railroad system based on natural traffic 
divisions‘would meet the tests of economic operation and 
of economic utilization of railway capital. In the de
velopment of such a system we should be able to retain 
all the advantages that come from individual ownership 
and operation, to retain the advantages that would come 
from coordination of railway facilities under Govern
ment ownership and operation, and at the same time 
avoid the evils that would undoubtedly develop from 
either Government ownership, or a continuation of the 
old competitive system. It would lay a sound basis for 
the development o f a wholesome territorial competition 
in industry, supervised by regional commissions acting 
as regulating bodies under one central commission.

Ownebship

It should be planned to have the ownership of these 
companies under Federal incorporation rest in the hands 
of individual holders who at the time of transfer would 
represent the owners of the existing railway system. 
In taking over existing securities of the railways, and in 
consolidating them with the regional system, a broad 
viewpoint of value based on fair, average market prices 
should be taken. In any plan of reconstructing our rail
ways it must be assumed that the rights and equities of 
the present holder o f railway securities will be recog
nized. In effecting the exchange of securities a Govern
ment commission should take cognizance of these claims 
and make proper adjustments for them. Some plan pro
viding for guaranteed dividends and a profit-sharing ar
rangement with the Government above the guarantee, 
together with Government representation on directorates 
would cement public and private interests in this con
solidated enterprise.

Insofar as the regional road would lead to an economic 
use o f capital and thereby eliminate the wastes under the 
competitive system, the equity back of the various rail
road securities should increase over a period of time.
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The development of a rate structure for each regional 
railroad on the basis that rates should be high enough 
to assure the proper standard of service, should improve 
the earning position of the road. Placing railroad credit 
upon its proper basis, that of the industrial and economic 
needs of its territory, provides the soundest basis for 
security values.

F ac to r s  A f f e c t in g  R a i l w a y  C r e d it

if  it proves impossible to reduce labor costs on the 
return of peace, particularly when the time is reached, 
us it must be reached, for an efficient economic readjust
ment and the consequent reduction in operating revenues, 
the position of the railway security holder would not be 
satisfactory if the roads are returned to their competi
tive conditions. .Their future would be j dependent en
tirely upon the breadth and courage shown by the Inter
state Commerce Commission and the State commissions 
in adjusting rates from time to time so as to show a 
fair return and adequate protection to the security 
holder. Because it is doubtful whether the Interstate 
Commerce Commission would take this broad viewpoint 
on returning the roads to competitive conditions, it: seems 
necessary to advocate some cooperative plan and the 
enactment of such legislation as would create an entirely 
different attitude on the part of the Government and the 
public toward the regulation of our railways.

(_) ( ITS IDE INI i/UEN ( -KS

Economic factors entirely outside the held of trans
portation, of course, will also affect railroad security 
values in the future and must be reckoned with. The 
higher cost of living, the depreciated purchasing power 
of the dollar, the level of interest rates, and the increas
ing burdens of taxation will all tend to emphasize the 
desirability and perhaps the necessity for higher yields. 
This situation would seem to indicate a greater demand 
for junior securities and second-rate bonds, and a con
sequently lesser demand for the higher grade issues. 
Higher values for the former, and lower values for the 
latter would then follow, because with the Government’s 
guarantee to assure interest payments, the quality of 
the security behind the obligation will temporarily not 
seem so important as before.

It would be a mistake for investors to regard too 
seriously current earning statements of any railroad 
property, as under Government operation these may not 
reflect the real earning power of the property accurately. 
Past earning records and the Government’s guarantee to 
the separate lines form the only sound basis of figuring 
present value.

Under the Government’s contract dividends are left 
subject to some uncertainty in the right of the Director 
General to order the roads to expend money from their 
compensation, if they cannot get it from other sources, 
to pay for improvements or maintenance in excess of 
what they have spent. This power is declared in the 
contract to be an emergency power and there is a stipu
lation that it will be the policy of the Director General 
not to exercise it in such a way as to interrupt unneces
sarily the payment of regular dividends, but it creates 
a doubt which will undoubtedly make it impossible to 
do any financing through stock issues and, therefore, 
will tend to increase the proportion of capitalization 
bearing fixed charges. While the more prosperous roads 
that had large surpluses over dividend requirements may 
not be affected, the dividends of those roads which were 
just able to pay a dividend without much of any surplus 
will naturally be made more uncertain. The Govern
ment’s attitude toward the security holders as evidenced 
in its administration of their properties will affect the 
public attitude toward railroad security values. If 
there is an evident desire to protect these values and to 
safeguard the properties upon which they are based, so

that public confidence is inspired, sustained and possibly 
appreciated values may be anticipated.

Railway financing has been practically at a stand
still this year and pressing obligations have been met 
with advances by the Government, which from April 1 
to September 1 amounted to $241,000,000, together with 
various short term note issues.

If the practice of financing by the issue of short term 
or demand notes is continued, instability of the railroad 
financial structure must result even though payment of 
the notes is not demanded during Federal control. The 
situation resulting from the accumulation of a vast float
ing, or short term, debt maturing at the end of Federal 
control, or shortly thereafter, would be dangerous. Even 
if long term mortgage bonds are ultimately accepted by 
the Director General for these expenditures, that would 
only serve to perpetuate and exaggerate the already ex
cessive proportion of debt in the railroad financial 
structure.

A further feature in the situation is the fact that 
these expenditures represent capitalization by debt of 
heavy expenditures at war prices. The standard con
tract expressly forbids the carriers to make any claim 
for loss at the end of Federal control on account of 
these high prices. This would be relieved if the Director 
General would authorize very liberal depreciation 
charges to operating expenses during Federal control so 
as to amortize the excess cost or at least the greater part 
of it before the roads are turned back to their owners. 
The property o f such charges is recognized by the Gov
ernment in computing costs under munition and other 
contracts and in figuring war taxes.

T h e  S h i p p e r s ’ A t t it u d e

Still other important factors will enter into the future 
of the railroads. The shippers of the country must de
termine whether they will continue to be “ penny wise 
and pound foolish.” Their long continued fight against 
fair rates was largely instrumental in bringing the rail-, 
roads to the situation they faced last winter. Will they 
continue to be blind to their real interests, and by refus
ing to pay a living wage to the carriers, compel their 
retention by the Government, and thus impair their own 
interests?

Will labor be satisfied with its fair share of the rail
road dollar, or will labor, by organized power, make 
private ownership impossible, and compel the Govern
ment to keep open these arteries of commerce?

It seems very certain that there must be either a 
radical change in the public attitude toward the rail
roads, a change which will invite the confidence of in
vestors and make possible the efficient and proper opera
tion under private ownership and direction, or there 
must be continued Government interference.

It may be stated without reserve, that the private 
owners of these properties cannot take them back on the 
old terms. In spite of the fact that the public will in 
many respects be inconvenienced, there is every reason 
to believe that ultimately Federal administration of the 
roads will be successful. Its freedom from restrictions, 
its extraordinary powers, together with patriotic sup
port, should insure popular success, but, be it not for
gotten, at high cost and at the sacrifice of much that' has 
been deemed essential in service and operation.

T h e  G o v e r n m e n t ’ s  A t t it u d e

The expressed tendency on the part of the Federal 
Railroad Administration to take unto itself unction for 
having saved the railroads would be more convincing if 
it did not seem to ignore fundamental facts in the situa
tion. For the spectacle afforded the public is simply that 
of one Government agency priding itself upon its part 
in saving our transportation system from disaster which 
other Government agencies forced upon i t ! Moreover, it
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is priding itself upon its work in effecting economies 
through the elimination of competition, the pooling of 
operation, and the removal of State interference, to
gether with the raising of rates, all of which steps had 
been strenuously advocated by the railroads themselves 
for years, and through political agencies denied. The 
assumption of any superior wisdom or merit by the 
Federal Administration for undertaking through the 
power given it the reforms which students of transporta
tion have advocated for a decade is hardly warranted.

The regrettable, but inescapable fact is that it required 
the exigencies of war to make possible an economic 
rather than a political treatment of transportation. 
What the future attitude of the American people toward 
this problem will be, only the American people can say, 
but we may at least venture the hope that some progress 
in the public’s education will have been made, with ex
perience as a teacher, and that a more sympathetic 
understanding of the problem and its meaning in our 
business life may follow, as a basis for future construc
tive effort. The questiofi of who shall solve the problem, 
and how, rests with the people. It is for them to say 
whether it shall be the business man, the statesman or 
the politician.

T h e  B a s i s  o f  V a l u e

If Government ownership is inevitable, then the basis 
of value upon which this ownership is effected becomes 
° f  major importance. There are many ways in which 
this might be effected. Instead of absorbing the entire 
17 billions of dollars of railroad securities the Govern
ment might be satisfied to leave the bonds outstanding 
in private hands, and merely absorb the stock. I f the 
Government should be disposed to allow the owners of 
the railroads a compensation based on a fair capitaliza
tion of their estimated rental value of approximately 
$950,000,000 a year, security owners would receive a fair 
return for their holdings. It is certain, however, that 
before such an agreement could be made there would be 
much opposition and many theories of valuation would 
be advanced—for the most part entirely unfair to the 
owners.

If the Government buys the roads, the fact must be 
faced that decisions of the Interstate Commerce Commis
sion indicate that its estimates would deprive the com
panies of many elements of value which they believe 
rightfully belong to them in any exchange. The conten
tion has been made before the Commission that no al
lowance should be made for the important element of

good-will, for appreciation in real estate values, or even 
for investments made out of earnings. The importance 
of this iast mentioned item may be realized, when the 
fact is borne in mind that the Pennsylvania. Railroad 
alone has put back into its properties more than $200,- 
000,000 out of earnings, representing actual invested 
value.

It seems unthinkable that any such theories could 
ultimately prevail, and we have a right 16 assume that 
if the Government buys the railroads, it will be on a 
basis which will not cause confiscation of railway 
security values. Either through an agreement between 
the parties as to the purchase price, or as a result of 
condemnation proceedings, some mutually equitable basis 
should be possible. Nor need we take seriously the ap
prehension of some that the Government may allow the 
railways to deteriorate in order to buy them at a de
preciated value.

In facing these contingencies the fact should ever be 
borne in mind that in no country has Government owner
ship of railroads been successful, with the single, possi
ble, exception of Germany, where under military rule it 
has achieved some degree of efficiency; yet not even 
there has it produced any marked improvement in in
itiative or progress in methods such as have marked 
private ownership.

The railroads of the United States have served their 
public at the lowest cost, the lowest capitalization, and 
with the greatest efficiency of any railroads in the world. 
There has been nothing whatever in our experience with 
public ownership in this country to justify the assump
tion that it can be profitably assumed under normal 
conditions in the field of transportation.

It is sincerely to be hoped that there may come a larger 
degree of appreciation of the meaning of transportation 
in the life of our people, and of the high importance of 
its fair and constructive treatment. The ambitions of 
politicians seeking an issue, the selfishness of shippers 
fighting to save dimes and losing dollars, the prejudices 
of theorists—the mistakes of the past, and the animosi
ties of the present should not be allowed to interfere with 
the solution of the problem in the public interest. The 
public state in this situation is greater even than that 
of the investor, and unless railroad investments are pro
tected by the public, the public itself will be the greatest 
sufferer. The need of the hour is sympathetic under
standing. Upon that basis alone can a sougd future be 
built for our railways, and upon a sound transportation 
system alone can we build a sound and prosperous eco
nomic life.

The Operating Contract and the Future o f Railroad Securities
Thereunder

By S a m u e l  F a t e r m y e k , Counsel for the National Association of Railway Security Owners

The question you have invited me to answer is one of 
exceeding perplexity, that is more easily put than an
swered. It involves so many unknown factors and 
depends so largely upon the manner in which the Rail
road Administration will administer its sweeping auto
cratic powers under the Operating contract that any con
clusion must necessarily rest largely upon conjecture. 
The logic of the situation and the plans that have al
ready been put into execution would however indicate 
that these powers are intended to be exercised and I ac
cordingly feel impelled to discuss the subject on that 
assumption.

Fortunately for the country we have at this time at 
the head of this great venture, in the person of the dis

tinguished Director-General, not only a man of affairs 
who has with conspicuous brilliancy and success admin
istered the most difficult, delicate and important public 
office in the Nation, next to that of his great Chief, but 
one who is a close student of the intricacies of finance, 
with exceptional subtlety, infinite tact, wide experience 
with hjs subject and statesmanlike vision. His courage, 
the swiftness and accuracy of his decisions and the 
rapidity with which his horizon has widened under the 
spur of staggering responsibilities are fairly bewildering.

Therein lies a wide margin of safety. On the other 
hand his advisers have construed the Federal Control Act 
as requiring the contract to delegate undreamed-of powers 
over the credit and future of the roads, almost as unre
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stricted as if the Government had paid for and owned 
them and we must confront the further peril that the 
destiny o f the roads is now more than ever plunged into 
the vortex of political strife and that their future will 
be largely determined by the political ambitions and 
exigencies that will become inseparable from the intrinsic 
merits of the problems involved.

This is not meant to imply that the present Railroad 
Administration will be swayed by any such considera
tions, except insofar as may be necessary to conform to 
the limitations that may be placed upon it by Congress. 
Thus far the indications are that the Director-General 
will ignore party considerations, if the selection of his 
aids and advisers is any guide to his policy, for he has 
both here and in the recent choice of leading Treasury 
assistants made his selections largely from men who hap
pen to be conspicuous in the opposition party—or more 
accurately speaking, he has in a spirit of broad, wise 
statesmanship ignored party considerations.

But with every allowance for the fair start that has 
been made with this experiment in that respect it would 
be unsafe and unsound to predicate the final outcome 
upon the human or political life and power of any single 
individual. We are here today and are gone tomorrow. 
The problem must be analyzed in its wider aspects, from 
the standpoint o f the powers that have been delegated by 
the Contract. We have no right to assume that they 
will not be exercised. The status of the security holders 
must be judged and what may be lawfully done under the 
contract and not by speculating on what will be done.

Viewed in that aspect I greatly regret that I have no 
very cheerful or encouraging answer to your question to 
bring you, in the light of the Operating Contracts that 
are being entered into with the Government, and for 
reasons that will be hereafter stated. There is, however, 
ample ground for consolation in the reflection that the 
future is shrouded in uncertainty and that the opinion 
of the individual is valuable only to the extent of the 
validity of the arguments by which it is supported.

Before presenting these arguments it may not be out 
of place to refer briefly to the history of the railroads as 
bearing upon their present unfortunate situation, due 
largely to the public attitude towards them as reflected in 
the hostile State and Federal legislation and regulation 
of the past two decades.

The debt we owe to the bold adventurers to whose 
enterprise and enlightened selfishness we are in large 
part indebted for the magic rapidity with which this vast 
country has been brought and tied together in one indis
soluble bond, space annihilated and its resources and 
industries developed, has never been properly recognized 
by our people except in the mere monetary rewards 
that only a few, and those the least deserving, were able 
to reap, and which the span of life was too short to 
permit those few to enjoy. The reasons for this want 
of recognition and for the hostility that followed are 
well understood. The era of railroad construction was 
followed by a long trail o f official and political debauch
ery that constitute a lasting disgrace in the history of 
our National development. Vast trunk-lines that were 
built with Government money, were further subsidized 
by gifts of millions upon millions of acres of our most 
fertile lands and most valuable forest and mineral re
sources, In addition to their rights-of-way. Incredible 
fortunes were harvested from issues of reams of bonds 
and stocks that were printed by the promoters at will 
and without restriction or supervision and sold to the 
public based largely on these gifts of land and loans of 
money from the Government; stations and town sites 
were located along the lines of those new highways 
carved out of the public domain without Governmental 
restriction, and the “ insiders” were thus permitted to 
pre-empt for their personal profit great tracts *of land 
and mineral resources that were the heritage of the 
people. All this was accompanied and followed by an

orgy o f political despotism and personal corruption that 
made of our Government the by-word of the world.

In order to further their schemes and to encompass 
the many others that followed in close succession, the 
public life of the Nation as well as of the States was 
debauched, the Courts were corrupted, the press was 
subsidized or silenced and our moral standards were 
brought to the lowest possible ebb. For generations the 
money influence of these men and their associates and 
successors placed and kept men in high public office who 
recorded their wills and furthered their unholy deeds. 
Of those who wrere not in one way or another in their 
pay, the fear of their destructive power and the hope of 
their powerfpl political support kept many in check.

Meantime there were no such things as rate regula
tions, limitations upon bond and stock issues or restric
tions upon favoritism in the way o f rebates and freight 
discriminations, by means of which they and their 
friends and allies were rewarded and their enemies were 
ruined. It was truly a reign of terror in the business, 
financial and political worlds of the country.

The awakening and reaction that were bound to come, 
at first came slowiy and painfully—not because the people 
were not ready to turn upon their enemies when their 
eyes were opened but because the power of these in
terests had been gradually expanding and was sufficient 
to hold the political movement in abeyance for a long 
time and until the real offenders were safely under cover. 
They got “ out from under” by selling their holdings 
upon the then greatest and most crooked gambling pit 
that the wTorld has ever seen. “ Wash ” sales upon fic
titious and Manipulated security markets and other scan
dalous devices were created through which the paper 
proceeds from these ill-gotten gains were dumped upon 
an ever-credulous public at fabulous prices as compared 
with intrinsic values.

It is, however, but just to say in this connection that 
under pressure of the threat of Government regulation 
of the Stock Exchanges these evils have been largely 
eliminated. These gentlemen had the wisdom to take 
their own house-cleaning in hand before it was done for 
them so that their present situation, whilst still leaving 
much to be desired and more that could only be ac
complished if they were, as they should be, subject to 
regulation, is vastly different from what it was in the 
olden days. It now, with occasional lapses, approaches 
more nearly the conception of the legitimate security 
market that is so integral and necessary' a part of our 
financial system and should be subject to the same char
acter of supervision and control.

The era o f constructive railroad legislation began with 
the creation of the Interstate Commerce Commission. 
Their powers at the beginning were practically negligible 
but were expanded from time to time until they are now 
all-embracing but none too broad if wisely administered.

The States followed with remedial laws, not without 
violent opposition from the railroad men, who in many 
of the States, and particularly in the East, still firmly 
held the reins of political domination, so that the W est 
as usual, far outstripped the East in placing restrictive 
regulations upon their Statute books

The people were at last beginning to fully know their 
power. As flashes of lightning from a clear sky illumine 
the darkness, they were now able to see the foul spots 
and that their hands were free and they lost no further 
time in throwing off the yoke that had been so long 
wound around their necks that they had believed it to 
be one of the natural and incurable ills of existence. 
Then they arose in their new-found wrath and began 
to wreak their vengeance in response to this awakened 
public sentiment, and the pendulum started swinging 
violently the other way.

But, alas, it fell and has ever since continued to fall 
upon the victims and not upon the offenders. The latter 
had reaped their harvest and had it securely tucked
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away, protected by Statutes of Limitation, memories 
that were blank, books of account that were lost or de
stroyed and the many other devices against which preda
tory wealth has managed to keep prayerfully outside the 
grip o f the law. When the storm broke the torrents 
of indignation fell upon the helpless, inert and scattered 
security holders, who have never known and probably 
can never be taught to protect themselves. They never 
really try and they never strike back. They do not 
even remember their wrongs long enough to seek to 
right them. In the face of repeated disclosures of cor
ruption and gross mismanagement of these companies 
there is hardly an instance on record of the ousting of 
these recreant trustees although they rarely own any 
substantial part of the securities of the properties they 
are administering. With all these experiences before 
them the shareholders o f the roads are today without 
a protective organization. Their supineness is a charac
teristic upon which experience has shown that the un
conscionable promoter can safely rely. Above all others 
he realizes their impotence and has never failed to count 
upon that knowledge.

Resuming our historical review, the Interstate Com
merce Commission and the State Commissions were now 
given authority to regulate rates, to put an end to re
bates and to investigate the accounts of the carriers 
and examine witnesses under oath, thus enabling them 
to discover violations. After more than ten years of 
indefatigable effort and innumerable prosecutions they 
have (to their great credit be it said) fairly extermi
nated the evils of freight discriminations and rebates, 
but not until after many of the greatest fortunes of the 
country and its most colossal monopolies had been built 
up from that evil and had become so powerful and so 
firmly rooted in our soil that they could no longer be 
effectively reached. These reforms were closely followed 
by restrictions upon and supervision o f security issues 
by the States, which also exercise co-ordinate jurisdic
tion with the Federal Government in the rate-making 
power as to the roads within their borders and to such 
an extent as to have created innumerable conflicts of 
jurisdiction that have unduly hampered the operation 
and prosperity of the roads.

Having long since reached the boundary of just regu
lation and reform (except as to security-issues by the 
Interstate Commerce Commission as to which authority 
should have been granted), the Commission apparently 
believes that the pendulum of public opinion has con
tinued to swing against the roads, which in my judgment 
is not the fact.

It has accordingly, in response to what I regard as a 
mistaken conception of public sentiment, continued to 
pursue a consistent policy of keeping the roads on the 
verge of starvation and barely within the Constitutional 
limitations against the confiscation of property in the 
fixing of rates, until as the result of that policy they 
were, at the time the control and operation of the prop
erties were taken over by the Government, in the finan
cial condition graphically described by the Director- 
General in the following language:

“ These conditions, together with the necessity rail
roads would have faced for raising wages and the diffi
culty of borrowing money, would probably have resulted 
in the failure of some of the most important railroad 
companies in the country to meet their obligations under 
private management.”

If that be true as to prosperous roads (and it is un
fortunately only too true— and more), what shall be said 
of the less prosperous roads that together constitute the 
great bulk of mileage of the country!

Whatever may have been the past sins of the com
panies they have long since been more than expiated by 
their victims, upon whom these sins have been visited, 
as the sins of the fathers are said to be visited upon

their children and their children’s children, except that 
here the punishment has not been visited upon the of
fenders or upon their children but upon the children and 
children’s children of their victims—which is not accord
ing to the Scriptures. For many years the roads have 
been far more sinned against than sinning. Fortunately 
in one respect and unfortunately in others, they have 
been under such rigid Governmental regulation that 
their power to offend against the public has been de
stroyed.

No such emergency as is said by the Director-General 
to have confronted the roads when Government control 
intervened could have been brought about if the public 
and Congress and the Commission could have been made 
to realize that the ownership of these properties does 
not rest to any extent in the hands of their officers and 
directors. I venture to say that all of them do not to
gether own anything like as much as one per cent, of 
the securities of the roads they are administering. The 
ownership of the remaining ninety-nine per cent, and up
wards, is scattered among 50,000,000 people or about one- 
half the population of the country, distributed approxi
mately as follows:

There are more than 33,000,000 industrial and agri
cultural workers in the United States to whom solely 
and directly belong the railroad securities that are held 
by the industrial life insurance companies that have out
standing policies held by that number of human beings 
(unduplicated) against death and casualty; there are 
additional life insurance policies held by well upwards 
of 3,000,000 people for larger sums, in what are known 
as the “ old line ” life insurance companies such as the 
Mutual, New York, Equitable, Home, Connecticut, North
western, etc. All of these are now mutual companies. 
No one other than the policy-holders has any interest in 
them. These companies hold billions of dollars of rail
road securities for their policy holders, bought with the 
money belonging to the latter and out of which these 
death and accident claims must be paid. All insurance 
rates of premiums are based upon the stability and 
maintenance of the values of these securities. The very 
solvency and existence of the companies depend on main
taining these values. There are upwards of 10,000,000 
depositors in the savings banks in the same situation, 
whose sole safety rests upon these securities. When to 
these figures are added the individual holders of railroad 
bonds and stocks throughout the country, the amounts 
held by the State and National Banks and Trust Com
panies, Fire, Casualty and other Institutions, by the 
Universities and Colleges, it will be seen that the states 
ment of the number of persons interested in railroad 
securities is ultra-conservative and that the National 
credit and stability are inextricably involved in their fate, 
to an extent that was little realized until the taking over 
of the operation of the roads forced a study of the 
subject.

I now propose with your permission to discuss the con
tract from five points o f view, but it must be clearly un
derstood that nothing that I may say is intended to carry 
by words or implication any criticism upon the Railroad 
Administration for the present form of contract. The 
security holders have fought their fight for better pro
tection against the rigors of the contract and have re
ceived long, patient and painstaking consideration, have 
won on many relatively minor points that are now em
bodied in the contract but have been unable to secure 
relief on two vital and fundamental features on which 
the greatest insistence was placed.

The failure to secure relief on these two points is 
said to be due mainly to differences between the Gov
ernment advisers and the security holders in the con
struction of the Federal Control Act, in the judicial 
determination of which the Railroad Administration 
(doubtless for what the latter regarded as valid reasons)
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declined to cooperate with the security holders. The 
latter were on the other hand unwilling at this time to 
become responsible for a controversy that might even 
remotely disturb financial conditions and thus possibly 
affect the success of the impeding Government loan. 
The points that were at issue were, however, crucial, 
as will hereafter appear. It accordingly remains now 
only to discuss and speculate upon the probable effect 
of the document as an accomplished fact.

1. Does the contract conform to the President’s Procla
mation on which the roads were taken over? I f not, to 
what extent is it a departure?

2. What assurance does the contract furnish of the 
continuance during Federal control of (a) interest pay
ments and (2) of dividends?

3. What may be and what is likely to be the financial 
condition of the roads upon their return to private con
trol, if they are returned?

4. Are they likely to be returned? Or is Federal 
ownership to be the probable outcome?

5. If wre are to have Federal ownership what will be 
the probable basis o f compensation payable to the roads 
for their properties and to what extent Will the measure 
of compensation be injuriously affected by the provisions 
of the contract?

The following is from the Proclamation of December 
26, 1917, pursuant to which the roads immediately passed 
under Federal control:

The director shall, as soou as may be after having assumed such 
possession and control, enter upon negotiations with the several com
panies looking to agreements for just and reasonable compensation for 
the possession, use, and control of their respective properties on the 
basis of an annual guaranteed compensation above accruing deprecia
tion and the maintenance of their properties equivalent, as nearly as 
may be, to the average of the net operating income thereof for the 
three-year period ending June 30, 1917, the results of such negotia
tions to be reported to me for such action as may be appropriate 
and lawful.

But nothing herein contained, expressed, or implied, or hereafter 
done or suffered hereunder, shall be deemed in any way to impair the 
rights o f the stockholders, bondholders, creditors, and other persons 
having interests in said systems of transportation or in the profits 
thereof to receive just and adequate compensation for the use and con
trol and operation o f their property hereby assumed.

Regular dividends hitherto declared and maturing interest upon 
bonds, debentures, and other obligations may be paid in due course; 
and such regular dividends and interest may continue to be paid until 

#and unless the said director shall from time to time otherwise by 
general or special orders determine; and, subject to the approval of 
the director, the various carriers may agree upon and arrange for the 
renewal and extension of maturing obligations.”

The authority for that action is contained in the last 
paragraph of the Army Appropriation Bill of 1916 and 
reads as follows:

The President in time of war is empowered, through the Secretary 
of War, to take possession and assume control of any system or sys
tems of transportation, or any part thereof, and to utilize the same, 
to the exclusion as far as may be necessary, of all other traffic thereon, 
for the transfer or transportation of troops, war material, and equip
ment, or for such other purposes connected with the emergency as 
may be needful or desirable.

Owing to doubt as to the authority of the Presi
dent to agree with the roads upon the, compensation as 
an incident o f the power to take over the properties, 
as to which there were varying opinions, Congress was 
asked to legislate on the subject. That legislation is 
embodied in the Federal Control Act, which is obscure 
in its main features and will require judicial inter
pretation as to the roads that do not enter into contracts 
With the Government. But where contracts are made 
all doubts are thereby conclusively resolved in favor of 
the Government’s construction, since the roads are re
quired by the contract to stipulate not to question either 
the Constitutionality of the law or the interpretation 
placed upon it by the Government.

Briefly stated, the Act, after ratifying the action of 
the President in taking over the properties, divides it
self into two principal parts:

1. Such of the carriers as elect to do so may enter 
into agreements with the Director-General. By these 
agreements the compensation for “ the use, possession,

control and operation of their properties” is fixed at a 
sum not exceeding in each case the average annual net 
operating revenue of the three year period from July 1, 
1914, to June 30, 1917, which is known as the test period. 
The agreement is to contain—

adequate and appropriate provisions for the maintenance, repair, re
newals and depreciation of the property, for the creation o f any 
reserves or reserve funds found necessary in connection therewith, and 
for such accounting and adjustments of charges and payments, both 
during and at the end of Federal control as may be requisite in order 
that the property of each carrier may be returned to it in substantially 
as good repair and in substantially as complete equipment as it v:as 
in at the beginning of Federal control.

2. The carriers that do not elect to make the agree
ment may have their compensation for “ the use, pos
session, control and operation o f their properties ” dur
ing Federal control fixed by a board of referees o f three 
members who may be selected by the Interstate Com
merce Commission from its own staff of members, subject 
to review in the Court of Claims, but the decision of 
this4 Board is presumptive evidence in the Court of Claims 
of the amount payable as just compensation and of the 
facts stated in its report. Pending such determination 
the road may be paid not exceeding 90 per cent, of their 
just compensation.

Section 6 of the Act, the construction of which has 
been one of the important points of contention, provides 
as follows:

The President may also make or order any carrier to make any addi
tions. betterments, or road extensions, and to provide terminals, 
motive power, ears and other equipment necessary or desirable for war 
purposes ors in the public interest on or in connection with the prop
erty  of any carrier. He may from said revolving fund advance to 
such carrier all or any part o f the expense of such additions, better
ments, or road extensions, and to provide terminals, motive power, 
cars, and other necessary' equipment so ordered and constructed by 
such carrier or by the President, such advances to be charged against 
such carrier.”

The fundamental questions upon which the security 
holders asked that the Government join with them in 
securing a friendly judicial construction of the law, 
which the Government declined to do, are as follows:

(a) By the terms of subdivision (a) of Section 3 of 
the Contract, known as the “ Acceptance Clause,” the 
carrier is required to accept the annual compensation 
which the security holders say was intended as an 
equivalent only for the proper use, possession, control 
and operation of the property during Federal control, 
not only

”  in full adjustment, settlement, satisfaction and discharge o f any and 
all claims and rights at law' or in equity which it now has or here
after can have for the taking. possession of its property and for the 
use, control and operation thereof during Federal control,”

to which there is no objection, but further (to which 
there has been the gravest objection) —

”  and for any loss and damage to Its business or traffic by reason of
the diversion thereof or otherwise, which lias been or may be caused 
by said taking or by said possession, use, control and operation.”

It will at once be seen that this provision expressly 
sanctions not only the diversion of traffic but the 
abandonment of operations, the abrogation of all traffic 
agreements and connections and the complete dismem
berment of the property and destruction of its business 
and good will that may have cost decades of labor and 
millions of expenditure to upbuild. Under it the bare 
physical properties may be returned stripped of every
thing that made them valuable, with their future opera
tion converted into a liability instead of a source of 
profit. In the execution of the program of unification 
upon which the Government is embarking, spurs and 
connections with other roads may have been built and 
other changes made, by which the business has been for
ever diverted to other roads that are not required to 
pay for it.

That is only a part of the story of what may and is 
likely to happen under this /contract to many of the
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smaller roads that have been in successful competition 
with great trunk-lines that will now absorb their busi
ness.

If Federal ownership should be the outcome of Fed
eral control the security holders may well fear that this 
provision will also prove disastrous to the roads when 
they are called upon to make their claims for com
pensation. It may then be contended by the Govern
ment that when the carrier agreed that its physical 
property might be returned to it with its operations 
abandoned, its traffic diverted and its value as a going 
concern destroyed, it can no longer claim compensation 
for those intangible values without which the roadbed 
and equipment have been a mere scrap value, and that 
in any of these events even its physical assets may be 
valued as abandoned property.

The Director-General, whilst admitting that this may 
be the effect of the provision, replies that he is advised 
that the compensation fixed by the Act was intended 
to include such a use of the property; to which the 
security holders rejoin by pointing to the express provi
sion of the law that the agreement shall provide

"  in order that the property of each carrier may be returned to it in 
substantially as good repair and in substantially as complete equip
ment as it was in at the beginning of Federal control.”

which they construe to mean that the Government is 
not to return the mere shell with the kernel extracted 
but is to restore the property to normal conditions and 
that the twenty-one months’ period after the war allowed 
for the return of the property was provided for that 
specific purpose.

The demand for protection against the effect of this 
provision in its bearing on the award of compensation 
in the event of Government ownership was denied on 
the same ground.

(b) As the result of the construction placed upon 
Section 6. of the Act above quoted, the contract requires 
that there be charged against the carrier the cost of 
all additions, extensions, motive power, equipment, etc., 
that the Director-General may see fit to put upon or 
add to the property for purely war purposes or in the 
process of unification or for other purposes from which 
the Government gets the entire revenues and benefits 
during Federal control and which the carrier may not 
want or be able to use if the property is returned to 
private ownership. Under the contract the only remedy 
of the carrier (if that can be said to be a remedy) is 
to establish its loss in the Court of Claims after all 
these expenditures have been made at its expense and 
the property has been turned back to it burdened with 
these charges, possibly then due, or represented by short
term obligations that it may be unable to meet.

When it seeks to prove these damages for burdens 
placed upon its property without its consent it is met 
by another provision of the contract to the effect that 
the prices paid for these war improvements, extensions 
and equipment in these abnormal times, and not their 
fair value to the carrier, is to be taken as the basis of 
determining the extent of the eventual charge against 
the carrier.

With this understanding of the relative rights and 
obligations of the parties under the contract before us 
we may proceed to the discussion of the questions above 
enumerated.

1. There is a reasonable assurance that the fixed 
charges will be met in most cases where the annual 
standard return, which is to be written into the contract 
in so many dollars and cents, is sufficient to pay them. 
The certificate of net operating revenue during the test 
period, which the law provides shall be given by the 
Interstate Commerce Commission, is to be the basis of 
the standard return. That in turn will be based upon 
the figures that have been from month to month filed 
by the carrier with the Interstate Commerce Commission

and published by it, except that where there have been 
clerical errors in accounting or the figures have been 
arrived at by violating or ignoring the Interstate Com
merce Commission Rules of Accounting, they will be 
corrected accordingly. They will not, however, be sub
ject to change, as was at first insisted by the Govern
ment, by revision or readjustments of the accounts by 
the Commission either on the subject of depreciation or 
maintenance.

As the contract was originally framed and as was for 
a long time demanded, expenditures for additions and 
betterments might be deducted in priority to fixed 
charges, but this was changed so that all these charges 
are now still deductible out of the standard return when 
not made for the benefit of the United States, in priority 
to dividends but after fixed charges. As the result of 
a final hearing before the Director-General, after pro- 
tiacted and unsuccessful negotiations with his repre
sentatives, charges for excess maintenance that were 
likewise deductible in priority to fixed charges are now 
placed behind such charges but still in priority to divi
dends.

I here were many other conditions that made the 
future payment of fixed charges an uncertain and un
dependable factor that were eliminated in the last two 
or three drafts of the contract, so that it may now be 
assumed with reasonable safety that where interest 
charges were fully earned during the test period they 
w ill continue to be paid during Federal control, provided 
the carrier is able to re-finance its maturing obligations.

2. The continuance o f dividend payments rests upon 
an entirely different basis. There are a few roads whose 
margin of standard return over fixed charges is so gen
erous and whose ability to finance the onerous Govern
ment requirements for additions and betterments is so 
unquestioned that their future dividends are reasonably 
assured so long as they consider it sound business policy 
to continue their payment; but as to the others, my own 
guess is that they will be forced to gradually reduce and 
finally to discontinue thpir payment and that this will 
apply to roads that have paid dividends continuously for 
many years.

3. There is not in my judgment the remotest prospect 
of increased dividends as to the solvent roads that have 
been paying dividends nor in any case in which the 
contract has been based on the standard return—no mat
ter how largely the return may exceed the dividends 
heretofore paid, except possibly from revenues from 
sources outside the operating proj>erties. In no case are 
increased dividends permissible, even from outside re
sources, without special dispensation from the railroad 
administration, which is not likely to be forthcoming, 
in view of the right reserved to the Government by the 
contract to use the entire standard return over fixed 
charges for additions and betterments not chargeable 
against the United States and the authority it acquires 
by the same document to commandeer the entire financial 
credit and resources of the carrier for its war and other 
purposes.

I refrain from expressing an opinion as to the wisdom 
or unwisdom of the roads, or of any of them, in electing 
to make the contract as against resting upon their Con
stitutional right to just compensation. That too would 
depend to some extent upon whether in the absence of 
an agreement, Section 6 can l>e construed as granting 
to the Government the right to charge the cost of addi
tions and extensions for purely war purposes against 
the carrier, without its consent and against its protest, 
at current prices of labor and materials, and whether, 
i f  so construed, the Section violates the Constitutional 
prohibition even though the carrier is permitted there
after to prove and recover its loss, measured, not by 
the fair value to it of such additions and expenditures, 
but by the cost thereof to the Government. We are here
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dealing with the problem on the assumption that the 
contract has been made and these questions become per
tinent only in their bearing on the future of the carriers 
on that assumption.

It may be said without appearing to criticise the 
action of the Government in insisting upon the contract 
in this form that it is a wide departure from the terms 
impliedly held out by the Proclamation, which did so 
much to quiet the fears of investors and to steady the 
security market, when the President said

Regular dividends hitherto declared and maturing interest upon bonds, 
debentures and other obligations may continue to be paid in due course.

To this the Railroad Administration answers (1) that 
if there be such a departure it has been due to the 
action of Congress for which the Director-General is 
not responsible, and (2) that it was not possible to settle 
the terms of the agreement in the Proclamation since 
the President admittedly had no power to do so, and 
that it would have been in any event impracticable.

4. The probable operating and financial conditions of 
the roads at the end of Federal control are of course 
the chief concerns of those interested in them, vastly 
more important to them than the amount of compensa
tion payable during the uncertain tenure of Federal con
trol. There is room for all manner of speculation on 
these subjects. That the roads that are continued in 
operation will be in at least as good physical condition 
as when taken over to the extent to which they are not 
dismembered, except as to the business that is diverted 
from them may, I think, be reasonably assumed. The 
danger is rather that many of them will be in better 
condition and with more equipment, better roadbed and 
heavier rails than they can afford and better than their 
normal requirements demand.

These improved conditions will be largely represented 
by charges against their properties that they may be 
unable to meet. Added to these burdens will be the 
expenditures that may be made for their account for 
additions, extensions, equipment, etc., for war and other 
purposes for which it may eventually be determined 
that they are not liable. But meantime the obligations 
have been fastened upon them, whilst it may take years 
of litigation for them to judicially establish the negative 
proposition that they are not liable for them, the burden 
of establishing which is placed upon them. If they fail 
to successfully carry that burden they must take and 
pay for these additions and extensions on the basis of 
their cost to the Government at inflated prices.

It would seem as though in most cases this would 
destroy their credit and render them unable to finance 
these onerous requirements. If the systems of trans
portation are unified and co-ordinated, parallel and com
peting lines discontinued or diverted into Other channels, 
new connections and other changes made that will un
questionably result in greater efficiency and economy in 
the operation of all the systems taken as an entirety, 
some raods will benefit whilst others will be virtually 
destroyed. Even of those that are benefited the burdens 
may be too great to carry. I can see little hope for most 
of them except through Federal ownership on almost any 
terms that the Government may impose.

5. For me Government ownership has no terrors. I 
include in that statement not only the railroads, but the 
telegraphs, telephones and the natural resources, such 
as our deposits of coal, iron, copper and oil and our 
forests, that of right are the heritage of the entire people 
and should never have been allowed to go from them. 
This view is, I know, opposed to that held by most of 
you as it is contrary to that of the Security Holders 
Committee that I have been representing in negotiating 
the contract between the Government and the railroads 
and I would not refer to it here but for the fact that 
to my mind it is an essential feature of the discussion, 
as I am sure you will agree after hearing what I have

to say. After all, whilst the lawyer sells his services to 
his client he does not sell his views on economic questions 
nor his freedom to be a loyal, sincere citizen according 
to his own lights.

I have, as is well known and was well known to my 
clients when they employed me, long been an advocate 
of Government ownership but have always hoped and 
expected that it would come through just and, adequate 
compensation and not through quasi-confiscation. The 
good faith o f our Government, the rules of fair dealing 
and the sanctity of property rights alike demand that 
it shall, not be less. Whether these utilities and re
sources, or which of them, shall be operated or de
veloped, as the case may be, by the Government or leased 
to private enterprise to be conducted under Government 
regulation is another question which need not be here 
discussed.

We may as well realize that as an aftermath of this 
war much of the inequality and injustice o f the old 
social order will be gone, never to return, and begin 
now to adjust ourselves to the new conditions that are 
upon us.

Pray do not misunderstand me— I am opposed to So
cialism—to my mind it is an impracticable, unworkable 
scheme of Government, a beautiful, idealistic, iridescent 
dream, the exploitation of which in opposition to existing 
theories has done much toward liberalizing our views 
o f human rights. We should be grateful to the Socialists 
for what they have accomplished as an educational and 
restraining factor, but as a constructive policy their 
tenets will not bear analysis. Government ownership 
of the instrumentalities and resources that belong to the 
people and are not the result of human effort, such as 
the public domain, is not socialistic. Whether the Gov
ernment has permitted and encouraged them to be used 
and developed by human effort it would be bad faith on 
its part to take them away either by open, or still worse, 
by covert and dishonest forms o f confiscation.

But to return to our subject: How are the security 
holders of the railroads likely to fare under Government 
ownership in the light of this contract, if  I am right in 
assuming that they will be in a helpless condition be
cause of its sweeping powers and of what is necessarily 
intended to be done under it?

Here again the entire field of conjecture is open, but 
there are signposts along the road. Reference has already 
been made to the possible effect o f the provisions of the 
contract on those properties, the operations o f which 
are destroyed, abandoned or materially curtailed. Not 
only will the Government be able to return the prop
erties bereft of their chief element of value and be fur
nished the basis for valuing them for the purpose of ac
quisition on that quasi-confiscatory basis but far more 
serious in its results may be the valuation placed upon 
the tangible assets in the light o f these provisions.

It may well be doubted that the courts would hold 
that as to properties the operations of which have been 
abandoned, the rails, yards, shops, stations, roundhouses, 
elevators, warehouses, etc., would be valued at their 
scrap value, and yet this is not beyond the range of pos
sibility having regard to the fact that the carriers that 
have signed the contract have thereby agreed to such 
abandonment and have given express permission for their 
return in that condition. It was largely in order to avoid 
that construction that a persistent effort was made to 
safeguard against such a contingency, the result of which 
is embodied in the document but in a somewhat equivocal 
form that is far from satisfactory.

6. Assuming that the peril from this source has been 
overcome and that the properties will be justly valued, 
the next question that occurs to the present and future 
investor is as to the basis and method of compensation 
that will in that event be adopted. Here we have some
thing of a premonition as to the attitude of the I. C. O.
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if, as is probable, the valuation iŝ  placed under its juris
diction, in what is being done in connection with the 
valuation of the properties that is now and has been 
for four years or more under way by the Commission 
under the Act of Congress providing for such a valua
tion.

The chief purpose of that Act was apparently to fur
nish an accurate basis for the regulation of rates in 
place of the haphazard method that has prevailed in 
the absence of accurate data. A vast organization with 
corps of engineer, field forces and accountants is em
ployed in this service; many millions of Government 
money have already been expended and many more 
millions will be required, in addition to the expenditures 
already made and that must be made by the roads in 
the preparation of data, etc., toward accomplishing this 
stupendous task. Tentative valuations of several of the 
smaller roads have now been completed and others are 
well on the way to completion, but it will take years to 
finish the work.

Certain principles have been tentatively announced by 
the Commission which, if adhered to and upheld by the 
courts, will seriously impair property values as at present 
understood, but I do not believe that they will be sus
tained. The subject is exceedingly technical and complex 
and there is neither time nor inclination to complicate 
this discussion by attempting to explain the many im
portant questions that are at issue. Suffice it to say 
that if the views of the Commission as to values and 
elements of values as there announced are adopted in 
the acquisition of the roads the recovery may be limited 
mainly to replacement cost, which does not begin to 
represent the present cost of acquisition.

7. Having ascertained the basis of compensation, in
what way is the Government likely to offer to pay for 
the properties? To pay outright in cash would seem im
practicable in view of our financial condition at the end 
of the war, nor would it be necessary or profitable to 
either party. The most logical and probable method 
would seem to be to guarantee interest and dividends 
on the outstanding securities to an amount that would 
yield a reasonable rate of return on the values of the 
properties, or for the Government to issue in exchange 
its own long term securities at rates of interest that 
would give them a par value having regard to their 
greater market and intrinsic value as Government obliga
tions. •

If, for instance, a high class four per cent railroad 
bond normally sells at 90, a long term Government bond 
or guarantee at 2y2 per cent should under peace condi
tions haye an equal value. If a stock paying 6 per cent 
and earning an average of twice that amount over a 
long series of years has commanded an average price of 
par, shareholders would doubtless be willing to accept 
a 4 per cent or even a 3 per cent Government obligation 
as an equivalent in market value. There should be no 
difficulty in carrying out such a plan as to the prosperous 
road. It would be fair to the security holders and highly 
profitable to the Government. If a road has been paying, 
say, 4 per cent on $50,000,000 bonds and earning and 
paying 6 per cent on an equal amount of stock, or 
$5,000,000 in all, and the Government would guarantee 
2y-2 per cent on the bonds and 4 per cent on the stock, 
the annual charge to the Government would be $3,500,000, 
leaving it an annual profit of $1,500,000 or equal to a 
profit of 30 per cent, and the securities would have at 
least as great a market value as those of the company 
paying the higher rates. I am assuming that the value 
of the properties is fairly represented by the outstanding 
securities inasmuch as rates are supposed to be based 
upon a fair return on capital investment.

8. The difficulties will be encountered when it comes 
to fixing values on properties representing capital invest
ment that are out of proportion to their net operating

revenues. Will their compensation be regulated by the 
investment or by the returns? Probably by a combina
tion of both elements. Whatever the result, they could 
also be compensated by Government guarantees equivalent 
to a return on whatever is found to be the selling or 
condemnation value.

In any event even if the Government pays generously 
for the properties its net revenues will be greatly aug
mented by reason of the greater value of the low in
terest bearing securities it may issue by way of pay
ment or guarantee on acquiring the properties. If ten 
billion dollars par value of securities of privately owned 
roads now yielding an average return of $400,000,000 per 
year have a market value of, say, five billion dollars, 
would not six billions of these securities with a guar
antee of 3% per cent have an equal or greater aggregate 
value? Assuming a continuation of the same net oper
ating revenues this would leave to the Government a net 
profit of $190,000,000 per year.

There is no occasion for driving an oppressive bar
gain with the security holders. Assuming that a fair 
price is paid, sufficient to maintain at least the present 
market values of the securities, the savings in interest 
and dividends by reason of the lower rate required to 
command the same market price would alone constitute 
a sinking fund sufficient to pay for the roads in from 
thirty to forty years without a dollar of actual cost or 
outlay to the Government, and this without taking into 
account the vast economies from operations made pos
sible through unification of the systems, the elimination 
of parallel lines, the coordination of traffic and the thou
sand and one other directions in which savings can be 
effected, thus eventually decreasing the cost of trans
portation without depleting revenues.

Government ownership at a fair price will be far 
more advantageous for the Government and infinitely 
better and vastly more just to the security holders than 
Federal control under the onerous conditions of this con
tract. Strange to say, the time has come when instead 
of looking forward to it with dread and misgiving as 
the entering wedge of a Socialist state we should con
template it as a relief from intolerable hardship.

Inasmuch as on such a plan the properties would cost 
the Government nothing, the difference between acquiring 
on a niggardly quasi-confiscatory basis and on a just 
compensatory basis would mean only that on the latter 
basis it would take a little longer—possibly five years 
longer^—to pay for them out of their own surplus earn
ings.

Common stocks of the safest and most prosperous of 
the roads the continuance of whose dividends are the 
best secured and where standard returns show margins 
of from 40 per cent to 60 per cent over the dividends 
that are being paid are to-day selling on a basis of be
tween 7 per cent and 8 per cent return. Can there be 
any doubt that with a 4 per cent Government guarantee 
they would command a higher price?

Reviewing the problem in all its various aspects there 
may be reasonably deduced from the situation the con
clusions (1) that the well secured bonds of prosperous 
roads are not likely to suffer substantial shrinkage; 
(2) that the, at present, indifferently secured bonds will 
be subject to serious deterioration in value; (3) that the 
established dividend paying stocks will be somewhat in
juriously affected, and (4) that the values of the non
dividend earning stocks will to a large extent be elimi
nated.

The prospects cannot be said to be alluring, but if 
we are prepared to meet the worst there is always the 
hope that we have been taking counsel of our fears and 
that after all they may not be realized. There is also 
the cold consolation, which I do not believe will be the 
result, that Government operation may prove so expensive 
and unpopular and so unsuccessful that the roads will
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returned and that the Government, having by experi
ence learned something of the injustice that has been 
done to the roads and the public by a policy of inade
quate rates, will conclude that it is good business to

treat them fairly and thus to attract investors and se
cure the best service. Let us therefore, whilst prepared 
for the worst, hope for the best outcome of this stu
pendous epochal experiment.

Is the Short Time Liquid Security an Essential o f the Proper
Operation of the Savings Bank?

B y  E. W. K k m m e b e b , Professor o f Economics and Finance in Princeton University.

America is today confronted with serious business. 
She is the determining factor in a world struggle in 
which the issues are democracy versus autocracy; fair 
play versus Schrecklichkeit;  and the Christian morality 
versus the philosophy that might makes right. The one 
great sacrifice that America must make in this contest, 
the sacrifice beside which all others are trifling, is the 
sacrifice o f hundreds of thousands, perhaps millions, of 
her best manhood. If the unselfish efforts of these men 
at the front are to count, and count to the utmost, if the 
number of their lives that must be sacrificed in the great 
cause is to be reduced to the minimum, we folks at 
home must back them to the limit with material goods— 
with munitions the best in quality and victory-compelling 
in quantity, with nourishing food and plenty of it, with 
comfortable clothing, and with all the accessories which 
help the American fighting man to put up an American 
fight. And when the contest is won then will come the 
task of reconstruction, and during that period the need 
for material things will not slacken for the devastated 
places of the world must be rebuilt and society’s econ
omic machinery must be reconstructed for the works of 
peace. For these tasks of reconstruction we shall need 
an American manhood no less virile and no less morally 
robust than we need for the winning of the War.

Yes, you say, this is all very true, but what has it 
to do with the very prosaic question o f the short-time 
liquid security for savings banks? Gentlemen, it has 
a great deal to do with that question.

On the battle front the call is to fight to the utmost. 
On the economic front the call is to produce fighting 
goods to the utmost. The one is as necessary as the 
other; but for the production of these fighting goods 
we have a limited supply of labor, a supply which is 
being continually reduced by the calling of our most 
efficient men into military service. We have a limited 
supply of machinery, of coal, oil and of transportation 
facilities. To the extent that we use these limited sup
plies for the production of non-essentials or less-essen- 
tials, to that same extent we divert them from the pro
duction of war essentials. We cannot have our cake 
and eat it too. We cannot have the comforts we had 
in the piping times of peace, and at the same time deliver 
the goods on the Western front.

This elementary economic truth we all recognize when 
stated in words; we nearly all fail to measure up to it 
in practice. This same truth is the basis of the nation
wide campaigns for economy and saving which are being 
carried on in every belligerent country of the world. 
The gospel of saving is today in the ascendancy. It is 
being preached as never before. It must be accepted 
wholeheartedly by the American people if the War is to 
be speedily terminated with an American peace. To save 
in times like these can hardly be called a virtue; it is 
an elementary patriotic duty. Extravagance and waste
fulness are akin to treason.

You savings bank men are the missionaries in this 
gospel of saving. It is particularly your job. You have 
studied it more and know it better than any other class 
in the country. Your job offers you today a great op

portunity for national service. To you the all-important 
question is how can you best meet this responsibility?

The answer is obvious. While as citizens you may and 
should make patriotic speeches, write patriotic articles, 
and in other ways support the campaigns for Liberty 
Bonds and War Savings Stamps, as bankers your chief 
task is to make saving attractive. Saving is made at
tractive by offering to the public inducements to save. 
What inducements do the public expect the savings bank 
to offer? The answer you all know. The three chief 
ones are :

(1) Safety of funds.
(2) Prompt availability of funds.
(3) Reasonable interest rates.

if  these*inducements to save are to be offered th^ de
positor the banker himself must obviously also realize 
them in Ifis "investments.

It is with the second of these inducements, namely 
prompt availability of funds, that the question of greater 
liquidity of savings bank investments is most directly 
concerned, but it is also concerned with the other two. 
Let us therefore examine the proposal to permit savings 
banks to invest a certain percentage of their deposits 
(say 15 to 20%) under careful restrictions and regula
tions, in prime commercial paper and bank acceptances, 
and let us examine this proposal in its relation to each 
of these items—safety, yield and availability.

S a f e t y

We have had so little experience with bank acceptances 
in this country, and so little recent experience with trade 
acceptances that it is impossible to speak from experience 
concerning the relative safety of these two kinds of 
instruments and the types of bonds and mortgages com
monly helcl by savings banks. Bank acceptances and 
trade acceptances with bank indorsements would prob
ably bulk large in the short-time trade paper which sav
ings banks would hold. Under careful restrictions as to 
the types of paper that savings banks could purchase, 
restrictions so drawn as to limit it to bona fide self- 
liquidating paper of responsible concerns, and to limit 
the proportion of such paper a bank could have among 
it assests, and also the amount bearing any one name, 
an adequate degree of safety would seem to be qiossible. 
A commercial bank’s acceptance in the vault of a savings 
bank would be at least as safe as a deposit by the savings 
bank in the same commercial bank; it would presumably 
be safer because it would carry an additional name.

There is one important respect in which gilt-edged 
bonds involve greater risk than does prime commercial 
paper, and that is in regard to the risk of loss from un
expected depreciation.

As a method of protecting oneself from undue losses 
the principle of scattering one’s risks is a widely recog
nized one among savings bank men. The day is past 
when savings banks are willing to run the risk of tying 
up the bulk of their funds in one type of investment, be 
it local real estate mortgages, municipal or state bonds, 
or the bonds of a single railroad, or even a single rail
road system. The old adage “ Do not place all your
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eggs in one basket ” savings bank men everywhere rec
ognize to be good sense. Unfortunately, however, many 
fail to realize that this same insurance principle of scat- 
tering risks applies to the maturities of their investments 
as well as to the types o f property which the investments 
represent. A time-wise distribution is as necessary to 
avoid undue risk as a subject-wise distribution. A bank’s 
investments may be ever so safe from the standpoints of 
the regularity of their interest payments and of the cer
tainty of the payments of principal at maturity, and yet 
these investments may drive the bank to the wall if the 
bulk of the maturities are distant at a time when the 
market rate of interest is advancing rapidly to substan
tially higher levels. A gilt-edged bond, for example, 
maturing in twenty years and yielding 4J£% a year, with 
interest payable semi-annually, may be worth $100, when 
the market rate of interest is 4*£%, but let market rate 
advance to 6% and the value of the bond is likely to 
fall to the neighborhood of $83, although there may not 
be the slightest question about the solvency of the debtor 
corporation. Practically the sole chahge may have been 
in the market rate of interest. A bank whose assets are 
largely tied up in long-time securities at a time when 
the interest rate is moving rapidly upward can extract 
little comfort from the knowledge that ultimately its
securities will mature at par.

The ten highest grade railroad bonds used by the Wall 
street Journal in its index of bond prices had an average 
yield in March, 1914, of 4.45%, and in August, 1918, of 
5.22%. In that four and one-half year period the average 
price of these bonds declined from 93.0 to 79.3, or 14.7%. 
A study of 20 selected high-grade municipal bonds, each 
representing one of the largest cities in the country—a 
city whose bonds are legal investments for Massachusetts 
savings banks gives the following results. The average 
quarterly1 price of" these bonds for the 12 months im
mediately preceding the War, namely the 12 months end
ing July 31, 1914, was 98.17, and that for the 13 months 
ending August, 1918, was 94.89, showing a decline in 
four years of 3.4%. The savings banks of the country,
1 am told, hold a considerably larger amount of munici
pals than of railroads, and it has been fortunate for them 
that the municipals, thanks largely to their exemption 
from our high and mounting federal income taxes, have 
maintained their values so well.

For the savings banks the hardship of the decline in 
bond values has been aggravated by the facts that the 
maturities of the bonds they hold have in general not 
been well scattered, and that an excessive proportion of 
the maturities have been very distant ones. Ihe 22o 
mutual savings banks which replied to the Savings Banks 
Section’s recent Questionnaire reported total deposits of 
approximately two billion dollars, and bonds and other 
securities owned, maturing during the next ten years of 
approximately 209 million dollars. These earlier maturi
ties were about equally divided between maturities of 
the first five years and maturities of the second five 
years. They were equivalent to 10.2% of the banks’ 
total deposits. In June, 1917, the 022 mutual savings 
banks of the country which reported to the Comptroller 
•of the Currencv, held bonds and other securities to the 
amount of approximately $2.1 billions, being equivalent 
to about 48% of their total deposits. If the same pro
portions hold for all 022 mutual savings banks of the 
country, as were shown by the 225 mutual savings banks 
that replied to the Questionnaire, then all the mutual 
savings banks held bonds and other securities with ma
turities later than ten years from the date of the Ques
tionnaire, amounting to $1,680,000,000, a sum equivalent 
to 38% of their total deposits. In other words, prac-

1(1 November, 1 Jl-b J»n uarhirteen rn(fnth period being
erage PriceJ f ni u3̂  last month— was com-
)}!? %fveligtag the mean’"monthly prices for August and 
wrnber 19177 and February, May and August, 1918.

tically four-fifths of all the bonds held by mutual savings 
banks representing an amount equivalent to nearly two- 
fifths of their total deposits, have maturities more than 
ten years distant.

About one-half the total resources of mutual savings 
banks consist of real estate loans, and these real estate 
loans are equivalent in amount to nearly one-half the 
deposits. Mortgage loans with their shorter maturities, 
in being renewed during the last few years, have in many 
cases had their interest rates advanced to the higher 
War levels, and this fact has strengthened the position 
of the banks. Deposits, moreover, have increased ma
terially since the War, partly at least as the result of 
the education in thrift the Liberty Loan and War Sav
ings campaigns have been giving the public, and many 
of these newly deposited funds the banks have apparently 
been investing in more liquid assets. Finally the position 
of the banks has been fortified by the creation of the 
War Finance Corporation which stands back of the sav
ings banks with funds adequate to tide them over any 
probable war time emergency.

The situation, however, although not threatening, 
should carry a lesson for the future to savings bank men 
throughout the country, and that lesson is : pay more at
tention to the distribution of your maturities, and in 
doing so hold a fair proportion of short-time self-liquidat
ing paper. It is not enough to put your eggs in a large 
number of baskets; if the handle of all the baskets are 
made out of the same stuff—the long-time interest rate. 
Such handles may not break, but they stretch and when 
the baskets bump the ground many eggs are likely to.be 
broken.

Y ie l d

The second inducement which the savings banks should 
offer prospective depositors, and which it therefore must 
in turn obtain itself from its investments, is a reasonable 
interest rate—the largest rate possible, consistent with 
a high degree of safety, and with prompt availability of 
funds. A common objection to the proposal that savings 
banks invest a moderate percentage of their funds in 
short-time liquid paper is the claim that such paper 
yields too small a return, and that the supply of this 
paper is so limited that its yield would be even smaller 
were savings banks to enter the market extensively and 
compete for it with commercial banks. I am not certain 
but that there is an element of truth in this contention, 
but even so, I believe the other advantages of greater 
liquidity of assets would be worth the price. There are, 
however, a few reasons that lead me to believe that the 
loss in yield, if it occurs at all, will not be so great as 
is often supposed. Some of these reasons may be briefly

mtioned:
(1) Banks carrying a fair amount of commercial 
per and bank acceptances could in many cases reduce 
eir cash balances and their deposits in commercial 
nks. In this connection a significant fact was brought 
t in Secretary Harrison’s Report to the Committee on 
•ceptances. It is that while the New York mutual sav- 
gs banks, which were carrying among their assets a 
gligible proportion o f self-liquidating short-time paper, 
Ld January 1, 1918, cash on hand and in banks to the 
aount of 6.47% of their total assets, the Massachusetts 
nks, which for many years have been carrying sub- 
antial quantities of commercial paper in their vaults, 
id which had on that date personal security loans 
nounting to 13.85% of their assets, carried cash on 
ind and in banks only to the amount of 2.69% of their 
tai assets The New York banks therefore carried 2ya 
mos the percentage of cash and deposited reserves that 
ie Massachusetts banks did. With the broad market 
iat is now being developed in this country for high 
•ade commercial paper and bank acceptances, such paper 
, the vault of savings banks would be almost, if not
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quite, as liquid as interest-bearing bank deposits. Its 
rate of yield would be larger.

(2) Losses (as well as gains) due to the movements 
of bond prices of the kinds previously discussed would be 
eliminated to the extent that short-time liquid paper were 
substituted for bonds.

(3) There is some evidence that as a long-run propo
sition high-grade commercial paper will afford as large 
a yield as high-grade bonds. A few years ago Professor 
Wesley Mitchell made a careful study of the average 
rates of interest yielded by investments in high-grade 
bonds and by short-time loans.1 The period covered by 
his study was the twenty years, 1890—1909. Yields were 
computed on the basis of average monthly prices. No 
allowances for commissions or administrative expenses 
were made. A comparision of the average yields of ten 
high-grade railway bonds, o f 60 to 90 day two-name 
prime commercial paper, and of four to six months prime 
single name commercial paper, gave the following re
sults : the average yield of the bonds was 4.23%; that 
of the 60 to 90 day commercial paper was 4.68%; and 
that of the four to six months commercial paper was 
5.78%. The yield of the bonds, it will be seen, was the- 
lowest of the three. For the same period the average 
yield of West Shore First 4’s of 2361—a bond with a high 
investment standing throughout the entire period—was but 
3.78%. Since the European War prime commercial paper 
has yielded somewhat smaller returns on the average 
than high-grade railroad bonds. The returns yielded by 
bank acceptances are of course usually lower than those 
yielded by commercial paper.

We may conclude in the light of the above evidence 
that it is not proven that as a long-run proposition the 
substitution of a moderate amount of short-time com
mercial paper for longer time bonds will reduce a sav
ings bank’s net income. There is in fact a fair prospect 
that in the long run it will increase that income.

A v a i l a b i l i t y

The third inducement which a savings bank should 
offer the public by way of encouraging saving is the in
ducement of making the depositor’s funds available to 
him on demand. If deposited funds are to be readily 
available to the depositor obviously a reasonable propor
tion of the bank’s assets must be quick assets.

It is true that savings banks usually have the privilege 
of requiring sixty or ninety day notice of withdrawal; 
but it is likewise true that banks exercise this privilege 
only rarely and with much reluctance. The man who is 
building up a small savings account is usually doing so 
with the idea of preparing for the proverbial rainy day. 
To arouse in him the suspicion that perhaps the funds 
he has saved may not be available to him promptly when 
the rainy day comes weakens his confidence in the bank 
and also his will to save. To a very large proportion of 
savings bank. depositors prompt availability of funds is 
a consideration of greater weight than a substantial dif
ference in the interest rate. It is a privilege that makes 
a strong appeal in campaigns to encourage saving.

In the future the exercise by a savings bank of the 
withdrawal notice privilege will be much more difficult 
even than it has been in the past. Competitors of the 
savings banks do not require such a notice. The savings 
departments of national banks rarely require notice of 
withdrawal, and it is even questionable whether they 
have a legal right to do so. The Postal Savings deposit
ories do not require notice, and War Savings Stamps are 
redeemable practically on demand. The bond houses 
which have been making such a strong appeal in many 
sections of the country to the small investor to induce him 
to buy “ baby bonds ” nearly always make a point of the 
ready marketability of these bonds. They frequently

1 Wesley C. M itchell: The Rates of Interest and the Prices of 
Investment Securities, 1890-1909. Journ. Pol. Econ., X IX  
(1911), 269-308.

carry this so far as an advertising proposition as to 
make it a policy to buy bonds back from their smaller 
purchasers at the prices the purchasers paid, though 
the repurchase involves the bond house in a loss.

If the savings bank is to hold its own in the competi
tion for small savings that the immediate future has in 
store, and if it is to do the most effective missionary work 
in the encouragement of the saving habit, it will have to 
relegate the use of the withdrawal notice privilege to 
the limbo of pre-War days.

To do this will require most savings banks—not all— 
to carry a larger percentage of quick assets than they 
have in the past. They must be in position to get cash 
in reasonable amounts promptly and with little or no 
sacrifice of values. In times of emergency real estate 
loans are proverbially difficult to collect, and wholesale 
foreclosures are out of the question. High-grade bonds 
are supposed to be readily convertible into cash at such 
times because of their wide marketability, but experience 
has shown that bonds are far from satisfactory as sec
ondary bank reserves in times of severe stress. At such 
times the market „ prices of investment bonds decline 
rapidly and their sale involves losses that banks are re
luctant to take. Professor Jacob H. Hollander, a few 
years ago, made a careful study of the experience of na
tional banks with the use of bonds as secondary reserves.* 
His conclusion was that bonds “ fail notably to serve as a 
form of secondary reserve to meet the demands of expand
ing business or panic, being non-liquid either in seasonal 
or in cyclical requirements, in accordance with what 
might be designated ‘ the lobster pot theory ’ o f customary 
purchase at high-price levels and of reluctance to sell at 
low-price levels.”

It is difficult for a savings bank, particularly a small 
bile, to arrange its bond holdings so that .adequate 
amounts are maturing regularly at short intervals, while 
the maturity o f real estate loans is a far different thing 
from their collection.

The logical conclusion is that the requirement of prompt 
availability of funds to depositors demands that savings 
banks hold in the form of short-time bank'acceptances 
and self-liquidating commercial paper a substantially 
larger proportion of their total assets than they have in 
the past. The dictates of safety we have found make the 
same demand in calling for a time-wise distribution of 
risks through a better distribution of maturities. The 
holding by savings banks of a reasonable amount of such 
short-time paper, it has been shown, probably would not 
involve any considerable financial sacrifice; at least the 
claim that it would do so has not been proven.

Answering then in the affirmative the question asked 
by the subject assigned to m e: “ Is the short-time
liquid security an essential to the proper operation of the 
savings bank,” we may next ask how is the savings bank 
to be put in position to meet this demand for greater 
liquidity of assets?

The short time remaining will only permit a few sug
gestions in the line of an answer to this question.

I doubt if the time is ripe to require by State legislation 
that savings banks hold any specified proportion of their 
assets in bank acceptances and short-time commercial 
paper. It will probably be sufficient at first to have re 
pealed the restrictions that now exist in some States 
upon the holding by savings banks of such paper; to fix 
an upper limit beyond which^a savings bank may not 
invest in this paper; to limft the amount that a bank 
may hold bearing any one nariie; and to limit the paper 
that may be held to a few prime types. At some future 
time it may be desirable to lower the initial restrictions. 
In the beginning, however, it will be wiser to adopt a very 
conservative policy.

If under such permissive legislation the savings banks 
will come forward and adopt the policy of keeping in

* Jacob H. Hollander, The Security Holdings of National 
Banks, American Economic Review, III (1913), pp. 793-S14.
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their vaults a moderate percentage of bank acceptances 
and bills of exchange of the types that may legally be 
purchased in the open market by Federal Reserve Banks, 
a long step forward will have been taken in the solution 
of our most pressing savings bank problem. Paper of 
this kind will be easy to turn into cash at all times. 
Representing as it will the turnover o f readily market
able goods, it will be running off continually through ma
turity payments. It will always be in demand in the 
market as a short-time investment both for banks and 
individuals. It will be purchasable in the open market 
by Federal Reserve Banks, and will be rediscountable by 
Federal Reserve Banks for member banks. A savings 
bank having high-grade paper of this type need have no 
fear of its ability to turn the paper into cash whenever 
it desires. Even though the savings bank had no direct 
connection with the Federal Reserve system it would 
virtually have open to it the rediscounting facilities of 
the system to the extent that it held such paper, for Fed
eral Reserve Banks could buy the paper in the open 
market or could rediscount it through the mediation of 
member banks. That they would do so in case of need I 
have little doubt.

Whether or not savings banks which invest a reason
able percentage of their assets in self-liquidating com
mercial paper and bank acceptances should be given a 
formal connection with the Federal Reserve system is not 
a question of great import. They would in any case, as 
pointed out above, enjoy benefits from the system. It 
seems to me, however, that it would make for the solidity 
of our banking system, and be a source of satisfaction 
to the savings banks themselves and to their depositors, 
if savings banks which qualified up to a high standard 
in the character of their assets, and which held in their 
vaults short-time paper, of the types eligible for redis
count at Federal Reserve Banks, to an amount not less 
than, say, 12 or 15% of their deposits, should be given 
the privilege of being associate members in the Federal 
Reserve system. As associate members they might be 
given the privileges of rediscount and deposit enjoyed 
by regular member banks. They could well be released 
from the obligations of purchasing stock in the Federal 
Reserve Bank and of depositing their reserves there. As 
associate members they would not have the privilege oi 
voting for directors. If the Federal Reserve Law could

be amended to admit savings banks of this kind to asso
ciate membership in the system many of our States would 
probably respond by authorizing savings banks to qualify 
under the Federal Reserve Law for such associate mem
bership.* In this way it might be possible to obtain a 
considerable degree of uniformity in State legislation 
looking toward greater liquidity of savings bank assets.

The attempt to give liquidity to savings bank assets 
by authorizing Federal Reserve Banks to purchase their 
bonds, to rediscount their mortgage notes, or to make ad
vances on the savings banks’ own notes secured by bond 
or mortgage collateral, would be an unfortunate policy. 
The proper functioning of a savings bank whose deposits 
are essentially demand deposits in fact, whatever they 
may be in name, calls for a moderate percentage of short- 
time self-liquidating paper among its assets. The proper 
functioning of a Federal Reserve Bank forbids the hold
ing among its assets of investment securities of a private 
character. The Federal Reserve Bank is primarily a 
bank of rediscount and issue. It is the holder of the 
ultimate reserves of the commercial banks of the coun
try. Its notes and deposits are all payable on demand. 
In times of emergency it is the final resort of the com
mercial banks of the country, those deposits, practically 
speaking, are chiefly, if not entirely, demand deposits. 
The tying-up by such a bank of its assets in capital in
vestments like bonds and mortgages would be flying in 
the face of these fundamental functions of the Federal 
Reserve Bank.

Whether savings banks are taken into the Federal Re
serve System or not, it seems to me clear that it is their 
privilege and their duty to give greater liquidity to their 
assets. The lessons of the War on this subject have been 
hard: they should not pass unheeded. A substantially 
larger proportion of liquid assets will make for greater 
safety and more prompt availability of savings bank de
posits. It will increase the public’s confidence in savings 
banks. It will encourage saving. In doing these things 
it will help win the War and help solve the coming prob
lems of reconstruction.

* Action of this kind has been taken by New Jersey and, I believe, 
by a number o f other States in accepting reserve requirements o f the 
Federal Reserve Law In lieu o f those Imposed by the State Law in
the case o f State banks joining the Federal Reserve System.

TVar TVork o f a Savings Bank
By W m . E. K nox, Comptroller of the Bowery Savings Bank, New York.

During the past four years and more, especially dur
ing the last year and a half, the Savings Banks, in com
mon with every other business in the country, have been 
obliged to adjust themselves to new conditions. For 
more than one hundred years, they had pursued the even 
tenor of their ways, acting as the trustees of the people, 
gathering the innumerable rivulets of the people’s savings 
into their capacious reservoirs, and diverting them into 
the channels of the country’s business. The process 
had become somewhat automatic, and there appeared 
to be little necessity for change.

In almost any of the Mutual Savings Banks, it was 
possible to forecast quite accurately the ebb and flow of 
funds, and, as a consequence, it was not difficult to plan 
for the wants of depositors on the one hand, and for the 
needs of the borrowers on the other hand.

Restricted as they were to a limited field of opera
tions, and to a well defined field for investments, assured 
as they had been for many years of a steadily rising 
tide of deposits, the coming of the great war found them,

in many ways, not adequately prepared to meet the new 
conditions.

Until the outbreak o f the war,' there had been little if any need 
for any but long time fixed investments, and the Savings Banks were 
among the largest purchasers of the Government, State, Municipal 
and Railroad bonds, with maturities in the distant future. They were 
also heavy lenders on bond, secured by mortgage, on real estate, the 
loans frequently running for five years. The amount of cash held by 
the Savings Banks was seldom more than 6 per cent of their liabilities. 
In normal times, this had always been found ample, as it was always 
possible to replenish the cash supply by sales of bonds in the open 
market.

But the entrance of the United States into the War changed condi
tions materially. In its need for funds in enormous quantity, the 
Government has put out three Bond issues, which appeal directly to 
the wage earner (to which issues there has been a large popular sub
scription) and a fourth is now under way. It has been a good thing for 
the wage earner, if only for the fact that it has brought to him a 
better realization of his responsibilities as a citizen, with a clearer 
perception of bis duties. The Savings Banks have been glad to step 
aside and to leave the field alone for the Government. Not only that, 
the Savings Banks have not been content to “  do their bit,”  but have 
sought to “  do their best.”  They have entered heartily and with 
enthusiasm into the task of distributing among their depositors and 
the public in general each succeeding Liberty Bond issue. They have 
advised and argued and persuaded their depositors to invest in Liberty 
Bonds. They have helped their depositors to make larger investments
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by purchasing bonds for them and receiving their payment in weekly 
and monthly installments. They have quite generally undertaken the 
care and safe keeping of bonds for the public, the only condition being 
that the bond owner shall have a small account of a dollar or two 
with the Bank, this not for the sake of the account, but for con
venience in keeping the records.

While thus assisting and encouraging their depositors to lend the 
Government, they have invested to the extent of their ability in 
Liberty Bonds on their own account. Every available dollar resulting 
from redemption of bonds, and from income, has been invested in 
Liberty Bonds, with a consequent diversion of the flow of funds from 
the usual investment channels. The result of this, especially in the 
East, has been a curtailment of building operations, and a complete 
stagnation in the real estate market for the Savings Banks are the 
main source of supply for real estate owners in need of capital.

The Savings Banks have been doing their full duty in the way of 
helping along the Government loans, but on the other hand they have 
been helpful to their borrowing clientele. They have kept loans open, 
and carried borrowers along, knowing that it was next to impossible 
to borrow on mortgage loans in the present market conditions. This 
has been a most important part of the War work of the Savings Bank.

In addition to the direct purchase of bonds, it has fallen to the lot 
of the Savings Bank to furnish considerable sums to meet the needs 
of depositors, who, for one reason or another, have been forced to 
resort to their Savings Banks for money with which to pay for bonds. 
When the First Liberty Loan was Issued, many of the canvassers and 
salesmen did not sufficiently emphasize the necessity for leaving sav
ings deposits undisturbed, but the various Liberty Loans committee 
now see the importance of laying particular stress upon the point and 
the strain in this particular will probably not be great during the 
present canvass.

The people are being taught that it is present savings that must 
finance the War, and not past accumulations, and the lesson is being 
taken to heart. The Savings Banks have done important work in this 
direction, not only by precept, but by example. They have not at
tempted to market securities to provide funds for Liberty Loan sub
scriptions, but have practiced what they have preached, buying their 
bonds out of current income, and leaving the main bulk of their in
vestments undisturbed.

In proportion to their liquid assets, the Savings Banks have done 
their best, both directly and indirectly, in standing behind the Govern
ment in its task of winning the War.

It is to be hoped that among the lessons to be learned from the 
experiences through which we are passing will be the lesson that 
Savings Banks, not only in War times, but at all times, should keep a

considerable portion of their investments liquid. Had that been the 
practice, we could have done even more than we have done. It is only 
since our entrance into the War that the laws of New York State (and 
some of the other states) have been changed, so as to permit Banks 
to invest in bankers’ acceptances, one of the best forms of liquid 
investment.

Turning from the things that we have done and are doing, we 
should be thinking of the work that will surely lie before us, after 
the War is over, when militarism shall have been stamped out and 
when democracy shall be triumphant. It needs no prophet to foresee 
that there will be big problems to solve.

The high wages which prevail cannot continue. There will come a 
day when wages must be reduced, when prices will seek a more normal 
level, and when that day comes with it will come in all probability 
much unrest and discontent on the part of labor. If our people have 
been thrifty and have takeu advantage of the period of high wages, 
there will be a new generation of small capitalists, most of them 
owners of Liberty Bonds. For in spite of the high cost of living, 
there is a considerable margin for saving. A recent investigation in 
Bridgeport, Connecticut, has shown that while earnings showed an 
average increase of 81 per cent, living prices had increased only 61 
per cent. But it is too much to hope that the 20 per cent difference 
has all been saved. Unfortunately, much of it has been squandered.

While we look hopefully to the end of the War, it must give the 
thoughtful man pause when be tries to forecast how the necessary ad
justment is to be accomplished.

When the Government ceases to be a competitor in the labor market, 
when munitions and military and naval supplies cease to be the lead
ing manufacture, when the boys come back from “ over there,”  their 
task accomplished, and ready to go back to their accustomed tasks 
again, when there are more men than jobs, what will be the outcome?

The law of supply and demand admits of no exception and wages 
must fall.

What then? It is loo touch to expect that professional labor agitators 
will let pass such a golden opportunity for stirring up trouble.

May we not cherish the hope that the small bond owner and the 
savings bank depositor (their name is legion), the men and women 
who have been sensible and saving, will have scant patience with the 
man who has ln>en earning big wages and spending them, while our 
soldiers and sailors have been fighting and dying for us and for them 
at $30 a month.

The Savings Banks of the country, representing ten millions of de
b ito rs . the thrifty, sensible men and women of the country, are 
firmly backing up the Administration, and will not only continue to 
buy Liberty Bonds but will help the public to buy them, thereby giv
ing practical support to our boys in'the trenches.

Our Actual and Potential Funds for Carrying
By David Fbiday, of the United States Treasury Department

on the JVar

We are faced with the task of raising $24,000,000,000 during the 
current year. One year ago we doubted whether it was possible to raise 
$15,000,000,000. Four years ago most of us were certain that it would 
be impossible to raise one-fourth of this amount in a single year. 
Statesmen today doubt our ability to raise $2,000.000,000 per month 
by taxation and loans. Some able financial writers agree with them 
and call attention to the fact that ‘ ‘ $24,000,000,000 means $700 a 
breadwinner. It is $1,200 a family.” It behooves us, therefore, to 
examine into the possibility of carrying out this proposed financial 
program.

This paper proposes to inquire into the funds available for meeting 
this obligation, and if these funds are found to be adequate, to inquire 
into the procedure most likely to make them adequate with the least 
inconvenience am\ injury to the industrial and financial community.

Fortunately the discussions of the last few years have clarified and 
made common intellectual property certain principles which we may 
assume as established in attacking this problem. Among thes# are 
such simple things as the fact that our institutional belief in the 
unchanging value of the dollar is fallacious; and the discovery that we 
have an immense reserve of productive resouces that ordinarily lie 
idle. More difficult of comprehension are the following:

1. That the things needed to carry on the war are goods and serv
ices, rather than money.

2. That the war cannot be carried on with goods to be produced by
future generations. It must be financed out of the current production
of the present generation, and out of accumulated property. Property 
is important principally as it increases the productive power of the 
nation; or as it is converted into usable goods by being worn out !n 
the process of production.

3. That the most important source of funds for financing the war
is the excess of our current production over our consumption. The*-e 
is some existing wealth that can be directly converted to war uses, 
but the amount of this is small and quickly exhausted. The great 
volume of disposable goods is found in the produced wealth that is 
not needed for personal consumption. *

The production of the Nation is ordinarily devoted to three purposes: 
(a) consumption; (b) capital maintenance; and (c) Capital Forma
tion. To the extent that we devote funds to war finance we must cur
tail one of these three activities.

The method of attacking the problem here employed has been to in
vestigate the excess of production over consumption in the pre-war 
period and in 1917; and with the aid of these figures to forecast the

• Annals of the American Academy of Special and Political Science 
November, 1913.

possibilities for 1918. On the basis of our findings we can decide the 
extent to which we must neglect capital maintenance and decrease con
sumption in order to, make our excess product balance our program of 
war expenditures.

Our first problem was to decide the excess of our production over our 
consumption in 1913— the last year of the pre-war period.

The addition to the wealth of the nation through savings in the 
period previous to the European war was determined from the in
ventory of the wealth of the United States in 1912 as shown by the 
census volume on “  Wealth, Debt and Taxation ”  (1913) ; and a similar 
inventory for 1904 In the same volume. By adjusting the 1913 in
ventory to eliminate increases due to price changes and to the in
creased value of land and making a reasonable allowance for the fact 
that this increase in savings or wealth accumulation proceeded more 
rapidly in the later years of this period, it was determined that the 
national savings in the years immediately preceding the war were 
$6,500,000,000. This estimate was made by methods which Insure 
conservatism. The resulting total is below the estimate of $7,500 - 
000,000 made by Hon. G. E. Roberts of the National City Bank, whose 
estimate is increased by the fact that he makes no allowance for the 
increase in price level between 1904 and 1912. It is also slightly 
under the estimate of Sir George Pais which appeared in the London 
Statist, May 23, 1914. He places the annual growth of wealth in the 
United States at $1,400,000,000.

This addition to our National wealth through our excess of produc
tion over consumption is approximately equal to the total sura accumu
lated annually during the pre-war period by England, Germany France 
and Italy combined. England and Germany each saved about $2,- 
000,000,000 out of a total national income of $10,500 000 000 while 
France saved $1,250,000,000 per annum. When we observe the sums 
which these nations have raised for war purposes during the last four 
years it seems clear that the talk of raising. $24,000,000,000 during 
the next year is not an impossible one for this Nation. If our savings 
before the war were as large as the combined savings of these four 
nations then it is clear that our possibilities of excess production which 
can be devoted to war finance are at least as great as theirs have 
pi oven to be. These nations have accomplished their war financing 
only with extreme privation on the part of their citizens and it is a 
matter of concern to us to know whether similar privations must be 
endured here. If so then our whole method of industrial organization 
and of taxation must be radically revised. If not then we should be 
informed on the matter in order that our industrial program may not 
)0 shunted unnecessarily out of its course of normal development.

Our pre-war savings of $6,500,000,000 were made out of a national 
income of approximately $34,500,000,000. This figure is arrived at by 
taking as a point of departure the estimate of Professor W. I. King in
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bis book entitled “  Wealth and Income of the People of the United 
States.”  He places the total income in 1910 at $30,500,000,000. 
Making due allowance for the increase of national product and for price 
changes between 1910 and 1913 we arrive at an income of $34,-
500,000,000 for the latter year. Of this amount $6,500,000,000 was 
saved and $28,000,000,000 was therefore consumed. Since 1913 stupen
dous changes have taken place in our industrial and financial life. 
Production as measured in actual physical units has increased from 
25 per cent to 33%  per cent; probably 30 per cent would be a fair 
average. Prices as shown by the Bureau of Labor Index Number of 
wholesale prices have increased 104 per cent; the increase shown by 
Bradstreet’s Index Number is even greater. Profits of those Industries 
under the corporate form of organization increased 100 per cent for 
1916 over 1913 and 140 per cent in 1917 over 1913. The figures of 
corporate net income reported to the Commissioner of Internal revenue 
are as follows:

1913 .......................................  $4,339,551,000
1915 .......................................  5,184,442,000
1916 .......................................  8,766,000,000
1917   10,500,000,000 (estimated)

Individual incomes reported to the Commissioner of Internal Revenue 
by people receiving over $3,000 of annual income also show a large In
crease. The figures for the corresponding years are as follows:

1913 .......................................... $3,900,000,000
1915   4,600,000,000
1916   6,300,000,000
1917   7,500,000,000 (estimated)

After eliminating duplications due to dividend payments, the net in
come reported by individuals and corporations in 1917 will be at least 
$15,000,000,000, as against $7,200,000,000 in 1913.

These increases in corporate and individual net incomes are a fair 
index of the growth of our national income since the outbreak of the 
European War. The increase in production and in prices has more than 
doubled the money fund out of which the $24,000,000,000 needed t»» 
finance the war must be saved.

The net value that has been added to the output of the nation by 
farmers, their families and laborers; by manufacturing plants and 
workers; by those engaged in operating our transportation facilities 
and public utilities; by the extraction of minerals; by those engaged 
in merchandising, at wholesale and at retail and by the professions of 
all classes amounted for 1917 to more than $65,000,000,000. Por the 
year 1918 it is estimated that our national output of goods and services 
will amount to $72,000,000,000 at least.

Striking as these figures of production, prices, profits and national 
income may seem the figures of national savings are more impressive. 
Investigation shows that our excess of production over consumption in 
1915 had become $9,000,000,000, in 1916 $14,500,000,000, in 1917 
$18,500,000,000. In 1918 it will teach a sum of more than $20,- 
000,000,000, after providing for the maintenance of our national wealth

through repairs and renewals. This still leaves us $4,000,000,000 
Bhort of the amount needed to finance the war. This must be secured 
by drawing upon that portion of our national output which in normal 
times is applied to the maintenance of our wealth through the repair 
and replacement of such goods as are worn out. At least $5,- 
000,000,000 can be secured from this source. There is no nation that 
is so abundantly supplied witji durable articles of wealth as is our 
own. Much of this wealth such as buildings, fences, machinery, auto
mobiles, furniture and musical instruments, house furnishings' side
walks and pavements can be allowed to depreciate for a period of two 
or three years without any serious inconvenience or injury to our pro
ductive efficiency. There are considerable stocks of consumable goods 
like clothes, house furnishings and manufacturing material and supplies 
which can be reduced considerably in the year. It is estimated that 
during the first three years of the war Gemany depeciated her wealth 
by $9,000,000,000, or at the rate of $3,000,000,000 per annum. While 
it is undesirable for this country to permit a deterioration equal to 
that which has occurred in Germany there is no doubt that we can 
draw upon our depreciation and maintenance fund and upon our accumu
lated stocks of consumption goods to the extent of $5,000,000,000 dur
ing the next year. On the basis of the census estimate of wealth for 
1912 plus the rapid incease in that wealth during the last five years 
there is at least $125,000,000,000 of our total wealth in the United 
States which can be subjected to this depreciation process. At current 
prices of labor and material $5,000,000,000 of the amount which 
would normally be spent upon its maintenance and replacement can be 
diverted to the purposes of war finance. If we assume that the actual 
excess of production over consumption for the next year will be $22,- 
000,000,000 and that $5,000,000,000 can be secured from deferred 
maintenance and depreciation we will have a total fund of $27,- 
000,000,000, $3,000,000,000 of which will be available for the neces
sary extension of industrial plants needed for war work and $24,- 
000,000,000 will be available for the Government in carrying on tlie 
war. If this sum is to be applied to war finance steps must be taken 
to prevent its being applied to ordinary uses. These steps are a* 
further control of investments and a policy of taxation which shall cur
tail purchases for consumption and for replacing worn out goods 

AH capital extensions except those absolutely necessary to carry on 
war work must be abandoned and deferred until after the war. There 
is considerable control of capital issued now but this control is not 
adequate to divert the necessary funds to the treasury. One of t|ie 
chief forms of savings today is the accumulation of corporate surplus 
through the retention of earnings in the business. The reinvestment of 
this surplus in the plant of the corporation should be subjected to the 
same control as is the issue, of securities for the raising of new capital. 
There is also a large reinvestment of profits in other industries, 
epecially in agriculture. Some means of curtailing this probably 
through suasion must be devised. Taxation must be brought to the 
aid of Government to curtail the purchase of all unnecessary goods. 
This should cover not only injurious and luxurious articles of expendi
ture but expenditure for all forms of durable consumption, goods such 
as furniture, musical instruments, clothing, house furnishings and 
similar items.

Committee and Officers’ Reports— Savings Bank
Section

Address of Joseph R. Noel, President
Gentijbmen of thh Convention : The passing o f another year dis

closes that our institutions have been equal to the many perplexing 
problems they have been confronted with, and abundantly able to meet 
the tremendous demands made upon them incident to the war. Her
culean efforts to increase production and to decrease consumption and 
waste, in order that the huge sums necessary for the flotation o f gov
ernment obligations might be available, have been required. Public 
opinion has had to be molded. Public sentiment in favor of adjusting 
ourselves to a war basis and carrying on the war to a victorious con
clusion has had to be crystallized. In all these respects savings bank
ers, coming in contact with over twenty-four million customers, have 
performed a great patriotic service, and their energies and the ma
chinery of their banks have been unsparingly devoted to the purposes 
of the Government.

A locomotive without steam is impotent. So is wealth without 
utility. Statistics o f the amount of a nation’s wealth’ give very little 
idea o f the true situation unless we are informed bow this wealth is 
utilized. The utility of wealth is measured by the volume and value 
of current production, and in the final analysis, the excess of produc
tion over consumption and waste, as evidenced by the surplus income 
of the nation. If the present value of current annual production 
( “ national incom e” ) is from Fifty to Sixty-five Billion Dollars, actual 
existing values from which this income is derived must be somewhere 
between Two Hundred and Three Hundred and Fifty Billion Dollars, 
as variously estimated. Manifestly, the great function of all existing 
values is to produce income, and excepting for purposes o f exchange 
or sale, it is immaterial, for present purposes, what the total o f the 
existing values might be. As a consequence a nation’s producing and 
savings ability determines its financial strength.

In financing a war, the ultra-conservative policy would be to limit 
the raising of funds necessary for that purpose to the approximate 
savings ability of the nation, with due regard to the essential needs 
of the people. But in order successfully to prosecute such a war as 
the present one, the savings of our people are inadequate and we must 
employ the instrumentality <pf credit. The amount of such credit 
measures the extent of inflation, which, unless restrained, becomes a

very dangerous factor. The best way to minimize inflation is by the 
economy of the people. A program o f sacrifice of non-essentials, and 
the transfer of the “  goods and services ”  which ordinarily are used 
in the production of such things, to the production of things neces
sary to win the war, becomes obligatory. The Food and the Fuel 
Administrations, the War Industries Board, and other Governmental 
agencies may be depended upon to enforce economies sufficient to take 
care of all war needs, but even after their requirements are fully com
plied with, there still remains plenty of room for voluntary economy on 
the part o f our people, and there must be increasing rigid economy 
in order properly to minimize inflation and successfully to prevent 
the price o f labor, commodities and the cost of living from pursuing 
an ascending scale. Since the teaching o f economy has been one of 
the greatest duties savings institutions have "performed, a duty which 
until lately was only too willingly delegated almost exclusively to 
them, an opportunity to perform a still greater patriotic service is 
now presented to us, and we must redouble our efforts in preaching 
the gospel o f savings and thrift.

The nation which first pays its obligations after the war will be 
regarded the strongest. I f we wish to attain that end America must 
become a nation o f savers, rather than as heretofore, a nation o f 
spenders. This must be done not only in order to pay Interest charges 
and to liquidate indebtedness, but what is equally important, to supply 
the tremendous demands for capital from both domestic and foreign 
sources. It is clear that to properly measure up to expectations, sav
ings banks must popularize and increase the saving habit, failing in 
which we shall miss probably the greatest opportunity for national 
usefulness ever presented to us.

Someone has said, A new day brings a new duty.”  The “  new 
day ”  we have experienced since our Government has been compelled to 
float such huge loans, during which our customers have regarded time 
deposits which are subject to notice, for all practical purposes, as 
demand deposits, has brought us the “  new duty ”  and necessity of 
securing greater liquidity o f our assets. Government, state and mu
nicipal securities probably always will maintain a high place as 
savings bank investments; the banks of the country hold more than 
$1,700,000,000 o f railroad bonds, and radical changes in the rail
road situation have brought with them perplexing problems, the satis
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factory solution of which no doubt the future holds in store for us; 
when normal conditions are restored public utilities should continue to 
enjoy favor, and the real-estate first mortgage probably will continue to 
constitute the ideal form of investment for a large percentage of savings, 
but all these forms of Investment lack the degree of liquidity so essen
tial to meet present-day conditions, and since undoubtedly we shall 
continue to encounter tremendous demands as long as the war lasts, 
and well into the period of reconstruction which will follow, we shall 
be compelled to readjust our methods and invest a certain percentage 
of our available funds in short-time securities of a self-liquidating 
character. For some time certain states in the union have recognised 
this situation and have enacted legislation permitting their savings 
banks, under proper restrictions, to Invest in bankers’ acceptances and 
commercial paper. It is gratifying to note that during the current 
year New York State took an advanced step in this direction* The 
discussion upon this subject at our session this afternoon, we are con
fident, will convince every one who attends of the logic of the situation 
and will suggest ways and means of attaining the desired end.

During the year most harmonious relations have existed in the Sec
tion’s affairs and among the personnel of its officers and members of 
its Executive and other Committees.

A meeting of the Executive Committee was held at Atlantic City 
directly after the last convention, several were held at Hot Springs, 
Arkansas, last May, and two were held in Chicago immediately prior 
to this convention.

The Special Advisory Committee, consisting of three members of the 
Executive Committee located near the Association’s headquarters, has 
held two meetings in New York. It has been your President’s pleasure 
to attend these meetings and those of the Executive Committee pre
viously referred to.

The work of the Section’s Committees has been most productive, as 
will be shown by their reports. Membership has increased satisfactor
ily. Our expenses have been kept within our income.

During the past year the Section was afforded a valuable oppor
tunity to serve the Government in connection with the War Savings 
Campaign. For five months Secretary Harrison aided in that cam
paign. He organised the schools and educational Institutions of the 
country and assisted Mr. Jerome Trails, the Secretary of the National 
Bank and the Clearing. House Sections, in organizing the banks of the 
nation for War Savings. At the request of one of the Federal War 
Savings Directors be aided in the organization of nine states of the 
south for that campaign. During this time, however, with the aid of 
a competent office assistant, Secretary Harrison was able to keep in 
close touch with the Section’s affairs so that no serious curtailment 
of our activities resulted. For the past eighteen months a number of 
questionnaires, each containing ten to twenty questions concerning the 
condition of our member institutions, have been mailed. Over eighty 
per cent of the banks communicated with responded. The Secretary 
has made a careful analysis of the answers in each case and has re
ported the result of this to those banks that answered the question
naire. Especially that part referring to greater liquidity of savings 
bank assets has had a wholesome effect in crystallizing sentiment in 
favor of that movement.

We are deeply grieved over the loss by death during the past year 
of George E. Edwards and Newton F. Hawley, both of whom were 
ex-Presidents of the Section, in fact the last two to serve us in that 
capacity. Their administrations were most creditable to *tbem, and 
profitable to the Section. Our dependency on them at all times for 
advice and counsel made their services highly valuable and their loss 
will be difficult to replace.

B. L. Robinson, of Baltimore, one of the pillars of our Section, dur
ing the year resigned as a member of our Executive Committee and 
our Committee on Savings Legislation, because of bis election as Vice- 
President of the Citizen’s Natioonal Bank of Baltimore and the neces
sity of applying himself to his new duties, to the exclusion of bis 
former ones. While we regret his loss, we were fortunate In being 
able to secure ex-Governor Myron T. Herrick, President of the Society 
for Savings of Cleveland, to serve the unexplred term on our Executive 
Committee.

The British Economy Exhibit in the Elizabethan Room .of the Con
gress Hotel will give a good idea of a feature of this convention which 
it was hoped might be accompanied by exhibits from other sources hav
ing a similar object, but which for causes beyond our control could not 
be given. Lord Balfour, the British Secretary for Foreign Affairs, is 
directly responsible for the donation of the exhibit. It was prepared 
by the British Bureau of Information at New York under the direction 
of the Hon. A. H. Goode, and Mr. Walter M. Grant. The primary 
intention of the exhibit is to show the actual living conditions of the 
people of Great Britain after four years of war; in other words, the 
economies necessary in order ’ adequately to provide the labor and 
materials essential to win the war. We in this country have not as 
yet begun to feel the sacrifices experienced In the countries of our 
Allies, and which will probably yet come to us. The military spirit 
and the imperialistic aims of Germany must be forevei; crushed, and 
America and her Allies will not countenance any peace except a vic
torious and conclusive one. Even though this means that America 
must make the same sacrifies Great Britain and France have in 
order to give unto posterity universal peace, amity and good-will 
among the nations of the earth, a world-wide respect for smaller na
tions, international Integrity and stability, and the happiness and free
dom of the world’s people, whatever the sacrifices may be, we will 
make them.

Certain changes in the Interest of larger representation of state 
banks on the Administrative Committee of the Association, also better 
coordination of Association activities, will be proposed at this Conven
tion. The Administrative Committee is the governing body of the 
Association in the interim between meetings of the Executive Council, 
and it is proposed that this Committee shall hereafter be composed of 
nine members, consisting of the President, the Past-President and the 
Vice-President of the Association, the President of each of the four 
Sections representing the various classes of banking institutions, 
namely, the Trust Company Section, the Savings Bank Section, the 
National Bank Section and the State Bank Section, and two membero 
appointed by the Executive Council. If this proposed change is made.

the effect undoubtedly will be greater harmony in and coordination of 
various association activities. Another proposed change contemplates 
giving to the Sections greater independent action in respect to Federal 
and State Legislation. Regardless of what action the Convention may 
take on this subject, it seems desirable for our Section in future to 
have a Committee on Federal Legislation and one on State Legislation 
in lieu of the one on Savings Legislation which now exists.

On account of the odium that attaches to the word “  propaganda ”  
resulting from the experience this country has had with tfie German 
variety bearing that name, it would seem that the name of our Com
mittee on Propaganda might appropriately be changed to “  Committee 
on Service to Members,”  the additional advantage of which being a 
more comprehensive designation than the former.

Another matter which might properly receive your attention is the 
organization of Savings Bank Sections of State Associations in the 
same manner as State Bank and Trust Company Sections are being 
former within certain of the State Associations. It may not be pos
sible to have Savings Bank Sections of every state association, but 
there are many states in which conditions are favorable for such.

The need for the application of some systematic plan of amortization 
of real-estate mortgage loans is becoming increasingly apparent and 
many communities have taken proper steps in this direction. This 
seems to be a subject which our Section should study for the benefit of 
its members.

My sincere thanks are due to the officers and members of the 
committees of the Section and of the Association, and to members of 
our Section, a number of whom I have called upon during my term 
of office, for their many evidences of courtesy and cooperation which 
have permitted me to enjoy the high and responsible honor of being 
your President for the Association year now drawing to a close.

Report of Secretary Milton W. Harrison
Chicago/  Illinois, September 24, 1918. 

Gentlemen : The fourth annual report of your Secretary comes at a
time when the Section enjoys the strongest organization in its history. 
We are in a better position now to constructively serve our members 
and to protect their interests than we ever have been before.

During th past year the Section Office has had ample opportunity to 
serve the Government in prosecution of the war, not only in respect of 
the Liberty Loan Campaigns, but the War Savings Campaign as welL 
Your Secretary has given more than three hundred speeches during the 
past year for the Government, in fifteen states of the Union. For five 
days In each week for five months your ’Secretary was located in 
Washington, organizing the Division on Education of the National 
War Savings Committee, and aiding in the organization of the cam
paign among the banks of the country. It has been an opportunity for 
our Section to have so cooperated. When we consider what we have 
dime in the past ten years to Inculcate the habit of thrift In the mind 
of the American public, it seemed particularly fitting that we should 
have taken a prominent part in the crystallization of all these efforts 
through the instrumentality of the National War Savings Committee. 
The importance of savings and thrift: is at the basis of our economic 
and social life. Without them prosperity cannot be maintained, and 
commerce and trade would be stagnant.

The work that we have ahead of us in the study of investments of 
savings funds makes a close application and intensive effort on our 
part imperative. Our Section is the Section of tbe Association devoted 
to tbe study of savings and investments, and this part of banking 
activity is no mean part. The future of the savings Institution in the 
development of the community is great, and the necessity for encourag
ing tbe scope of community usefulness of the savings bank should 
require our best effort. The old-fashioned methods which some banks 
have in operation make it necessary for us to be a constant source of 
education to tbe end that changes may be brought about in conformity 
with tbe times.

The increase in membership of the Section is very encouraging. 
There was a net gain since September 1, 1917, of 333 banks, making 
our total membership 4,155 banks,— 1,581 of which are voting mem
bers, and 1,574 non-voting or associate members.

It is very gratifying to note that there is a balance left to our credit 
according to the appended financial statement amounting to $77.72. 
At the Atlantic City Convention the Section received an appropriation 
from the Executive Council amounting to $9,489.92. One hundred and 
seventy-eight dollars and eighty-eight cents has been received from 
the sale of Thrift Outfits, Book of Forms and copies of the Biblio
graphy of Thrift. Disbursement for salaries was $5,377.50 the Book 
of Proceedings $900, for postage, stationery and printing $750.07, for 
Executive Committee meetings $653.55, rent $604.92, Thrift Outfits 
$503.75, Convention Expenses $482.22, Extra Office Help $126.13, 
Telephone and Telegrams $71.48, Books and Publications $22, Gold 
Badges $20, Express Charges $10.01, Traveling Expenses $9.60. Flow
ers for Mr. Edwards $10, Memorial account of death of Mr. Edwards 
$35, Flowers, account of death of Mr. Edwards $11.50, Press clip
pings $3.35. Total of $9,591.08, leaving a credit balance of $77.72.

Your Secretary appreciates the splendid cooperation received from 
every member of the Executive Committee and other Committees of the 
Association, as well as all the officers of the Section, including those 
located in every state.

Report of the Committee on Savings Legislation
Chicago, Illinois, September 24, 1918. 

Gentlem en : At our Convention in Atlantic City last September
much careful thought was given to the subject of affording relief to our 
mutual savings banks, which found themselves facing unusual with
drawal demands while holding practically no securities available as a 
basis of credit in tbe Federal Reserve System. They are compelled 
either by law or by the character of their business to invest their funds 
in fixed interest bearing securities and mortgage loans; these invest
ments usually run for a term of years and under normal financial con
ditions a ready market exists for most of them through which exces
sive drains may be met. During tbe present war these securities have 
shrunk enormously in value and are marketable only at ruinous price
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concessions. Obviously, a remedy most be found, or these bulwarks 
of thrift will come to grief.

Tour Committee has given earnest study to the problem and is 
pleased to report that some light is breaking in by which this issue 
may be met. Indeed, when any grave condition is recognised and un
derstood, the ingenuity of our people may be depended upon to offer 
adequate remedies.

Tour Committee, as individuals and as a body, has bad several con
ferences upon this subject with members of the Federal Reserve Board; 
this body is thoroughly alive to the savings bank situation and has 
given diligent thought to their problems. The Board offered for our 
consideration several suggestions to meet the temporary needs of the 
situation— its final deliberations eventuating in the formation of the 
War Finance Corporation. Information to the effect that the savings 
bank situation did more to create the War Finance Corporation than 
any other factor, was received from an official Government source. 
As a result, the Corporation afforded a temporary relief of mind to 
savings bank officials, as they now know that an instrumentality has 
been created by which their unsalable securities may be used as a 
basis of credit. But the root of our difficulty remains untouched. The 
fundamental need of savings institutions is a wider appreciation of 
the necessity for more liquid assets than they now possess. During 
the period of the present war, it seems that the savings banks will 
be taken care of, but they should at once begin to make preparations 
for a new era and adjust themselves to new financial conditions which 
will follow in the wake of this world-wide conflict.

Your Committee feels it a duty to recommend to all savings banks:

1. To make liberal investments in United States Bonds, which 
possess a high degree of liquidity.

2. To purchase a. large percentage of serial securities which 
would yield a constantly inflowing stream of cash— serial municipals 
and equipment obligations of railroads will supply the need and 
are readily obtainable in any given maturity.

3. To avail themselves of the opportunities they now possess for 
the first time of taking on a line of Bankers’ Acceptances; this 
report is not a suitable medium for the discussion of the merits 
of this instrument of credit, but we earnestly commend its study 
to all our savings banks, believing that by its use a new element 
of liquidity may be injected into their assets and that in it lies the 
root of the unification of our banting system.

Some of our legislatures have already made Bankers’ Acceptances 
legal for savings banks— others will follow. It remains for the savings 
bank executive to acquaint himself with the new machinery offered 
for his use. For the period of the war the Treasury Certificate of 
Indebtedness undoubtedly offers a form of liquid investment which 
seems more attractive than Bankers’ Acceptances. Nevertheless, with 
the coming of peace and normal trade conditions, Bankers’ Acceptances 
will increase in number and form. It will be at such a time that the 
savings banks will invest to a considerable degree in such security. 
From information received at the Section office, fully 80 per cent of the 
mutual savings banks, that are operating under state laws restricting 
the method of investment, are in favor of the Bankers’ Acceptance 
as a form of investment. During the past year New York has amended 
its investment laws to permit mutual savings banks to invest 2o  per 
cent of their available fund in Bankers’ Acceptances, and Massachu
setts has written upon its statute books a similar amendment, permit
ting 10 per cent of deposits in Bankers’ Acceptances.

Your Committee has believed it wise to concentrate its energies upon 
a propaganda for keeping the assets of savings banks liquid and for 
the earnest study of new methods of conducting their affairs; it is 
obvious that a changing order of events will not leave savings banks 
where they were when the war began, and adjustments to new condi
tions are imperative. Only those institutions will survive the havoc 
of this cataclysm which are fit to survive. Savings bank executives 
have a responsibility which can be met only by the use of high courage 
and by a willingness to break the crust of ultra-conservatism which 
now not only retards their usefulness, but threatens their continued 
existence.

In the early part of June it was found necessary to create some op
position to the “  Guaranty of National Bank Deposits ”  bill which 
had been reported favorably by the Senate Committee of Banking and 
Currency and was then being considered by the Senate. Other Sections 
of the Association and the legislative machinery of the Association 
were put into action, and the following letter was addressed to Presi
dent Wilson, dated June 10, and signed by Vice-President Lergner:

“  Six hundred and twenty-two mutual savings banks in the United 
States have savings resources Of four and one-half billions of dol
lars, with almost nine million depositors.

“  With patriotic seal these banks have been enthusiastically 
standing behind your administration in financing the war. Being 
investment institutions, their huge funds are largely invested in 
high-grade securities of railroads, municipalities, some public utili
ties and mortgage loans. Even in the light of conscientious duty 
to primarily protect these investments, they have used their ability 
to the utmost in the sales of and subscriptions to Liberty Bonds.
It is natural that unusual withdrawals be a consequence. The un
marketability of their securities and the long-term nature of them, 
naturally, constrain some apprehension and nervous concern as to 
liquidation in event of great demand.

“  The economic fabric of the country depends to great degree on 
the stability of the resources of these institutions. Any action on 
the part of the Congress detrimental to these interests would be 
a grave mistake.

“  Senate Bill No. 4426, proposing guarantee of deposits of Na- ' 
tional Banks paying 4 per cent and under, is a measure of serious 
Import in its probable effect upon the structure of the mutual sav
ings institution.

•* it is not a matter of competition that we fear as much as we 
do the effect on public confldenc.e which is solid and sound re
specting the mutual savings banks.

•• Hence, a natural inference may follow, which is by no means
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the case, that savings deposits in National Banks, by virtue of 
their being guaranteed by a Government Guaranty Fund, are Safer 
than the funds in Mutual Savings Banks. The latter funds, by 
the way, could not be protected by a State Guaranty Fund, because 
the Mutual Savings Banks have no capital stock, the ownership 
being in the hands of depositors. I do not think it wise at this 
time to jeopardize the savings banks, which would seriously dimin
ish their power to effectually aid the Government in financing the 
war, particularly in a matter that at this time is not a war ne
cessity.

“  We, therefore, urgently call upon you to use your influence in 
opposing this bill, which undoubtedly would seriously interfere with 
the maintenance of public confidence in the mutual savings insti
tution.

“  Assuring you of our heartfelt support of your administration 
at all times, . . . ”
A copy of this letter was sent to every Senator. The replies "re

ceived were most encouraging, and a letter from Secretary Tumulty 
indicated that the matter would have the personal consideration of 
the President.

It is interesting to note that the President undoubtedly has a thor
ough understanding of savings bank problems. A prominent official 
informed a member of our Section, that on the two occasions of his 
visit to the White House to discuss the subject of the railroad situa
tion, with the President, the thought uppermost in the mind of Mr. 
Wilson respecting railroad securities was the mutual savings banks. 
This is significant in that we may recall the visit made by William 
B. Knox to the White House in 1913, at the time of his presidency 
of the Savings Bank Section; It will be remembered that Mr. Knox 
explained the savings bank situation very thoroughly to the President, 
and it seems that the impression made upon the President’s mind at 
that time has carried through— even during the present— a vital ap
preciation of the problems which we have to face.

At the May meeting of the Section Executive Committee, E. L. 
Robinson, who was appointed Chairman of your Committee at the 
Atlantic City Convention, resigned as a member of the Executive Com
mittee as well as Chairman of your Committee. This was most regret
table, but Mr. Robinson had been elected the Active Vice-President 
of the Citizen’s National Bank of Baltimore, which made it necessary 
for him to resign as the Active Vice-President of the Eutaw Savings 
Bank of Baltimore. President Noel then appointed your present 
Chairman.

The Committee of Coordination of Activities of the Association has 
recommended an amendment to the last paragraph of By-law Sixth of 
the Constitution of the Association, which would read:

Subjects of national and state legislation originating in any Sec
tion shall not be urged Independently but presented through the 
Committee on State Legislation as to state legislation and through 
the Committee on Federal Legislation as to national legislation for 
dual approval of the Executive Council and General Convention, 
and action if approved in accordance with Article V, Section 16 
(a) and 16 (b) of the Constitution. Provided, however, that 
where upon any subject of legislation two Sections are adversely 
Interested, the matters of difference shall be submitted by such 
Sections to the Committee on State or Federal Legislation as 
the case may be, whose duty it shall be to earnestly endeavor to 
bring about an agreement, if possible, between such Sections, and 
in case of agreement such subject of legislation shall be presented 
for the approval and action of the Association as provided in the 
Constitution. In the event of non-approval and non-action by the 
Association or of failure of the Sections to agree, any Section 
interested shall have the right to take independent action on such 
subject of legislation In the name of such Section, but not in the 
name of, nor at the expense of, the Association.

This amendment, which in all probability will take effect at this 
Convention, will make it desirable that we Introduce a change in the 
form of the Section’s legislative machinery. Your Committee recom
mends, therefore, that we have both a Committee on State Legislation 
and a Committee on Federal Legislation, each to have five members 
apponted by the President. There is nothing in our By-laws to prevent 
this change being made, as the Section Committees are all subordinate 
to the Executive  ̂Committee of the Section, and may be formed at the 
determination of "the Executive Committee.

There will undoubtedly be some serious legislative problems which 
will face the Savings Banks of the country, and to have an efficient 
Section legislative machine is highly desirable.

Respectfully submitted,
Feed eric B. W ashbubn,

Chairman.

Report of the Committee on Acceptances
Chicago,  Illinois, September 24, 1818.

Gentlemen : At the Hot Springs meeting of the Executive Com
mittee your Committee on Acceptances was organized. The purpose 
was set forth in the following plan:

Request every Mutual Savings Bank in the United States and all 
stock savings banks in such states as restrict investment of savings 
funds, to designate one man in each institution with whom we can 
communicate and come into direct contact if possible.

That a Committee of eight savings banks, preferably in the vicinity 
of New York, be appointed by this Committee to be called the Com
mittee on Acceptances, who shall have the responsibility for the con
duct of this campaign, the detail work of which shall be conducted 
through the office of the Section, and who shall work in cooperation 
with the Committee on Trade Acceptances of the American Bangers’ 
Association In so far as the activities of such Committee shall be 
involved.

Have General Counsel Paton draft a model bill which will cover our 
object, that would satisfy Investment in Bankers’ Acceptances and 
prime Trade Acceptances endorsed by a bank, banking association or 
trust company, which is virtually the same as a Bankers’ Acceptance. 
We may assume that the Trade and Bankers’ Acceptances will be in
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sufficient abundance after the present war as will adequately take care 
of all needs of savings banks. The investment in bankers’ acceptances 
and prime trade acceptances with the endorsement of a bank, would 
not require any credit information file. A number of Legislatures will 
meet next year, and the time will' be ripe for us to aid In the intro
duction of bills covering the object of our campaign. This, of course, 
would be done by the A. B. A. Committee on State Legislation in co
operation with the Committee on Savings Legislation of the Savings 
Bank Section.

Our campaign among the banking and financial periodicals should 
also be definite. We have sufficient information on band at the present 
time to warrant the statement that sufficient publicity material can be 
from time to time published as will create a definite sentiment in 
favor of our object.

A booklet should be prepared by the Secretary under the direction of 
the Committee on Acceptances, describing the new investments as well 
as some method and system in connection with the handling of than.

Our office is well equipped to handle such campaign, as preparations 
have already been made and the basic work has already been com
pleted. We have a card system containing statements from over 480 
banks as to bow they stand with respect to the campaign and with 
considerable Information upon them relating to each bank. Propaganda 
material is also prepared for advice to banks that ask for further 
information.

The cost of this campaign will not be material. All form letters or 
circulars may be run off on the multigraph, which is available to all 
.Sections in the Association office. The campaign will require intensive 
effort on the part of the Committee and the Secretary,— a personal 
effort through correspondence and call.

We may depend upon the cooperation of the Massachusetts Savings 
Banks Officers’ Club, the Savings Banks Association of Connecticut, 
the New York Savings Bank Association and the New Jersey Savings 
Banks Association.

Much correspondence has been had since the organization of the 
Committee, and a large amount of data and informalon have been 
collected. Most every savings banker in the country, as Indicated by 
our recent questionnaire, is in favor of the campaign proposed as the 
main activity of your Committee as planned. Up to the present time 
the work of your Committee has been to prepare for an open discus
sion of the subject of Liquidity at this meeting.

The subject to be discussed, “  Is the Short-Term Liquid Security an 
Essential to the Proper Operation of a Savings Bank? ”  will unfold a 
number of interesting questions and solve some of the problems of 
the Committee as to the most effective method of procedure in securing 
the uniform action of savings banks in maintaining greater liquidity 
in their assets through the purchase of Acceptances.

It is recommended that the information we have collected and to 
which we have already referred be sent out to our members in pamphlet 
form, together with the address of Prof. Kemmerer and the discussion 
which follows, as well as a digest of the proceedings of this meeting, 
and that the sum of Two Hundred and Fifty ($250) Dollars be appro
priated for this report out of the funds given to the Section by the 
Executive Council of the American Bankers’ Association.

Respectfully submitted,
S. Frei> Strong,

Chairman.
Report of the Committee on Propaganda

Chicago, Illinois, September 24, 1918. 
Gentlhmbn : Our efforts during the past year have been almost

entirely in aid of the Government in Its campaign of thrift through 
the sale of War Savings Stamps. It is amazing to read the reports 
of this campaign in increasing small savings. For example, the per 
capita savings of North Carolina has doubled in the last year, as the 
result of the drive carried on in that state. There is no doubt that 
out of this war there will come great benefits to the people in in
creased economy and in having the habit of saving definitely inculcated. 
It will make our nation a leader among nations in the production of 
capital funds through increased savings.

The interest takep by Japan In campaigning for saving is significant. 
Japan realizes the value of the habit of saving for its future economic 
welfare. In 1912 an Imperial decree was issued that all Japanese 
must save. It is reasonable to prophesy that in ten years Japan will 
be able to have sufficient capital to finance her own industries as well 
as many Industries of China, Manchuria and Siberia.

That nation after the war which has the greatest amount of surplus 
available capital as a basis for the extension of credit to foreign indus
tries will be the strongest nation from the standpoint of trade and 
commerce. Trade follows credit and credit can only be properly ex
tended when there is an available supply of capital. This naturally 
suggests to the savings institutions of America, which maintain the 
machinery for accumulating the small savings of the people, which in 
the total are very great, that thrift should be developed now as never 
before. Every savings banker is duty-bound to examine closely the 
potential savings ability of his community, and to do everything in his 
power to promote its extreme activity. There will be many vital ques
tions for us to consider, even in the immediate future. The compe
tition which exists between savings institutions and the Postal Sav
ings system and the War Savings campaign, is naturally very great. 
Nevertheless, there are plenty of savings for all. The habit of saving 
has been so tremendously stimulated since the beginning of the war that 
every available machinery for accumulating such savings must be used 
to the utmost. This has been rather definitely indicated by the ex
perience of Great Britain.

At the time Great Britain was selliug adequate war bonds and war 
savings certificates, the savings in Trustee and Postal Savings Banks 
experienced a remarkable increase. On October 1, 1917, the aggregate 
deposits of such banks were $1,250,000,000. For October, November 
and December, 1917, the average net Increase,— that is deposits over 
withdrawals,— was $60,000,000 each month. The net increase for 
January, 1918, was $84,000,000; February, $68,000,000; March, 
$104,000,000, and April, $70,000,000; a total of more than $500,- 
000,000 Increase. America has not as yet shown a great increase in 
savings deposits, although no difficulty is found in furnishing all the 
capital needed for financing ourselves and our Allies. A remarkable

thing to consider in the increase of British savings bank deposits is 
that the banks pay only 2% per cent interest on such deposits, while 
war loans and war savings certificates pay 5 per cent. Hence, with 
the present predominating rate of 4 per cent for American savings de
posits, and after the various splendid campaigns of economy take defi
nite effect, there should be a tremendous rise in deposited savings In 
the United States. However, it is interesting to note the experience 
of savings institutions up to date.

From an examination and analysis made of questionnaires recently 
received at the office of the Section, the tendency clearly was that 
where war savings stamps sales are urgently promoted, such sales 
were in an inverse ratio to the flow of savings deposits into the banks. 
Of course, our condition cannot be compared with that of England. 
We have an entirely different situation and set of primary causes to 
consider. Much depends upon the activity of savings bankers in urging 
greater savings. Naturally, if they do, a certain proportion of the 
savings will find refuge in their own coffers. Savings can be urged 
through insisting upon rigid economy, and that is the only way it is 
going to be done.

One salient fact gleaned from the English reports of increase iu 
savings deposits is that the people desire a certain proportion of their 
savings funds in a readily available condition. To place their savings 
in a bank, which may be drawn against on demand, is to them better 
than placing all of their funds in war savings certificates or war 
bonds. Then again, if a draft is made on their account, the onus is 
not as great as if a war savings certificate were cashed. For that 
privilege they are willing to sacrifice fully 50 per cent interest.

Your Committee has discussed this subject of war savings and de
posited savings at length because of its importance to our future ac
tions. The tendency of our country has been toward greater inflation, 
and the only way. to curtail such trend is by greater economy— the 
practice of thrift. If such a thing is done, it is mainfestly obvious 
that the ills which always accompany the reconstruction period of war 
will not be so dangerous. The international situation after the war 
will have its many problems, and undoubtedly will secure ua to a 
condition of economic siege for some time to come. Under the stress 
of war with its many justifications, the inculcation by the banks in 
the mind of the public of habits of thrift and economy is a relatively 
easy matter. The savings institutions come in touch with over twenty 
million depositors. What a vast army this is for intensive develop
ment along the lines that will be of such great benefit to our coun
try’s future, as well as the happiness and prosperity of the indi
vidual. That is the war work of the savings banker. He is charged 
with that responsibility which he must implacably follow. He is 
especially able to urge economy for the purposes of war finance.

Therefore, your Committee would earnestly recommend the adoption 
of a resolution by this Section addressed to the Secretary of the 
Treasury, suggesting a purely educational campaign to promote money 
economy and the utilization of war savings with such thought primarily 
in mind. The War Savings campaign of this year, so ably conducted 
by Frank A. Yanderlip as Chairman of the National War Savings 
Committee, has done much to add funds to the financing of the war, 
but we believe if more emphasis is laid upon the educational value 
of money economy and the sale of the stamps were of secondary con
sideration, that the program of War Savings next year will be of 
greater lasting benefit to the Nation.

Out of one thousand copies of the Book of Forms for Savings Banks 
and Savings Departments in Commercial Banks and Trust Companies, 
fifty-seven copies remain unsold.

During the year three questionnaires have been sent out to members, 
and the answers received evidence splendid interest in the affairs of 
our Section. The results of these questionnaires have been sent to the 
answering banks.

The Section, during the year, has received a great number of In
quiries for information, all of w’hich have been promptly and carefully 
answered.

Through the organization of War, Savings societies in schools, the 
school savings idea has been made universal. After the war there is 
no doubt but that most every school in America will have machinery 
for collecting the pennies, nickels and dimes of school pupils.

We have furnished a number of Social Settlements with thrift 
outfits, paid for by the banks, members of the Association. We have, 
however, thirty-six outfits still on band which we will endeavor to 
dispose of this coming Fall. They are adaptable to the operation of a 
School War Savings Society.

A suggestion has been made from several sources that the Section 
get out a service for members of material for savings advertisements 
to lie sent to members by a special bulletin,— one every three months 
or four times a year, or monthly if desired. Your Committee recom
mends the adoption of such suggestion, if it can be arranged for 
without too heavy an expense. We must tie very careful in this respect, 
as it is only proper that there be no active competition with the Gov
ernment for the savings of the people, although all savings deposited 
with savings institutions may eventually l>o<*omo invested in Govern
ment issues.

Your Committee would recommend the suspension of Christmas Sav
ings Clubs during the period of the war, as such is somewhat incom
patible with the spirit of economy which should be a predominating 
element in our economic life while the country is at war.

Your Committee also urges the savings banks of the country to 
exercise their best influence to increase subscriptions to liberty Bonds 
on partial payment plan for each succeeding issue that the Government 
requires, to the end that savings banks may place their facilities in 
every way behind the Government in the prosecution of the war.

On August 27 Secretary McAdoo made the following statement:

“  My attention has been called to an insidious propaganda that is 
being carried on, probably by secret agents of Germany, to sow the 
seeds of distrust in the minds of savings bonk depositors by false 
rumors that the United States Government is contemplating the con
fiscation of the savings of the people. The absurdity of these state
ments is manifest. In order, however, to allay the fears of the few 
who might be alarmed by such reports, I repeat that these rumors are 
wholly baseless.”
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It has been deemed expedient several times daring the war for the 

Administration to issue such a statement. We should do everything 
possible in our respective communities to follow the thought of Secre
tary McAdoo “  to allay the fears of the few who might be alarmed ”  
at the reports of confiscation of savings deposits. It is only through 
tireless efforts of each one of us that we may satisfactorily bear the 
great responsibilities which rest upon our shoulders as our part of the 
war’s prosecution.

Your Committee suggests a change in the name of this Committee 
to “  Committee on Service to Members,” as it would more properly 
indicate its purposes.

Your Committee highly appreciates the earnest efforts of all mem
bers of the Section in the cooperation Which has been received during 
the year; it has been of high value in the successful administration of 
the work of the Section entrusted to our care.

Respectfully submitted,
S. Fred Strong,

Secretary.

Report of the Membership Committee
C h ic a g o , I l l in o is , September 24, 1918.,

COMMITTEE

W. S. Webb James Dinkins
John Burianek j .  H. Edwards

J. R. Haven

Gentlemen : At our Atlantic City meeting we approved the slogan
for membership campaigning to cover the last fiscal year of "  Two 
hundred and fifty new members by the Chicago Convention.”  We have 
exceeded our object by more than one hundred, the number being 363 
new members since September 1, 1917.

The loss by failure, liquidation and merger is 30, making the net 
gain of membership 333 banks. Our membership is divided into two 
classes, voting members and non-voting members. The non-voting 
members are associate members of the Section, in which class 46 
Chapters of the American Institute of Banking and 49 State Secre
taries are included. The number of voting members is 2,581, while 
the non-voting membership is 1,574, making the grand total of 4,155 
members.

We have 414 mutual savings banks as voting members, which is 67 
per cent of the total number of the mutual savings banks in the 
United States. We have added 36 new mutual savings banks to our 
membership during the last year, and since 1912 there has been an 
increase of 89. We have 1,028 stock savings banks out of a total of 
about 1,250. There has been an increase in the last year of 75 banks 
as new members of the Association and Section. This is an increase 
of 341 sinoe 1912. Our membership at the present time, since 1910, 
is an increase of 134 per cent. We have 930 state banks as members, 
221 trust and savings banks, and 18 private banks, all voting in the 
Section.

There are 898 national banks, associate members, and 581 trust 
companies, associate members.

We have been conducting a rather continuous drive for members 
since the Atlantic City meeting, largely through the efforts of the 
Section office. The gain in mutual savings banks during the last 
year has been the greatest of any year for ten years. It has meant 
continued appeal in order to produce such a result. On August 12 a 
special c^npaign letter was addressed to the non-member mutual and 
stock savings banks. The letters to the mutual savings banks were 
sent by Vice-President Lersner, resulting in 8 new mutual savings bank 
members. The letters to the non-member stock savings banks were 
sent by President Noel, which resulted in an increase of 22 to date. 
The appeal was very effective, as evidenced by the results. At a recent 
meeting of the Texas Bankers’ Association, John R. Haven, a member 
of the Committee, was instrumental in securing 32 new members for 
the A. B. A. We are also delighted to state that the Emmigrant 
Industrial Savings Bank Of New York, the largest savings bank in 
the world, has recently become a member.

A detailed report of Section membership is herewith appended.
During the last few months the card system for banks that are 

members of the Section has been revised. There is a card for each 
active member, which, in addition to giving the name of the bank, city 
and state, gives the name of the president and managing officer of the 
bank, and amount of capital and of surplus, and there Is space on the 
card for additional information desired from time to time. These 
cards are white. The cards of associate members— national banks and 
trust companies— are buff, are filed in a separate drawer, and contain 
the name of the bank and the city and state. This system enables 
us to keep very close record of our membership activities.

I would recommend that our slogan for 1918-1919 again be “ Two 
hundred and fifty new members by the time of the next Convention.” 

Respectfully submitted,
W. S. W ebb,

Chairman.

Total membership. Sept. 1, 1917..........................................................  3,822
Total membership, Sept. 1, 1918..........................................................  4,185

Gain since Sept. 1, 1917............... ....................................... ...........  363
Lost by failure, liquidation and m e rg e r ....................................................  30

Net gain since Sept. 1, 1917............................................... ............... 333

National Banks ............................ .................................................  898
Trust Companies, etc.....................................................................  581 1,479

Also enrolled as associate members:
§tate Secretaries .......................................................................  49
Chapters, A. I. B ...................................................... .................  49

-------  98

Total Associate Members................................................................. 1,574
Gross Membership, without chapters, etc.........................................  4,090-
Delinquent ................................................................... ...............................

Net Membership without Chapters, etc........................* .................  4,060
Associate members (banks)................. .................................................  1,479

Voting Members ................................ ...................................................  2,581
Non-voting members (including chapters and state secretaries). 1,574

Gr a n d  T o t a l ........................................................................................................... 4 ,1 5 5

Report of Special Thrift Committee for Work Among the
Colored People

Chicago, Illinois, September 24, 1918.

No action on the part of the Savings Bank Section and no plan aa 
yet promulgated by it have been the forerunner of greater good and 
of more practical results than that which had for its purpose the 
promotion of thrift among the more than ten million colored people of 
this country. Your Committee has for the time being devoted its time 
and energy at its own expense to the task of cooperating with the 
Government at Washington and its agencies in promoting the sale of 
the first, second, third and fourth Liberty Loans and in interesting 
the young, old and the lowly in the purchase of War Savings Stamps.

The work done by the colored people of the country has been summed 
up in the statement that colored females of the United States alone 
have raised a fund of five million dollars ($5,000,000) during this 
brief period and the men, whose purchases have not been as yet tabu
lated and announced, will amount to sums aggregating more than one 
billion ($1,000,000,000) dollars. I have had the honor to enter upon 
a speaking campaign In the interest of this movement, and in address
ing the workmen at the American Locomotive Works of this city, al
though specifically invited to speak to colored employees, greatly to my 
surprise, found that two-thirds of the audience were composed of 
members of the other race.

The effect was electrical and the sale of Liberty Bonds was a notice
able feature of the occasion, the effect being1 the same upon the one 
race as upon the other, and the brand of patriotism which flowed ia 
that great manufactory knew no race or color, but recognized the fact 
that the call of Secretary McAdoo and the appeal of President Wilson 
demanded immediate financial action on their part. Colored people all 
over the country have understood that the banks are aiding the Gov
ernment and they have found out that it is easy to adapt the Christ
mas Savings Club methods to the purchase of Thrift Stamps.

It may be well, too, to advise you of the friendly relationship exist
ing now prominently in evidence between the white and colored people 
of the country, regardless of race lines. This war has done more to 
emphasize the axiomatic fact that ”  one touch of nature makes the 
whole world kin ”  and that “  misery loves company ”  than anything 
else. The black mother who has lost a son on the other side ca» 
sympathize with the white mother, who is in a similar predicament 
relative to her own darling boy. I believe that this war will result in 
banishing forever many unjustifiable prejudices and feelings and in en
abling us all to realize that dur interests are so interwoven that the 
welfare of one is the concern of all. I only hope that you may be able 
to arrive ot some conclusion by which a distinctive feature will be 
engrafted upon this Department, that circulars may be furnished to 
aid in promoting the movement and that for a pittance some emblem 
may be available to the end that the actual amount raised by this 
Department may be duly accredited to the Savings Bank Section and 
put in the archives of this great organization.

The work of the banks in this great war will only be recognized and 
appreciated when the struggle is ended and the financial resources of 
the country are being computed and the value of the expenditures 
announced. To my mind, you will then be accorded the credit to which 
you and your associates are entitled in being far-seeing enough to 
recognize and encourage one of the most patriotic races of people on 
the face of the globe. Following in your footsteps, the Secretary of 
War saw fit to recognize the necessity of doing what you have done in 
the naming of Emmett J. Scott, Esq., Special Assistant to the War 
Department and in turn directing him to call to the city of Washing
ton fifty leading colored journalists and financiers to meet in the new 
Interior Building.

Mr. Scott is a member of our Committee and I had the honor to spend 
three days with the Commission discussing the best means to aid in 
winning the war and in dissipating any feeling of unrest that might 
exist among the colored people of the country.

The good effect of the meeting was recognized by the distinguished 
occupant of the White House himself. 1 In conclusion might say that 
I have spoken in New Jersey, Virginia and North Carolina in behalf 
of this great work and hope ere another twelve months have passed 
to be able to make a detailed report relative to the great financial 
effort of the colored people of the country and the resultant benefit to 
the nation of which we form a part.

John  Mitchell, Jr.,
Chairman, Special Thrift Committee for Work Among Colored People.
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Trust Service and the W'ar
K y  F r a n c is  H. S is s o n , Vice-President of the Guaranty Trust Company of New York

When the fiscal history o f  this greatest of all wars is 
written one of its most illuminating and important chap
ters will chronicle the invaluable services rendered by 
the trust companies of the United States. That record 
will afford most convincing proof o f the peculiar adapta
bility of the trust companies, as well as the unique and 
indispensable place they occupy in American finance and 
economics. It will reveal in more striking relief than 
ever before the great functions of these institutions, their 
sound principles, efficient management and far-reaching 
services. That account, too, will be one of a high sense 
of patriotic duty, of unselfish and unstinted and unceas
ing activity for our country, our Allies and world democ
racy.

Financiers and financial institutions are performing 
as essential war work as are fighters, factories and ship
yards. Their part in the splendidly successful Liberty 
Loans, sufficiently attests the validity o f that claim. But 
there are many other fields of endeavor, less dramatic 
but none the less vital, in which the bankers of this coun
try are doing their allotted share, and more, to win the 
war. And in the vanguard all along the fiscal firing line 
are the trust companies, conforming enthusiastically to 
the spirit and the duty of the hour, putting every a» * - 
able facility and resource at the disposal of the United 
States Government.

T h e  M e n  in  t h e  Service

The service flags—many Of them sprinkled with stars 
of gold—which proudly float from practically every 
trust company in the land bear ample evidence of the 
fact that not only the dollars but also thousands of the 
men and women of these companies are enlisted under 
their country’s flag. The spirit which has actuated the 
officers and employes in the government’s service was 
manifested by their eagerness to volunteer, by the large 
number of enrollments in officers’ training camps and by 
their desire to be among the first to fight. One trust 
company alone has given 450, or nearly one-fourth of the 
total number of its employes, to the various branches of 
the country’s services. Scores of other trust companies 
have done equally as well, and many more will do so.

It is also a source of pride to trust companies that the 
Federal Government is availing itself so extensively of

the personal services o f their officers and employes in the 
essential tasks o f war finance, in large administrative 
capacities, in the solution o f taxation problems, in the 
conservation of credits, in the control of foreign ex
change, in the custody of alien enemy property, in in
vestigations, and in many other fields equally important.

There is time to mention only a few of the hundreds 
o f names which are inscribed upon this honor roll, but 
they will suffice to indicate the scope and value o f such 
services.

Ralph Stone, President of the Detroit Trust Company, 
was Director of the Bureau o f Trusts of the Alien Prop
erty Custodian’s Office; Frederick J. Horne, Vice-Presi
dent of the New York Trust Company, succeeded Mr. 
Stone when the latter resigned the directorship; J. Lion- 
berger Davis, Vice-President of the St. Louis Union Trust 
Company, also is prominently connected with the Alien 
Property Custodian’s office; John S. Drum, President of 
the Savings Union Bank & Trust Company of San Fran
cisco, is a member o f the Capital Issues Committee; 
Lewis B. Franklin, who resigned as Vice-President of 
the Guaranty Trust Company of New York, is at the 
head of the very important War Loan Division of the 
Treasury Department; Frederick I. Kent, who was a 
Vice-President of the Bankers’ Trust Company of New 
York, is head o f the Division of Foreign Exchange of the 
Federal Reserve Board, which supervises foreign ex
change activities and regulates gold exports; Bethune 
W. Jones, Secretary of the Bankers’ Trust Company, is 
Executive Secretary of the War Credits Board; Festus 
J. Wade, President of the Mercantile Trust Company of 
St. Louis, is assisting Director General McAdoo in con
nection with the financing and purchasing division of the 
Railroad Administration; F. H. Goff, President of the 
Cleveland Trust Company, and Henry C. Flower, Presi
dent of The Fidelity Trust Company of Kansas City, are 
members of the Advisory Council of the Capital Issues 
Committee, and H. J. Cook, Treasurer of the Equitable 
Trust Company of New York, assisted in the adjustment 
and administration of the Government’s huge financial 
affairs in London and Paris.

Many others are serving as State directors of War 
Savings campaigns, as members o f Liberty Loan com
mittees and as members of State sub-committees ap
pointed by the Capital Issues Committee.
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T h e  L ib e r t y  L o a n s

We are about to engage in the most prodigious finan
cial feat in the history of the world—the raising of 
$6,000,000,000 within three weeks by means of the Fourth 
Liberty Loam There is no need to dwell upon the titanic 
nature of this task, nor to more than recall to mind the 
three previous Loans. The significance of these his
torical events is such that only posterity, with the per
spective o f years, may correctly appraise. But by the 
immediate manifestation of our tremendous strength 
which they provide, almost as much as by the material 
aid they afford, these Loans are of incalculable value to 
world democracy.

And the trust companies have not only put all their 
facilities at the disposal of the Government in the Lib
erty Loan drives, but have also done their part in the 
task of financing, of transferring credits and carrying 
individual as well as corporate loans in connection with 
the Liberty Loan payments. This has been a truly 
patriotic and democratic service, offering equal oppor
tunities to those of large and small means. It has 
reached from coast to coast, from Canada to Mexico, 
from the congested districts of the great cities to the 
broad expanses of the fields and plains.

In all of these campaigns practically the entire organi
zations of the trust companies have worked whole
heartedly for the Loans’ success. Their officers have 
served on the various Liberty Loan committees; as many 
members of their staff as have been needed for the actual 
selling of the bonds have been put at the disposal o f the 
Government wherever and whenever they could be of the 
most use.

It is significant, too, that a trust company led the honor 
roll o f financial institutions throughout the country in 
both the second and third Loans; that its subscription of 
$111,000,000 to the second Loan was the largest entered in 
any of the campaigns to date, and that for the third Loan 
it obtained the largest number of individual subscrip
tions—with a total of 63,000. But it is of far greater 
importance and satisfaction that every trust company 
has responded to the full measure of its resources and 
power in all of the campaigns.

One trust company instructed its representatives in 
fifteen commercial and financial centres of the United 
States to offer their services to the local Liberty Loan 
committees in each o f these cities, for the entire cam
paigns. They were told to consider themselves as mem
bers of such committees, working for them alone, and to 
relinquish all duties to the trust company during the 
.drives. Other trust companies did likewise, and the 
value of such service was reflected in the many letters, 
of commendation and gratitude from the chairmen of 
the committees with which these representatives co
operated.

A trust company devised the weekly payment plan to 
accommodate small subscribers who were unable to take 
bonds on the Government’s instalment plan, and this has 
proved a potent factor in distributing the Loans so widely 
and successfully. During the first Loan the same trust 
company conceived and put into execution the partial 
payment plan, which was designed to aid employers to 
purchase bonds for their employes. Letters were sent by 
the trust company to 31,000 banks, describing the plan in 
detail and offering it to these banks for use in their re
spective localities. This method of payment was widely 
adopted.
* Hundreds of thousands—probably millions—of Liberty 

Loan letters have been sent by all the trust companies 
to their clients. And the companies have supplemented 
this form of specific appeal with a general one through 
newspaper advertising, individually and in conjunction 
with other financial institutions. Thousands of booklets, 
treating of financial and economic subjects, have been 
extensively distributed in connection with the Loans to

familiarize the public with war financing and the vast 
resources o f the country.

These are only a few of the features o f the great serv
ice which the trust companies have rendered in the Lib
erty Loan drives, but they demonstrate conclusively that 
the trust companies have performed a 100 per cent.-plus 
service in the campaigns, which have been almost as im 
portant as victories on the field o f battle.

W ar Savings Campaigns and the Red Cross

A similar spirit of cooperation has actuated the trust 
companies in the War Savings Stamp campaign. Thous
ands of trust company officials have accepted appoint
ments as agents, have been named directors of their re
spective War Savings divisions, have organized War 
Savings clubs and have, in brief, promoted the sale of 
the stamps in every conceivable way.

The trust companies, as such, have likewise given 
generously to the American Red Cross, while their offi 
cers and employes, as individuals, have devoted their 
time and energy and money to that wonderful organiza
tion of mercy. We may well feel proud o f the fact that a 
trust company man, Major Grayson M.-P. Murphy, senior 
Vice-President of the Guaranty Trust Company of New 
York, was head of the American Red Cross in Europe 
at one o f the most critical periods of its operation, and 
after discharging his great responsibility with admirable 
success, resigned to enter active military service as a 
member of General Pershing’s staff in France.

W a r -T im e  Service  A broad

The public generally does not realize, perhaps, that 
three of the largest trust companies in this country, the 
Equitable, the Farmers’ Loan, and the Guaranty, are 
vitally helping the Government to maintain our Army in 
France, and that through their branch offices abroad is 
conducted a large part o f the credit exchange and bank
ing and financial operations essential to American mili
tary and naval activities in Europe. These trust 
companies are providing the agencies for the quick 
transmission and conversion of United States drafts and 
credits into French and English currencies. The Empire 
Trust Company, through its London branch, and other 
trust companies, through their foreign connections, also 
are rendering good service.

Three of them have been designated United States 
depositaries, and as such form the only direct connection 
in supplying the banking and exchange facilities needed 
by our Government “ over there.”  The London and Paris 
branches of these trust companies serve as paying and 
receiving agents for United States paymasters and other 
American disbursing officers.

In addition to its principal branch offices in London 
and Paris, the Farmers’ Loan and Trust Company has 
established special agencies at Bordeaux and two other 
places within the sectors occupied by American troops. 
The Guaranty Trust Company opened a new office at 
Tours this month, for the exclusive use of the men in 
the service. And in order to provide additional facilities 
for the financing of American forces abroad and to offer 
greater convenience to the men in all branches of the 
United States Government’s overseas service, the Guar
anty has opened another office in London. It is located 
near the American Embassy and other of our Govern
ment’s offices in that vicinity. The Paris office of the 
Guaranty takes care of the Army quartermaster disburse
ments ; the Equitable Trust Company’s Paris office attends 
to the disbursements of the aviation and ordnance corps, 
while the Farmers’ Loan and Trust Company looks after 
the remainder of such transactions, including the Navy.

This service has enabled the Government and our men 
in France to obtain uniform and advantageous rates of 
exchange by virtue of an arrangement effected by the 
trust companies with the Bank of France.
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These war-time services are conducted on American 
lines, and it is the constant endeavor of every member of 
the trust companies’ staffs to render direct and expedi
tious service, and to be as useful as possible to every 
citizen of the United States in civil or military life who 
may call upon them. These services include the collect
ing and transfer of funds, payments against letters of 
credit, the acceptance of deposits of money, the custody 
o f securities, and all kinds of foreign banking and bond 
transactions.

T h e  R evolving  C redit

One of the most convenient forms of service offered by 
one of the large trust companies, that of the revolving 
credit, is available to every American in France—soldier, 
sailor or civilian—who has a checking account with a 
bank in the United States. It enables the person going 
to Europe to cash personal checks drawn on his home 
bank, up to an agreed limit, at the Paris office o f the 
trust company, and at numerous correspondent offices 
throughout France. One may take his check book with 
him to France and conduct his financial affairs “ over 
there” on a check book basis, just as he does at home. 
He may draw a check in dollars and receive the equiva
lent in francs, at the most favorable current rate of ex
change.

Under this arrangement, if a soldier or sailor desires, 
he can allot his Government pay or other income to his 
home bank or trust company and draw against it by 
check. This eliminates possible risk of loss incident to 
carrying sums of money bn his person.

Service  C h e c k s

Another invaluable service which the trust companies 
have put at the disposal of the men who have gone abroad 
in answer to the nation’s summons is that of the “ serv
ice check,” which is a new kind of travelers’ check 
peculiarly adapted to the use of those in our Army in 
France. They have been evolved and perfected by three 
o f the largest trust companies in the country.

These service checks are sold to the men of the Amer
ican Expeditionary Force at the official rate of exchange 
agreed upon by the Governments of France and the 
United States, and no commission charge is made by the 
issuing banks. The checks come in denominations of 50, 
100, and 200 francs. These checks can be purchased, 
singly or in books, at any of the concentration camps, 
where the three trust companies maintain representa
tives, who are at the service of the men day and night, 
and may be cashed at the London and French branches 
o f the issuing trust companies, at the London office of 
the International Banking Corporation, and at the offices 
o f the Bank of France and other financial institutions in 
England, France and Italy.

This plan has many advantages. It makes large with
drawals of currency from the United States unnecessary, 
and it protects our men from those who might charge 
high rates of exchange in converting currency or cash
ing checks abroad. The stamp tax imposed by France 
is paid by the trust companies, so that the checks may be 
cashed at their full face value.

This service has been placed at the disposal of the 
banks and trust companies throughout the country, 
whether or not they are customers of the three com
panies which devised it. Letters have been sent to 
thousands of financial institutions in all parts of the 
country, describing this new service. Each letter pointed 
out a definite way in which the banker receiving the 
communication could promote the service in his section. 
Booklets, explaining the service, also have been widely 
distributed to the banks. The three trust companies have 
paid all expenses and have advertised the service exten
sively throughout the country. The response has been 
exceedingly gratifying, and many financial institutions

have sent in orders for the booklets, ranging in quanti
ties from 50 to 3,000. Thus, one o f the most valuable 
banking services has been quickly and effectively ten
dered by the trust companies to every soldier and sailor 
ordered to France.

T r u s t  F a c il it ie s  F ree ly  G iv e n

To those actively engaged in the war service of the 
country, and who are, therefore, obliged to give up direct 
supervision o f their personal business interests, some 
of the trust companies are extending the use of their 
trust facilities without charge for the period of the war.

These services consist of safe-keeping accounts and 
voluntary trusts. Under the first, the trust companies 
assume responsibility for the physical safety and the 
routine care of securities, although the securities remain 
at all times under the owners’ direct control. In the case 
of a voluntary trust, the owners of securities give the 
trust companies discretion in the management of those 
securities. The owners may reserve the right to resume 
control of their affairs at such times as they may be able 
again to give them their personal attention. Through a 
voluntary trust, one in war service can arrange immedi
ately for the support and protection of those dependent 
upon him.

C u st o d ia n s  of E n e m y  P roperty

The trust companies are also playing an important 
part in the administration of the duties of the Alien 
Property Custodian. All money reported as belonging to 
enemy aliens must be deposited forthwith in the United 
States Treasury, but whenever other property is held by 
responsible banks and trust companies it is the policy 
o f the Custodian to leave the custody thereof with such 
institutions.

The value of this service has been expressed by Mr. 
Davis, Managaing Director of Alien Property, in the fol
lowing words:

“ If it were not for such cooperation the office of the 
Custodian would have to maintain an enormous organiza
tion of accountants and a storage space of great area. 
The splendid spirit of cooperation and service shown by 
the banks and trust companies have been a great assist
ance and encouragement to the men who are in the Cus
todian’s office. These are times when the nation calls for 
sacrifice and the response has been splendid from every 
source* both corporate and individual.”

Co n se r v in g  t h e  Co u n t r y ’ s  C redit

It is highly significant that on April 10, 1917, four 
days after the United States declared war on Germany, 
the Executive Committee of the Trust Company Section 
of the American Bankers’ Association, representing trust 
companies in all sections of the country, assembled in 
special session to consider the general conditions facing 
the country at that time, and with full recognition of 
its patriotic duty and privilege, unanimously adopted 
a resolution urging all trust companies to serve the 
country in every way in their power—especially in help
ing to mobilize the financial resources of the United 
States. The resolution set forth the committee’s urgent 
recommendation that the trust companies immediately 
take steps to secure amendments, where necessary, to 
the State laws in order to permit the trust companies 
to carry their gold reserves on deposit with the Federal 
Reserve Banks in their several districts, and that as 
soon as such action could legally be taken for the trust 
companies to offer to deposit these reserves with the 
Federal Reserve Banks.

Prompt action followed speedily upon the circulation 
of that resolution among all trust companies. Laws 
were amended in some States, and millions of dollars of 
gold poured into the Federal Reserve coffers to strengthen
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the financial and credit structure of the country in its 
hour o f greatest need.

And then, when the barriers which had previously 
been considered insurmountable were swept aside by the 
amendments to the Federal Reserve Act adopted on June 
21, 1917, the trust companies quickly began to add their 
vast power and resources to the Federal Reserve System.

By July 1, 1918, there were 216 trust companies mem
bers of the System, representing more than 40 per cent, 
o f the total number of State institutions which were 
members on that date, and with combined resources in 
excess of $4,760,000,000, or more than 78 per cent, of the 
aggregate resources of all State institutions in the Sys
tem. By August 1 of this year, there were 232 trust 
company members of the Federal Reserve System, with 
more than $4,814,000,000 resources.

It has been aptly stated that the importance and 
bearing of the relationship between trust companies and 
the Federal Reserve System upon the future of Ameri
can finance will be vital and far-reaching.

P ke-W a b  S ervice

I regret that there is not time enough to review the 
important activities of the trust companies as financing 
agents for the Allied Governments previous to our en
trance into the war, but which was in many respects a 
vital war service. I deem it fitting, however, to mention a 
few of these activities, such, for instance, as assisting 
very materially in the floating of large international 
loans, including the Anglo-French; United Kingdom of 
Great Britain and Ireland; French Industrial Credit; 
British Treasury 90-day Bills; Dominion of Canada 5’s; 
Italian Government 6’s ; Russian External Dollar Bonds; 
Metropolitan Water Board Bills of London; City of 
Paris, and other French Municipals, and American For
eign Securities Company notes by which it was arranged 
to lend $100,000,000 to the French Republic.

One tfust company participated in all these loans and 
in the financing o f approximately one hundred French 
industrial credits, which were among the earliest credits 
of a foreign government arranged for in the United 
States.

The Trust companies also carried large credit deposits 
for industrial concerns trading with the Allies, and 
financed the moving of vast quantities of grain and cot
ton for export to Allied Governments and firms. The 
trust companies likewise assisted several large concerns 
engaged in the manufacture o f arms and munitions 
for our own Government and the Allies, in connection 
with the necessary issuance of the securities of these 
corporations.

T he Greatest or A ll Service

But the trust companies have done infinitely more for 
the country than that represented by any or all the ser
vices which I have cursorily reviewed here. They 
have generated an unseen but powerfully effective and

extremely vital force for the achieving of victory by the 
United States and its Allies in this War. And that force 
is exerting itself on the firing line wherever American 
troops are going into action. It is a psychological and 
moral force o f incalculable value; for it is relieving 
countless thousands of our soldiers and sailors of anxiety 
regarding the welfare of their dependents, as well as of 
concern about the proper care of business resources 
suddenly left behind at the imperative call of duty. This 
is the highest possible kind of trust service.

And, through easing the minds of those dependent on 
our soldiers, this service is being reflected in the tone of 
the letters which go over the sea to cheer our men in 
the trenches. Just how important this factor is from 
a military point of view was recently emphasized by 
General Pershing in a special message to the American 
people, urging them to write encouraging letters to their 
boys in France. *•

A soldier’s fighting efficiency necessarily is dependent 
on his mental state, quite as much as on his physical 
condition. He is a far better soldier when he feels as
sured that the home fires are going to keep on burning 
whether or not God decrees that he shall return from 
the great adventure. And his morale is subtly trans
mitted to those about him, and thus to the whole army.

Through the exercise of their trust functions, the 
trust companies are affording that comfortable assurance 
to thousands of our men on the far-flung battle-line of 
freedom. Many trust companies have accepted a large 
number of trusts gratuitously, waiving all fees. In other 
cases, where the trusts warranted, the companies have 
accepted them at reduced fees. And every dollar of re
turn which is possible from the investments and property 
of these trusts will be forthcoming for the beneficiaries.

The economic phase of this service, as regards the 
conservation of personal and real property, which might 
otherwise be dissipated through mismanagement by rel
atives or other designated persons, is beyond calculation, 
both for the individuals directly concerned and for the 
country as a whole.

If, as lias been declared, morale is winning the war, 
then the trust companies of the United States have just 
reason to feel that they are contributing directly and 
potently to the great cause. They may rightly feel, also, 
that they have fully appreciated their responsibilities, 
and that they are wholeheartedly performing their patri
otic duty to the full extent of their opportunities, ability 
and resources. They may well be proud of the fact that 
they have come to be known not only as trust companies 
but also as trusted companies. And they may look for
ward to the future—whatever that future may bring 
forth—confident that they will be able to render still 
greater service to the Government and to the people of 
the United States; confident, too, that they will demon
strate that the trust which has been reposed in them will 
be merited and that, true to their ideals, they will help 
speed the dawn of a brighter day.
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Uncle Sam as Custodian o f Enemy Property
B y  R a l p h  S to n e , President o f the Detroit Trust Company, Detroit, Mich.

The Alien Property Custodian is a United States Gov
ernment official whose function it is to take into his 
possession all property in the United States and its 
insular possessions belonging to the enemy. It should 
be made plain, at the start, what constitutes an “ enemy” 
for this purpose. Without attempting a definition with 
legal precision, it may be said that an enemy is a per
son, without regard to citizenship, who resides in an 
enemy country or in territory occupied by the military 
or naval forces of the enemy. This is a general state
ment, and it will be seen that residence rather than 
nationality is the test. Before this was clearly under
stood, it was quite generally supposed that subjects of 
Germany, for instance, living in the United States, were 
enemies, and when the Alien Property Custodian was 
appointed and publicly called for reports o f enemy prop
erty to be subsequently taken into his possession, there 
were slight “ runs” on banks in a number o f cities 
throughout the country, caused by withdrawals of de
posits made by German and Austrian subjects living 
here.

The term “ enemy,” under the law, includes also per
sons resident outside the United States who are doing 
business within enemy territory. Central and South 
American persons and business houses transacting busi
ness, directly or by indirect means, through neutral 
countries, with Germany and Austria, come within this 
description, such as those on the Enemy Trading List, 
the “Black List,” so-called, published by the War Trade 
Board. Subjects of enemy nations imprisoned or in
terned are also enemies; also the government of Ger
many and Austria, their officials and agents; and other 
persons or classes of persons designated as enemy by 
Presidential proclamation. The term “ persons”  includes 
“corporations.”

The making of residence rather than nationality the 
test of enemy character was, naturally, for a definite 
purpose. There were American citizens resident in Ger
many when we entered the war. Some were pure 
Americans sojourning there, others former German sub
jects who became naturalized Americans, but at heart 
loyal to Germany. There are properties in this coun
try belonging to Belgians, Roumanians, Serbians, French
men, Russians, Poles, and subjects of other countries 
partly occupied by the enemy, resident in those coun
tries. The Trading with the Enemy Act is devised to 
prevent the enemy, as thus defined, from bringing about 
the transfer of such property—-by duress, through taxa
tion, fine, threat o f imprisonment, or otherwise—through 
neutral countries to its owners resident in enemy terri
tory, where it could be seized by the enemy. It is de
signed to prevent the giving of aid and comfort to the 
enemy in this or in any other manner. I f Uncle Sam 
has such property in his possession, it cannot be so 
transferred by disloyal agents or anxious and frightened 
relatives. Such property, where it belongs to subjects 
o f allied nations and loyal Americans, will thereby be 
safeguarded, and will, o f course, be handled and ad
ministered with the greatest care and consideration un
til such time as it can be safely returned to its owners. 
Some of it may not even be demanded or taken into 
the possession o f the Alien Property Custodian. It is 
his duty to exercise his judgment in such cases or classes 
of cases.

Property in the United States or its insular posses
sions of all classes of enemies, under the law, must be

reported to the Alien Property Custodian, and failure 
to do so subjects the holder o f it to imprisonment for 
not more than 10 years or a fine of not more than 
$10,000, or both.

The office o f Alien Property Custodian is created un
der the Trading with the Enemy Act enacted by Con
gress and approved October 6, 1917, and amended March 
28, 1918. President Wilson appointed to this office the 
Honorable A. Mitchell Palmer, o f Stroudsburg, Pa., 
formerly a Congressman from that State. He is a 
lawyer by profession, owner o f newspapers, interested 
in public utilities and other lines o f business, and, what 
is o f special interest to this gathering, is a trust com
pany official, being director o f the Scranton Trust Com
pany, o f Scranton, Pa. Because o f his legal business 
and financial training and experience, as well as his 
wide knowledge o f Governmental affairs acquired during 
his public career, he is well qualified to discharge the 
difficult duties o f this office, and I am happy to be able 
to testify from my association with him, also by tem
perament and mental attainments.

Mr. Palmer, probably largely because o f his knowl
edge, as a trust company official, o f trust company 
organization and functions, saw at once the' analogy 
between the office o f Alien Property Custodian and a 
modern American Trust Company. With the assistance 
o f trust company officials whom he invited to join his 
staff and lawyers who promptly responded to his call, 
he put together his organization along trust company 
lines. The Trading with the Enemy Act, in fact, vests 
the Custodian with all o f the powers o f a common law 
trustee in respect o f ail property which comes into his 
possession. The analogy to a trust company is made 
stronger by the description o f the Act o f the relation 
o f the Custodian to the property and his powers with 
reference thereto, namely, “ to hold, administer and ac
count for the same.”  His office is not part o f any 
Government department, but is subject only to the Presi
dent. In fact, most o f the essential powers necessary 
to a full administration o f the Act are vested in the 
President, and he is made responsible therefor, but his 
confidence in Mr. Palmer is such that he has delegated 
substantially all o f them to him (as he is lawfully en
titled to do) by eight Executive Orders dated October 
12 and October 29, December 7, 1917, and February 5 
and 26, April 2 and July 15 and 16,1918.

Following this trust company analogy further, the 
properties belonging to the enemies are designated 
“ trusts” and carried through the office organization and 
upon its books and records as such. In short, trust 
company nomenclature and methods have been quite 
generally adopted in the Custodian’s office.

Manifestly it would have been impracticable to re
quire the transmittal o f all enemy property and the 
evidence of it, such as stocks, bonds, mortgages, com
modities, personal property generally, et cetera, to Wash
ington, to be administered by the organization there. 
The framers o f the Act foresaw this, and, accordingly, 
included in it a provision authorizing the President to 
designate banks and trust companies as depositaries of 
enemy property, and the President delegated the power 
o f designation to the Alien Property Custodian. Mr. 
Palmer took immediate advantage o f that power, and 
to September 5 had appointed 494 banks and trust com
panies in the United States and its insular possessions 
as such depositaries, the number increasing daily. I
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am greatly pleased to be able to state, from personal 
knowledge, that the banks and trust companies of the 
country promptly accepted the responsibility thus placed 
upon them, as a patriotic service, without in even a 
single case inquiring what compensation, if any, would 
be paid for such service. Of course, it is inconceivable 
that they would be asked to serve in this capacity with
out compensation. I can assure you that such a notion 
was not entertained for an instant by Mr. Palmer or 
by anyone in his organization. It must be admitted, 
however, that the amount or basis of it is difficult to 
fix, as all of you gentlemen know in administering the 
affairs of your own companies, and I believe the Wash
ington office is still struggling with it, and is seeking 
your aid in solving the problem, although a scale of 
charges.has been fixed which is subject to change as 
necessity may require.

In appointing depositaries, it has been the Custodian’s 
policy to disturb as little as possible the relations of 
loyal American agents to the enemy property. For in
stance, where the property is already in the hands of 
banks or trust companies, he has left it there by ap
pointing them depositaries. Where it is in the hands 
of loyal individuals as agents or in any other capacity, 
he has appointed as depositaries the banks or trust com
panies with which such agents have transacted busi
ness, or such as the agent might request. In cases 
where the property is in the hands of agents whose 
loyalty is in question, the Custodian has used his judg
ment in appointing the depositaries, using, however, 
banks or trust companies in the locations of the prop
erties. In the case of so-called “ floating ” properties, 
such as have no bank or trust company affiliations, the 
Custodian assigns them to banks and trust companies 
where the properties are located. In placing “trusts” 
or properties with depositaries, it is the effort of the 
Custodian to distribute them as equally as possible in 
amount among the banks and trust companies in each 
locality. This very important administrative duty of 
designating depositaries has been confided by the Cus
todian to his Managaing Director, Mr. J. L. Davis.

A very large part of the work and responsibility of 
administering these trusts is placed upon the deposi
taries, by the form of ’’designation,” to which they must 
look for their powers and limitations. It is not prac
ticable, however, to attempt, in a limited address, to 
describe or explain them, and I think you all, by this 
time, are very familiar with them in the course of 
administering enemy estates thereunder.

Likewise, it would be impossible for me, in 'the limits 
of this address, to describe to you, even briefly, the 
manner in which the office of the Alien Property Cus
todian has been organized; how the manifold functions 
have been distributed and assigned to breaus, divisions 
and deaprtments; in what ways and for what purposes 
the office is connected with and has co-operative rela
tions with other Washington departments and war or
ganizations, such as the War Trade Board as to the 
definite variety of business acts, the Federal Trade Com
mission as to patents and trade marks, the Treasury 
Department as to American branches of foreign insur
ance companies, the many intelligence services, Treas
ury Department secret service, war trade, Navy and 
Department of Justice intelligences, et cetera; how 
branches were established in the Philippines, Hawaiian 
Islands, Panama Canal Zone, Alaska, Porto Rico, Virgin 
Islands, and connected with the Washington office; and 
what a task it has been to prepare the almost number
less forms of every description, and books of account 
such as a trust company uses, and many others be
sides, and to do it while reports of enemy properties 
were pouring into the office, not in twos and threes 
daily, such as we trust company men are accustomed 
to in the normal operation of our businesses, but by the

hundreds daily, until in the first six weeks they num
bered upward of 12,000 trusts, and now approximate
25,000 trusts. Nor is there time for me to tell you of 
the literally thousands of every conceivable kind of 
legal and business problems which confronted the or
ganization demanding settlement and with practically 
nothing in the way of precedent to guide it; nor of the 
manifold ingenious and devious schemes which had 
to be investigated by which enemy property ownership 
were hidden by roundabout and numerous transfers from 
American corporation to American corporation, through 
trusteeships and in every other way legal ingenuity 
could conceive and devise. To date, through the skill
ful work of Mr. F. P. Garvan, Director of the Bureau 
of Investigation and his staff, these disguises have been 
tom from enemy controlling ownership in 26 large and 
profitable American corporations, including mining, 
manufacturing of steel, chemicals, rubber products, mag
netos, pianos, textiles, woolen goods, brass goods, lum
ber, et cetera. There are many others undergoing in
vestigation. I regret exceedingly being obliged to say 
that many of these were engineered by American at
torneys just prior to our entrance into the war, when 
the “handwriting upon the wall” was too plain to be 
misread by any loyal American.

It is the intention of the Government to prosecute 
lawyers of this type, and the evidence, showing their 
complicity in schemes to aid the Germans in covering 
up their ownership, is being placed in the hands of the 
Department of Justice. Mr. Garvan’s experience as As
sistant District Attorney of New York in ferreting out 
criminals and bring them to the bar of justice, and the 
methods by which that was so successfuly accomplished 
by him, have proved to be just the kind of experience 
and methods needed for this work, for American lawyers 
and German accomplices masquerading as American 
business men are criminals of an aggravated type. There 
is no crime more worthy of severe punishment than the 
giving of aid and comfort to the enemy under the thin 
cloak of legal devices.

Each one of these complicated cases called for tedious 
unraveling of tangled schemes of concealment, and each 
one is a long story in itself. They required dogged 
persistence and relentless pursuit, and they have in
variably ended in the final breaking down and confes
sions of the principal plotters—sometimes of the Ger
man agent who has violated and debauched his Ameri
can naturalization or his American birthright, and some
times of his American legal accomplice. The sureness 
with which their guilt is fixed and the certainty that 
punishment will be meted out to them is clear proof 
that “ Gott mit Uns ” has lost its alleged magic here, as 
on the battle fronts over there.

I wish there were time to lay bare to you the full 
facts in these cases, but I can only allude briefly to a 
few of them.

The Orenstein-Arthur-Koppel Co., of Koppel, near 
Pittsburgh, manufactures light railway material. It fias 
installed its product in many large American munition 
plants. Result: Transmission of much valuable data 
of military value and blue prints of plants to Germany. 
Correspondence was kept up with the home office by 
sending letters in triplicate to three men, one in Hol
land, one in Sweden and one in Switzerland, who in 
turn forwarded them to the home office in Berlin. Its 
three German managers are now interned. A few days 
ago the entire property was sold by the Custodian to 
loyal Americans, and it is now 100 per cent. American.

The Bosch Magneto Company, of Springfield, Mass., 
makes magnetos used on all Ameriican automobiles 
needed for war purposes. Its president reported only 
95 shares owned by residents of Germany. After being 
ground through the Custodian’s investigation machine, 
it developed that it is 100 per cent, enemy owned. Now
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it has a full board of American directors, is operating 
for the benefit of the American Army and will soon 
be sold to American purchasers.

Schutte & Koerting, of Philadelphia, reported itself 
American owned. It makes valves and many other 
things, condensers and other machinery for the Ameri
can Navy. After turning on the light, it was dis
covered that the company was really owned by Ernest 
Koerting, the Carnegie of Germany, its largest iron 
master, who had illegally transferred it to his daughter, 
Helen Fischer, wife of Adelbert K. Fischer, of Phila
delphia, its manager, who have her note therefor, pay
able after 20 years. The Custodian took over the entire 
capital stock, and now the machinery for the Navy is 
being made under American supervision, and Fischer 
is reflecting upon his folly at Fort Oglethorpe, Ga.

The American Transatlantic Company and the Foreign 
Transport and Mercantile Corporation furnish an in
teresting tale of how Richard P. Wagner, an American 
citizen, for three years deceived various Government 
departments, the British and French prize courts, and 
Senators and Congressmen, as to the real ownership 
of his companies. It is a veritable maze in incorpora
tions and transfers of funds from German sources and 
back again, as pretenses for the establishment of Ameri
can ownership to acquire American registry for his 
vessels. The Hudson Bay Company offered $7,500,000 
for the vessels, the original investment having been for 
$2,600,000. It was through Count von Bernstorff that 
the funds were furnished required for legal American 
incorporation. There were eleven ships. One of them 
was seized by the French, four by the British, and the 
remaining seven commandeered by the United States 
Shipping Board. An American board of directors ap
pointed by the Custodian is now in charge of the com
pany.

The product of the Becker Steel Company of America, of Charles
town, West Virginia, is, of course, essential In war. It reported no 
enemy ownership of Its stock. Mr. Palmer’s Bureau of Investi
gation suspected otherwise. Result: The finding of German 
ownership and the German corporation owner reports in its home 
statement of business for the current year, on August 28, 1915: “  The
Charlestown plant Is In full operation. . . . The profits have been 
most satisfactory.”  Now it is operated by Mr. Palmer’s directors.

The New England Waste Company said it was an American owned 
corporation; but Mr. Garvan demonstrated that it was entirely con
trolled by Wolff & Sons of Stuttgart, Germany. Its associated and 
subsidiary concerns, five In all, had stored In the United States, ready 
for shipment to Germany upon declaration of peace, large quantities 
of cotton. Now these five concerns take their orders from Washing
ton, all of the cotton has been sold by the Custodian, and the proceeds 
are working for the boys who are denting the German front.

The foregoing are only a few of the instances of attempted evasion 
of the Trading witl\ the Enemy Act. There are many others equally 
as flagrant which have been disclosed, and retribution awaits others 
which are already marked for exposure, as rapidly as Mr. Garvan’s 
machinery can be put in operation against them.

Communication between Germany and America prior to the war re
vealed instances of the peculiar psychology of the German mind. The 
German believed that anything he did could not be detected. This is 
Instanced by a great many messages passing between Germany and 
America. The German frequently used what is called a “ cover 
name ” ; that is, he addressed the communication to some person here 
in league with him, which person subsequently turned the. message over 
to the person intended to receive it. Frequently the inoffensive ofHce 
boy or the stenographer was selected, the Grman not realizing that 
the same address would be sufficient to disclose the real addressee in 
each case. Changes in the Christian name were very common. In 
other words, if the man’s name was Smith, the first message would 
be addressed to John Smith, the second to Thomas Smith, the third 
to Joseph Smith, and so on. One peculiar message which showed on 
its face that a cover name was used was as follows: “ We accept
contract with John Smith. Who is John Smith?”

Sometimes a congratulatory message or an announcement of a death 
was used to cover a commercial transactidn. This was detected once 
in a rather amusing way. The message read: ”  Mother is seriously 
ill.”  This message was changed by the censor to read: “ Mother is 
dying,”  and was delivered in Its altered form to the addressee. The 
addressee Immediately sent a message back as follows: “ Is mother
dying, or is she seriously ill?”

I have endeavored to give you a comprehensive idea of (he manner 
in which the office of the Alien Property Custodiap was organized, by 
printing the organization chart, and putting copies in your possession 
for your examination. If time permits, I will be glad to answer ques
tions concerning it at the close of this address.

It was far from a simple task to put together this organization, 
which on September 3rd had 570 employees, of which 244 were in the 
Bureau of Trusts, with 500 branch offices, (as the banks and trust 
companies serving as depositories in every part of the country and 
insular possessions might be called) and also with 137 loyal American 
business and financial men appointed by the Custodian as directors

representing him as holder of the enemy interest in American cor
porations, and all of this accomplished while trusts were pouring into 
the office in a veritable flood.

I have said that the number of enemy trusts now approximate
25,000. The exact number on September 10th was 24,957. The 
properties is 16,448 of these have been demanded and placed in the 
possession of depositaries, and their value aggregates $471,403,994.02. 
The remaining 8,509 trusts yet to be demanded will swell this total 
very considerably, and to these should be added the properties which, 
either through ignorance of the law or by willful design, have not yet 
been reported and which are being disclosed almost daily as a result 
of the work of the Bureau of Investigation. There are several 
thousand trusts, however, included in those just referred to as not 
upon the books and not included in the foregoing total, demands for 
the properties of which have not been made for various reasons, such 
as property of Belgians, French. Roumanians and Serbians, and also- 
of the allies of the Central Powers, Bulgaria and Turkey, withheld 
for reasons of state policy, and property of residents of neutral coun
tries, those on the “ Black List ” because it is desired to establish, 
beyond question, with the aid of the War Trade Board and otherwise, 
that they are doing business in enemy territory, and this is some
times difficult to accomplish.

The various kinds of property, cash, stocks, bonds, et cetera, making 
up the foregoing total on September 10th are as follows:
Cash deposited with Secretary of the Treasury:

Invested in Government securities $47,551,027.82 
Uninvested .........................................  4,748,086.40

Stocks ..................................................................................
Bonds— other than investments made .Sec’y Treasury..
Mortgages ................................................................................
Notes receivable ................................ ..................................
Accounts receivable .............................................................
Real estate ............................................................ ............ ..
General business .................................. . . ..............................
Enemy vessels .......................................................................

$ 52,299,114.22 
163,331,^1.76  
57,408,355.08 
10,507,710.57 
5.962,525.60 

56,672,335.63 
7,217,373.79 

83.811,677.37 
34,193,690.00

Total $471,403,994.02

Under the Trading with the Enemy Act, all cash must be paid forth 
with into the U. S. Treasury. It is then invested in Liberty Bonds 
ahd other U. S. Government securities. It is used to purchase arms, 
ammunition, military equipment, clothing, subsistence, et cetera, for 
the American Armies, thus using enemy funds to finance our military 
operations against him— fighting the Kaiser with his own money. It 
amouted on the date above mentioned to $52,299,114.22.

At this point, I will answer the question which is invariably asked: 
“ What is to become of all this enemy property after the war?,”  Of 
course, that which belongs to loyal Americans and to subjects of our 
ally nations will be returned to them. Enemy property will be dis
posed of in accordance with the terms of the Peace Treaty. It would 
be idle to speculate just what that disposition will be, but let us 
nevertheless speculate a little. In the first place, let it be noted that 
the Kaiser and his “  junkers ”  and particularly the “  junkers ”  (refer
ence to whom I will make in another connection later) have been ex
tremely anxious about the treatment which is being accorded German 
owned property, in this country and in its insular possessions. Early 
this year, Mr. Palmer received a cablegram from the Imperial German 
Government inquiring what we were doing to that property, and there 
were several questions in that cablegram, covering German partner
ships, German-American partnerships, large, or controlling, or entire 
German ownership of stocks of American corporations, small and scat
tering holdings of individual Germans of stocks and bonds of American 
corporations, etc., Mr. Palmer answered that cablegram and sent his 
reply along the usual devious channels— through the State Department 
to the American Minister at Berne, Switzerland, to the Swiss Govern
ment, to the Swiss Minister at Berlin, and finally to the Imperial Ger
man Government— and his answer, of course, in accordance with the 
traditions of American diplomacy, told the Kaiser and his “  junkers ”  
exactly what we were doing to their property. If we had as much 
respect for and belief In the truthfulness of German diplomatic rep
resentations, as we have in our own, we might believe that American 
property in Germany Is being likewise treated, but I do not need to 
say to an audience like this that we are not entirely sure what Is 
happening to our property over there. Of one thing we are sure, 
however, and that is that there will be no determination as to the fate 
of German property here until we know beyond all question of doubt 
exactly how our property in Germany has been treated. It is com
forting at least to know that there Is a great deal more “  junker ” 
property here than American property in Germany, One estimate—  
and it must necessarily be an estimate— is that the "E a g le ”  has its 
talons on at least twenty times as much as the “  Prussian Beast ”  has 
of ours.

To continue the speculation: In the final settlement around the
peace table, we may take enemy property here as a part of our in
demnity and refer the owners to their own governments for recom
pense. Or, we may return their property to them, less a proper 
charge for taking care of it, upon condition that American property 
in enemy countries is restored to its American owners or Its full value 
paid to them. Or the claims of our own people and those of our allies 
may be consolidated and offset against what we hold here and what our 
allies hold belonging to Germany and Austria. There is, by the way, 
very little Austrian property here as compared with ’ German. In 
other words, this enemy property will be used to the best advantage 
at the Peace table, and it is impossible now to predipt in what manner.

While it is interesting to speculate upon what disposition will or 
should be made of enemy property after the war, it is vastly more 
Important at this time to consider in what ways the office of Alien 
Property Custodian may be and is being administered as an active 
and a potent instrument in the prosecution of the war. The original 
purpose of the Trading with the Enemy Act, as intended by Congress, 
was to prevent the use of enemy property In this country, in such 
ways as to give aid and comfort to the enemy, and the effective way 
to bring this about w;as to take it into the custody of a United States 
Government official, whose duty it would be to hold it in trust and 
protect it until it should be disposed of after the War. The President’s
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interpretation of the meaning of the Act in its original form, as ex
pressed in an official statement to the public by Mr. Palmer, was 
to that effect, and the statement added: “  There is, of course, no
thought of the confiscation or dissipation of the property thus held 
in trust.’ '

Mr. Palmer and his staff, however, had not been engaged very long 
in the work of taking over enemy property before the nature and 
extent of German ownership and control of American business revealed 
itself to them, through the thousands of reports of holdings of stouk 
of American corporations and Interests in American partnerships which 
poured into the office. Not only that, but the manner in which these 
businesses were handled throughout our period of neutrality as well 
as after our entrance into the war, the activity of their German 
managers in furthering the interests of their Fatherland through in
triguing, spying and the spread of propaganda in this country, con
vinced Mr. Palmer that the Trading with the Enemy Act was in
adequate in its original form to serve as a protection to American busi
ness and commerce or for use as a war measure. It enabled him to 
take over the enemy stock, put it in his name and place loyal Ameri
can citizens upon the boards of directors of these corporations, but 
there his power stopped. In his Detroit Red Cross address he said: 
“  As a result, I have had this peculiar and I may say disquieting ex
perience, I have sat in Washington and watched these great enemy 
corporations under my management earn enormous profits growing out 
of the very war conditions for which their owners and their owners’ 
friends in Germany are directly responsible, and I face the possibility 
of piling up these inordinate profits for distribution after the war to 
the very persons to whom, under the circumstances, it would be un
moral and unconscionable for them to go.”

The Trading with the Enemy Act, which was framed with the 
idea only of bolding enemy property in trust— surely a very tender and 
humane treatment to accord to the property of an enemy, the basic 
principle of whose theory of warfare is absolute destruction and ruth
lessness— contained a power of sale but only “  if and when necessary 
to prevent waste and protect such property.”  Accordingly Mr. Palmer 
presented to Congress an amendment to the Act, which Congress 
promptly passed on March 28, 1918, giving full power of sale of enemy 
property (without the limitations “  when necessary to prevent waste,”  
etc., and providing that it “  shall be paid only to American citizens 
at public sale to the highest bidder, after public advertisement of time 
and place of sale, which shall be where the property or a major por
tion thereof is situated, unless the President, stating his reasons 
therefor in the public interest, shall otherwise determine.”  This 
amendment further provides that “ Any person purchasing property 
from the Allied Property Custodian for an undisclosed principal,* or 
for re-sale to a person not a citizen of the United States, shall be 
guilty of a misdemeanor, and, upon conviction, shall be subject to a 
fine of not more than $10,000, or imprisonment for not more than ten 

\vears, or both, and the property shall be forfeited to the United 
States.”

Armed with this complete power of sale, the Allien Property Custo
dian is preparing, with the utmost care and thoroughness, plans to 
break the hold which the crafty and unscrupulous Hun has gained upon 
American trade and industry. The organization which has been put 
together to effect this shows upon the chart, and I will not stop to 
describe it. There are approximately 250 American corporations and 
partnerships controlled or dominated or practically so by German capi
tal, the value of its holdings aggregating upwards of $250,000,000. In 
these days of war finance, when our sense of financial proportion is 
numbed by amounts with three extra ciphers dangling on the tail end, 
the extent of this German Interest in American industry may not im
press us as very large, or important, or especially dangerous. It is 
astonishing, however, how many lines of industry, manufacturing, mer
cantile and trading it represents. The list of them is impressive. It 
is too long to state in detail. Suffice it to say that it includes almost 
every important kind of business, particularly those which yield im
mense profits, including, among others, copper, lead, and zinc mines and 
smelters, and tungsten and coal mines; vast quantities of cotton, 
tobacco, rubber, oil, copper and other metals and commodities in ware
houses ; . also manufacturers of steel, dyes, chemicals, woolen and 
worsted goods, cement, lumber, silks, pharmaceutical preparations, 
jewelry, pianos, laces, furs, caskets, fertilizer, coke oveus, numerous 
machinery products, etc., and, as a matter of interest to us, one trust 
company, the Trans-Atlantic Trust Company of New York.

Among the very lucrative lines of enemy investment here are the 
branches of foreign insurance companies, a total of 22. There are 
18 of these— three life, three marine, two casualty, six fire re-insur
ance and four fire, all In process of liquidation, by the Insurance Divi
sion of the Alien Property Custodian, under licenses issued by the Sec
retary of the Treasury. There are also four branches of enemy fire 
re-lnsurance companies being liquidated by the Custodian, without such 
license, and five American insurance corporations, the stock of which 
Is enemy owned, with American directors appointed by the Custodian 
now in control and which will be sold to loyal Americans or liquidated. 
More than 1.000 workments compensation cases, where the beneficiaries 
are in enemy countries, are in process of settlement and, fully
2,800 cases have already been settled under life insurance policies 
payable to enemy beneficiaries.

It Is worthy of note, however, that their heaviest investments are 
in Industries and raw materials which are basic in their nature, which 
are necessary to the operation of business generally, and which are 
especially essential in the prosecution of war, both directly and 
indirectly. They are a part of the German Industrial Army and it Is 
the purpose of the Alien Property Custodian to attack it and destroy
it. This “  drive ”  is now under way and its object Is to be attained
by the sale of these enemy stock holdings and commodities to loyal 
American citizens, the proceeds being placed in the United States 
Treasury, used to finance the Allied military operations now under
way in Europe, and in the form of money or credits ultimately 
disposed of according to the Peace treaty. The properties and busi
nesses themselves shall never go back to their “ junker ”  owners, but 
shall remain in control of Americans.

There can, of course, be no valid exception taken to this method 
of warfare. In times of peace, it is the part of wisdom to welcome 
the entrance of foreign capital in domestic industry if it comes on 
a peaceful errand, if it is purely economic in character. That is

legitimate. But if it Is also political in its origin and purpose, if it 
is the instrument of an aggressive foreign policy, we are justified in 
expelling- it and seizing the fruits of its illegitimate work. The latter 
is beyond question the character of German encroachments upon 
American trade and industry.

There is an undoubted partnership between the German Government 
and German business and finance. They are allied more closely than 
in any other country. Bismarck said: “  The Flag follows Trade,”
and therein lies the threat of German aggression. Monarchical or 
State Socialism is accepted by Germans everywhere as the highest na
tional development possible. In no other important country does the 
State concern itself with commercial and industrial enterprises to an 
equal extent. It owns or controls all transportation interests and 
holds itself in readiness to extend its aid and protection to any interest 
or enterprise that will contribute to the extension of German influence 
anywhere. This view is shared by all the influential classes, conse
quently there is no interference based on individual rights. Such rights 
disappear when they conflict with the interests of the State. The 
German, as a nation, is more than any other nation active and ag
gressive in the industrial and commercial world. The individual is 
free only when he subordinates his personal advantages to those of 
the State. This creates a different business atmosphere from that we 
breathe in the United States. Here commerce and industry depend 
upon individual initiative almost exclusively.

The German Government participates in enterprises of all kinds when 
they are of sufficient magnitude to involve the reputation of the German 
name. It is free to promote or suppress any business that it considers 
important for the public welfare. This condition has existed since 
the Franco-Prussian war of 1871. Since that time, Germapy’s com
mercial and industrial activities have increased enormously. The 
State-owned properties, about the 1914, had a valuation of approximate
ly seven billions, affording an annual profit of three hundred millions. 
These properties consist of farms, forests, mines, railways, et cetera. 
The item of railways alone covers more than one-half the total amount. 
The State also owns bank stocks and shares in manufacturing concerns.

This peculiar development has proceeded so far and grown to such 
enormous proportions that it is accurate to describe the German Gov
ernment as an active participant in the trade and commerce of the 
world. Even the cities of Germany indulge, to a great extent, in 
municipal ownership which is not limited, as with us, to public utilities, 
but extends to all business activities, even to breweries and restau
rants.

When we reflect upon these significant facts, we must conclude that 
a nation, as such, that is in business for itself, that can command 
unlimited service in almost, any direction, commercially, Industrially or 
financially, must be reckoned with in the business of the world. State 
monopoly has eliminated competition to an unusual extent, and the 
German commercial traveler, therefore, represents throughout the 
world, not an individual or even a corporation, but a rich and power
ful nation, and, as current events have shown, an unscrupulous one, 
which, when its purpose is served, freely repudiates political agree
ments in the form of treaties, and is accordingly just as likely to prove 
as untrustworthy with respect to its business and commercial obliga
tions.

That it is not the political so much as the economic conquest of the 
world which is contemplated by Germany cannot be doubted. She has 
already shown that by her mastery of Turkey. When she began "its 
conquest through commercial and financial operations, Turkey was 
known as the “ Sick Man of Europe.” Germany needed Turkey’s as
sistance and wisely proceeded to make the “  sick man ”  well that he 
might render assistance when the time came. This was done by truly 
oriental methods, flattery and money, or to quote a phrase that was 
made to fit the transaction: ”  There Is no God but backshiel, and the 
Deutsche. Bank is his prophet.” The Turkish task has been com
pleted. Germany has absolute control of Turkey and we know how 
that control has been utilized during this war. There Is no doubt 
but that Germany will attempt to repeat her successes in any and 
every country where the door is open to her, and she is well equipped 
to do it by virtue of the close connection between, and participation 
by, the. Government in businesses and commerce. And there are many 
indications, irrespective of the outcome of the war, unless it results 
in the utter destruction of the present form of German Government 
and the annihilation of autocracy and the power of the junkers, that 
just such methods of aggressive politico-economic conquest of other 
nations will be followed by Germany after the war. They are already 
preparing for it.

Understanding all of this, there can be no question as to the justi
fication for the policy determined upon by the Alien Property Cus
todian, and bis plans for attack upon the German politico-economic in
fluence in this country and its insular possessions.

We do not have to rest upon our own diagnosis or interpretation 
of the German politico-economic system and the extension. of its in
fluence in other countries. It is clearly stated by German authorities. 
It will be recalled that in October, 1914, just before the ‘first battle 
of the Marne had checked the German advance, and while the Ger
mans believed themselves sure of an early victory, Maximilian Harden, 
the famous German author and journalist wrote as follows: “ A noble
Germanism must here conquer new provinces. . . . Antwerp not 
opposed to, but in conjunction with Hamburg and Bremen; Liege along
side of the munition works of Hesse and Berlin; Cockerlll allied with 
Krupp; Belgian iron, coal and tissues under one management. . . . 
From Calais to Antwerp, Flanders, Limburg and Brabant, right beyond 
the line of the Meuse fortresses; all Prussian.”

Again in 1896, the Kaiser addressing some of his subjects said: 
“ Thousands of your fellow countrymen are living in all parts of the 
world; German wares, German knowledge, German business energy 
traverse the ocean. The earnest duty then develops upon you to form a 
strong link with this Greater Empire, binding it to the Empire at 
home.”

If we need further proof of the close connection between the Ger
man Government and German business in Germany and in this country 
as well, we can observe the manner in which this is fostered by the 
German banks. The Deutsche Bank, for instance, in 1911 was directly 
represented in the boards of 114 different companies .including such 
important enterprises as Siemens and Halske and the Norddeutscher 
Lloyd. They aim at domination and control of Industry, and when
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they make loans In other countries, where the natives contribute the 
largest portion of capital, the German always control the manage
ment. The Investigations of the Alien Property Custodian found this 
to be true in the case of German Interests in Hawaiian sugar planta
tions, American corporations. The participations of the Deutsche Bank 
in the Bagdad Railway enterprise, the German publicist Bohrbach 
wrote “  had an undoubted political object.”  And Anally as If to put 
at rest any doubt as to the direct control of the German Government 
over German business, and particularly its extension into foreign lands, 
Oberfinanzrat Waldemar Muller, a director of the Dresdner Bank, iu 
1907, testified before the American National Monetary Commission, of 
which Senator Aldrich was chairman, as follows: “ The Foreign
Office has frequently stimulated the German banks to enter into com
petition for Italian, Austro-Hungarian, Turkish, Roumanian, Serbian, 
Chinese, Japanese, and South American loans. Even when the banks 
are approached from other quarters, the first move made is to ask the 
consent of the Foregn Office for carrying on such negotiations. If con
sent Is given, then Ministers, Ambassadors and Consuls frequently 
support the representative of the German banks by word and deed.”  I 
have already noted the German Government ownership of bank stocks.

This country, as the records of the Alien Property Custodian, show, 
has not escaped the encroachments of these German Government and 
German bank controlled companies. They are the ones in which 
American directors have replaced German directors and which are be
ing converted into 100 per cent. American concerns through public 
sale of the enemy Interests therein. They have been usually operated 
for the benefit of the German-mother companies, and behind them stands 
always the German state— the Kaiser, the Prussian military autoc
racy and- the Junker— helping it by special railway rates, or a tariff 
of some kind, or aiding It to sell below cost of production to out
rival a native competitor of its foreign branch.

Most of these facts were unknown or unnoticed prior to the be
ginning of the war. The belief in German efficiency was universal, 
but the peculiar variety of socialism practiced in Germany was com
paratively unknown here. And we have come to know, as well as to 
detest and abhor, the vast system of espionage, intrigue, and spread
ing of vicious propaganda which is a part of, and intimately con
nected with this Government controlled chain of commercial and 
industrial enterprises in this country and throughout the world. Gan 
there be any question of doubt that it must be uprooted, thoroughly 
cleaned out and destroyed in our own country?

President Wilson said In his Baltimore address at the opening of 
the Third Liberty Loan campaign there on April 6, 1918, one year 
after our entrance into the war:

“  Their purpose is undoubtedly to make all the Slavic peoples, all 
the free and ambitious nations of the Baltic peninsula, all the lands 
that Turkey has dominated and misruled, subject to their will and 
ambition and build upon that dominion an empire of force upon 
which they fancy that they can then erect an empire of gain and 
commercial supremacy— an empire as hostile to the Americas as to the 
Europe which It will overawe— an empire which will ultimately master 
Persia, India, and the peoples of the Far East. In such a program 
our ideals, the ideals of justice and humanity and liberty, the princi
ple of the free self-determination of nations upon which all the modern 
world insists, can play no part. They are rejected for the ideals 
of power, for the principle that the strong must rule the weak; that 
trade must follow the flag, whether those to whom it is taken welcome 
it or not, that the peoples of the world are to be made subject to the 
patronage and overlordship of those who have the power to en
force it.”

It would be well, gentlemen, to refer here to a very important part 
which you and the bankers of the country can take in the annihila
tion of the German industrial or politico-economic influence in this 
country. As usual in the banking business, it is a prosaic one. The 
service which I have in mind does not involve any of the perils of 
the air or the sea, nor need it be rendered among the bursting shrap
nel on the land. It partakes of none of the attractions of the Great 
Adventure into which the flower of American youth is rushing with 
unparalleled enthusiasm. It would be an empty ceremony for the 
Allen Property Custodian to offer these enemy interests for sale to 
loyal Americans if the latter should be unable to pay for them. Not 
all of the prospective purchasers, probably in these times, but 
a small proportion of them, are blessed with sufficient cash resources 
to buy these properties without accommodation by the banks and 
trust companies. You can lend your tremendous power to tbis 
“  drive ”  against the common enemy, therefore, by looking with favor 
upon loans to those who wish to bid at these sales. It is unneces
sary, of course, for me to say that such loans must conform to all 
the rules of good banking in the matter of character and standing 
of the borrower, strength of the collateral, etc. It is plainly a war 
purpose, and doubly so because it results not only on the destruc
tion of an evil enemy influence in our very midst, but it contributes 
very materially to the purchase of Liberty Bonds.

In this connection you will be Interested in learning that Mr. Palmer 
did not wait for the sale of these enemy properties, but shortly 
after the stocks representing entire enemy ownership or control came 
into his possession, and American directors representing hipi were 
appointed, he requested those directors to fee that the utmost amount 
of Liberty bonds be immediately purchased by the corporations out 
of their cash resources, that the largest possible contributions be 
made by them to the American Red Cross, and also that dividends on 
the enemy interest be anticipated as early as possible in order that 
they might go into the United States Treasury for the same purpose.

For fear there may be a lingering doubt in some minds as to the 
direct alliance of German business with the Kaiser and the Prussian 
military autocracy, I would like to relate an incident which has 
peculiar significance in this connection, and which is not only 
indubitable evidence of that alliance but is also direct and strong 
proof of the complicity of German business in the dabolical planning 
and plotting which culminated in the Instigation of this unholy war.

The primitive and bestial philosophy of Prussian warfare— to ruth
lessly destroy, not only lines but all forms of property necessary to 
the maintenance of life, to terrorize their victims by every conceiv
able kind of rapine and unspeakable torture of women and children—  
was created and developed in all its fiendish formB, not, as they 
allege, with the intention of providing a defense against the enemies of

Germany, but for the deliberate purpose of creating a deadly and irre
sistible machine, an engine of frightfulness, with which to overrun 
and conquer other nations, to extend the Prussian territorial and po
litical dominion, and to seize, absorb, and control the commerce of the 
world. And the bankers and captains of industry of Germany are 
particeps criminis in the creation of that horrible engine of destruc
tion and in the dreadful results of its work, lured undoubtedly by 
the tempting prizes of commercial dominion held before them by the 
Kaiser and bis Prussian butchers.

I would remind you that the “  Junkers,”  so-called, include the 
princes, dukes, grand dukes, counts, barons, that is the nobility; 
also those who have been favored by the elaborate Prussian system 
of orders, decorations with their titles and ribbons; the landed pro
prietors ; the enormous army of Prussian officials, the bureaucracy, 
judges, railway officials, officers of army and navy; and the financial 
and industrial leaders. All of these are in alliance with the Kaiser, 
the supreme autocrat, and are subservient to him, as nearly all of 
them owe their offices and emoluments to him. In this choice 
company, therefore, are those who dominate German commerce and 
finance, and they are directly and vitally interested in the existing 
Order of things and in the success of German arms.

The incident to which I refer is related by Mr. Henry Morgen than, 
formerly American Ambassador to Turkey, to whom Baron Wangen- 
heim, German Ambassador to Constantinople, confided many things 
which he probably now wishes he could recall. You will remember 
that the assassination of Francis Ferdinand, Archduke of Austria, 
heir apparent to the Austrian throne, by the son of an A astro-Serbian 
hotel keeper at Sarajevo, Austria, was used by Austria as a pretext 
to attack Serbia, alleging that it was the result of a.plot hatched 
in Serbia, and that it was charged that this was quickly seized upon 
by Germany as its excuse for precipitating the war and involving 
other nations in it. Mr. Morgenthau says:

“  I have already mentioned that the German Ambassador left for 
Berlin soon after the assassination of the Grand Duke, and be now 
revealed the cause of his sudden disappearance. The Kaiser, he told 
me, had summoned him to Berlin for an imperial conference. This 
meeting took place at Potsdam on July 5th. The Kaiser presided: 
nearly all the ambassadors attended; Wangenheim came to tell of 
Turkey and enlighten his associates on the situation in Constantinople. 
Moltke, then Chief of Staff, was there, representing the army, and 
Admiral von Tirpits spoke for the navy. The great bankers, railroad 
directors, and the captains of German industry, all of whom were as 
necessary to German war preparations as the army itself, also attended.

“  Wangenheim now told me that the Kaiser solemnly put the ques
tion to each man in turn. Was he ready for war? All replied 
‘ Yes ’— except the financiers. They said that they must have two 
weeks to sell their foreign securities and to make loans. At that time 
few people had looked upon the Sarajevo tragedy as something that 
was likely to cause war. This conference took all precautions that 
no such suspicion should be aroused. It decided to give the bankers 
time to readjust their finances for the coming war, and then the sev
eral members went quietly back to their work or started on vacations. 
The Kaiser went to Norway on his yacht, Von Bethmann-Hollweg left 
for a rest, and Wangenheim returned to Constantinople.

“  In telling me about this conference, Wangenheim, of course, ad
mitted that Germany had precipitated the war. I think that be was 
rather proud of the whole performance; proud that Germany had 
gone about the matter in so methodical and far-seeing a way; espe
cially proud that he himself had been invited to participate in so 
momentous a gathering. The several blue, red and yellow books 
which flooded Europe the few months following the outbreak, and 
the hundreds of documents which were issued by German propaganda 
attempting to establish Germany's innocence, never made any im
pression on me. For my conclusions as to the responsibility are not 
based on suspicions or belief or the study of circumstantial data. I 
do not have to reason or argue about the matter. I know. The
conspiracy that has caused this greatest of human tragedies was 
hatched by the Kaiser and his imperial crew at this Potsdam confer
ence of July 5, 1914. One of the chief participants, flushed with 
his triumph at the apparent success of the plot, told me the details 
with his own mouth. Whenever I hear people arguing about the 
responsibility for this war or read the clumsy and lying excuses put 
forth by Germany, I simply recall the burly figure of Wangenheim as 
be appeared that August afternoon, puffing away at a huge black 
cigar and giving me his account of this historic meeting. Why 
waste any time discussing the matter after that?

“  This Imperial Conference took place July 5th, the Serbian ulti
matum was sent on July 22d. That is just about the two weeks' inter
val which the financiers had demanded to complete their plans. 
All the great stock, exchanges of the world show that the German 
bankers profitably used this interval. Their records disclose that 
stocks were being sold in large quantities and that prices declined 
rapidly. At that time the markets were somewhat puzzled at this 
movement; Wangenheim’s explanation clears up any doubts that may 
still remain. Germany was changing her securities into cash, for 
war purposes.”

Thus, by German testimony of undoubted authenticity, but unwit
tingly given, the direct connection of German business and finance 
(its leaders classed with the Junkers), with the autocratic Kaiser 
and his Prussian militarists, is established beyond question. The 
unspeakable crimes committed in the name of warfare, the destruc
tion of property and of lives, the saddling of tremendous burdens of 
debt upon all the nations involved, and all the awful and terrible dis
asters and calamities which the peoples of these nations are suffering, 
are upon the heads of all those who attended that Potsdam confer
ence, whether Kaiser, Prussian butcher, banker or captain or indus
try. And while Pershing and the flower of American youth are bend
ing every energy to aid in the defeat and annihilation of the armies 
of Germany, there Is an opportunity for us at home, as pointed out 
by Mr. Palmer, ** to utterly destroy the army which Germany skill
fully and craftily planted midst the busy wheels of American Indus
try, and to break, never to be again repaired, the industrial chain 
which Germany has stretched across the American continent and our 
insular possessions,”  and I am sure, gentlemen, you will be in hearty 
accord with bis earnest declaration, in which he said:

“  I would divorce utterly and forever all German capital from 
American Industry.”
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Conservation of Alan Power
By Eugene Lym an  Fisk , M. D., Medical Director, Life Extension Institute

It has been said that food will win the war, that thrift will win 
the war, and Roosevelt has brightly said that men will win the war. 
In a broad sense Roosevelt is right. It is man-power that will win 
the war. The nation that hits the hardest and the straightest with 
the largest number of able-bodied men will win the war. But this 
struggle is more than a series of battles. It is man-power in the 
broadest sense of the word that In the long run will conquer.

What is man-power? It is the total product Of man’s strength and 
intelligence and spirit. It is food, munitions, ships, machinery, health, 
morale and— what Germany has totally left out— morality. In the 
German vision of the superman (the evolutionary product of mere 
physical might) the survival value of moral might, of decency and 
square dealing among nations and of chivalry and mercy to women 
and children does not appear.

But morality and high ideals alone are not enough. They must be 
backed by material resources. That mere numbers of men do not 
constitute man-power was shown by Russia’s amazing collapse, largely 
caused by lack of industrial resources. When a Russian general was 
asked on what conditions the Russian ermy would keep the field, he 
said, “  Food and shoes.”

It may be said that the German onslaught was physically successful 
during the early years of the. war, but morally a failure. Pari passu 
with the German success in arms there has been an increasing deter
mination on the part of the allied nations to fight the war to a finish. 
The Allies were morally successful during the long and terrible period 
that was required to rally their physical equipment for victory.

It will thus be seen that the struggle we are engaged in is not a war 
in any ordinary sense of the term, but a great biological struggle for 
survival in which the organism most highly qualified to survive will 
prevail. The German in a scientific analysis of this problem has 
wholly ignored the survival value of moral might. It is for these 
reasons that the war must not end with a compromise if the type of 
civilization we believe in is to prevail. The war will end In a com
promise unless we put the whole weight of the nation and of the allied 
nations into the fight. The whole weight of our man-power, using the 
term in the broad sense I have interpreted, must be utilized. This 
means that we must study our latent and potential resources in health 
and in real vitality just as we have studied our latent and potential 
resources in agricultural products, in mechanical products, in munitions 
and in fuel. As we study this mighty upheaval we are moved to ask 
what is the price of victory and what are its rewards?

No matter what statisticians and financiers, economists, philosophers 
and pacifists may tell us of the terrible injury from war I am confident 
that apart from attaining the freedom of the human race there will 
be by-products that will return many times over the actual cost of 
the war. The war may be regarded as in the nature of a powerful 
social cathartic, carrying off a deadly poison from the body-politic 
even though it temporarily weakens the body and drains it of some 
of its best blood. If I may be permitted to use some rough medical 
language, the world is going through a terrible attack of Intestinal 
colic in order to rid itself of the Kaiser and his crew (this with 
apologies to the colon bacillus and all putrefactive organisms).

This is the only brave and optimistic view to take, but it imposes 
upon us the obligation to proceed with all possible vigor and dispatch 
to utilize these by-products to the highest degree before the human 
race again slips back into its self-sufficient and normally indifferent 
attitude to moral and physical reform.

Perhaps one of the greatest of these by-products is the abrupt revela
tion of our unpreparedness to maintain and carry forward our civiliza
tion, of the tremendous waste not only of natural resources but of 
man-power, of our criminal neglect to train our man-power for peace 
as well as war. It is true that the world and humanity are never at
peace. Life is continuous warfare with environment ând the losses in
that warfare are none the less heavy because they are submerged in 
a death-rate that is accepted as necessary just because it is there. 
We have had a severe jolt to our self-sufficiency, yet we are not even 
yet fully awakened from It.

In normal times nobody, not even government, dare stop a man on 
the streets and say, “  Are you loafing or working? If working, is 
your work worth anything to your country? Are you physically fit 
to fight? ” t

These questions are now being asked of every man between 18 and
45 and they have to answer up quickly. They ought to be asked of
every man and woman of any age throughout the whole nation, and 
if they cannot be answered to the full satisfaction of the patriotic 
demands of the country, there is a final question: “ What are you 
going to do about i t ? ”

There has not been sufficient attention given to the last question as
covering all the contingencies. It is true that the man who is loafing
must work or fight. The man whose work is not essential, whether 
high or low, is being required to shift his job. But the men who 
are physically unfit, whether of draft age, in deferred classes because 
of dependents or of occupation, or beyond the draft ages, what of 
them and of the women and the children who have never been 
examined as to their physical fitness?

It is among these classes, gentlemen, that we find the great lesson 
and the great opportunity of the war.

In the first draft 38 per cent of men between 21 and 31 were 
rejected as unfit for the training camps. This does not represent the
full degree of physical impairment as many were accepted whose
deficiencies were never revealed by the hasty examinations and many 
were deliberately accepted who were actually suffering from gonorrhea, 
syphilis and other affections which could readily be treated at the 
camps.

In the later draft, some further relaxation was made and only 30 
per cent were rejected, and many more were sent to the camps with 
remediable defects.

An analysis that I made of the results in seven representative boards 
showed that 60 per cent of these defects were preventable and rem
ediable by proper physical training, personal hygiene and corrective 
surgery or dentistry. These findings are paralleled by those of the 
Institute during the past five years in its examinations of industrial 
and commercial employees.

Shortly before the war when General Leonard Wood asked me for 
an estimate of the number between ages of 18 and 45 that would be 
declined, I answered, as based on our experience, at least 50 per cent., 
and the examinations in the first draft are entirely consistent with 
that estimate. More than 50 per. cent, of those examined by the 
Institute have been found in need of some form of medical or surgical 
treatment.

The following is an analysis of typical industrial and commercial
groups:

t—  Industrial. —^ ,—  Commercial. — N 
Men. Women. Men. Women.

Average Average Average Average

Slightly Impaired.
Age 34,

%
, Age 25.

%
Age 26.

%
Age 26.

%

12.22

Slight physical impairment or de
fect requiring observation or hy
gienic guidance ....................... 10.00 23.07 9.83

Moderately Impaired. 
Moderate physical impairment or 

defect requiring some form of hy
gienic guidance .............................. 40.96 53.84 51.59 57.77

Moderate physical impairment or 
defect, medical supervision or 
advised in addition to hygienic 
guidance .................................. .. 35.24 19.24 27.89 21.11

Advanced physical impairment or 
defect requiring systematic medD 
cal supervision or treatment.... 8.57 3.85 9.24 8.88

Seriously Impaired.
Serious physical impairment or de

fect urgently demanding immedi
ate attention ............... ................... 5.23 1.45
Just how are these conditions reflected in the death-rate and how

do they affect national vitality? According to a bulletin of the 
Illinois Life Insurance Company it is stated that the soldier’s chances 
of surviving an entire year’s war service are better than those of a 
young man of 20 surviving to 32 in time of peace; better than the 
chance the civilian of 25 has of reaching 36, or that the civilian of 30 
will reach 41, or that the civilian of 35 will reach 45, or that the 
civilian of 40 will reach 49, or that one of 45 will reach 52, or that 
one of 50 will reach 56, or that one of 55 will reach 60 or that one 
of 60 will reach 63.

The Institute Is often asked, ” When does a man begin to grow 
old? ” The answer is as shown on the chart, at age 12. It is then 
that he begins to lose his vital resistance and his death rate begins 
to rise until at 40 in the cities the rate among males is twice what 
it was at 20. Think of it! Fifty per cent of the vital resistance 
gone at this early age. Now without going to science, which is after 
all but organized common-sense, let us appeal to the sober common-sense 
•f the intelligent business man and ask him if the rapid rise in the 
death-rate among full grown men is really necessary, really the ex
pression of a law. Some actuaries, hypnotized by their own tables, 
have felt that this is so. Such men believe that if men at 40 do not 
die at the regular rate they ought to be made to die and thus justify 
the tables. But, gentlemen, there is no law of mortality. It is 
entirely within the bounds of scientific possibility to increase the 
vitality of 40 to that of 20.

Death rates are not due to time but to what happens In the course 
of time, and these are the things that happen :

Infections, poisons, mental strain, physical strain, mental inactivity, 
physical inactivilty, too much food, too little food, badly balanced 
diet, accidents, injury.

We cannot successfully and completely meet all these influences, but 
we can meet them to a much larger degree than at present. The 
first great step is to search the bodies and the lives of our people 
for the first sign of these influences. Instead of waiting fifty or a 
hundred years for another great war before we have a physical tryout 
of the nation, make the periodic examination! of the human body 
available to the whole people every year or at least at frequent inter
vals.

It was men convinced of these truths who founded the Life Extension 
Institute about five years ago. Mr. Harold A. Ley of Springfield, 
Massachusetts, and Professor Irving Fisher of Yale were the prime 
movers in organizing the Institute. Ex-President Taft, an eye-witness 
of the way the death rate had been smashed in the canal zone and In 
the Philippines, was elected Chairman of the Board of Directors and 
a Hygiene Reference Board of 100 leading scientists and educationists 
was formed under the chairmanship of Professor Fisher. This Board 
Includes the Surgeon Generals of the Army and Navy and United 
States Public Health Service and many State Health officers and 
authorities in special scientific fields.

Mr. Mershon,’ as you all know, has been systematically collecting 
information as to the ways and means employed by trust companies to 
improve the morale and efficiency of employees. The most striking 
figures to me are those showing a vast amount of work yet to be
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done. For example, only 4 per cent provide luncheon facilities for 
their employees and only 2 per cent provide pby^calexam in*tl™8-

In order to apply the 16 rules of hygiene which the Institute has 
formulated with the aid of the Hygiene Reference Board intelligent y 
and with precision, it has organized a systematic form of service or 
individuals, for groups of employees and for institutions such as' '
ance companies which are interested in prolonging the lives of their 
members and policyholders.

The service provides for periodic physical examinations, study of 
family history, personal history and activities and report and 
tions for the individual. No medical treatment is given, but needed 
medical or surgical attention is explained and urged. Education in 
right living is given by monthly magazine, “  How to Live,”  and by 
special leaflets dealing with such conditions as eye strain, underweight, 
overweight, constipation, exercise, headache, diet, etc. Special instruc
tion in diet and exercise is also given to members. In fact, we 
endeavor to teach people HOW TO LIVE, basing this instruction on 
their ascertained condition.

The Institute has about 5,000 physicians located in the principal 
cities and towns. At the head office in New York it has a large 
pathological laboratory and an executive staff of about 100 people, 
including 20 physicians. Behind the scientific work stands the Hygiene 
Reference Board.

In dealing with groups the Institute sends its trained head office 
examiners to do the work, equipped with the complete standardized, 
scientific apparatus. This work is standardized throughout and care
fully supervised, the final interpretation and important laboratory 
work being done at the head office. We provide a very exhaustive and 
searching service for the chief executives in whom the concern often 
has an investment which cannot be computed in money value, a lesser 
but very complete and valuable service for the heads of departments 
and important operatives, and a third service for the rank and file 
which is along the standard lines, but requiring much less time and 
detail, although accomplishing the purpose of a thorough individual 
survey, report and counsel.

It is a pleasure to state that our group department really owes its 
inception to this body. It was started only at a request from one of 
your leading members to provide medical supervision for their em
ployees. Mr. Sabin sent for me one day and asked what the Institute 
could do for them in our health instruction and examining service. 
We at once organized such a service for industrial and commercial 
groups, and it has been in operation for five years. It Is hardly 
necessary to state that such a company does not employ any business

methods for this length of time unless it finds it not only valuable 
but the best method. The cause of life conservation owes much to 
Mr. Sabin and his company for their progressive cooperation in this 
field.

About 100,000 examinations have already been made and many 
thousands of overseas workers in the Red Cross, Y. M. O. A., Knights
of Columbus and Salvation Army have been examined. Several impor
tant insurance companies have also taken the service for their policy
holders, and there are thousands of individually subscribing members.

Realizing the immense importance of the draft examinations and the 
tremendous educational value of these findings, the Institute has from 
the outset of the war urged measures for the reclamation of the 
rejected registrants. The Institute has prepared a leaflet of instruc
tion for such men informing them of the significance of their disabili
ties and appealing to their patriotism for cooperation in correcting 
their disabilities and qualifying for any work that they can perform
whether civil or military. This circular is printed as a document of
the United States Public Health Service and placed in the Draft 
Boards with the approval of the Provost Marshal General and will be 
distributed by. the examiners to those rejected. It will also be used 
as an instrument in a nation-wide appeal for improving vitality among 
the people at large of all ages and conditions.

I am distributing copies of this circular and ask your cooperation In 
pushing forward this work. Please note that it does not in any way 
advocate the work of the Institute. Why not distribute copies of the 
circular to your employees suggesting that it is the map of the people’s 
weaknesses? Urge them to do what they can to change and correct 
their own weaknesses and prevent future development of impairment. 
You can give this circular yourself or with the compliments of the 
Institute and we will send you a supply.

At the present time opportunity for patriotic service imposes the 
obligation to utilize it for the common good. We are our brothers’ 
keepers. Men are dying for us just now. We must do what we can. 
Is there really anything we can do here in money, self denial, work, 
service, that will balance what our boys are doing over there? How 
feeble and inadequate it all seems compared to the vigil and the 
service in No-Man’s Land. Yet all service has its place and the great 
service we can now perform is to summon and assemble behind the 
fighting line the full strength of the nation’s resources in man-power 
and all that man-power means in industrial activity and production, 
in civilian morale as well as in actual fighting strength.

As President Wilson states, ”  It is not an army that we must shape 
and train for war; it is a nation.”

The Work o f the Capital Issues Committee
By Jo h n  S. D r u m , President Savings Union Bank & Trust Company, San Francisco, Cal., and Member of

Capital Issues Committee

Mr. President and Members of the Trust Company Section, Ladies 
and Gentlemen: In your report just read, President Blair, you have 
outlined very fully what the functions of government are in war times. 
The work of the Capital Issues Committee is merely carrying out one 
of those functions. The purpose at this time of government is to make 
the business of war the first business, not only of the Government as 
such, but of every man, woman and child In this great nation of over 
one hundred million people. There is no other way in which our sol
diers at the front can prosecute the war for our protection, and, 

^eventually for the freedom of the future, unless every one of us at 
home contributes, each according to his or her share, which share is 
in a measure self-sacrifice, some of the help that is necessary to 
make the work of our boys at the front effective. Govern
ment, therefore, in these times of war, is to take practically every 
activity that constitutes in normal times the activity of the community, 
or the individual, or the corporation, and analyze those activities and 
grasp wihin itself all of those activities and make them its own, so 
that by the exercise for war purposes of all the civic powers of its 
people, it can prosecute the war so effectively that it can take the 
resources of the country and the industries of the country, and then 
bend those industries and resources to its will for the purpose of carry
ing on to a triumphant conclusion the business of the war. It there
fore must take those things for the carrying on of the war, and see 
to it that the business of war is the first thing in the thoughts and 
minds of its people. To do that it must build up and develop differ
ent agencies and activities that can bring that message home to the 
people.

The American people as such are the most receptive and willing 
people on the top of this earth, in co-operation with their Government. 
But we must consider, as President Blair said in his report, that the 
American people have been enjoying the greatest measure of pros
perity, and have in their ownership probably the greatest resources 
of any nation on earth. The American people have beeu proud In their 
prosperity, and they have been to a certain extent self-centered in 
their prosperity. Now that war has come, there is only one way in 
which the American people can be divorced from the individual 
thoughts of their own welfare, and made to think and act In national 
terms; and that is for the Government to build up such agencies as 
can lead the people and educate the people, and make the people aware 
of what the prosecution of war means. War, and the business of war, 
calling as it does, as you all know, upon practically one-third of the 
productive power of this country, calling upon It here and now— not 
next month or next year, but here and now; and calling upon it, not 
merely by taking to itself sums of money, whether those sums are 
billions or millious, but seeking to take to itself those things which 
money buys, those things in the shape of goods produced by labor, 
which exists now in limited quantities only, and which can be pro
duced only by the passage of time, and those things which do either

exist in limited quantities or do not exist at all, must be produced 
here and now if the fighting millions are to be equipped and trans
ported and maintained at the front in France— all this, I say, is the 
business of war. That is why your Government, through one agency 
after the other, is asking for the first call upon all of those things 
that constitute the material wealth and resources of this great country, 
and for the first call upon its industries, its commerce, its transporta
tion and its finance; and that is why we have been asked, at the ap
pointment of the President, to sit in Washington and determine in 
these times of war what is and what is not compatible with the na
tional interests. It is a hard task, it is a task that is difficult for 
men who must engage in it during the war, whose entire experience 
has been just the reverse; whose business has been that of seeking to 
create, construct and develop things, but who must, during this period 
of war, restrict, divert and change from one channel into the other, 
the uses of all the material, resources and labor of this country. It 
not only is difficult, so far as the facts themselves are concerned, so 
far as the experience of the men is concerned, but it is also extremely 
difficult to determine in a discretionary way, here and now, upon 
the spur of the moment, that which does constitute compatibility and 
that which does not.

When we think that we must as a people go on with our production, 
and go on with the uses of the production for the purpose of stimu
lating our commerce and our Industry, even though a great amount of 
our labor and material Is diverted for war purposes; when we think 
that those things must continue, and then when we think that a group 
of men In Washington, aided by other groups all over the country'who 
are giving their advice and counsel, are seeking to say that this cor
poration cannot use for new purposes this labor or this mataerial, but 
that this other corporation may— when it comes to the question as to 
whether a business Is essential or non-essential, the problem is a 
great one. We do not seek to say whether one business is essential 
or not, or that another business is non-essential. On the contrary, 
we seek to say only that we must not interfere with the going concern 
of this country, but that we must consider only the use of capital 
for new purposes, whether those purposes be the extension of existing 
plants and industries, or whether the creation of new plants and indus
tries ; and that is the measure of the responsibility which we have been 
exercising in Washington.

We determine the question of compatibility entirely on this basis: 
Does it or does It not aid in the prosecution of the war? We do not 
determine whether the business applying is essential or non-essential 
for war purposes. We only consider whether the new capital is to 
be employed for a purpose that serves directly In the prosecution of 
the war. That is, so far as the use of private capital is concerned 
by the individual or by the corporation. So far as a municipality is 
concerned, we must consider that the municipality and the State, hav
ing proper regard for the welfare of the citizens comprising that par
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ticular municipality or State must not have its health interfered 
with during war time, and must also be able to pursue those thing* 
that are of paramount importance, so far as the welfare of the particu
lar community is concerned. We therefore upon those factors seek to 
determine just what is or is not compatible. Since May last, when 
we were inducted into office, we hare passed upon practically a billion 
and a half of securities. We hare acted upon nearly 4,000 applica
tions. They come from all over this country, and are of every kind and 
character imaginable. One grand financial kaleidoscope seems to p 
before our eyes in the day’s work. One moment we are considering 
the needs of some municipality in the extreme Northwest, and the 
next minute we are considering whether a utility corporation in New 
York State should or should not be permitted to extend its plant. The 
next minute we are considering some problem of irrigation and reclama
tion in some state in the Southwest, and so the day's work goes on, 
hour after hour, considering these different applications; and although 
the amount may be small, the amount of information that we re
ceive before we pass upon those applications is large because we 
have the assistance and support of the financiers and men engaged 
in corporate affairs and industries throughout the whole country, 
who, in a whole-hearted and patriotic way, are sitting day after day 
in each one of the twelve Federal Reserve Districts over this country, 
furnishing us with the local aspects, and giving us a local picture, 
so that we can determine from the picture which they give of local 
conditions whether we are or are not exercising proper judgment In 
either approving or disapproving a particular application.

Those men sit, and they go into all the financial aspects of particular 
locations. They consider the personnel of the corporation, if it is 
a new corporation. They consider whether that corporation embark
ing in time of war is apt to achieve financial success, or whether 
it is not; whether the men engaged in it are of the proper character; 
whether the subject-matter of the new corporation is one which 
serves a war purpose. And then, over and beyond that, they also 
consider the plan and method whereby the moneys are to be ob
tained by that particular corporation to finance its work. When we 
get those repo-ts from the local committees, we then have prac
tically every kind and character of atmosphere and viewpoint sur
rounding that application that is possible to receive, in regard to 
the particular needs of the applying corporation or municipality, as 
the case may be. But we go further than that. We must not only 
have the local effect, but we must have the national picture. We 
must know whether or not, nationally, the particular subject-matter 
of this capital expenditure is going to aid in prosecuting this war 
in one little single degree; and we have sitting there in Washing
ton, thinking in national terms and acting in national terms, group 
after group and committee after committee, of men particularly qual
ified in the particular subject-matter of their work, who know defi
nitely and thoroughly, not only the science of a particular enter
prise, but also the art or the practice whereby that enterprise is 
conducted; and those committees give us the benefit of the national 
statistics that have been gathered, and they can tell us very definitely 
and positively whether this particular thing does or does not serve 
a war purpose. Very frequently the national picture differs from the 
local picture. While all the local conditions are right, so far as the 
finances are concerned, so far as the economic needs are concerned, 
for the subject-matter of the new corporation,— it is frequently a 
question; and the war body sitting in Washington determines that 
fact. We therefore have pursued that procedure, so that we do not 
feel, when we eventually exercise our own judgment in the matter, 
that we are taking a chance in determining these great, big questions 
upon which the future welfare and the present welfare of this nation 
depends, unless we are fortified and safeguarded and hedged in with 
an amount of knowledge that practically gives us, you might say, 
the lead from which to form a correct judgment and conclusion in 
the matter of a particular application. That is the procedure wq 
follow. So far as the applications themselves are concerned, we 
have now had so many hundreds of applications, typifying certain 
conditions all over this country, that we have gotten to the point 
more or less of being able to determine the principles upon which 
those applications should be decided.

In regard to municipalities, the main applications are concerning 
schools, hospitals, roads’ and new public buildings. So far as new 
public buildings are concerned, needing steel, other raw materials and 
labor, there is practically nothing of a municipal character that can
not wait during the period of the war; and as application after ap
plication comes in, the War Industries Board advises us, until now 
they have stated that the needs for war purposes this year are about
5,000,000 tons short, and that nothing of a building character re
quiring steel and all the other raw materials should go forward un
less it is a matter concerned absolutely with the health of the par
ticular community. As far as schools are concerned, England has 
built only half a dozen schools, I think, since the war began. We 
try in every way possible to see whether the needs of the particular 
school community cannot be served by putting up a temporary struc
ture. We have gone into the question of the advisability of temporary 
structures with the Architect of New York State, who has furnished 
us with specificstions, whereby for a small and nominal sum a 
temporary building can be erected either for a school, or a tuber
culosis hospital, etc., and practically two-thirds of the cost of the 
building saved. In regard to roads, unless the road is absolutely 
necessary for military purposes, or unless it is in such condition that 
it will be practically impassable for the purpose of business other
wise, we are forced to disapprove the road applications. We find, 
in regard to applications coming from municipalities, that we have 
the co-operation and support of the municipalities more than almost 
any other originators of applications; first, because the amounts that 
municipalities require go up into such huge sums, and also because 
the example of a political division of a State being willing to forego, 
if it is willing to forego, that particular thing, serves that much 
better the Government’s need for educating its people, and also be
cause municipal securities are tax exempt from Federal taxes, and 
are therefore directly competitive with the Government, where the 
proposition is passed.

So far as private corporations are concerned, we adopt two theories: 
One, the financial aspect; and the other, the economic aspect. So 
far as the financial aspect is concerned, even though it serves a war

purpose, the subject-matter of the new corporation, or the extension 
of the existing corporation, unless that corporation is financed prac
tically by its own people, or practically by people who are acquainted 
with it, who know definitely what investment they are making,— we 
feel that it is not compatible with national interests in war time, 
when the Government is appealing to the people to buy War Stamps 
and Liberty Bonds, that new enterprises should be financed by solicitors 
going out on commissions of 15, 20 and 25 per cent., and diverting the 
income of the successful wage earner and the successful farmer into 
enterprises where, on the prospectus, the subject-matter of the cor
poration is a proper war purpose, but at the same time the moneys 
are not economically used for that purpose. Consequently, we feel 
that in war times, if new enterprises are to be conducted, those new 
enterprises should be financed either by the group of original pro
moters or by the promoter’s friends and acquaintances who know the 
character, and the business ability, and the likelihood of financial 
success of the original promoters, and who are willing upon their 
own judgment, upon their own knowledge, to invest their own money, 
and to do it with an understanding knowledge, and do it in the home 
territory or the location where the particular enterprise is to be 
conducted. This idea in war time of having a corporation start in 
business in Michigan and sell stock to the farmers and wage earners 
of Iowa, Illinois, and other neighboring States, where the stockholders 
can not be familiar with the proposition, means that the stockholders 
have been attracted simply by the statements of the solicitors, or 
by the airy announcements of a prospectus, and they part with their 
money, and when the next Liberty Loan drive comes on, or the next 
War Savings campaign comes on, they are not prepared to do what 
the Government asks them to do, which is to invest their money in 
Government securities out of thrift wealth, outTof that which is an 
accumulation of surplus earnings,— which should be done, rather than 
simply have our securities floated on credit, which will lead to even
tual inflation.

Now, I am not going to take up much more of your time, so far 
as our procedure is concerned, or so far as our policies are con
cerned, but I do want to talk to you for a few minutes along the 
line of co-operation which the banks of the country have already 
so heartily given us. I want that co-operation kept up, and I want 
it extended and amplified. You who are the custodians of credit in 
your particular communities, and also the financial, industrial and 
commercial advisers of those engaged in various enterprises, have 
given us liberally of your time and your efforts, and you have carried 
forward for us this matter of education, so that this work has be
come effective. It is through your co-operation that it has become 
effective. But we want further co-operation.

So far as the issuance of new securities is concerned, in the form 
of notes, bonds and stock, our work is pretty well known. But so 
far as the intermediate borrowing is concerned, or so fay as the inter
mediate use of money is concerned by a municipality, corporation or 
individual, it is not so well known. The entire purpose underlying 
the work of this Committee Is to save production for the war of the 
materials and labor of this country. Therefore it is not only a mat
ter of saving the capital invested in a particular issue, but if an 
individual or corporation or municipality goes ahead with some con
struction program, because it can finance it in an intermediate way, 
either by borrowing the money from the banks or by using its own 
money, it is then not serving the purposes of the Government, know
ing before it enters into the program whether the new purpose is or 
is not essential. The only way in which that message can be made 
effective is to have the service and co-operation of the thousands 
and thousands of bankers over this country, nearly all of whom are 
familiar, from one source or another, with the fact that some new 
enterprise is about to be entered into. They know it generally before 
the contract is entered into; they know it before any obligation is 
assumed. We want to ask your further co-operation, and the use 
of your further time, so that you will make known to every one 
who is about to embark in a new enterprise, the request to that 
person, corporation or municipality, to send in to the Capital Issues 
Committee its application, to determine whether that particular use 
that they are about to make of the materials and the labor of the 
country does or does not serve a war purpose. Otherwise, they 
are coming flatly into competition with the war program of the Gov
ernment. They are practically standing up and saying, “ Despite the 
war, despite the fact that the war must be prosecuted, despite the 
fact of the importance of raw materials, and the fabrication of those 
raw materials into the finished product, I feel that I must go forward 
with my enterprise; I must take what I can get of the limited supply 
of labor and the limited supply of material, and I must go forward 
with my enterprise, despite the needs of my Government for war 
purposes.” That is what is being done, unless before that individual 
judgment is exercised that individual judgmept is enlightened as to 
th.) situation. In this time of war the American people are asked 
to forego that judgment and forego the exercise of their free priv
ileges, and give freely and generously to the Government, foregoing 
their own judgment for the benefit of the Government, letting the 
Government decide for the time being, during the period of the war, 
as to the question, Does this or does this not serve for the immediate 
prosecution of the war? Therefore, that is the first request I make 
of you gentlemen.

Then there is another request I make. That is in regard to the 
waste of capital. This country has been very prodigal in production 
since the war in Europe began, so prodigal that sums of money hitherto 
unheard of have been made and distributed by the millions and hun
dreds of millions of dollars, among our wage earners and our farmers. 
They have, out of those millions and hundreds of millions, been able 
to put something aside as a surplus. That fact is known to those 
who fcave preyed upon the successful wage earner and farmer of the 
country, and who have endeavored, by their false, if not fraudulent, 
Solicitations and representations to part those men and women from 
their money; and they have gotten that money, and seen to it that 
that money is invested in worthless stocks. Those sums run into the 
hundreds of millions. This menace is greater since the Liberty Loan 
campaigns. Never before have the American people been investors in 
securities to such an extent. Do we realize that over seventeen mil!i< i 
Americans are possessed of Liberty Bonds? A greater number t.;an 
that have War Savings Stamps. Then think of those vultures of
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finance, going out and attempting to get those people, who have so 
far done their patriotic duty, to exchange those bonds and those 
stamps, with the plea that having done their patriotic dutF by mak
ing the original investment, they are now serving a higher patriotic 
purpose by trading those bonds and stamps for the purpose of mak
ing an investment in this enterprise, or that enterprise, the subject- 
matter of which may be the further prosecution of the war. They 
make a plea for the production of oil, and they speak of the needed 
production of more oil; or it may be the coal industry, or concerning 
tractors or trucks. It makes no difference what it is. Those false 
representations are made by solicitors, whose claims are false and 
whose statements are false, and they under that false guise divert 
from the American people the very investment which their Govern
ment has asked them to make and keep as an investment over the 
period of the war. That has gone on in the last four months until 
it is estimated, through some of the States of the Middle West—  
and I have been furnished these statistics by the loan Department 
of the United States Treasury— that more than four hundred million 
dollars’ worth of Government bonds have been exchanged for securi
ties of that character.

For that reason Secretary McAdoo has asked the Capital Issues 
Committee to go forward in the work of stopping that economic crime. 
We are preparing now to see to it that over the length and breadth 
of this land, at least during the period of the war,— not as the “ Blue 
Sky” commissions of tho respective States have been doing for the 
protection of investors,— not only for their protection, but for the 
protection of the Government, we are going out and make the mes
sage of the Government plain, that during this time of war the Gov
ernment cannot allow Ats people to have thetr money, their investment, 
diverted in any such way. Whether we succeed or not* we are 
going to make the effort, and we are going to seek to make that the 
one big constructive piece of work of this Committee. We have been 
put in Washington for restrictive purposes, but if, during these days 
when restriction is necessary, we can do for the American people

one piece of constructive work, so that this economic waste and 
extravagance will no more go on, nor be possible when peace comes, 
then we will feel that we,. and all of those who have assisted and 
associated themselves with us in this work, have done, to the ex
tent that we are capable, one portion of the patriotic work necessary 
for the prosecution of the war.

I therefore am asking you to-day if you will not by appropriate 
resolutions see to it that the American Bankers’ Association shall 
put its seal of approval upon this work, and see to it that through
out the country we have not only the support and co-operation, but
the active working interest of all the bankers, as though you were 
all ex-ofiicio members of one great big vigilance committee, the pur
pose of which is to hunt out and prevent this economic loss, ex
travagance and fraud from going further.

That is the real big message that I want to bring to you to-day 
from Washington. I want to ask you for your co-operation. I want 
to say that, so far as our work is concerned, we are seeking to do 
it along democratic lines, and not lines of autocracy and force. 
We are seeking to do it by getting the enlightened public influence 
of this country back of it, and to get that enlightened public in
fluence, we want the patriotic co-operation and support of those who 
are the leaders throughout the country. For that reason, in con
clusion, I want to say that I appeal to you here to-day, as the
leaders in your communities all over this country, that you will
give the benefit of the positions you occupy in your respective com
munities, the benefit of those things you stand for, the benefit of 
the knowledge you have acquired, to the service of the Government 
during this time of war, so that when the war is over we will find 
that out of the fire has come a better and more purified people.

T he  President: I knew when we asked John Drum to come here 
and talk to us that we would hear something worth while, and I 
think we all agree that we are not disappointed. Now, a motion is in 
order for the appointment of a committee to draft such resolution.

Committee and Officers’ Reports— Trust Company
Section

Annual Address of the President, Frank W. Blair
Quietly, as Is becoming of those upon whom responsibility rests, and 

efficiently and Intelligently, the trust companies of the United States 
are adapting themselves from day to day to changes wrought by the 
needs of a country at war. War is a voracious thing, and its appetite 
is not easily satisfied. It asks for men, and more men, and still more 
men; it requires munitions, and more munitions, and still more muni
tions; it demands money, and more money, and still more money. War 
is terrible and brutal, but war successfully waged for liberty’s sake 
yields a profit so great that no sacrifice of blood, toil or money is too 
much to pay. Freedom, opportunity, confidence— these are the most 
precious possessions of mankind— these are the profit victory offers. 
In this realisation the trust company official finds strength when the 
days seem dark and the outlook dreary.

We have learned— and the lesson is being impressed upon us more 
and more each passing day— that the supreme effort demanded by a 
great war requires for its realization the maximum effort of each of 
the component parts of the nation, indivdual and corporate. No man is 
truly and wisely patriotic who Is not serving where and how he can 
serve best— be it on the firing line or at his desk. So, too, each cor
poration— each bank and trust company— should be so placed that it 
can give its utmost.' If, for instance, membership in the Federal Re
serve System— a commercial banking system, be it remembered— de
signed, created and administered as such, cnaoles a bank or trust 
company to do this, then it should join that system forthwith, without 
regard for other considerations. If, on the other hand, the limitations 
as to business and investment imposed upon non-commercial institutions 
are such that they can add nothing to the strength or efficiency of the 
system, by Joining it, but, rather the contrary, then it is their duty 
to soberly consider the course they shall pursue, without regard for the 
waving of banners ̂ and beating of drums. Bach must serve. All must 
serve together. Co-operation there should be. Oo-operation there must 
be— state bank with national bank, non-commercial bank with com
mercial bank, non-member bank with member bank. “  Going it alone ’ ’ 
does well enough in time of peace, but won’t do now.

How far a particular bank can go, in this direction or that; how 
much it “can do in one way or another; what its duty is toward this 
thing or that, the ability, experience and conscience of its manage
ment must determine, and a decision reached after proper considera
tion of all these factors, none has the right to criticize. But some do 
that very thing. Take the case of financial institutions which do no 
general banking. There are hundreds of them— located in a score of 
states. Some of them are trust companies prohibited from doing com
mercial banking; some are mutual savings banks having no capital 
stock; others are state banks, compelled, by the provisions of state 
taw, to invest their assets, or the greater part, in securities not recog
nised as commercial investments. They could not help the government 
or themselves by becoming member banks. Under present conditions 
they are serving their communities, aiding business, promoting savings 
and thrift, buying and helping to sell Liberty bonds— all without directly 
aligning themselves with the Federal Reserve System.

The disposition on the part of some public officials and others to 
question the patriotism or loyalty of such institutions because of their 
non-membership is something for which I can see no reason unless it 
results from either lack of understanding, recklessnes of expression or 
disregard of facts.

And speaking of co-operation: The obligation resting upon public 
officials to do their part is not always recognized. In demonstration,
I quote the following from a circular issued by the Comptroller of the 
Treasury under date of August 12 last:

“  For the past seven months of 1918 there has been no failure of 
any National Bank in any one of our forty-eight states. Never before 
in the history of National Banks since 1870, with the single exception 
of the year 1881, has there been such immunity from failures. Dur
ing these same seven months of 1918 twenty-two State Banks and 
Trust Companies in fourteen different States, have failed— an average 
of a failure every ten days.”

This obvious attempt on the part of a public official— a high official—  
one who is ex-officio a member of the Federal Reserve Board— to put 
doubt in the minds of the public regarding the stability of financial 
institutions operating under State charters, should be most strongly 
condemned. It is to be deplored that such a foolish thing should be 
done by one occupying a high place, at a time when the utmost of 
effort is necessary on the part of all banking institutions, in order that 
our Government may be best served; and after twenty thousand State 
Banks and Trust Companies have so nobly and so effectively been doing 
their bit to help in winning the war. To my way of thinking, It is a 
mighty poor example of co-operation.

The last has been an active year in affairs of the Trust Company 
Section. As its details are completely covered by the Executive Com
mittee’s report, I shall refer to two or three items only. There has 
been read to you a copy of the letter signed by me and sent to the 
Federal Reserve Board under date of October 31st, last. Though no ac
knowledgment of that letter was ever received, it seems apparent that 
the justice of our contention made therein, and the fairness, of our 
suggestions, were both recognized. The so-called Phelan Bill, which 
is generally supposed to represent the views of the Federal Resrve 
Board as to the proper method of amending Section 11-K of the Fed
eral Reserve Act, contains neoarly all, if not quite all, that for which 
we contended.

And this, it seems to me, is a good time to say with respect to the 
Phelan Bill, that I cannot see in its second paragraph, which has 
been so vigorously attacked by many trust company men, sufficient of 
menace to state chartered financial Institutions, to offset the good 
which would result from the enactment into the law of its other pro
visions. The paragraph in question is objected to by some of our 
friends on the ground that it would give to National Banks a power 
they do not possess at the present time.' To me it seems as if this 
may be not be . so. It is contended by many lawwers— and among them 
some of the best in the country— that the national banks already pos
sess every power which the sponsors for the Phelan Bill seek to give 
thmeh. These lawyers hold that the United States Supreme Court’s 
decision in the famous Michigan case, which was prosecuted under the 
auspices of this section, gives the Federal Reserve Board authority to 
grant trust powers to national banks in any State where state banks 
or trust companies come into competition with them, state laws to the 
contrary, notwithstanding. If this is so, the effect of the passage of 
the Bill would not be to increase the powers of national banks, but 
to clear up doubt as to their limitations.

At the present time, there is not the least doubt about the author
ity of the Federal Reserve Board to authorize national banks in most 
of the states to operate trust departments, without regard to the pro-
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visions of state law governing the granting of trust powers to state 
institutions. The Phelan Bill contains two paragraphs which seem 
worthy of quotation here:

** Whenever the laws of a State require corporations * acting in a 
fiduciary capacity, to deposit securities with the State authorities for 
the protection of private or court trusts, national banks so acting shall 
be required to make similar deposits and securities so deposited shall 
be held for the protection of private or court trusts, as provided by 
the State law.”

** In passing upon applications for permission to exercise the powers 
enumerated in this subsection, the Federal Reserve Board may take 
into consideration the amount of capital and surplus of the applying 
bank, whether or not such capital and surplus is sufficient under the 
circumstances of the case, the needs of the community to be served, 
and any other facts and circumstances that seem to it proper, and 
may grant or refuse the application accordingly; Provided, that no 
permit shall be issued to any national banking association having a 
capital and surplus less than the capital and surplus required by State 
law of State banks, trust companies, and corporations exercising such 
powers.”

During the last few years several state legislatures have passed laws 
making it an offense for any corporation to practice law, or to furnish 
legal advice, or services, or to furnish attorneys or counsel to render 
legal services of any kind. I think most of them contain exceptions, 
of which that incorporated in the New York law is> typical. It reads 
as follows:

“ This section shall not apply to any corporation or voluntary asso
ciation lawfully engaged in the business authorized by the provisions 
of any existing statute, nor a corporation or voluntary association law
fully engaged in the examination and insuring of titles to real prop
erty.”

It has been, and is the belief of many experienced trust company 
officials, that in the handling of trusts, many limes administrative arid 
legal questions are so intermingled that from a practical viewpoint, as 
well as from an economic one, it is desirable that all ordinary office 
legal matters and Probate Court appearances should be attended to by 
an attorney directly in the employ of the trust company. In the years 
that have passed it has been demonstrated that those who have an 
intimate knowledge of the facts and intricacies of the trusts can per
form required legal services of the ordinary kind in such matters, with 
better understanding, more expedition and less expense than an out
side counsel. It is their belief that trust company men who come 
into contact daily with the peculiarities of laws governing the disposi
tion of property after death are, if otherwise capable, much better 
qualified to guide the drawer of a will through the maze of legal tech
nicalities which surround the laws of inheritance, than those not hav
ing the same experience.

There has been no doubt in the minds of trust company men that by 
the exception quoted above it was intended that work of this kind 
should be done as it had been done before the passage of the laws, 
and acting upon that assumption most companies have conducted their 
business with no change of policy and without even a remote thought 
of interference. A situation now exists, however, which demands im
mediate attention.

During the year, two New York companies were prosecuted, con
victed, and fined for violation of the statute of that State. In one 
case the trust company advertised that its services were open to the 
public in the matter of drawing wills, without obligation. Responding 
to the advertisement a certain person requested the trust company to 
draw his will; the trust company called in an attorney connected with 
its regularly retained firm of legal advisers, who drafted and super
vised the execution of the will, under the terms of which the trust 
company was made executor. No charge was made by either the trust 
company or the attorney. The Court in making its finding, held the 
purpose of the statute to be to prevent the intervention of a cor
poration between a lawyer and his client, in cases where the lawyer 
was primarily retained by the corporation, and also that the practice 
of law is not confined to performing services in Courts of Justice, but 
includes legal advice and counsel, and the preparation of legal instru
ments and contracts by which legal rights are secured, although such 
may not be pending in Court. The record does not show that the at
tention of the Court was called to the exception in the law.
, The other case was brought against a Title Guaranty and Trust 
Company one of the employees of which drew a bill of sale of per- 
sonal property and mqde a charge for doing so. The Court held this 
to be practicing law in violation of the statute and imposed a fine. In 
its defense the company contended that the exception above quoted 
made the statute inapplicable to the transaction, as the trust com
pany was authorized to do the business in question. In denying the 
defence the Court said:

•• The plain meaning of the statute is that the section does not 
apply to the defendant while engaged in examining or insuring titles to 
real property, but does apply while doing work ultra vires to its char
ter, and no corporation has power to practice law. When doing the 
work which is the subject of this information, it is not engaged in 
the examination and insurance of titles to real property, and, therefore,
the section does apply.” . .. .

Several well known and competent attorneys have expressed the opin
ion that the first case at least of the two was erroneously decided. 
Their view being that the exception should be construed as making 
the statute applicable in all cases where, as a preliminary to the ex 
ercise of its admitted corporate powers, a trust company draws a will 
or other instrument, in which it is made executor, trustee, agent, etc., 
or where a trust company, in the execution of a trust conferred upon 
it does work which it is undoubtedly authorized to do, and which 
necessitates legal services. Thus, a trust company could draw, law
fully a will in which it is named as trustee, but could not draw one 
in which it is not, or is not to be directly interested; it could appear 
in Court in the probating of an estate or in the executing of any other 
trust the performance of which was directly within the scope of its 
corporate functions. The question would seem to lie one of ultra vires. 
Whenever the corporation acts intra vires the statute is inapplicable, 
and whenever it acts ultra vires it is applicable.

It seems to me that the Trust Company Section should act at once 
in the direction of protecting the interests of its membership. I 
therefore recommend the appointment of a special committee to make

a study of the subject and to propose such protective and remedial 
measures as are deemed necessary. I further recommend that when 
this committee’s report is received it be referred to the Legislative 
Committee of this Section, and that the committee last named be 
authorized to take such action as is necessary, either by promoting 
or opposing legislation to put into effect the recommendations of the 
special committee.

There exists a condition of affairs within the American Bankers’ 
Association which must be remedied if the association is to continue 
to be the representative of all our country’s financial institutions. 
The report of your Legislative Committee informs you of the diffi
culties it met with while endeavoring to protect our interests; dif
ficulties resulting wholly from a restrictive provision contained in 
the constitution of this association. Happily, steps have already been 
taken to correct this defect in our fundamental law. President Hinsch, 
seeing the necessity for providing for us some kind of relief, recom
mend to the Executive Council, at its spring meeting, the appointment 
of a committee to make a study of the association’s affairs, and, having 
secured authority, appointed a committee, which I understand will 
make certain recommendations to the general association at this con
vention. If the constitution is amended in compliance with the com
mittee’s suggestions, there will be permitted much more autonomous 
action on the part of the several sections. Such action would be a 
step in the right direction, and it is to be hoped that the delegates 
present will vote in its favor.

This is “  election year.” In common with everything else, war has 
brought a change in what we call "  politics.” The word ** politics ”  
has taken on a new significance. Despite eminent authority, politics 
has not adjourned. In this much quoted statement, the word was 
used as interchangeable with partisanship. Partisanship, we all sin
cerely hope, is adjourned, despite discouraging signs to the contrary. 
But partisanship is not politics. Politics has a much larger meaning. 
Under the broader interpretation, it is concerned with the relationship 
between government and people, and just now it also covers the rela
tionship between government and business.

In the last few years these relations have undergone marked changes. 
Heretofore the government has been concerned with business in two 
ways— first, as the constructor or operator of certain enterprises so 
vast in scope and cost, or so much as adjunct of public service, that 
private capital could not be tempted; and second, as a regulatory in
strumentality.

War is always the concern of government, and this war is so huge, 
and war generally has become so much a matter of production, that 
it has surpassed the possibility of having its demands for materials 
satisfied by anything less than government direction.

Not only is our government conducting the war, but it is also con
ducting the great industrial enterprises that support the war. In 
regard to some of its undertakings it may appear that the war served 
as a convenient excuse for indulging a desire for socialistic experi
ment. It seems certain enough that the government, by repealing its 
restrictive laws, could have freed the railroads and thereby secured 
the results desired. The necessity for “ taking over ” the telegraph 
and telephone lines is even less apparent, but the fact is that, for 
the duration of the war and for some time thereafter, the government 
is the greatest and most important factor in business.

Directly or indirectly, by law or through moral influence, the gov
ernment is in complete control of all kinds of business, both essential 
and non-essential; it controls the supplies of raw materials; it fixes 
prices; supplies transportation or refuses to supply i t ; it exercises 
unrestrained control over capital investment, and the credit of the 
business world is coming more and more under its influence and direc
tion. The government is engaged in building and operating ships on 
its own account; it is the greatest manufacturing enterprise; it does 
the greatest insurance business; it employs more labor, pays more 
wages, buys more material, and takes in and pays out more money 
than any combination or corporate enterprises ever dreamed of. And 
the government is also the greatest of labor organizations. It may 
l>e that the government has taken over organized labor despite the 
belief that organized labor has taken over the government. As to this, 
which one is to survive and which is to have final control is another 
question that only time can determine.

The most impressive thing about all these changes is tne genera! 
conviction that there is to be no complete reversion to the ways that 
have been abandoned. Government has undergone, and is undergoing, 
changes. Politics is undergoing corresponding changes. We do not 
know what kind of a change it is going to take next, but we do know 
this: that government is no mysterious organization, remote and un
approachable, issuing decrees and making decisions of infallible ac
curacy, and always beyond criticism. Government consists of the 
people, and it responds to the registered will of the majority. Politics, 
then, calls .business men to action and must interest and concern 
them. Government as it Is now constituted is not likely to relax its 
grip on business. In any event, and under any expectable circum
stances, government is going to have a very much larger participation 
in business than, ever before— in this country as well as others. Prob
ably it should have. If it is true that co-operation has displaced 
competition— and we all hope it is true— there are certain important 
functions that may better be performed by government, or one of its 
agencies, than by any other instrumentality. In relation to banking, 
for instance, it was probably only by the compulsory process of the 
Federal Reserve Act that the national banks could ever have been 
brought into a co-operative organization. If the conditions under 
which all state chartered institutions operate were the same, the way 
would be open to similar compulsory processes to complete this co
operative organization. In the latter event, there would be no lack 
of equity among the instiuttions affected. *

So, if foreign trade is considered, government is the agency to which 
we look for permission and direction in regard to competitive selling 
and buying. In many respects, government is a satisfactory trade 
promoter and information getter. It can secure trade concessions from 
other nations and make commercial treaties, surveys and investiga
tions.

In the matter of the railroads, it has been able to produce economies 
in operation which we all wish to see retained. It is the one agency 
which can give us an authoritative inventory of our national assets.
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The British government Is so pleased with its system of unified pur
chasing that its representatives in this country ace confident they will 
remain here and continue their work after the war. This means 
nothing less than that the British government will buy all raw ma
terials for its manufacturing enterprises for an indefinite time to 
come, which means that government agency, under test of its capacity, 
can perform such service to better advantage than private and com
petitive buying. It means that we are likely to do something of 
exactly the same kind.

If we are interested In business, we must be interested in politics__
and acutely and actively 'interested. A popular form of government 
Is good, or bad, or indifferent, in exact accord with the desires of 
the people. The people are government, and they always have exactly 
the kind of government they want. If bankers and business men 
have been indifferent about politics, then politics has provided what, 
from their viewpoint, is an indifferent sort of government. Political 
leadership has not usually been in the hands of business men. When 
the government, under pressure of war, went into business, it began 
to recruit business men, but the commanding positions have not, of 
course, come to them; and we must have business men in control of 
government, if government is going to be in control of business; other
wise we are doomed to failure.

Politics, therefore, has a new meaning for us. It no longer invites 
our serene contemplation as a category of ideals, whose realization 
would bring us at once to Utopia. It is a category of stern actualities 
to be reached, not merely to be reached for. If we are to get results 
and find satisfaction in the getting of them, every single one of ns 
has got to get into politics and try to inject into that sphere the 
business intelligence which we assume is not now there. Business has 
grown so great In the world that it can no longer exist side by side 
with politics and leave room for both. For many years business has 
been supplanting government as the occupation which made the 
strongest appeal to men of education and intelligence. Government 
has resisted. Politics has been jealous. Under pressure of a war, 
which is after all a business, in that it is a struggle for economic 
survival, government has taken over business. Is business going to 
surrender abjectly, or is business— the new business, the business 
that is conducted for service as well as for profit, the business that 
regards social conditions and gives equal heed to the obligations, as 
well as the privileges of capital and labor, which writes success in 
terms of general welfare— is this new business going to surrender, or 
is it going to take over government?

Report of Committee on Legislation, by Henry M. Camp
bell, Chairman

The undersigned, Chairman of the Legislative Committee of the 
Trust Company Section, begs leave to submit the following report of 
the activities of the Legislative Committee of the Trust Company 
Section since the last general meeting of the Association:

Article 5, Section 15 (b) of the Constitution of the Association 
provides for a committee on Federal Legislation consisting of six mem
bers, whose duties are to recommend to the Executive Council and the 
General Convention any proposed changes in the laws, and upon the 
dual approval of these bodies, to do what may be necessary to promote 
or oppose proposed National Legislation. In cage a question arises 
between sessions of the General Convention, the Executive Council may 
direct the activities of the Committee on Federal Legislation, and in 
case of emergency between sessions of the Executive Council, the Fed
eral Legislative Council, which Is next referred to, may be directed by 
the Federal Legislative Committee to take a referendum vote, which 
shall determine the policy of the Association respecting such legisla
tion.

Under Article 5, Section 15 (bb) the Constitution provides for a 
Federal Legislative Council consisting of more than fifty members, who 
shall be auxiliary to the Committee on Federal Legislation, and who. 
when directed by the Committee on Federal Legislation, shall take a 
referendum vote on proposed legislation which may be submitted to the 
Committee.

At the General Convention held in Seattle in 1915, a resolution was 
adopted prohibiting any Section of the American Bankers’ Association 
from taking any part in advocating or opposing the passing of legisla
tion affecting the banking interests, unless the same bad first been 
approved by the Legislative Committee.

Under this complicated system, the difficulty of effectively advocating 
or opposing any legislation which might be attempted and which might 
affect the interests of the Association, or any of its Sections, is too 
obvious for discussion, and is wel illustrated by the course of the Glass 
Bill, so-called, by which amendments to Section 11 (k) of the Federal 
Reserve Act are being advocated.

On February 21, 1918, a bill was introduced in the House of Repre
sentatives (H. R. 10104), known as the Glass Bill, which, among 
other things, sought, in Section 2, to amend Section 11 (k) of the 
Federal Reserve Act, which authorized the Federal Reserve Board to 
grant trust powers to National Banks. This bill was referred to the 
Committee on Banking and Currency. The attention of the Chairman 
of the Legislative Committee of the Trust Company Section having 
been called to this bill, a meeting of the Executive Committee of the 
T#rU8t 9?j” Pany Section was called on April 8th to consider Section 2 
of the bill, at which meeting it was determined that If certain changes 
were made in Section 2 , the Committee would recommend to the Federal 
Legislative Council that the bill be passed. The objections to the 
Glass Bill were as follows:

1. Granting Trust powers to National Banks, whether or not in 
contravention of State or local law.
Jk ?Ia?lng !t joptî naI* instead of mandatory, with the Federal Reserve

t0f- r€q.uIr.e NatIonal Banks to make proper deposits for the pro
tection of private or court trusts. v

3. Granting of Trust powers to National Banks without taking

sTa°teTw8deinatwhiehhe T * * * 1 ° ther requirementB of the various state laws in which such powers were granted.
as^follows^ COD8ideration. resolutions were adopted by the Committee

", Resolved That the Trust Company Section of the American Bank-
? % f ™  i ere<?f against the passage of those portions
of hc.t.iU 2 of the Glass Bill, H. R. 10104, as follows:

“  Whenever the laws of such States authorize or permit the exercise 
of any or all of the foregoing powers by State Banks, Trust Com
panies, or other corporations which in any way compete with National 
Banks, the granting to and the exercise of such powers by National 
Banks shall not be deemed to be in contravention of State or local law, 
within the meaning of this Act, whether or not such State laws 
expressly or by necessary implication prohibit the exercise of such 
powers by National Banks.”

Paragraph six, which maks it optional, rather than mandatory, 
that National Banks be required to make proper deposits for the pro
tection of private or court trusts.

The last paragraph, which grants trust powers to National Banks 
without taking into consideration the capital and other requirements 
of the various State laws in which such powers are granted.

"  Resolved, That the officers of the Section, together with Mr. Camp
bell, be and that they are hereby authorized to present the protest of 
this meeting to the Federal Legislative Council of the American Bank
ers’ Association for action.”

"  Resolved, That in the event of unfavorable consideration by the 
Federal Legislative Council to the request of the Trust Companies in 
respect to amendments to Section 11 (k) of the Federal Reserve Act 
that the permission of the Council be sought to present the matter 
before the Congressional Committee at Washington.”

"  Resolved, That the Committee on Legislation of the Section be and 
it is hereby authorized to use all proper avenues of approach or influ
ence in framing or directing along the lines of suggestions made at this 
meeting, the legislation proposed by Judge Elliott.”

About the time this action was taken, a substitute for the Glass 
Bill, known as the Phelan Bill (H. R. 11283), was introduced and 
referred to the Committee on Banking and Currency, and reported on 
favorably. This bill contains provisions removing the objections to 
paragraphs two and three above mentioned, but made no change in the 
provision that the granting of trust powers to National Banks shall 
not be deemed to be in contravention of State or local law, whether 
or not such State laws expressly, or by necessary implication, prohibit 
the exercise of such powers by National Banks.

On April 16th, the Committee on Legislation of the Trust Company 
Section met to consider the Phelan Bill, and the resolutions adopted 
by the eExecutive Committee were submitted to them. The general 
counsel of the Association was then requested to ascertain. If possible 
the views of the National Bank Section in regard to that part of 
Section 2 of the Phelan Bill, which read as follows:

‘ Whenever the laws of such State authorize or permit the exercise 
of any or all of the foregoing powers by State Banks, Trust Com
panies, or other corporations -which compete with National Banks the 
granting to and the exercise of such powers by National Banks shall 
not be deemed to be in contravention of State or local law, within the 
meaning of this Act.”

* Udge Baton, counsel for the Association, after a conference with 
t e Secretary of the National Bank Section, reported that the Secretary 
did not concur with the Trust Company Section as to the proposS
resolution WhlCh *** 1 * 3 * * * *̂ gi8lailye Committee adopted the following

“  Resolved, That this Committee recommend to the Federal Legisla
tive Council of the American Bankers’ Association the approval of the
o?8ifnO °5 f  the PhelaD Bil1’ No- 11283’ with th« eliminationof lines 3-12, inclusive, on page 5, reading as«follows:

4 Whenever the laws of such State authorize or permit the exer
cise of any or all of the foregoing powers by State Banks, Trust Com
panies or other corporations which compete with National Banks the 

a”d ,the exercIse of 8Uch Powers by National Banks shall
Z L X  oTTht io ,.“ r r*TCntkm «f S‘ *‘« ■>' ><*»' '* * , th*

° n_ ^ pril ^2n<3, the President of the Association wrote a letter to

“n;. rTo S , t Cr / / :  ° f ,he W ..C , .coo*
“ Yours of the 9 th instant received, and note what you say in regard 

to the activity of the Trust Company Section. I have requested 
Judge I aton to notify Mr. Mershon that if the Trust Company Section 
is attempting to interfere with this legislation, they are violating the 
rule which prohibits sections from interfering in Federal legislation 
mittee ”8 receIved the aPProval of the Federal Legislative Com-

£ ? . same date the President wrote to Judge Paton, counsel for the 
Association, as follows:

44 I am enclosing herewith copy of a letter from Mr. Thralls which 
ndicates that the Trust Company Section was violating our rule rela

n o ? r £  i L  aJ*IvltIes of 80011008 ln matters of legislation that have 
not received the approval of the Federal Legislative Committee Will

tak!  thl;  “ f tter up at once with Mr- Mershon and tell him 
that he must not attempt to Influence this legislation until a deciskm 
has been reached by the Federal Legislative Committee? ”

The Chairman of the Legislative Committee of the Trust Comnanv 
Section thereupon in compliance with the direction of the Committee

wss-sfr “.i-sjrss
In the meantime, the Phelan Bill was passed by the House of Ren 

resentatives, and coming before the Senate, the entire ^ tio n  was
theiCqen«r ’ * * * * * *  matter referred to a Committee of Conference of 

and House’ where it now remains— no time having been 
fixed for a hearing of the matter before that Committee *

The situation, however, is that when a time is set for * h«.Hn „ 
the bill before the joint Committee of the Senate and House nr»g °
— 2 -  X I  thC / merICan Bankers’ A ^ r  wmU8ehavDe° ZS=S?A§ifiSsaa-srf

m . y T p p " ! ^ '  InrS " r n4 ,h<'lr Tl6W‘  re8pertln* '<*"*>-~  .rz ? zx n  xz
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tion as a whole, the several Sections, at their own expense, should 
be entitled to act for themselves.

All o f which is respectfully submitted.
Henby M. Campbell,

Chairman, Legislative Committee,
Trust Company Section, American Bankers’ Association.

Report of the Committee on Protective Laws
Your Committee has been actively engaged in watching the regular 

Legislative Sessions which were held in eleven states during the present 
year and which, together with special sessions called in other states, 
made about twenty State Legislatures in session.

The major activity shown in regard to bills afTecting trust com
panies was in New York and Maryland.

In New York, several bills o f importance to trust companies were 
introduced. Five bills may be mentioned:

1. A bill was introduced designed to grant fiduciary powers to 
national and state banks in cities of the third class. It did 
not pass.

2. A bill was introduced amending .the New York Charter to provide 
for the listing of personal property amounting to $5,000 or over, 
for the purpose o f taxation. This bill did not pass.

3. A bill was introduced designed to repeal the existing exemption 
in the Tax Law which provides that “  the owner or holder o f the 
stock o f an incorporated company liable to tax on its capital shall 
not be taxed as an individual for such stock.”  This bill did not 
pass.

4. A bill was presented designed to change the Negotiable Instru
ments law in such manner as to protect banks honoring checks 
signed by officers o f corporations when drawn for payment of per
sonal indebtedness. This bil| failed to pass.

5. A bill was passed which placed the burden of proof upon the 
maker o f a worthless check or draft to show that such check or 
draft was uttered in good faith. Safeguards attended this 
measure whereby the maker is given a certain period in which to 
make good the check before he is liable for criminal proceedings.

A great deal of attention was attracted to a bill introduced in the 
Maryland legislature, which provided that every corporation acting 
in a fiduciary capacity in the State should pay to the Comptroller of 
the State one-fourth o f all fees and commissions received by it in 
such capacity. This bill did not become a law.

A law was passed in Massachusetts permitting trust companies to 
carry in their assets bonds o f the United States and Foreign Govern
ments. Prior to the passage of this law only a few of the older trust 
companies, operating under special charters, had this privilege.

As the Legislatures o f almost all o f the states will be in Session 
starting next January and a large number of bills will undoubtedly 
be introduced, it is respectfully suggested that the work of this Com
mittee, which has charge o f the legislative matters in the various 
states, be fully outlined to the incoming State Vice-Presidents o f the 
Section who represent the Section and co-operate In these matters, in 
order that the incoming Committee may be promptly and properly 
notified of all measures requiring its attention.

Respectfully submitted,
T heodore G. Sm ith ,  Chairman.

Report of the Special Committee on Publicity

On October 27, 1917, the following letter was addressed to all mem
bers o f the Section:

“  At the recent meeting o f this Section, held in connection with 
the Convention of the American Bankers’ Association at Atlantic 
City, N. J., the Special Committee on Publicity suggested, in regard 
to trust company advertising, the following, which was unanimously 
adopted:

1. Furnish at cost to all members, for their individual use, com
prehensive advertising campaigns, using tested advertisements, 
form letters and booklets to be contributed by member com
panies.

2. Furnish at cost to all members in communities, as desired, 
teted material for use in the conduct of a local publicity cam
paign.

We are now ready to prepare these campaigns for the members 
of the Section. A number o f companies have signified their willing
ness to forward samples for the use of the Committee, and a quantity 
o f such material is already in band.

Will you, therefore, if consistent with your policy, forward at your 
earliest convenience, using label herewith, samples of such tested ”  
advertisements, form letters and booklets, in order that selection of 
material may be made and campaigns prepared to offer to members 
at an early date. “  Tested ”  advertisements, letters and booklets 
are those known to have produced results. I f  you have had in your 
community any local campaigns setting forth the functions of trust 
companies, will you also include samples o f this material.

As soon as sufficient material is received, it is the purpose of the 
Committee to secure the opinion of several expert publicity men in 
making a selection of advertisements, etc., for reproducing and ar
ranging into campaigns. Proper consideration will be given in the ar
rangement of the material to the needs o f smaller as well as larger 
companies, and it will be adapted, as far as possible, to the require
ments of trust companies in various parts o f the country.

In accordance with the action o f the Section the completed cam
paigns will be offered at cost o f reproducing to all members o f the 
Section.

In anticipation o f your response, and with assurances that your 
co-operation will be valued most highly, we are.”

As a result of this communication a large amount o f material was 
received. The work of sorting and selecting resulted in the issuanci

and distribution in August of ** Bulletin No. 1.”  This was sent free 
of cost to members o f the Section. The bulletin contained—

1. A general letter addressed to members by the Chairman of the 
Committee.

2. An article on the technique of newspaper advertising.
3. Suggested style of advertisement.
4. Reproduction of ancient will as a suggested advertisement.
5. Copy for sixty advertisements contributed by member companies.

As the initial letter In the bulletin explains somewhat the plans and 
purposes of the Committee, its reproduction is given as follow s:

A short time ago a letter was sent to you asking for copies of 
tested advertisements, booklets and form letters to be used by the 
Publicity Committee in the preparation o f advertising campaigns to
be sent to members.

On account of the large amount o f time given to important matters 
o f legislation it has been impossible to further this work as promptly 
as anticipated. We take pleasure, however, in sending herewith our 
first bulletin for the use o f members.

On subsequent pages will be found a brief explanation, o f the 
method of building an advertisement and illustration; also copy for 
sixty different advertisements.

Tested advertisements, as explained, are those known to have pro
duced results. A large amount of material was received by the 
Committee. The broad spirit of helpfulness manifested by companies 
in all parts o f the country, as shown by their willingness to have 
other companies benefit from their efforts, is most commendable. It 
speaks well for a larger success in informing those persons most in 
need of trust company services.

Communications from many companies indicated very clearly that, 
assistance o f a definite character was needed and invited, in order 
that they might better present the real character of trust service to 
their communities.

To those companies maintaining well organized publicity, or adver
tising departments, this matter may be of little use. We believe 
It will be of considerable use to companies where such departments 
are not maintained. By all members such benefit should be derived 
from one or more of the bulletins which it is proposed to send at 
frequent intervals. Suggestions and co-operation from all members 
are cordially invited, in order that the greatest good to the greatest 
number may result.

It is hoped that companies will continue to forward to the Com
mittee samples o f advertisements, booklets and form letters known 
to have produced results, for use in future bulletins to members.

The primary purpose o f the work of this Committee is to assist in 
the growth o f fiduciary business which is necessarily slow in many 
sections of the country.

As it is manifestly impossible to cover all phases o f either fiduciary 
service or advertising for such service in a brief bulletin, we shall 
attempt in subsequent communications to develop the subject more 
completely.

For instance, we shall present the matter o f change of copy, time
liness and size o f advertisements and the selection o f mediums; bow 
to secure legitimate publicity in newspapers and financial publica
tions; the preparation and use of booklets, form letters and Illus
trations. We shall also endeavor to present the matter of advertising 
a bank statement, in such a manner as to surround its periodical 
appearance with a larger element of human interest. There will 
also be presented symposiums of how trust companies handle their 
advertising and publicity, as well as why they believe in advertising. 
Assistance will also be given in the establishing o f publicity depart
ments, to include the writing of copy, placing of advertising and 
follow-up work in order to eventually secure the business.

An early bulletin will set forth the advertising possibilities con
tained in the Remfeen Charts for assisting clients in planning and 
testing wills before death. These charts are being distributed from 
the Secretary’s office. This activity has attracted widespread atten
tion and new advertising based on the use o f these charts has already 
been created for the use o f certain companies.

The object of trust company advertising has a direct bearing at 
this time upon the relation of trust companies to the war. These 
institutions have facilities for serving the men of their different 
localities who are, or will be called upon to serve their country. 
These men do not kpow about the full possibilities for them in trust 
company service. The method of reaching such men is through ad
vertising. Trust Company service has taken on a new meaning in 
this world conflict in that it becomes as a veritable ”  Home Guard ”  
for the affairs of the soldier or sailor, who is or will be on the firing 
line. With his mind at rest In the knowledge that his personal in
terests and family welfare are being properly safeguarded, his spirit 
and* fighting efficiency will be developed and retained to their fullest 
capacity.

Your comments upon this bulletin, and the plans and purposes of 
the Committee, will be valued, as well as any statement as to the 
use to which you have placed this material.

Since the distribution o f this bulletin a number of commendatory let
ters have been received from members and considerable favorable com
ment upon this service has been given in financial and other publica
tions. , , ,  , ,

On November 8, 1917, the Committee suffered an irreparable loss In 
the death o f Mr. Ralph W. Cutler, whose interest In all matters per
taining to the welfare of trust companies generally is well known to 
the members o f our Section. Through the acceptance by Mr. John 
W. Platten of membership on the Committee, the plans and work were 
further developed and have continued throughout the year.

It is sincerely hoped that the members generally will continue to 
give the incoming committee the same hearty co-operation and support 
which it has received during the term of its existence, since Decem
ber, 1916.

Respectfully submitted,
James M. Pratt, Chairman.
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Report of the Secretary

A complete record of the work o f the Secretary’s office daring the 
past year would Include a detailed statement o f such character as to be 
uninteresting to members generally. In addition to carrying out the 
instructions issued from time to time by the officers and Executive 
Committee, a large amount of time has been given to co-operating in 
the work of the Committee on Legislation, the Committee on Pro
tective Laws and the Committee on Publicity. Considerable additional 
'vt»rk lias Ikhui initialed and completed. The various kinds of service 
performed for members, including investigations and compilations, 
cover many forms of trust company activity and service. A large and 
increasing volume of correspondence has passed between the Secretary’ s 
office and members.

At the beginning of the year, the Chairman of the Executive Com
mittee, in correspondence with the members of the Committee, decided 
upon certain activities to be given first attention by the Secretary 
during the year just ended. These included:

1. Assistance to the Government in the flotation of Liberty Loans 
and other activities incident to the war.

2. Conducting a Questionnaire among member companies, as approved 
at the Atlantic City Convention, relative to statistical and ad
ministrative matters, and the dissemination among members of 
the information so obtained.

3. Special co-operation with the Committee on Publicity in the prep- 
eration o f advertising campaigns for the use of members.

4. .Reproduction and sale of charts on planning and testing wills be
fore death, if permitted by the author.

o. Preparation for the use of members of an index of articles, ad
dresses and other material bearing upon trust company work, 

ti. Assistance in establishing and maintaining trust company forums 
in City Chapters of the American Institute of Banking.

*. Assistance in the preparation of a text book on trust company 
work for the use o f the American Institute of Banking.

8. Campaign for new members.

All of these subjects have had attention and development as con
templated. The least amount of progress lias been made in connection 
with the text book on trust company work. This, however, will be 
••atried out in due course.

Your Secretary has given generously of his time in assisting the sale 
of Liberty Bonds and War Savings and Thrift Stamps. A number of 
meetings were addressed and considerable time given to acting as Sec
retary of the War Savings Society formed at the Association head
quarters in New York, as well as other forms of patriotic service per
formed.

At a meeting of the Executive Committee held in New York on Feb
ruary 25th, your Secretary was authorized to reproduce and offer for 
sale to members the Remsen Charts on Testing Wills Before Death, 
permission of the author having been secured. Over one hundred and 
seventy-five sets of the charts have been placed with members.

A number of inquiries have been received from companies in various 
parts.of the country, regarding the practice o f writing wills, as well 
as the practice of writing wills free o f charge. Your Secretary has 
been advised that attention will be called to this matter at the present 
Convention. No further comment therefore need be made in this report.

The questionnaire which was forwarded to members during November 
and December resulted in securing much valuable and interesting in
formation. A summary of the replies to certain of the questions has 
been sent to members and published in several financial journals. It 
is also published in brief in a booklet distributed at this Convention.
A special letter was addressed to companies which reported on the 
questionnaire as having men in military or naval service. Four ques
tions were asked:

1. How do you fill vacancies caused by war service?

N 2. How do you train the new employees engaged to fill these 
vacancies.

3. Do you hold positions open for absentees?
4. Do you pay salaries in full or in part?

The replies to this letter became the basis of a special article which 
was published in the Journal of the Association and sent to financial 
publications throughout the country. It was evident that the informa
tion contained in the article was desired by members generally, as 
much favorable comment and many inquiries were received as a result 
of its publication.

Several additional articles and a considerable number of news items 
have been written and sent to financial publications throughout the 
year. They were quite generally published. Articles or items o f in
terest are submitted to the Journal o f the Association each month and 
the matter published in accordance with the space available.

As a result o f calling the attention o f non-members to the facilities 
provided through membership in the Association 107 trust companies 
have been added to the roll of active members and 126 companies to 
associate membership in the Section, making a total o f 1491 active 
members and 342 associate members.

Several requests from trust company men have been filled during the 
past year for material which would aid them in the preparation of ad
dresses before gatherings of bankers and business men.

Frequent communications have been exchanged with the State Vice- 
Presidents of the Section, as well as the State Banking Commissioners 
throughout the country, in order to furnish or secure information, as 
well as to assist in the development of the work o f trust companies 
generally. Only several of the State Bankers’ Associations maintain 
separate trust company sections or associations. The establishment 
of such sections is encouraged in those States where trust company 
activity is sufficiently developed to warrant the formation o f such an 
organization.

Tour Secretary has represented the Association at several State 
Bankers’ Conventions and at the Convention of the American Bar 
Association held in Cleveland, Ohio. An invitation to speak at the 
Michigan Convention was accepted. Frequent trips have been made to 
trust companies in different parts of the country for the purpose of 
rendering service or securing information. A considerable number of 
hankers’ group meetings have been attended and many conferences 
have been held at the Association offices with members from all parts 
of the country.

Considerable assistance has been given to members in connection 
with determining the advisability o f entering the Federal Reserve 
System. Every effort has been made in this connection to point out the 
desirability of membership in the system as a war measure, as well as 
to assist in the further economic development of our country. A num
ber o f these inquiring companies have joined the system.

Throughout the year frequent opportunity has been availed of to 
inform the Executive Committee of any news items and supply them 
with all information in which it was believed they would have a 
particular interest.

Of the appropriation granted the Section for the current year’s work, 
$196.94 remain unexpended, as shown on Financial Statement attached 
herewith.

On November 9th last, your Secretary represented the Section at 
the funeral of ex-President Cutler, at Hartford, Conn.

It Is with genuine pleasure that mention is made o f the inspiration 
given throughout the year by President Blair, Vice-President Platten 
and Chairman Dinkins, as well as all members o f the Executive Com
mittee. Association with these gentlemen has materially assisted in 
maintaining and further developing ■ a keen personal interest in, and 
enthusiasm for, the progress o f those companies charged primarily with 
the sacred duty of safeguarding the administration o f trusts for the 
living as well as the dead.

* Respectfully submitted,
Leroy A. Mk bsh o n , Secretary.
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